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This is Arjo
Our work is based on genuine care

for human health and well-being, and
contributes to a sustornable healthcare

M)
% .

Ario is a global supplier of medical devices and solutions that improve quality of life for

people with reduced mobility and age-related health challenges.

‘ e create value by contributing to improved clinical outcomes fer patients and

ling a better work environment for healthcare professionals. We thereby

tribute to an efficient healthcare process and sustainable healthcare system.

; ur main customers are private and public institutions providing acute and
tong-term care. Our offering includes products and solutions for patient handling,

hygiene, disinfection, prevention of pressure injuries and deep vein thrombaosis, and

diagnostics, We also offer medical beds and services including training in connection

to product sales.

>6,000 >100

Employees worldwide Number of countries in which
Arjo sells products and services
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2018 IN BRIEF

2018 in brief

POSITIVE TREND REVERSAL IN THE US

The US turnaround plan is a key part of the Arjo 2020 busi-
ness plan and, after a long period of declining growth, the US
experienced an organic growth of 4.1% in 2018,

Read more about the Arjo 2020 plan on pages 8-9.

STRONG SHARE PRICE TREND
During Arjo’s first year as a stock listed
company, the value of the share
increased by 21%.

SALES COMPANIES IN JAPAN, CHINA

AND LATIN AMERICA

During the year, we established proprietary sales companies
in Japan, China and Latin America - all key markets for the
Group's expansion in emerging markets,

NEW SOLUTIONS TO REDUCE WORK-RELATED
INJURIES

During the year, we launched IndiGo, a new, intuitive
transportation assistance system developed to reduce the
ergonomic risk factors for healthcare professionals in con-
junction with the transfer of medical beds. Medical beds
are becoming heavier, with many weighing close to 200
kg without patients. In addition, patients are becoming
heavier, now with an average weight of approximately 90
kg, meaning that it can be very heavy and strenuous work
to move a modern medical bed with a patient in it.

Read more about the importance of ergonomic solutions for
heaithcare professionals on page 16.

ACQUISITION OF RENU MEDICAL

During the year, ReNu Medical was acquired, a US company
specializing in green reprocessing for single use medical
devices in areas such as DVT. This acguisition strengthens
the Group's existing offering and opens up new business
opportunities in a growing market, in which sustainability is
becoming an increasingly impertant element.
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MDSAP-CERTIFICATION ACHIEVED WITH GOQD
RESULYS

Arjo successfully obtained its MDSAP-certification in October
2018, and this establishes that we comply with the requirements
to sell medical devices in US, Canada, Australia, Japan and Brazil.

Read more on pages 32-33.

10,000 SARA STEDY PRODUCED DURING THE YEAR
The Sara Stedy patient lift is one of Arjo’s best-selling products
and during the year, 10,000 Sara Stedy units were produced at
the Group’s plant in Magog, Canada.




KEY PERFORMANCE MEASURES

Net sales, SEK M 8,217 7,688

Organic growth in sales, % 3.0 -6
EBITDA grawth, % 18.4 =351
Adjusted EBITDA 1.312 1,246
Ad)justed EB{TDA margin, % 16.0 16.2
Cash conversion 840 574
Equity/assets ratio, % 41.3 41.6
Net profit for the period, SEK M 296 118
Farnings per share, SEK3 109 043
Number of shares, thousands 272,370 272370
Dividend per share, SEks .55 0.50

1) Before terns affecting cormparability 23 Before and after dilution 3 Dividend proposed by the Board of Directors

"During 2018, we have continued laying the
foundation for sustainable business acumen
by training the organization in our Code of
Conduct and what it means to conduct busi-
ness in an ethical and responsible manner.”

Joacim Lindoff, President & CEO Arjo

SALES PER SALES PER SALES PER
CUSTOMER SEGMENT GEOGRAPHY SERVICE TYPE

O Acutecare, 67/ % ® Western Europe, 50% @ Capital goods, 40%
Long-term care, 33% North America, 37% Rental, 25%
# Rest of the World, 13% B Disposables, 189%

Service, 17%
®

ARJO'S FINANCIAL TARGETS
2018-2020

Target: 2-4%

sales growth

Average organic
sales growth
of 2-4% per year.

v
Qutcome: 3%

Crganic net sales rose
by 3.0% (-1.6) in 2018, primarily
driven by the strong performance in
the Group's largest markets,
US and the UK,

Goal: >10%

profitability growth

Average reported EBITDA growth
of more than 10% per year.

v
Outcome: 18.4%

EBITDA increased by 18.4%.
The positive trend relates
to higher sales and
lower costs,

Goal: >70%

cash conversion

Cash conversion of more than 70%.

b 4
Outcome: 84%

Cash conversion amounted to 84.0%
(57.4) for the whole year, driven by
strong growth and continued focus on
waorking capital.
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CEQ'S COMMENTS

The year we brought Arjo

back to growth

2018 was Arjo’s first year as an independent and listed company.

This journey has had a strong start, with an organic sales growth of 3%
and a significant improvement in profitability. Several important steps were
taken to further strengthen the company's position and establish Arjo as an
even stronger partner to customers in both acute and long-term care.

Joacim Lindoff, President & CEQ

- what contributed to 2018 being
such o successful year for Arjo?
The primary reason is definitely that, as
an independent company, we have had
full focus on Arjo's core aperations. Early
in this journey, we set a clear direction

far the company with our Arjo 2020 plan,
which has created a positive momentum
in the entire organization, One of the most
important aspect of the plan is to turn
around our business in the US market.
The US is our single largest market and
represents nearly 30% of sales. As part of
the US turnaround plan, we implemented
a number of measures that have led to
positive impacts and that contributed to
the company growing by 3% organically
as a whale during the year.

What other key events
would you like to highlight?
The UK is another important market for
us. The UK National Health Services’
{NHS) low levels of investment in
healthcare over a prolonged period have
led to a slowdown for us in the UK. At
the beginning of the year, we developed
an action plan to address and overcome
the challenges in the UK market, which
generated positive results during the
year. We are continuing our work to
stabilize the UK in the lang term.
Overall, we have seen positive sales
trends during the year - in both mature
znd emerging markets. We have estab-
lished our own sales companies in several
key markets, including China and Japan.
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We have continued concentrating
our operations to the core areas where
we are strongest. One of the decisions
made during the year was to divest
Acare, our business for low-specification
medical beds. The Acare transaction
was finalized during the first quarter of
2019. We will now focus on retaining and
further strengthening our positions in the
premium segment for medical beds, where
we already hold strong market positions
and where profitability is considerably
better.

We have also proceeded working
towards ensuring high guality and
compliance. Adapting our operations to
the new MDR regulation has progressed
with good results and is highly prioritized
on our agenda.

The global populdation is
becoming increasingly older

and healthcare challenges

are growing. How do you view
Arjo's role in this development?
We have an important role in helping
shape the healthcare of the future. This
is primarily done within three areas:
ensuring efficiency in the care process,
offering heaithcare providers solutions
that enable them to gain more-for-less,
and continuously improving clinical out-
comes. For example, we put a lot of effort
into reducing the risk of care-related
injuries - partly to reduce pressure on
the healthcare systems and partly to
reduce the suffering of those who risk
being affected.

Dementia is another major challenge
for the healthcare systems of today
and tamorrow. Today, about 60% of
residents in long-term care live with
some form of dementia, and global
demographic trends indicate that this
issue is expected to increase significantly
in the next few years. Here, we can
see extensive opportunities to use our
products, experience, and knowledge to
cantribute to better and more effective
dementia care.

We can also see that our customers
are increasingly requesting sclutions for
preventive care. We offer a number of
solutions that improve the utilization of
resources today, and have a great focus
in this area.

What is Arjo's main contribution to
sustainability?
During the year, we facused on defining
Arja's sustainability agenda and the way
in which we will contribute to sustainable
development moving forward. You can
read more about this on page 26.

In July, we acquired the US company
ReNu Medical, which specializes in green

Success factors in 2018

= Focus on the core business as
an independent company

= Commercial excellence

* Great commitment in the
organization



We hold leading positions in the
areas in which we operate and we

are actively looking at acquisitions and
other investments, including partnerships
in innovation, to further strenghten our

competitiveness.”

medical reprocessing of single use medical
devices. This rmarket is experiencing rapid
growth, especially in the US where we see
an Increased demand from aur custamers
for these types of solutions. With ReNu
Medical, we are taking an important

step in our commitment to contribute to
sustainable development,

During 2018, we have continued laying
the foundation for sustainable business
acumen by training the organizaticn in
our Code of Conduct and what it means
to conduct business in an ethical and
responsible manner. In this work, we
place particular importance on high-

risk markets, and have trained our
distributors in this area as well,

How would you like to summarize
your first year as a listed com-
pany? And what happens moving
forward?

The organization has done a fantastic job
and ! am incredibly proud of the progress
we have made in gur first year as an
independent company. Arjo has always
had competent and committed employ-
ees, and as an standalone company, we
are becoming even stronger. We now
have a 100% focus on Arjo’s business,

and exactly as we predicted when Arjo
was separated from Getinge, this is
generating resubts. Already in the first
year, we exceeded our financial targets,
which is of course very satisfying.

The US remains an important market
and will remain a priority in 2019. Over-
all, our focus on long-term care will grad-
ually bring resuits, and we will continue
to invest in our sales organization and in
product development.

Woe are continuing to build a strong Arjo
where decisions are made as close to the
customer as possible.

Arjo holds leading positions in the
areas in which we operate and we are
actively looking at acquisitions and other
investments, including parinerships in
iInnovation, ta further strengthen our
competitiveness.

Finally, | would like to thank my
committed colleagues for this year.
During 2018, we have proven that Arjo
is and will be even stronger as a stand-
alone company, and | ook forward to
a continued exciting and successfu!
journay.
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BUSINESS ENVIRONMENT TRENDS

Global megatrends
drive the market

Demographic changes, digitalization and the shift from
acute care to long-term care are some of the global
trends that impact the demand for Arjo's products and
services. However, several other global megatredds
will govern market conditions for the global heglthcar

industry in the next few years.

Demographics

More care at a lower cost

The global trend of population growth
combined with longer life expectancy
means that the number of elderly people
in the world will rise sharply. We can
also see a clear increase in lifestyle-
refated diseases, such as obesity and
various types af cardiovascular diseases,
According to the World Health Organiza-
tion (WHQ), the percentage of bariatric
adults in the US increased from 25% to
349% in 2000-2014.** Healthcare spend
will increase considerably for society
and this trend is generating continued
growth in demand for acute and elderly
care-related services and products.
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Digitalization

Digitalization in oll areas

Today, digital technology can be found

in all parts of the healthcare value chain.
Mobile use has driven the digital develop-
ment in recent years and is being increas-
ingly integrated into healthcare, both as a
source of information and as a key tool in
decision-making processes. Automation
in the healthcare sector is primatity being
achieved through the introduction of IT
systerns for processes and functions. An
increasing number of products are also
being connected in order to gather data
and improve diagnostics, among other
things. This demographic trend places de-
mands on effective solutions that enable
a shift from traditional reactive care to
proactive care.

SEK 6 8 BILLION

The global market that Arjo
addresses amounted
to approximately
SEK &8 billion in 2018.*

Sustainability

Strategic sustainability efforts
for increased competitiveness

In recent decades, attention has increas-
ingly been directed to the issues of climate
change, environmental impact and
corporate social responsibility. Assuming
active responsibility for centributing to
sustainable development is a prerequisite
for a global company. At the same time,
the strategic sustainability efforts must
be conducted in a financially sustainable
manner to ensure long-term earnings
capacity and strengthen the company’s
competitiveness. This also has a positive
impact on the ability to attract and retain
both customers and employees. Product
safety is a basic requirement and must
permeate a medical device business.



Arjo's market is expected to grow

by approximately 4% annually
through 2022.*

rEaf

Long-term care is growing at twice
the pace of acute care in the
R gecpraphies where Arjo is dominant.*

*Economist Inteligence Unit, 2017 *"WHO, 2017 =~Eurostat

Changes in heglthcare

Transition from acute to
long-term care

With a growing population and an
expanding proportion of elderly people,
further demands are being placed on
healthcare and healthcare providers are
forced to deliver more care with fewer
resources. The average total cost of a bed
in an acute care unit is often significantly
higher compared tc a bed in a long-term
care facility. To reduce costs, healthcare
providers strive to reduce the patients’
medical care time in acute care units, As
a result, patients who require care over
alenger period are increasingly being
maoved to long-term care facilities and
home care, where the cost per day and
per patient is significantly lower.

Increased welfare in emerging markets

Welfare development results in
expanded healthcare

The economic performance of emerging
markets in recent years has enabled more
and more countries to develop advanced
healthcare. There 1s a clear, positive
correlation between GDP per capita and
the share of GDP spent on healthcare.
Greater prosperity and a growing middie
class have resulted in the often signifi-
cant expansion of both private and public
healthcare. Products with simpler func-
tionality and a [ower price that accelerate
the expansion of healthcare are in de-
mand. The purchasing power in emerging
markets is generally lower than in mature
markets, but is offset by the scope and the
market growth that is expected to increase
in conjunction with economic growth.

34%

The share of the population in
Europe aged 60 and above is
expected te increase from
about 22% in 2010 to about
34% by 2050.***

Increasing consolidatien

Increasingly larger players

in healthcare

The heaithcare industry has undergone
major changes in the past decade, partly
as a result of increased consolidation.
This has resulted in fewer and larger
healthcare players, with purchasing in-
creasingly controlled by central purchas-
ing departments. In turn, this is [eading to
greater price pressure on suppliers and
difficulties for smaller players to offer

the extensive portfolic of products and
services that are in demand. Mergers and
acquisitions have therefore also gained
importance for medical device compa-
nies, since consalidation can generate
considerable cost and revenue synergies.

ARJO ANNUAL REPORT 2018 7



STRATEGY

"How we initiated

our turnaround
in the US market ”

The US market represents a third of Arjo's sales and
a considerable share of the global demand for new
medical devices and solutions. During the year, we

turned around the Group's negative trend in the US

and grew organically by 4,1%.

WITHIN THE ARJO 2020 framework, we
are driving activities to achieve increased
commercial excellence. It was through
these activities that we could reverse our
trend on the US market and reach profit-
able growth during 2018. The US market
is considered one of the most developed
geographical markets and accounts fora
considerable share of the global demand
for new medical devices and solutions.
The healthcare market in the US
is characterized by a diversified care
system, in which private healthcare
praviders account for more than haif of
the market, Consolidation has increased
rapidly in recent years and over 60% of
hospitals today belong to a larger health-
care system, where the focus is often on
increased efficiency and cost-savings.

High costs of healthcare

The costs of health and medical care in
the US are on average double that of ather
prasperous countries, largely due to high
administrative costs, higher profitsin
the healthcare system and high capital
expenditure. A factor that further con-
tributes to the high costs is that financial
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penalties are imposed on those health-
care facilities that, for example, have

a high proportion of patient incidents,
heaithcare-related diseases or work-
related injuries among personnel.

Growth-driving factors

In the US, growth is driven by the demo-
graphic trend of an aging population
and increased lifestyle-related health
problems. Obesity is a serious problem
and 34% of the population was afready
affected in 2014. This figure is expected
to rise to 41% in 2025, with major rising
healthcare costs as a result.

Arjo's US turnaround plan

When Arjo was part of the Getinge
Group, the commercial focus was
primarily within acute care, although

we previously had very strong market
positions within long-term care in the US,
which is growing at a higher pace than
acute care. For a lang time, we also had
challenges related to rental operations
and the DVT product segment in the US.
Our so-called US turnaround plan was
developed 1o address these challenges.

The plan comprises five focus areas, two
of which were of particular focus in 2018:
reversing rental operations and making
investments to regain our leading posi-
tions in long-term care.

By implementing effective processes
and clear follow-up efforts, we succeeded
in turning around the negative trend in
the rental operations during the year to
grow by over 4%.

We also made an effort to recapture
leading positions in long-term care,
including investing in a dedicated sales
team for this area. These investments are
expected to gradually have an impactin
2018 and onwards, and will help usin re-
taking a leading position in long-term care.

The activities in our US turnaround
plan have generated highly positive
results and in 2018, the Group grew or-
ganically by 4,1% in the US with increased
profitability, This was also one of the
main reasons that the Greup as a whale
grew by 3% organically during the year.




FIVE FOCUS AREAS FOR THE FUTURE

Our vision is to become the most trusted partner globally in enabling care and improving
quality of life for people with reduced mability and age-related health challenges. Arjo aims

to become the market leader in long-term care, while maintaining our strong position in acute
care. The ambition is also to reach 2 pasition as preferred solution provider. Qur business plan
comprises five overall priority areas, all of which are described below. The foundation is the
focus on a sustainable and winning culture where business and people graw together.

Improved customer value

We ensure value creation for our customers by leading an organization focused on
the unique needs of customers in acute care and fong-term care. Through consid-
erable research investments and long experience within innovation and product
development, we offer solutions that centribute to more effective care, reduced
care costs and improved clinical results. In this way, we help customers meet cur-
rent and future demographic challenges, increased regulatory requirements, im-
prove quality and safety for healthcare providers and patients, as well as enhance
the efficiency of patient flows. In 2018, a number of new products were launched
and the Group has taken steps to offer further solutions for preventative care.

Strengthened commercial focus

One of the initiatives to intensify Arjo's commercial focus includes increasing its
market presence in both existing and new markets. We currently hold a strong
position in acute care and are investing in an increased presence in long-term care. In
addition to this intensified focus on long-term care, we are also working to optimize
our product portfolio and sales process. Two of the most important goals in this
focus area are to turn around the trend in the US and the UK. These activities have
generated positive results to date, and during 2018, the Group grew organically by
4,1% in the US and 7% in the UK. We aiso established proprietary sales companies
in Japan, China and Latin America in order to use our own sales teams for increasing
market shares in these markets moving forward.

Increased operational agility
Arjo is working to create an agile organization with processes that enable rapid
decision-making closer to the customer. This means that we can effectively meet

13 -

'Durlng the year, the needs of our customers and changes in the market. We also work actively

we succeeded in to ensure our compliance with existing regulatory requirements and strive to
turning around deliver the highest possible level of product quality and safety. During the year,
the trend in the several activities were conducted to optimize the Group's resources, inciuding

US and grew by within finance and product development. Substantial work was also conducted
or : . to ensure that Arjo meets the requirements in the EU’s new MDR regulation
4.1% in this key (Medical Device Regulation).
market”

Grow the business and people together

It is the people within the organization who generate and develop the business
and we have established a long-term agenda to ensure that the organization has
the necessary leadership, knowlaedge and key skills that meets current and future
business needs. This work involves succession planning, activities to promote
diversity and various training programs. During the year, Arjo continued to build
an arganization characterized by equality and diversity. Two development pro-
grams were also conducted, one at Group leve! and one within Supply Chain,

A winning and sustainable corporate culture

The objective is to create a result-oriented organization based on Arjo's core values.
Qur values are united by people equality and a desire to improve other people’s
health and well-being. In order to create a winning and sustainable corporate culture,
Arjo prgmotes enthusiasm, a focus on value-added solutions that generate a truly
positive change for peopie, a culture of ownership and decision making, and in addi-
tion being a team player working towards attaining the Group's common goals.

Arjo’s net sales in the US

amaunted to SEK 2,390 M for
2018, which corresponded to
29% of the total sales. Arjo's
market share inthe USis12%.
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Arjo’'s strong
offering

- Creating value for healthcare

By contributing to improved clinical outcomes for
patients and enabling a safer environment for
healthcare professionals, Arjo delivers sustainable
value for healthcare - always with people in mind.

. i5 rmade to move. 1§ mobility is
reduced, a leng line of nagative side effects often tol-
lowes, This cocdd involve lost muscle strength, blood
clotls, pressure injuries. nfections and an incroaseo
risk of falls, as well as despondency anc depression.
All of these comphications cost significant amaun®s
for healthcare and demand extensive resources, not
least in the form of personnel, By carly mobii zation
ot a paticnt, many complications can be avcided, and
thus also sutfering and high costs.

For many vears, Arjo has worked in close
collaboraticn with hospitals, care homes and, in
particular, healthcare professionals, giving us a
unique understandging of the challenges that existin
the healtheare sector. The foundation of cur offering
buitds on ncreasing quality and effectiveness by
delivering the right solutions for each specific need.

Healthcare providers are assessed on three

main areas: clinical sutccme o care. their degree
of efficiency and financisl results. For parsonnel, it
is crucial thet the work envirornment is secuse and
safe. The conditions should be adapted accerding
<o the care to be provided, with the right equipment
and correct trammieg, For a patient, guabity of care s
essenlizlly about quality of bife.

Arjo's approach is rooted in understanding the cus-
tomer’s orzanization together with their challeoges
and needs, rather than providing individual products.
Accordingly, we can cortribute to operational advan-
tages and financial benefits in the form of lower costs
and rmore productive care. By tailoring solutions with
nroven positive results, we deliver added value for
cur custarners, their employees and Jor patients.

On the following pages, vie present Arjo’s otfering

to the healthcare sector in four selected focus areas.

AR SO AMUAL Bl 2all 1




IMPROVED PRODUCTIVITY

IMPROVED
PRODUCTIVITY

- for customers

Arjo's operational analysis leads to a sustainable change

in care processes in hospitals and care units resulting

"in better productivity and positive clinical outcomes.

We address the core issue, not the symptoms.

FOR MORE THAN 20 YEARS Arjo has
helped customers work more efficiently
and, simultaneously, enable better care
outcomes and work environments using
a unique tool for operational analysis.
Arjo's analysis provides healthcare
facilities with the tools to ensure the
right working techniques, effective use
of spaces, and appropriate equipment to
promote patient care. The work situation
of healthcare professionals is also taken
into consideration. Through long-term
partnerships, Arjo can contribute to a
sustainable and positive change.

Qur operational analysis is

conducted in three steps:

1. Analysis and identification of problems
and opportunities within the business

2. Implementation of solutions, including
evidence-based training programs

3. Continuous follow-up, support, and
change evaluation

Due to our employees’ deep knowledge
and our unique tool for operational
analysis, we can be the partner to our
customers that we want to be. With the
right investments in equipment for trans-
ferring and mobilizing patients, downward
health spirals can be broken and create
positive domino effects. This becomes
apparernt in the customers’ own key per-
formance measures, where it is possible
10 see a clear improvement after process
changes and investments in the correct
equipment based on our operationa!
analysis. In addition to improvements
in productivity and clinical outcomes,
a completed transformation program
usually results in lower personne! turn-
over and increased employee satisfaction,
Currently, Arjo’s operational analysis
comprises, in particular, the areas of
Patient Handling and Hygiene. We are
currently developing similar services in
other areas to be able to offer a full-scale
service for the customers' overall opera-
tional requirements, regardless of size or
approach. ’

Proven experience

YEARS

Arjo has conducted operational
analyses for over 20 years.
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Annual savings

o1 2.

The AMBU Health Board in the UK was
able to make major savings by using
Arjo’s evidence-based training program.




STEP1
Customer analysis

Arjo documents and analyzes
the healthcare providers' stort-
ing situation and needs. We also

review the existing equipment,

the state that it is in, and how
service and maintenance is con-
ducted. Based on this, we identify
risks and areas of improvement
and present a transformation
program tailored for the unit.

v

STEP 2

Implementation

A deteiled implementation plan
enables the often necessary
cultural change in care processes
and use of equipment. Arjo trains
selected personnel, wha, in turn,
train other personnel with the aim
of building up internal know-how.
Wwith the right tools and validated
approach, the employees learn to
safely transfer, support and take
care of their patients' hygiene.

v

STEP3
Follow-up and support

To ensure the results of the trans-
formation program, Arjo conducts
follow-up site visits. We evaluate the
developments, measure the results
and implement any adjustments
to achieve the desired effects.
The customer receives feedback
on how well the goals have been
met based on their own key
performance measures.




BETTER WORK ENVIRONMENT

BETTER WORK ENVIRONMENT

- for healthcare professionals

The work environment affects how the employees feel, even

after working hours. Arjo has a high level of knowledge and long

experience with the work flows in care environments, and offers both

products and services for safe patient transfers in addition to safe,

high-qualitative work for healthcare professionals.

SLIGHTLY MORE THAN 10% of all employ-
ees in the western world work within
healthcare, many of whom work in
hospitals and in health and care services.
Research shows that healthcare profes-
sionals run a targe risk of muscular and
skeletal injuries in conjunction with heavy
work load and frequent rmanual patient
transfers. Heavy lifting caused cne third
of all sccupational accidents reperted in
the Swedish healthcare sector between
2008 and 2013*.

Patient transfers from, for example,
a horizontal to a sitting position are
conducted many times per day and per
patient - something that can cause work-
related injuries among caregivers. The
number of overweight patients has also
increased in recent years, and with equip-
ment adapted to their needs being rare,
transfers are conducted manually, This
increases the risk of muscular and skeletal
injuries among healthcare professionals.

Medical beds are an example of equip-
ment that is often transported over long
distances between wards and can be
very heavy for caregivers to handle.

The risk of back problems and mus-
cular and skeletal injuries is a cause for
labor shortage in the healthcare sector.
Many healthcare workers experience
that they cannot provide effective and
safe care without themselves being
injured or ill.

In the US, it is estimated that among
the top five causes of injuries for hospital
workers, nearly half are due to overex-
ertion or related movements like lifting,
bending, and reaching. Such movements
are often performed during patient
handling and is the single largest cause
of missed work days.** Europe is also
experiencing personnel shortages with
the risk of worsening in the next few
years, with higher costs and declining
heaithcare as a result.

Decision-makers in health and care
services must therefore prioritize efforts
to prevent work-related health issues,
absence from work and early retire-
ment, Major development activities are
today being conducted to implement
preventive transfer programs to prevent
rmuscular and skeletal injuries.

Heavy lifting in
the care sector

TONS

The amount a single
healthcare provider may lift per day.***
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Fewer injuries with
the right equipment

0,
%
From a study by Pompeii et al. from

2009, 40% of work-related injuries can
be prevented by using patient lifts.

*wWork Environment Autherity 2018
=+ QSHA, 201
* &% Tayuhy-Man, K , 1997
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ORX ENVIRONMENT

Mobile and safe with Arjo's
ergonomic offering

ERGONOMICS ENTAILS adapting the work to an
individual to prevent the risks of ill health and
accidents. Several studies* show that implement-
ing programs that ensure safe patient transfers
using the correct equipment and training generate
significant cost savings. Arjo has a high level of
knowledge and long experience of the work flows
in care environments, regardless of whether itis
in acute care or long-term care. In addition to our
physical products, Arjo offers healthcare per-
sonnel competence development that provides

a deeper understanding on safe and high quality
working methods.

We have, for example, prepared a set of guide-
lines for care facilities that are aimed at providing
personnel with the appropriate conditions for
carrying out their work, a higher quahty of life for
patients and better return on investments. In 2019,
Arjo will also faunch a comprehensive guide for

1& ARJO ANNUAL REPORT 2018

architects and residential planners, in which we
will demonstrate the value of ensuring the proper
planning of spaces at an early stage, and providing
guidelines for the planning and construction of, for
example, new healthcare facilities.

Keeping employees healthy provides a direct
and measurable positive impact on heafthcare
efficiency. It is also crucial that those who apply
for healthcare jobs remain in themn and help create
continuity.

High-quality equipment that is used correctly can
significantly reduce the total cost of care units. The
solutions Arjo offers provide heatthcare facilities
with better conditions to retain personnel and
reduce costs for work-related injuries. In turn, this
also benefits the patient, who receives safe, high
quaiity and continuous care while maintaining
dignity.

*Nelson 2028, Tomas 2009, 8lock 2011, Lilpscomb 2012

Qur goals for
implementing safe
transfers and promoting
mability for patients are:

+ To improve the
working conditions of
healthcare profession-
als through reduced
risk of incorrect and
excess lifting, and
thereby reduce sick
leave gnd associated
costs

+ To ensure the pa-
tient's quality of care,
safety and dignity,
while reducing the
risk of injury and
symptoms related to
restricted mobility,
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Mornmng activity

The right equipment in the right place ~ 24 hours a day

A single patient may need help from a seated to standing position many times each day.
This involves everything from getting out of bed in the morning to carrying out activities
ond hygiene routines. It is therefore crucial that the equipment is adapted to the specific
activities and is avallable at the right place when required The image above illustrates
the deily life of a patient who may require assistance using different types of transfer.
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ENHANCED QUALITY

- for patients and residents

Today, about 50 million people are living with dementia, o cognitive

impairment for which there is currently no cure. Nearly 10 million new

cases are reported each year,* with enormous costs for society as @

result. Arjo's knowledge and offering makes work easier for care-

givers and improves the quality of life of those affected by dementia.

THE LIFE EXPECTANCY of the global pop-
ulation is increasing as a result of higher
living standards and better healthcare.
However, higher age also means an
increased risk of developing dementia.
Today, one person develops Alzheimer's
every three seconds. Approximately

10 million new cases of dementia are
dizgnosed every year*, and every third
person born in Eurape will develop de-
mentia during their lifetime.

In recent years, dementia has attract-
ed a large amount of attention from
governments and health organizations
as one of the most important global chal-
lenges. Many countries in the western
world have a national strategy for ad-
dressing and managing dementia. One of
the challenges is to find methods for dis-
covering dementia at an early stage, and
how hospitals and healthcare facilities
can be adapted to care for those living
with dementia. Dementia care is filled
with numerous nuances and challenging

situations for caregivers, residents and
family members. There is currently no
cure or effective inhibitor treatment

for dementia including Alzheimer’s.
Instead, dementia care primarily involves
developing non-pharmaceutical care and
supporting and facilitating possibilities
for the person afflicted to live the most
dignified life possible.

More than 60% of all residents in
long-term care live with dementia and
those affected often require consider-
able personnel-intensive care. At the
same time, today's healthcare is not
fully adapted for the needs of dementia
patients in terms of care and security. At
many healthcare facilities, the shortage
of personnel is a major problem and the
personne! often lack the appropriate
expertise and know-how. Additionally,
hospitals and care homes are often char-
acterized by a high personnel turnover
as a result of difficult working conditions
and low levels of remuneration.

New dementia cases
annually worldwide

MILLION

The number of people with dementia is
increasing annually by 10 millien*

* WHO, 2018
+%Alzhewner's Disgose International, 2018

Global cost

usb TRILLION

Global dementia care is costing
USD 1 trillion per year**
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ENHANCED QUALITY

The Wellness Nordic Relax Chair offers a calming,
multisensory experience through o combination of
specially composed music, tactite stimulation and
rocking movements. A weighted blanket and @
specially designed cushion provide further comfort
and give a cozy feeling that make 1t easier for
dementia patients to find calm and relax.

Wellbeing and dignity are
fundamental to dementia care

ARIO HAS A DEEP KNOWLEDGE regarding the care
of elderly people. We believe that wellbeing and
dignity are basic aspects for the way in which a
patiant experiences their care,

Dementia is one of the greatest challenges for
our customers, both today and moving forward. It
will have a major impact on how healthcare will be

20 ARJO ANNUAL REPORT 2018

structured in the future, particularly in long-term
care. We have developed products and solutions
for the care of persans with age-related health
challenges over a number of years, many of which
correspond well to the physical needs of patients.
In recent years, we have taken note of the psycho-
logical needs of patients with dementia as well.



It is important to create a greater sense of security
and calm for the resident. Arjo is constantly devel-
oping its products and has put together specific
guidelines for dementia-adapted product design
that will be used for all new products moving
forward, Creating solutions that are convenient,
pain-free and less frightening is positive for all
residents, not only for those with dementia.

bining our product portfolio with our competence
and an understanding of the challenges that exist
within dementia care.

Through training and information, we ensure
that caregivers have the know-how to adapt their
care and to utilize resources and equipment in the
best manner possible, thereby freeing up more
time for the resident.

However, Arjo’s offering is comprised of more
than correctly designed equipment. We want to
contribute to an environment where personal care
is friction-free, samething critical to delivering
good dementia care. We will achieve this by com-

Our starting point is the challenge facing the
customer, not the product itself. With a strong,
cammercial offering within dementia care, we also
demonstrate that Arjo is a long-term partner for
effective dementia care.

The dementia patient

Dermentic is o collective name for o number of
symptoms that are caused by brain damage
Usually, the memoery and ability to carry

out everyday activities declines. Worriness,
depression and behavioral changes may be
part of the chinical profile. fn long-term care,

a patient with dementia often needs help with
everyday activities. They require assistance with
everything from bathroom visits, transfers and
hygiene to relaxation and sleep.

B
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EVEN SAFER CARE

EVEN SAFER CARE

-~ for the future

To meet the demegraphic challenges facing the world, Arjo has an

extensive focus on developing solutions that make o real difference

and can simplify everyday life for our customers. Examples include

activities for increased patient mobility, reduced burden for

healthcare professionals and technical solutions enabling increased

preventive care and efficiency.

THE TECHNOLCGICAL ADVANCEMENTS of re-
cent years are placing entirely new demands
on product development while creating new
opportunities at the same time. The ability
to coliect and analyze detailed information
about the customer and patient means that
personally adapted solutions are becom-
ing increasingly important elements in the
heaithcare and the medical device industry.
With Arjo’s extensive industry experience
and deep knowledge of our customers and
their challenges, we have a great possibility
to help fead the healthcare sector's digital
development. This can be achieved, for exam-
ple. through the development of new products
and solutions. We also work together with our
customers to jointly introduce a higher degree
of innovation in the procurement process. The
focus is then on resolving 2 problem rather

than meeting a required specification for a
pre-defined product.

Technological advancements are enabling
mare preventive healthcare, which, in turn,
leads to cost-savings and a higher quality of
life for patients. Cost-savings are achieved by
being able to focus resources more effec-
tively on patients whose health is at risk so
that resource-intensive complications can be
avoided to a higher degree. At the same time,
improved patient health will enable people
to stay langer in their home environments
instead of being moved to residential care,
something that often provides security and
greater independence for a higher quality of
life.

Long experience of innovations

YEARS

With more than 60 years' experience,
Arjo has contributed to continuous
product development and several
groundbreaking innovaticns.
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Share for research
and development

SEK M

in 2018, Arjo invested about SEK 200 M
in research and devetopment. Our gozl
is to invest about 2.5-3% of our turnover
in this area.
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EVEN SAFER CARE

"By combining the knowhow of partners with our knowledge

of healthcare and our capacity to commercialize solutions, we

can secure products and solutions that meet the high future

demands within the healthcare industry.”

Due to rapid advances in technology, today's
essential hospital equipment is becoming both
smaller and more mobite. While this makes care
environmerits much more efficient, it also comes
with some key challenges. In a busy care environ-
ment, it is usual for equipment to go missing. On
average, hospitals over-procure 20-30% of their
mobile assets and lase up to 15% of critical equip-
ment each year™.

According to the Nursing Times**, more than
one third of all nurses spend at least an hour
during an average hospital shift searching for criti-
cal items or equipment, This is both time consum-
ing and costly for the healthcare facilities, but also
diverts critical resources which could otherwise be
used to care for patients.

During 2018, Arjo entered a partnership to
create a unique tracking solution that reduces
the time spent on locating critical equipmentin
healthcare environments. The solution consists

24 ARJO ANNUAL RLPORI

of a tracking device that, when connected to
products, sends a signal to a cloud system every
2-5 seconds. The location of the equipment is then
visualized on an interactive screen, allowing the
nurse to quickly locate it in the heaithcare facility.
A research project conducted over two years

at one of Sweden's largest university hospitals
showed a 63 percent decrease of time spent
searching for items or equipment when using the
tracking solution.

By combining the knowhow of partners with
our knowledge of healthcare and our capacity to
commercialize solutions, we can secure products
and solutions that meet the high future demands
within the healthcare industry.

* Supply Chomn Mancge—en: Concepts, Methodologies,
“ools, ard Apphcarions Information Resources Manogement
Assocrauon 2013

** Nyrses Waste 'An Hour A S~ift’ Find ng Equipment Nursing

Times, Februory 1C, 2009




A strong position with a broad

product portfolio

Products

Description

Competitors

Patient handling

Arjo has o wide range of lifting and transferring
solutions that meet the the patient or resident's
specific needs while ensuring a safe, comfortable
and dignified transfer. Included among these are
celling lifts, standing and raising eids, and slings.

Hill-Rem, Guldmann
and HandiCare

Pressure Injury
Preventich

Arjo has a comprehensive range of advanced
mattress systems for the prevention of pressure
injuries. The range includes, for example, mattress
replecement systems with alternating pressure
redistribution and special solutions for bariatric
patients.

Hill-Rorn, Joerns
and Stryker

Medical Beds

Arjo offers ¢ broad range of medical beds that
ensure good ergonomics, comfort, safety and
ease of use. Arjo's mediccl beds hove technicol
performance cdapted for a number of different
purposes.

Hill-Rom, Stryker, Linet
and Paramount Beds

VTE Prevention

Arjo has a comprehensive range of compres-

sion therapy products for the sofe and efficient
prevention of deep vein thrombosis (DVT) and
treating edema. Pumps and garments are examp-
les of products

Cardinat, CTC Pirus
and DJO

Hygiene

Arjo’s range of shower and bathing products
facilitate safe and efficient hygiene procedures
ond relaxing bething experiences for care recei-
vers. Bathing systems and shower equipmeant are
examples of products,

Penner, Beka, Lopital
and OG Wellness

Diagnostics

Arjo's Diagnostics product segment includes
Dappler equipment for cbstetric and cardiac
diagnostics.

General Electric
and Philips

Disinfection
Arjo's disinfection range include flusher- Meiko. Steelco
disinfectors and the associated chemicals for and D‘ischer
sofe cleoning and disinfection.

Service

Arjo also provides diverse services and solutions,
such as technical service for products, purchasing
cansulting, information and training.
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SUSTAINABILITY

With a sustainable
future in focus

During 2018, Arjo continued its work to define

a long-term sustainability agenda. A structured
materiality analysis resulted in the four focus areas
of Compliance, Product Safety, Diversity and Use
of Resources. This analysis, combined with the UN
Sustainable Development Goals (SDGs), sets the

foundation of Arjo's sustainability work.

With a growing population and an
increasing proportion of elderly people,
additional demands are being placed on
healthcare - and healthcare providers are
forced to deliver more care with fewer
resources. Qur products and solutions
help the healthcare sector improve
clinical outcomes and enable a better
work environment for heaithcare pro-
fessionals. We therefore contribute to

a more efficient healthcare process and
sustainable healthcare system.

From a broader perspective, Arjo’s
primary contribution to a sustainable
development thus lies in its day-to-day
work to safeguard the future healthcare.
A key focus area for Arjo is to improve
preventive care, including everything
fram minimizing risks to reducing compii-
¢ations and care-related injuries. We also
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offer solutions for the reuse and recycling
of products to increase their lifespan and
thereby reduce environmental impact.

A good balance between building-up
a financially profitable company and
taking responsibility for social, ethical
and environmental issues is crucial to our
long-term success. From a well-defined
sustainability agenda, we ensure that we
can achieve this balance. We also believe
that an organization permeated by a
sustainable agenda promotes innovation
and employee engagement from a broad-
er perspective.

We have chosen to present our sus-
tainability work through four focus areas
identified in our materiality analysis:
Compliance, Product Safety, Diversity
and Use of Resources.
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SUSTAINASBILITY

Arjo's sustainability efforts
are based on solid analysis

In 2018, a solid materiality analysis was conducted in order to lay the
foundation for future sustainability work. Included was also a greater
understanding of the company's key stakeholders and what the dialogue
with these parties should look like going forward.

In 2018, Arjo increased its focus to define a long-term
sustainability agenda, where a key aspect was to
identify the most important areas to Arjo’s customers,
employees and the communities in which we exist.
Together with both internal and external stakeholders,
a structured analysis was conducted to identify the
issues to be prioritized in our sustainability work.

The materiality analysis resulted in four focus areas:

Apgd ~ 7 0T N - ST T Tt -t

£t

.
IR

takehalder

g
o
Very important

rasior

Important

L " AR
iﬂﬁ%‘fén 53

Important
;.Q?jﬁeﬁﬂ{;}émﬂ' iy

R A S

Materiatity analysis

\%, i

LR R e e

Compliance, Product Safety, Diversity and Use of
Resources, All four areas will be followed up through
various key performance measures. The aim is to
review the materiality analysis every two years to
identify changes and key sustainability parameters for
our stakeholders. Going forward, we will also further
advance aur work on the UN Sustainable Development
Goals (SDGs.)

Very impartant

For Aric

£

= In a thorough analysis together with our stakeholders, we identified

the most important areas for successful sustainabifity work.

ARJO’'S FOCUS AREAS IN SUSTAINABILITY

A

~ 9

Complignce
- read more on page 30
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Product Safety
- read more on page 32

Diversity
- read maore on page 34

Use of Resources
- read more on page 36



OUR STAKEHOLDERS
y Shareholders
p= and investors

ooy

Suppliers

THE ROAD TO A DIALOG

» Financial statements

= [nvestor meetings

= Annual General Meeting
= Website

= Press releases

= Ongoing dialog
= Procurement and purchase negotiations
= Regular audits

» Local partnerships
Society = Participation in networks

= Interns and student theses
= Employee dialogues

'...‘ Employees = Employee survey

() = Intranet/other internal communication channels

= Dialog with trade union organizations

® ’ = Ongoing dialog

AN’y Customers = Customer surveys

= Local partnerships

During the year, Arjo began a
collaboration with Master's
degree students from the Inter-
national Institute for Industriat
Environmental Economics at Lund
University for the evaluation of
the Group's envirenmental work.

Continuous dialog with
our key stakeholders

By understanding and collaborating with our stake-
holders, we can ensure that we conduct our operations
in a way that generates optimal results for everyone.
Arjo's internal and external key stakeholders are char-
acterized by their proximity to the company, influence
on the company's activities and mutual exchange.

Key stakeholder groups are mainly found along Aric’s
value chain and are comprised of suppliers, employ-
ees and customers. Other key groups include current
and potential shareholders, meaning investors, and
the communities in which we operate. We endeavor
to conduct dialogue with ail of our stakeholders using
several channels, illustrated by the table on the left.

UN Sustainable Development Goals

Arjo's sustainability work is based on the UN Agenda 2030 for sustainable development.
The SGDs where Arjo sees the greatest opportunity to have an impact are numbers 3, 4 and 12.

GADDKEALTH quaLny

Ensure healthy lives

Ensure an inclusive and equal 12 CONSUNPTION

HISPONSIRIE Ensure sustainable

ANDWELL BEING
and promote wellbeing

far all at all ages.

e

Arjo’s rale: By contributing to improved clinical
outcomes, better quality of life for patients

and a safer work environment for healthcare
professionals, Arjo delivers sustainable value
for healthcare with people in mind. Read more
about our offering on page 25

EDUCATION
quality education and

promote lifelong learning
opportunities for all.

i

Arjo's role: Arjo supports the Swedish Industry
for Quality Education in India, a three-year school
projectin Assam, India, run by the Pratham char-
1ty organization. The project works to achieve a
large-scale improvement in pedagogy and the
level of knowledge among children in India.

[CLONEE consumption and

production patterns.

O

Arjo's role: A key milestone in our sustain-
ability work during the year was the acquisi-
tion of ReNu Medical, which enables the reuse
of medical disposables. The Group also warks
to ensure responsible waste management.
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COMPLIANCE

A credible partner for
sustainable business relations

High business ethics and well-defined
principles are fundamental for our
ability to establish long-term business
relationships and be a credible counter-
part to all of our stakeholders.

Arjo has since 2017 established new structures within
sustainability, with a distinct ownership of daily tasks and
operations. Within Ethics and Business compliance, we
hold quarterly meetings to enhance control of risks and
ensure compliance with rules and legislations that we are
subject to.

Code of Conduct

Arjo's Code of Conduct provides a basis for all the Group's
operations and applies to all employees without excep-
tion. The Code covers laws and regulations, human rights,
environment, health and safety, and ethics, aiming to
ensure that operations are conducted in an ethical and
sustainable manner. The Code of Conduct is based on a
series of international principles, such as the UN Global
Compact initiative, the UN Universal Declaration of
Human Rights and the OECD's guidelines for multinational
companies. It is supplemented by local policies and to
some extent more extensive efforts in high-risk countries
with weak national legislation. The Code of Conduct is
available in all of the languages used within the Group. It
is reviewed annually and any updates and adjustments are
made if needed.

Adapted Supplier Code of Conduct

To ensure sustainable business throughout Arjo's value
chain, we have alsc established a Code of Conduct for
our suppliers and business partners. This Supplier Code
of Conduct is structured according to the UN Global
Compact initiative's four focus areas: human rights, labor,
environment and anti-corruption. It is included in all new
supplier agreements. During the year, 90% of Arjo’s 25
largest suppliers signed the agreement containing the
Supplier Code of Conduct.

Supplier audits

In 2018, we initiated reviews of all of our main suppliers
and business partners to ensure that the requirements
contained in the Code of Conduct are maintained. In the
event that the requirements are not met, and if the supp-
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lier or business partner in question does not take adequate
action to meet the requirements, the Group is entitled to
cancel the contract and terminate all business connections.

Anti-corruption

Arjo has zero tolerance for all types of fraud, bribery or
other types of action that create wrongful advantages
and contravene our policies, local laws and regulations,
industry standards and ethics codes in the countries
where the Group operates. Our anti-corruption policy
was prepared with the 2im of combating corruption and
the Group's employees and our business partners are
expected to comply with it. The policy includes rules and
policies regarding gifts, representation, remuneration and
personal benefits.

Whistleblower function

We stress the importance of identifying suspicions of any
wrongdoing at an early stage. Employees have the possi-
bility to inform of any situations where there is evidence
or suspicion of corruption or other ethically unacceptable
actions via an anonymous system, During the year, we
addressed four cases related to management and em-
ployees through the whistleblower system.

GDPR

Arjo protects privacy when processing personal data. To
meet the requirements of the EU General Data Protec-
tion Regulation (GDPR), Arjo carried out a number of
activities in 2018 under the framework of a global GDPR
program. Working groups in each sales company at local
level provided assistance to the central data protection
activities, for example, through Data Protection Impact
Assessments {DPIA) of the local processes in which
personal data is processed. An employee trzining pro-
gram was implemented. The continued work on ensuring
that Arjo conducts its operations in accordance with the
requirements of the GDPR and other applicable data
protection laws is coordinated by Arjo's Data Privacy
Manager and is manitored by the Ethics & Compliance
Committee. The Committee is led by the Head of Legal &
Compliance and comprises members of the Arjo Manage-
ment Team.

Other Group policies

Presence in conflict zones in given particular attention
when reviewing relevant is Group policy regarding trade
restrictions.




Compliance as part
of our daily work

In 2018, Arjo worked on a number of different projects to raise the organization's
skill levels within compliance. We have seen excellent examples of cross-
functional collaboration in the organization, from translation of policies to
activities raising awareness. A total of 4,431 employees have undergone online
training, 1,589 of whom participated in physical courses during the year.

Training of all
distributors in Africa

Qur operation in Africa is characterized by an ex-
tensive commitment to compliance and to ensure
ethical business practices. Compliance is a key ele-
ment of our strategies and initiatives for promoting
a culture of openness, integrity and responsibility.
This is in particular a requirement for all companies
where there is dependence on indirect sales
channel, as is the case with our operation in Africa.
Here, clear compliance adds a further dimension of
responsibility and accountability.

During the year, we developed an education
program on compliance designed specifically for
our distributors in Africa. This is also supported
by a training program that covers, for example,
the supplier Code of Conduct, anti-corruption
guidelines and distributor guidelines. 17 represen-
tatives from all distributors in Africa participated
in the training programin 2018.
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High demandson
quality and safety

The medical device industry places high dema
quality, compliance and product safety. Efﬁcient and well-
functioning quality work forms the basis for Arj

We devote significant efforts and
resources in implementing and applying
policies, directives and guidelines to
ensure compliance with the relevant reg-
ulations. Annual audits are performed by
notified bodies to ensure compliance for
continued CE marking of Arjo's products.
Several authorities, such as the FDA,
can{iuct regular inspections of Arjo’s

o .

ds on

and efficiency parameters to ensure high
quality. We also continuotisly follow up on
key indicators related to greduct safety.

At Arjo, we contlnousl§ work toim-
prove internal processesfand procedures
to ensure compliance angd retain a high-
class quality management system. Our
quality management s fem is certified
in accordance with theyi%erna'tional-

o's business.
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our customers understand how to use
them Safely and correctly.

Internal auditing

*" production units to ensure regulatory

‘ Arjo comphes wnth the quallty system regulatlon for medlcal de-

We conduct internal audits at all
production units to identify any areas
of improvemnent and to ensure that we
= cornply with applicable requirements and
regu!atlons

ly recognized ISO 9001:2015 and 150
13485:2016, Standards
Materlals and suhstaqce;. usecTin
Arjo's products must cofrespond with

international regulations, including the

compliance,

Arjo has a Group-wide Quality &
egulatory Compliance function and we
ave set up a number of product quality

Ty EU Medrcul Devu:e Regulutnon (MDR)
s productlon . Thls affects everyone that conducts business within the medlcal
Unlts to ensure regulatory compllance The FDA requlres that - de\nce industry in the EU. The new MDR regulation, which comes
into force in May2020, includes demands on more compre-~

_ hensive lintcal mforrnatlon, alsofor medical devices with lower
classzflcatson For. Arjo, thls mearis that the new regulation must

e W

L be im 'lemented for all of our, CE-marked products in accor-

vnces in the us. Ar;o s MDSAP certlflcatlon conflrms that these

ve effort in 2017 to implement the new requnrements
and adapt its business to the new regulations. This work, which
. is belng managed within the company's existing structure, has

- progressed well and according to plan during 2018,

dewces Thls |s achleved by evaiuatmg medleal clewces‘
to assess their safety, effn:lenc:y and qUallty before be:ng
approved for sale in Canada Heaith Canada requu'es that Arjo ’
is MDSAP-certlfled to be able to, sell medncal dewces on the
Canadian market. ’
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DIVERSITY

Diversity
creates new
opportunities

We conduct long~term work based

on the premise that the company and
people should grow together. Our ambition
is to be an attractive and highly competitive
ermployer, where all employees have equal

opportunities,

It is the employees that create and develop our
business. By investing in and developing our
employees, we help them be better prepared to
support our customers in the best possible man-
ner. Through a clear and long-term HR agenda, we
ensure that the organization has the necessary
leadership, knowledge and key skills ta meet both
current and future business needs. Qur HR work
is future-oriented and centered on attracting, re-
cruiting, developing and retaining employees with
the necessary knowledge and values.

Equality and diversity
Arjo's primary view is that long-term competi-
tiveness can anly be achieved if the workplace is
characterized by equality, equa! opportunities ang
diversity. This means, for example, that all
employees have the same career apportunities
and receive equal pay for equal work, with local
conditions taken into consideration.

To achieve success in a global environment,
our own organization must reflect the diversity of
groups from different cultures, backgrounds and
ages. A key point is also that we employ Jocal and
locally established employees and managerstoa
high degree, particularfy at our manufacturing units.

An organization that does not apply equal
treatment and equal opportunities reduces their
possibilities for securing skil! sets over time. Qur
diversity work is driven proactively in line with the
Group's diversity policy and as part of this work,
all functions presented an action plan in 2018 on
how they will achieve a better gender balance
within their respective management teams. The
result of this work has now been implemented in
the Group's succession planning and recruitment
process for senior positions and expert roles.
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Another important goal is diversity in our
development programs, and among shart-listed
candidates for internal and external recruitment
processes for management and key positions.

Health and safety

Emplayee health and safety is of the highest
priority, and a safe and secure work environment
is crucial to operations. Cur work on health and
safety matters is based on national legislation, in-
ternational regu'ations and our own requirements
and policies.

We strive to offer a safe and healthy work
environment for the company's global employees
and conduct continuous and lang-term health and
safety work at zll our facilities. At all production
facilities, health and safety committees have
been appointed to promote the employees’ work
canditions.

Sickness absence for 2018 totaled 2.3% for the
Swedish arganization. The number of accidents
per 100 employees increased to 2.0 (1.3) during
the year. This increase was attributed to the fact
that we previously only reported accidents in our
production units.




"At Arjo you can be "l love that we make a J “Over the past 15 year,

yourself and have the - difference in the commu- | have had many
opportunity to develop  : nity and with people. There oppertunities in this
and be innovative in : are so many things that . company. To try out new
your area of work. have kept me at Arjo for things and go outside
You are genuinely 7 years, but the main ones | your comfort zone is
encouraged to do . arethatiwork withareal- | what makes the journey
so and | love it!" ' ly great team of people.” with Arjo so exciting.”
Esteban Encarnacion Priscilla Sanders Melissa True
Quaiity Manager, Dominican Repubhic HR Director, Australia Director Supply Chain & Custorner Service, Canada

Employee survey

During the year, we conducted an employee
survey that demonstrated a very strong com-
mitment amoeng all employees, with a response
rate of B4%. There is a general feeling of strong
engagement in the company and we noted a good
understanding of our strategy and goals among
the employees. There is potential for improvement
in the area of involving and delegating leadership,
a responsibility largely driven on a local level. in
2019, at the Group level, our activities will include
initiating a leadership program for all of the
Group's managers. The employee survey will be
followed up by new surveys in coming years.

Mobility and skills development

We take a long-term approach to the recruitment
of new expertise, which means, for example,

that we work to facilitate the possibilities for our
employees to combine career and family. Arjo
offers exciting workplaces in other countries and
welcomes employees seeking different geographic
locations in the company. During the year, we con-
ducted two staff development programs, cne at
Group level and one within Supply Chain. A newly
started prgject will also offer employees at our
head office an oppartunity to spend one day a year
with one of our customers, such as at a nursing
home or care facility.
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USE OF RESQURCES

Reduced environmental impact

Arjo has high ambitions for its environmental work and we are determined to
reduce our environmental footprint and contribute to sustainable development
going forward.
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Our impact on the environment primarily involves
use of resources, energy consumption, and waste
management. We continuously monitor our op-
erations and make any improvements required to
production and business control, for example, in
order to meet society’s requirements on our oper-
ations. But sustainability work is not only a matter
of requirements but also opportunities, By actively
pursuing sustainahility issues, we also gain many
opportunities for generating value and improving
profitability. This is achieved through, for exam-
ple, improved resource efficiency and lower costs
for raw materials, energy and transportation.

Environmental management

system to ensure compliance

To ensure that production is conducted in accor-
dance with applicable legislation and internation-
al regulations, the Group's production facilities
are certified according to the international
standard 1SO 14001 Environmental Management
Systems. This provides salid conditions for
structured and proactive environmental work.
The management system also includes regular
updates on the environmental impact of the
facilities.

ENVIRONMENTAL ASPECTS OF ARJO'S SUPPLY CHAIN

Eco-design in product development

Arjo works in a dedicated manner to reduce

the environmental footprint of new and existing
products, including the possibilty of applying
eco-design principles in product development. A
key part of our natural approach to product de-
velopment involves continuously questioning and
evaluating materials and components. We work in
accordance with the Lean business development
methaod to maximize customer benefit, while min-
imizing the waste of resources through various
types of efficiency enhancements and stream-
lining. Recycling and reuse are also of major
importance to our product development process.
We have extensive experience and understanding
of the consequences resulting from choices madein
product development. Qur design team comprises
both people with the latest competence and techni-
cal experience, and people with in-depth knowledge
and experience of our business.

The value chain comprises all of the steps required for us to be able to bring our

products to market — starting ot idea to production and distribution, consumpticn,

and ultimately, reuse and recycling. Our main focus is on our own operations,
but we have increasingly begun looking at what we can do to reduce the overall
environmental impact among our suppliers and customers.
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REDUCED ENVIRONMENTAL IMPACT

Reprocessing to reduce
waste in healthcare

In 2018, we acquired the US-based company
ReNu Medical, which specializes in green

reprocessing of medical devices.

Arjo's offering includes compression solutions
that increase the blood flow in deep veins by
using a compression sleeve to apply pressure
on an armaor a leg. This contributes to prevent-
ing blood clots, so-called deep-vein thrombosis
(DVT). These sleeves, usually disposable, can
be reprocessed several times for renewed use in
healthcare,

In 2018, Arjo acquired the US-based company
ReNu Medical, which specializes in environment-
ally-friendly reprocessing of single use non-in-
vasive medical devices, such as DVT-prevention.

Unlike conventional methods of reprocessing,
in which carcinogenic chemicals such as eth-
ylenoxide (EtO) are used, ReNu's process is free
of toxins, with no chemical residue or emissions.
Instead, ReNu uses an environmentally-friendly,
water-based high temperature process that does
not use chemicals or carcinogens that could
otherwise destroy the equipment or cause injury

to patients or healthcare
professionals. ReNu's
method also enables the
product to be reused twice
as many times as traditional
reprocessing using EtO, thereby
further reducing waste.

The interest in these types of services is
growing both in the US and in other parts of the
world, and we see excellent opportunities for
launching this offering in markets beyond the US.
With this offering, Arjo is not only contributing to
sustainable development - with reduced medical
waste - but also to the safety of patients and their
caregivers. With our custamers in mind, Arjo
works continuously to minimize the environmen-
tal impact of our single-use products, and ReNu's
solution is an important step on the way.

NEW ENVIRONMENTAL GOALS 2019-2021

1. Reduce energy consumption
in production by 5% by 2021,
using 2018 as the base year
Arjo continues to work to
enhance energy efficiency in
preduction and the goal is to
reduce energy consumption
by 5% measured in MWh/
MSEK. Further work is done to
implement energy-effective
solutions for Arjo’s production
units,

Increased share of renewable energy

2. Reduce COz emissions in
production by 5% by 2021,
with 2018 as base year.
Limiting carbon dioxide
emissions is an international
company and Arjo continues
its work to reduce carbon
dioxide with 5% in production
measured in tons of CO,/
MSEK of internal sales.

4.75% of non-hazardous
waste is to be recycled

We work te reduce the total
amount of waste, as well as
moving waste upwards in the
waste hierarchy, meaning
from tandfill and combustion
to recycling and reuse.

3. Reduce the gimount of
haizardous waste in production
by 10% by 2021, with 2018 as
base year

Focus will be on minimizing
total waste that is rnainly
made up of chemicals for
cleaning our products.

In addition to its new environmental goals, Arjo also has the ambition to reduce the total carbon dioxide emissions within
production. An investigation will explore conditions and opportunites needed to increase the amount of renewable energy.
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Arjo's environmental goals 2018

We work continuously to enhance the efficiency with the environmental goals established during
of our energy consumption in the production pro- the time Arjo was part of Getinge. The outcome for
cess and thereby reduce our c¢limate impact. these goals in the last year is shown below.

Between 2015 and 2018, Arjo worked in accardance

GOAL OUTCOME 2015-2018 COMMENTS

ugﬁ!@w 1y
- < xeh ne of ur iocus areasnslo re u‘ e the total amount of X
Reduce energy consurnption in production Declined by 11% from 4 9§ to The Group's energy consumpticn dechined by 11% during the period During
by 10% by 2018, vath 2015 as the base year. 4.43 MWh. the year, several investments were made in more efficient solstions at Aro's

production units

T - P

i Reduce COzem |ssmnsjmmcurgpan¥ vehll;les
‘=‘by 1Q% by 24 2020 w:tﬁ 26‘&6 as El
- # V_ r :

: ﬂss
o ks energ’:iffscnent and more mgnrghwﬁtal
9 203%0 Bnif a ngw,tar p&ﬁcy?ﬁnll he

All non-hazardous waste from production s to T0% recycled The goal for all non-hazardous waste to be recycled or combusted was not

be recycled achieved during the pernod. Two factories reached 90% 0 recycling waste,
while lwo factories are in countries where the infrastructure for recycling 1s
Iackmg Decreasmg the tota amOUnt of waste 15 also a core focus area.

The Board of Directors has prepared this Sustainability Report in accordance with the requirements of Swedish Annual Accounts Act.

Auditor’s opinion regarding the
statutory sustainability report

To the Annual General Meeting of Arjo AB (publ), Corp. Reg. No. 559092-8064

Assignment and distribution of responsibifity report. This means that our examination of the sustainabili-

The Board of Directors is responsible for the sustainability ty report is different and substantially less in scope than the

report on pages 26-39 and for it being prepared in accordance approach and scope of an audit conducted in accordance with

with the Annual Accounts Act. International Standards on Auditing and generally accepted
auditing standards in Sweden. We believe that this review gives

Approach and scope of review us an adequate basis for our opinion.

Our review was conducted in accordance with the statement

by the institute for the accounting profession in Sweden, FAR, Opinien

RevR 12 Auditor's opinicn regarding the statutory sustainability A sustainability report has been prepared.

Maimo, 3 Apnl 2019
Ohrlings PricewaterhouseCoopers AB

Magnus Willfors Cecilia Andrén Dorselius
Authorized Public Accountant, Authorized Public Accountant
Auditor in Charge
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THE SHARE

The Arjo share this year

The Arjo series B share was listed on Nasdag Stockholm on
December 12, 2017 and is included in the Nasdag Nordic Large Cap
segment. The share trend in 2018 was favorable with an increase of
21%. The number of shareholders on December 31, 2018 was 34,858.

Share trend
The Arjo share was listed at SEK 28,35 at the end of the year, an
increase of 21% during the year.

The highest price paid for the Arjo share in 2018 was SEK
33.15 on June 28 and the lowest was SEK 22.90 on January 3,
2018. At year-end, market capitalization amounted to SEK 7.7
billion, compared with SEK 6.4 billion at the end of 2017, The
turnover of shares for the year totaled 188 million.
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Earnings per share, SEK

Share capital and ownership structure

At year-end 2018, share capital in Arjo totaled SEK 90,789,858 |
distributed among 272,369,573 shares, All shares carry the

same dividend entitlement. One series A share carries ten votes

and one series B share carries one vote. The principal owner is

Carl Bennet AB, holding 25.0% of the capital and 53.2% of the

votes at year-end 2018.

Dividend policy

The Arjo Board has adopted a dividend policy entailing that
future dividends will be adjusted in line with Arjo's profit level,
tinancial paosition and future development potential. The aim is
for the dividend to correspond to 30-50% of net profit after tax.

Sharehclder information

Financial information about Arjo is available on the Group's ‘
website, www.arjo.com. Questions can also be put directly to

Arjo's investor relations function. Annual reports, interim re-

ports and other information can be requested from the Group's

head office by telephone, from the website or by e-mail.

Analysts that monitor Arjo
Carnegie, Handelsbanken, Nordea, Pareto and SEB Enskilda.

V4

Market capitalization,
SEK billion




THE SHARE

Share capital distribution Five largest countries - capital, %

Series A Series B

No of votes 182,172,000 254,152,373 436,324,373

% of votes 41.8 58.2 100
Share data

1) Dividend proposed by the Board of Directars.

Arjo’s largest owners at December 31, 2018

Series A shares Series B shares Capital, % Votes, %

6,123,680

Fidelity International {FIL) 4,771,226 1.80 110

Ownership structure 2018 (based on no. of votes)

Capital, Votes, % Shareholders Shareholders, %

2.6 5,474 15.7
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DIRECTORS' REPORT

Directors’ Report

Operation and structure

Arjais a global supplier of medicat devices and solutions that improve
quality of life for people with reduced mobility and age-reiated health
challenges. Arjo creates value by improving clinical cutcomes for
patients and enabling a better work environment for healthcare pro-
fessionals, Arjo thereby contributes to a sustainable healthcare system
- always with people in mind.

Arjo's main customers are private and public institutions providing
acute and long-term care. The company's offering includes products
and solutions for patient handling, hygiene, disinfection, medical beds,
prevention of pressure ulcers, prevention of deep vein thrembosis
and for diagnostics. The Group also offers services such as training in
connection with product sales.

Organization

Approximately 95% of sales are conducted through Arjo’s proprietary
sales companies and the remaining 5% through distributors in markets
for which Getinge Group lacks proprietary representation. Manufactur-
ing is conducted at six production faciities in the Dominican Republic,
Canada, China {where who facility is Acare's), Poland and in the UK.

Financial cverview

Revenue

Consolidzated net sales increased 6.9% to SEK 8,217 M (7,688).
Adjusted for corporate acquisitions, divestments and exchange-rate
fluctuations, net sales rose 3.0%.

Exceptional items

The Group reports exceptional items for the year in the form of restruc-
turing costs, acquisition expenses and adjusted pension liability.
Restructuring costs

The Group's restructuring costs amounted to SEK 113 M (324). These
costs were primarily attributable to the recrganization and efficiency
enhancements of the Group's product development function and the
change in logistics partner following on from the separation from Get-
inge. The restructuring costs include impairment of intangible assets of
SEK 24 M (743, attributable to IT.

Acquisition expenses

Acquisition expenses amounted to SEK 3 M and refer to the acquisition
of ReNu Medicai.

Adjustment of pension liability

The Group's pension liability in the UK was adjusted due to # judgment
from the High Court at the end of 2018. This judgement entails that ail
pension plans must equalize the differences in guarantaed minimum
pension benefits between genders (GMP benefits). The change of SEK
-40 M, [s deemed to be a "past service cost” and is thus recognized in
consolidated profit or loss, Since the change in pension liability was
not connected to the Group's operations in 2018, it is recognized as
excepticnal items.

EBITDA
EBITDA before exceptional items amounted to SEK 1,312 M (1,246).
The EBITDA margin before exceptional items was 16.0% (16.2).

Operating profit
The Group's operating profit increased to SEK 493 M (281), corre-
sponding to 6.0% (3.7) of net sales.

1) Before exceptional items.
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Net financial items
Net financial items amounted to SEK -98 M {(-102).

Profit before tax
The Group's profit before tax increased 221% to SEK 395 M (179),
corresponding to 4.8% (2.3) of net sales.

Taxes

The Group’s tax expense amounted to SEK 99 M (61), corresponding to
25.1% (34.1) of profit before tax (see Note 10). The lower tax rate was
largely due to the tax reduction in the US and tax effects from non-re-
curring items in connection with the separation from Getinge in 2017.

Tied-up capital

Inventories amounted to SEK 1,117 M (1,104) and accounts receivable to
SEK 1,802 M (1,898). The average consolidated operating capital was SEK
9,546 M (10,317). Return on operating capital was 6.5% (5.9). Goodwill
totaled SEX 5,259 M (4,862} at the end of the fiscal year.

Investments

Investments amounted to SEK 642 M (927), of which SEK 197 M (406)
pertains to Intangible assets and SEK 445 M (521) to tangible assets.
Investments primarily pertained to rental equipment, IT investments
associated with the spin-off from Getinge and production tools. In cash
flow, SEK 642 M (653} was recognized in Investing activities and SEK O
M (274) as transactions with shareho!ders.

Financial position and equity/assets rotio

Shareholders’ equity at year-end amounted to SEK 5,427 M (5,074),
corresponding to an equity/assets ratio of 41.3% (41.6). The Group’s
niet debt totaled SEK 4,630 M {4,602), corresponding to a net debt/
equity ratio of 0.85 (D.91). Interest-bearing net debt/adjusted EBITDA
multiple totaled 3.52 (3.69).

Cash flow
Cash flow from operations amounted to SEK 991 M (572}, The cash
conversion was 84.0% (57.4).

Shareholders’ equity

For information regarding the trading of shares in Arjo, the number of
shares, the classes of sharas and the rights associated with these in the
company, see the Arjo Share section on pages 40-41.

Sales trend

Net sales increased organically during the year by 3.0% to SEK 8,217 M
(7,688). Western Europe represented the Group's largest market, with
50,2% (48.8) of sales, followed by North America with 36,7% (36.7)
and Rest of the World with 13.1% (14.6).

Group-~wide events during the year
Financing
On December 12, 2017, external credit

facilities were utilized in an amount of
approximately SEK 5.1 billion ta repay 8 Z 1 ?
net debt to Getinge. In February . I

2018, Arjo established a commercial
paper program of SEK 2.5 billion,
which was subsequently raised to SEK
4.0 billion, to be used for financing in

Net sales, SEK M




SEK and EUR. SEK 2.76 billion of the program had been utilized at the
end of the fiscal year. Commercial paper borrowing was used te repay
interest-bearing bank loans, Arjo's bank financing is denominated in
SEK, USD and EUR.

Acquired and divested operations

Acquisition of ReNu Medical - a green medical reprocessor of
single use medical devices.

During the year, Arjo sighed an agreement to acquire ReNu Medical,
a privately owned U5 company specializing in green reprocessing for
single-use non-invasive medical devices, for example, DVT.

The acquisition of ReNu Medical strengthens Arjo’s offering in
compression therapy products, such as DVT in the US. The acquisition
is expected to contribute to a more profitable business model for Arjo
and Is also well aligned with the Group's focus on sustainability.

Divestment of low-spec medical beds business
During the year, Arjo signed an agreement to divest Acare, the Group’s
low-spec medical beds business, to China-based CBL.

The divestment 1s a key part of the Group’s action planto improve
profitability in the product category of medical beds. The Group's
strength is found outside the value segment and that is also the area
where continued focus wiil help maintain and further strengthen Arjo's
leading positions in the market.

Arjo acquired the Chinese company Acare Medical Science Lid. in
2012. Arjo has now decided to focus on the premium segment for medi-
cal beds where the company already holds strong market positions and
where profitability is significantiy better.

The divestment involves a production and sales unit in Zhuhai,
China, with 186 employees and sales af about SEK 80 M in 2017,

Acare was recognized inthe balance sheet on December 31, 2018
as assets and habilities held for sale. The divestment was completed
in the first quarter of 2019 and did not result in any material effect on
earnings or cash flow.

Research ond development

The foundation of ali research and development at Arjo is an in-depth
understanding of the customer and customer needs. A customer-focused
research and development process helps allocate resources to develop
solutions that contribute to enhancing the efficiency of healthcare and
solving the challenges Arjo’s customers face. Arjo has, with about 60
years of market presence, developed competitive processes in this fieid,
Innovation of new products and the renewal of existing product lines is
one source of growth for Arjo and for the market as a whole. Arjo has
continuously prioritized product design and ease of user-friendliness

in developing new and existing products. In 2018, Arjo's research and
development costs amounted to SEK 201 M (204), corresponding to

2 4% (2.7) of net sales, Of this amaount SEK 141 M (134) was expensed
during the year.

DIRECTORS' REPORT

1,312

Personnel

At December 31, 2018, there were

6,165 (5,983) employees, of whom

162 (127) were employed in Sweden. In
2018, Arjo made a comprehensive effort
to consolidate the organization that will kead

Arjoforward. It is the people of Arjo who generate

and develop the business and, accordingly, Arjo has prepared a fong-
term HR agenda that ensures that the organization has the necessary
expertise, leadership and key skills to meet current and future business
needs. This work invelves succession planning, activities to promote
diversity and various training programs. Such activities are necessary
to ensure that Arjo can attract, recruit, develop and retain employees
with the necessary expertise and values who can contribute to Arjo's
continued development.

Adjusted EBITDA,
SEK M

Remuneration to senior executives

The Annual General Meeting held on May 4, 2018 resolved on guide~
lines for the remuneration to senior executives. Refer to Note S {ora
description of these guidelines and amounts expensed.

Sustainability effort

Arjo endeavors to build up a financially profitable company, while at the
same time assuming responsibility for social, ethical and environmental
1ssues. This 1s regarded as crucial for achieving long-term success. Arjo
has ciearly farmulated social, ethical and environmental principles and
structured environmental efforts. Read more about the Group's sustain-
abihty efforts on pages 26-39.

Environmental impact
Arjo works systematically to impact the efficiency of its operations
to contribute to a reduced environmental foatprint, while at the same
time generating cost-savings across our entire suppty chain. initiatives
to reduce Arjo's environmental impact are partly a result of the nation-
al and international regulations that Arjo must comply with and to fulfill
the Group's own Internal objectives and live up to the Group’s policies.
To ensure that production is conducted in accordance with legislation
and international rules, the Group has introduced environmental-
management systems at its production facilities, which are certified
according to the international standard ISO 14001, The implemented
management system provides solid conditions for structured and
proactive environmental work. The management system also inciudes
regular updates to the environmental impact of the facilities.
Toreduce Arjo’s chimate impact, the Group has mainly focused on var-
ious types of energy-efficiency enhancements and further improving
waste management. A number of measures have been implemented to
reduce energy consumption for heating and lighting.

Further information concerning Arjo’'s environmental work 1s pre-
sented on pages 36-39.
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Risk management

Customers and hedlthcare reimbursement systems

A considerable share of Arjo’s revenue is derived from sales of pro-
ducts to public sector entities. A political discussion taking place in
many countries concerns whether private healthcare providers should
be able to offer publicly funded healthcare services. There is a risk
that authorities in countries where Arjo operates will decide to limit
or completely discontinue public funding of private healthcare, which
could affect the establishment of new hospitals and other healthcare
facilities and their purchasing of hezlthcare products, such as Arjo's
emergency and long-term care products.

Sales of the Group's products are also dependent on various re-
imbursemaent systems in each of Arjo’s markets, I[n many of Arjo's mar-
kets {(such as the US), it is often the patient’s insurance company that
- within the framework of the existing political reimbursement system -
funds or subsidizes products for the patient’s emergency or fong-term
care. Some of the success for sales of Arjo's products in these markets
is dependent on whether Arjo's products have been approved for re-
imbursement under the various reimbursement systems,

Since Arjo conducts operations in many different countries and mar-
kets, the above-named risks are limited for the Group as a whole.

Research and development

Arjo's future growth is also dependent on the continued expansion of
new product segments and new product types in existing product seg-
mehts, which is dependent on the Group's ability to influence, predict,
identify and respond to changing customer preferences and needs.
Arjo invests in research and development in order to produce and
launch new products, but there is no guarantee that any new products
will achieve the same degree of success as in the past. Nor is there any
certainty that Arjo will succeed in predicting or identifying trends in
customer preferences and needs, or that Arjo will identify them earlier
than its competitors. To maximize the return on research and develop-
ment efforts, the Group has a highly structured selection and planning
process to ensure that the Group prioritizes correctly when making de-
cisions about petential projects. This process includes careful analyses
of the market, technological progress, choice of production method
and selection of subsuppliers. Development activities are conducted

in a structured manner and the deliveries of every project undergo a
number of fixed control paints. Arjo is focused on product launches
that wil lead to more efficient care, in which more diseases can be
treated, which is expected to drive demand from end customers and
therefore market growth. Product development that leads to a broader
product range is a means for increasing organic growth in the market in
which Arjo operates.

Product liability and damage claims

As amedical device supplier, Arjo, like other healthcare industry
players, could be subject to claims related to product liability and other
legal issues. Such claims could invelve large financial amounts and
significant legal expenses. Arjo cannct provide any guarantee that its
operations will not be subject to claims for compensation. A compre-
hensive insurance program is in place to cover any property or liability
risks (e.g. product liabifity) to which the Group is exposed.
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Protection of intellectual property rights

Arjo invests significant financial amounts in research and development,
and is continuously developing new products and technological solu-
tions, To secure revenues from these investments, new products and
technologies must be protected from uniawful use by competitors. If
possible and appropriate, Arjo protects its intellectual property rights
by registering patents, copyrights and trademarks. The Group is also
dependent upon know-how and trade secrets that cannot be protected
under inteBectual property law.

Changes related to general economic and political conditions
Arjo operates in several parts of the world and, like other companies,

is affected by general global ecenomic, financial and political condi-
tions. Demand for Arjo's medical devices and solutions is influenced by
various factors, including general macroeconomic trends.

Uncertzinty about future ecanomic prospects, including political
concerns, could adversely affect customers’ decisiorns to buy Arje’s
products, which would adversely affect Arjo's operations, financial
position and results. Furthermore, changes in the political situation in a
region or country, or political decisions affecting an industry or country,
could also have a material adverse impact on sales of Arjo's products.
Since Acja operates in a large nurmber of geographical markets, this risk
is limited for the Group as a whole.

Authorities and supervisory bodies

The healthcare market is highly regulated in all of the countries in
which Arjo operates. Arjo's product range is subject {o legislation,
including EU Directives and implementing acts regarding medical
devices, and the US Food and Drug Administration’s (FDA) regulations
and related quality systems requirements, which also encompass com-
prehensive evaluation, quality assurance and product documentation.
It cannot be ruled out that Arjo's future operations, financial position
and earnings may be adversely affected by difficulties in complying
with the current regulations and requirements of authorities and noti-
fied bodies, ar any changes thereof.

Arjo has developed its operations to comply with these laws and
regulations and, to limit the above-named risk, Arjo devotes consider-
able efforts and resources to implementing and applying guidelines to
ensure regutatory compliance. Annual a2udits are performed by desig-
nated certification bodies to ensure compliance with requirements for
CE marking of Arjo’s praducts, and autharities such as FDA conduct
regular inspections of Arjo's production units to ensure reguiatory
compliance. All of the Group's preduction facilities are also certified
according to SO 13485 (Medical devices - quality management sys-
tems) and/or IS0 9001 (Quality management systems).

Financial risk mahagement

Through its operations, Arjo is expased to a number of financial risks.
Arjo’'s risk management is reguiated by a finance pohcy established by
the Board. Uitimate responsibility for managing the Group’s financial
risks and developing methods and policies for mitigating these risks
lies with Group management and Group Finance. The Group's financial
risks comprise currency risk, interest-rate risk and credit and counter-
party risk, of which the most important is currency risk.



Currency risks

Currency risks comprise exchange-rate fluctuations, which have an
impact on the Greup’s earnings and shareholders’ equity. Currency
exposure occurs In connection with payments in foreign currency
(transaction exposure) and when translating foreign subsidiaries’

balance sheets and income statements into SEK {(translation exposure).

The effect of exchange-rate fluctuations on earnings calculated using
volumes and earnings in foreign currencies is presented in Note 26.

Transaction exposure. Payment flows as a result of sales income and
cost of goads sold i foreign currencies cause currency exposure that
affects Group earnings in the event of exchange-rate fluctuations.

The Group’s payment flows in foreign currencies consist mainly of the
income generated by export sales. The most important currencies are
USD, EUR, GBP, CAD, PLN, CNY and AUD. Based on Group companies
forecasted currency flows, Group Finance hedges the most important
currency exposures in line with the finance policy. Hedging is conduct-
ed using currency forward contracts

Translation exposure - iIncome statement When translating the results of
foreign Group companies into SEK, currency exposure accurs, which
affects the Group's earnings when exchange rates fluctuate.

Translation exposure - balance sheet Currency exposure occurs when
translating net assets of foreign Group companies inta SEK, which can
affect the Group's other comprehensive income.

Sensitivity analysis Arjo's earnings are affected by a series of external
factors. The table below shows hew changes to seme of the key factors
that are important to Arjo could have affected the Group's profit before
tax in 2018.

DIRECTCORS' REPORT

+/- 1 percentoge point +54

The effect of a £1 percentage point change in interest rates on Arjo's
profit before tax was calculated based on the Group's interest-bearing
kabilities, excluding pension liabilities, at year-end 2018, The impact of

a 1 percentage point change in interest rates on equity is about SEK 42
M. Consideration was given to the effect of the various risk-management
measures that Arjo applies in accordance with its appraved policy.

Outlook 2019
QOrganic sales growth for 2019 is expected to be in line with the 2018
level of approximately 3%.

Operating expenses are expected to continue to decline slightly as a
percentage of sales in 2019,
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Corporate Governance

Corporate governance in Arjo

Arjo AB (publ) is a Swedish public limited liability company listed on
MNasdaq Stockholm, Large Cap segment. Arjo's corporate governance is
based on Swedish legislation, Arjo’s Articles of Association, the Swe-
dish Corporate Governance Code (the “Code"), Nasdaq Stackholm'’s
Rule Bock for Issuers, and other applicable rules and recommenda-
tions. The 2018 Corporate Governance Report is presented here.

Introduction

Arjois a global supplier of medical devices and solutions that improve
quality of life for people with reduced mobility and age-retated health
challenges. Arjo creates value by impraving clinical outcomes for
patients and enabling a better work envirenment for healthcare pro-
fassionals. Arjo thereby contributes to a sustainable healthcare system
- always with people in mihd. Arjo’s main customers are private and
public institutions providing acute and long-term care.

Confidence in Arjo and its products is entirely decisive for contin-
ued sales successes, Corporate gevernance is aimed at ensuring the
continued strong performance of the Group and, consequently, that the
Group fulfilis its obligations to shareholders, customers, employees,
suppliers, creditors and saciety. The Group’s corporate governance
and internal regulations are consistently geared toward business
objectives and strategies. The Group's risks are well-analyzed and risk
management is integrated in the work of the Board and in operational
activities. Arjo’'s organization and governance are designed to be able
to react quickly to changes in the market and, accerdingly, operational
decision-making is decentralized and close to the customer, while
overall decisions on strategy and approach are made by Arjo’s Board of
Directors and Management Team.

External and internci regulations

Arjo's corporate governance, in addition to the requirements of
Swedish legisiation, is based on the Swedish Corporate Governance
Code (“the Code™), which is available at corporategovernanceboard.se.
Arjo complies with the Code’s regulations and presents an explanation
below far any deviation from the Code’s regulations in 2018. In addition
to the Code, the Group’s corporate governance is also based on Nasdaq
Stockhaolm’s Rule Book for kssuers, which i1s available at nasdagomx-
nordic,com, and also the Swedish Securities Council's opinions on good
practice on the Swedish stock market, which is available at aktiemark-
nadsnamnden.se. This Corporate Governance Report summarizes the
arganization of the corporate governance and how it was conducted
and developed in 2018 fiscal year. The internal governing documents
relating to Arjo's corporate governance include Arjo AB’s Articles

of Association, instructions and formal work plan for the Board of
Directors, Board committees and CECQ, various policies and guidelines
as well as Arjo's Code of Conduct. The Articles of Association are
available on Arjo's website, www.arjo.com.

General Meetings

Shareholders exercise their rights to make decisions concerning Arjo’s af-
fairs at the General Meeting (Annual General Meeting and Extraordinary
General Meetings), which is Arjo’s highest decision-making body. The
Annual General Meeting will be held each year before the end of June in
Malmd, Sweden. Extraordinary General Meetings can be converied when
required. The General Meeting resolves on a number of issues, including
the adoption of the income statement and balance sheet, appropriation of
Arjo's profit or loss, discharge of Baard members and the CEO in relation
to the company, the structure of the Nominatiocn Committee, the election
of Board members (including the Chairman) and auditors. The General
Meeting also resolves on remuneration of Board members and auditors,
guidelines for the remuneration of the CEO and other senior executives,
and any amendments to the Articles of Association. At the Annual Gen-

48 ARJO 2018 ANNUAL REPORT

eral Meeting, shareholders are entitled to address questions about the
company and its results for the year in question,

Notices of Arnual General Meetings and Extraordinary General
Meetings at which amendments to the Articles of Association are to be
addressed shall be served not earflier than six weeks and not later than
three weeks prior to the meeting. Notices of other Extracrdinary Gen-
eral Meetings shall be served not earlier than six weeks and not later
than three weeks prior to the meeting. Notification of the convening of
General Meetings Is issued through 2n advertisement being placed in
Post- och Inrikes Tidningar and on www.arje.com. At the time of notice,
an announcement that the notice has been issued is to be published in
Svenska Dagbladet.

Sharehclders who are entered wn the shareholders’ register maintained
by Euraclear five weekdays before the meeting and have notified the
company of their desire to participate in the proceedings of the Meeting
by the date specified in the notice of the Meeting will be entitled to par-
ticipate in the General Meeting of sharehotders with full voting rights.

Shareholders
For more information about the shareholders and the share, see pages
A40-41 and www.arjo.com.

2018 Annual General Meeting

The AGM was held on May 4, 2018. The AGM resolved to adopt the
income statement and balance sheet presented and to approve the
Board’s proposed appropriation of profits.

2019 Annual General Meeting

The 2019 Annual General Meeting will be held on Tuesday, May 7, 2019
at 11:00 a.m. in Maimb, Sweden. For further information, see Arjo’s
website, www.arjo.com.

Nomination Committee

The AGM held on May 4, 2018 resolved on an instruction for Arjo's
Nomination Committee that is to apply until further notice. The Nom-
ination Committee ahead of Annual General Meetings is to comprise
representatives of the three largest shareholders in terms of the
number of votes registered in the shareholders' register maintained

by Euroclear as per August 31in the year prior to the year in which the
Arnual General Meeting is to be held, a representative for minor share-
holders and the Chatrman of the Board who is also to convene the first
meeting of the Nomination Committee. The Committee member rep-
resenting the largest shareholder in terms of the number of votes is to
be appointed Chairman of the Nomination Committee. The Nemination
Committee is to present proposals on the Chairman of General Meet-
ings, the Board of Directors, the Chairman of the Board, auditors, Board
fees as specified betwaen the Chairman and other Board members,
remuneration for Committee work and fees to the company's auditors.

Nominatioh Committee ahead of 2019 Annual General Meeting
Ahead of the 2019 Annual General Meeting, Arjo’s Nomination Commt-
tee comprised Carl Bennet (Carl Bennet AB), Per Colleen (Fourth Swed-
ish National Pension Fund), Marianne Nilsson {Swedbank Robur), Maria
de Geer representing the minor shareholders and Board Chairman Johan
Malmaqutst. The Nomination Committee Chalrman is Carl Berinet,

From its statutory meeting until the submission of the Annual Report,
the Nomination Committee held two meetings. As a basis for its propos-
al to the 2019 AGM, the Nomination Cammittee made an assessment
as to whether the current Board of Directors is suitably composed and
meets the demands that are placed on the Board in view of the compa-
ny's operations, position and other conditions. The Nomination Com-
mittee has interviewed the company's Board mermbers and discyssed
the principal demands that should be made of Board members, including



the requirerment for independent members, and considered the number
of Board assignments each member has for other companies, as well as
highlighting the issue of a more even gender distribution.

The Nomination Committee has announced that it applied rule 4.1 of
the Code as diversity policy in preparing proposals of Board members
ahead of the 2019 AGM. The aim of the palicy 1s that the Board is to
have a composition appropriate ta the company’s cperations, phase of
development and cther relevant ¢lrcumstances and to exhibit diversity
and breadth of qualifications, experience and background, and strive for
an equal gender distribution.

Board of Directors

Composition and Board members’ independence

According to the Articles of Association, Arjo's Board of Directors is to
comprise not fewer than three (3) and not more thanten (10) members
elected by the Annual General Meeting for the period up untii the end of the
next Annual General Meeting. The Board members are elected annually at
the AGM to serve for the period up to and including the next AGM. Employ-
ees have the right to appoint two representatives and two deputy members
to the Board. At the AGM held on May 4, 2018, Carl Bennet, Eva Elmstedt,
UK Grunander, Carola Lemne, loacim Lindoff and Johan Malmquist were
elected Board members. Arjo’s CEQ, Joacim Lindoff, 1s a member of the
Board and Arjc's CFQ serves as secretary to the Board. Other executives of
Arjo participate in Board meetings as rapporteurs for special issues.

According to the Code, a majority of the Board members elected by
the Meeting are to be independent in relation to Arjo and the Manage-
ment Team. tn addition, in accordance with the Code, at least two of the
Board members who are independent in relation to Arjo and the Man-
agement Team, must also be independent in relation to the company's
major shareholders.

Arjo's composition during the year in terms of independent Board
members met the requirements of item 4.5 of the Code, but not item
4.4, stince albeit half, but not a majority, of the Board members are inde-
pendent in relation to the company and the executive management. If
Arjo's CEQ Joacim Lindoff were not a member of the Board of Directors,
the Board would meet the requirement of independence contained
initem 4.4. However, the company and its principal owner are of the
opinion that there Is reason to deviate from the Code's independence
requirement, since it 1s important that the company's CEQ is not only a
rapporteur at Board meetings, but alse has a2 formal role as Board mem-
ber, with the commitment and responsibility that this implies.

The Board members’ individual shareholdings, their independence in
relation to the company, executive management and major sharehold-
ers as well as their other assignments in other companies are presented
in the table below and in the presentation of Board members on pages
50-51.

Bouard of Directors and Committees in 2018

Audit
Independent Committee

CORPORATE GOVERNANCE

Board Chairman'’s responsibility

The Chairman of the Board follows Arjo’s operatians through contin-
ueus contact with the CEO. The Chairman organizes and heads the
Board's work, and ts respohsible for ensuring that the other Board
members receive satisfactory information and documentation for de-
cision-making. The Chairman Is also responsible for ensuring that new
Board members continuously update and deepen their knowledge of
Arjo and otherwise receive the continuous training required to enable
Board wark ta be conducted efficiently. It 1s also the Chairman who is
respansible for contacts with shareholders regarding ownership 1ssues
and for ensuring that the Board evaluates its work annually.

Board of Directors’ responsibility and work

The work of the Board of Directors is governed mainly by the Swed-
ish Companies Act, the Code and the Board's formal work plan. The
Board's formal work plan also states that the Board's gverall assign-
ment is to assume responsibility for the Group’s urganization and
management of its business, adoption of the Group’s overall goals,
development and follow-up of the overall strategies, decisions about
major acguisitions, divestments and investments, decisions regarding
potential placements and loans in accerdance with the finance policy,
continuous follow-up of the operations, adoption of the quarteriy re-
ports and year-end reports, and the continuous evaluatian of the CEQ
and other members of the Management Team.

The Board is also responsible for ensuring the quality of the financial
reporting, including systems for monitaring the internal control of
Arjo's financial reporting and position (see “Internal control® below).
In additien, the Board shall ensure that Arjo’s external information dis-
closure s characterized by openness and is correct, relevant and clear.
The Board is also responsible for adopting the required guidelines and
other policy documents, such as the communications policy and the
insider policy. Recurring items on the agenda of the Board's meetings
inciude the following: business situation, project status, market issues,
risk management, adoption of the interim report, strategic review,
future outlook and economic and financial reporting. The Board held
its statutory meeting on May 4, 2018 and convened ten times 1n 2018,
with an average attendance rate of 97% of the elected members. At its
scheduled meetings, the Board addressed fixed agenda items in accor-
dance with the Board's formal work plan and other ongoing accounting
and lega! business matters.

Board committees

From among its own hurmbers, the Board established two committees,
the Audit Committee and the Remuneration Committee, bath of which
work within the instructions established by the Board.

Attendunce ot meetings

Board
meetings
i o T
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CORPQORATE GOVERNANCE

Audit Committee

The Audit Committee Is to monitor Arjo’s financial reporting, monitor
the efficiency of the company's internal control and risk management
with respect to its financial reporting, remain informed about the audit
of the annual report and consolidated financial statements, review

and monitor the impartiality and independence of the auditors and,

in particular, whether the auditors have provided the company with
services other than auditing services. The Audit Committee meets
regularly with the auditor to discuss the coordination of internal control
and external auditing.

Additionally, the Audit Committee is to assist the Nomination Com-
mittee in proposals for the AGM resolution on the election of auditors
by, for example, ensuring that the auditor's mandate period does not
exceed the time permitted by applicable laws, managing the procure-
ment of auditing services (if appropriate) and submitting a recommen-
dation of a proposal te the Nomination Committee.

The Committee shall also inform the Board of the result of the audit,
including how the audit has contributed to the reliability of the com-
pany's financial statements, and otherwise conduct the wark required
to meet all of the requirements contained in the EU Audit Regulation.
In addition, the Audit Committee will resolve en guidelines for the
procurement of services other than audit services from the compa-
ny's auditor and, if appropriate, approval of such services. Finally, the
Audit Committee will evaluate the wark of the auditor and inform the
Nomination Committee of the result of this evaluation.

In 2018, Arjo's Audit Committee comprised Board members U}f
Grunander (Chairman), Eva Elmstedt and Carala Lemne. The Commit-
tee meets the requirements of the Swedish Companies Act regarding
auditing and audit competence.

In 2018, the Committee held four minuted meetings, including
informat contact when necessary. The attendance of members at the
Committee meetings are presented in the table on page 47.

The company's auditors participated in all meetings convened by the
Audit Committee. Jointly with the auditors, the Committee discussed
and established the scope of the audit.

Remunerotiorn Committee

The Remuneration Committee’s maih tasks of the Committee are to
prepare the Board’s decisions in matters involving remuneration prin-
ciples, remuneration and other employment terms and conditions for
the CEO and other seniot executives, and to monitor and evaluate pro-
grams invelving variable remuneration of the Management Team that
are ongoing and were cohcluded during the year. The Commitiee will
also monitor and evaluate the application of remuneration guidelines
for senior executives that the Annual General Meeting resolved upon,
as well as the applicable remuneration structures and remuneration
levels within the company.

The Remuneration Committee comprises Johan Malmquist {Chairman)
and Carl Bennet, The Committee held three minuted meetings in 2018,
including informal contact when necessary. The attendance of members at
the Committee meetings are presented in the table on page 47.

CEQ and Management Team

The CEQ is responsible for the continuous management and develop-

ment of Arjc in accordance with applicable legislation and regulations,
including Nasdaq Stockholm's Rule Book for Issuers, the Code and

the guidelines, instructions and strategies established by the Board of

Directors. The CEQ is to ensure that the Board of Directors receives

Meetings 2018

objective and relevant information as required for the Board to be able
to make well-founded decisions. In addition, the CEO oversees that
Arjo’s goals, policies and strategic plans as established by the Board
are followed and is respansible for informing the Board of Atjo's perfor-
mance between Board meetings.

The CECQ heads the work of the Management Team, which is re-
sponsible for overall business development. In addition to the CEQ, the
Management Team comprises the CFO, EVP Human Resources & CSR,
EVP Quality & Regulatory Compliance, EVP Corporate Development &
Projects, EVP Product Development and Supply Chain & Operations,
EVP Segment and Product Marketing, EVF Marketing Communica-
tion & Public Relations, President Global Sales and President Sales &
Service North America, At year-end 2018, the Management Team com-
prised ten individuals. These persons are presented on pages 52-53.

For information regarding remuneration, any share-related incentive
programs and terms of employment for the CEQ and other senior exec-
utives, see Note 5 starting on page 70.

External guditing

Arjo's Annual General Meeting elects external auditors for one year at
a time. The auditors review the Annual Report and accounts, as well
as the administration by the Board of Directors and the CEOQ, accord-
ing to an audit plan adopted in consultation with the Board's Audit
Committee. In conjunction with the audit, the auditors report their
observations to the Management Team for consideration and then to
the Board of Directors through the Audit Committee. The Board meets
the auditors at least one a year, when they report their observations
directly to the Board without the presence of Arjo’'s CEO or CFO. The
auditors also take part in the Annual General Meeting, where they
summarize their audit work and provide their recommendation for

the Auditor's Report. Ohrlings PricewaterhouseCoopers AB has been
Arjo’s firm of auditors since the company was formed, with Authorized
Public Accountant Magnus Willfors as Auditor in Charge since August
16, 2017, Magnus Wiilfors is also a member of FAR, the institute for the
accountancy profession in Sweden.

Internal control

Introduction

The Board's responsibility for internal control is defined in the Swedish
Companies Act, the Annual Accounts Act, which contains information
regarding the most important aspects of Arjo's system for internal con-
tral and risk management in connection with financial reporting that
must be included in the company's Corporate Governance Report each
year, and the Code. For example, the Board of Directors is to ensure
that Arjo has effective internal control and formalized procedures te
ensure compliance with established principles for financial reporting
and internal contral. Arjo's internal control procedures are based on
the internal contro! framework Issued by COS0O (Committee of Spon-
soring Organizations of the Treadway Commission}, which is based on
17 fundamental principles connected to five components. The internal
control procedures are based an a control environment that creates
discipline and structure for the other components: risk assessment,
control activities, information and communication, and follow-up, eval-
uation and reporting. At the start of 2019, the Internal Control Group
function was strengthened with the recruitiment of a new employee

to work on a broad front to examine processes and continue develop-
ments in risk assessment, control activities, information and communi-
cation as well as follow-up evaluation and reporting.
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The procedures for internal control, risk assessment, control
activities and follow-up regarding the financial statements have been
designed to ensure reliable overall financial reporting and external
financial reporting in accordance with IFRS, applicable laws and
regulations as well as other requirements, which are to be applied by
companies listed on Nasdaq Stockhalm. This work involves the Board
of Directors, the Arjo Management Team and other personnel.

Control environment

The Board has adopted instructions and governing documents aimed at
regulating the roles and allecation of responsibility between the CEQ and
the Board. The way in which the Board monitors and ensures the quality
of the internal contro! is documented in the Board's formal work pfan,
Arjo's finance manual and the corporate governance palicy, in which the
Board has established a number of basic principles that are important
for internal control work, The internal cantrol work is also presented in
other governing documents, such as Arjo's Code of Conduct, directive for
risk management and internal control, and other policies established by
the Board and directives established by the Management Team. These
include checks and fellow-ups of outcome compared with expectations
and previous years, and supervision of accounting policies, for exam-

ple, as applied by Arjo. The responsibility for maintaining an effective
contrel environment and the continuous work on risk assessment and
internal control regarding the financial reporting is delegated to the CEO.
However, the Board of Directors has ultimate responsibility. Managers at
various levels within Arjo have, In turn, the carresponding responsibility
in thelir respective areas of responsibility. The Management Team regu-
larty reports to the Board and the Audit Committee following established
procedures. Responsibilities, powers, instructions, guidelines, manuals
and policy documents and directives, alongside laws and regulations,
comprise the control environment for financial reporting.

Risk assessment

Arjo conducts continuous risk assessment to identify risks relating to
financial reporting. These risks include errors in the financial state-
ments (for example, regarding accounting and valuation of assets,
liabilities, revenue and costs, and other deviations), as well as irregular-
ities and fraud. Risk management is built into every process and various
methods are used to assess, uncover and prevent risks and to ensure
that the risks ta which Arjo s exposed are managed in accordance with
established policies, directives and instructions.

Control procedures

The structure of control activities is of particular importance in Arjo’s work
to prevent and uncaver risks and weaknesses in the financial reporting.
The control structure comprises clear roles in the organization that enable
effective distribution of responsibility for specific control activities, includ-
ing authorization controls in the IT system and attestation contrels The
continuous analysis made of the financial reporting is very important for
ensuring that the financial statements do not contain any matertal errors.

Fees for Board and Committee work 2018 (SEK)

Name

Behin Midlmaiis

Carl Bennet
9}‘{31?&!1‘7% e
Eva Elms

UIf Grununder

Remunerction of Board of Directors
The General Meeting on May 4, 2018, resolved that fees, excluding
committee fees, would be paid in an amount of SEK 1,150,000 to the
Charman of the Board and SEK 575,000 to each of the other Board
members elected by the AGM who is not employed by Arjo

For work on the Audit Committee, remuneration is paid (n an amaunt
of SEK 240,000 to the Chairman and SEK 120,000 to each of the other
members.

CORPORATE GOVERNANCE

Information and cormmunication

Arjo has information and communication procedures to promote com-
pleteness and accuracy in the financial reporting. Policies, guidelines
and internal instructions regarding financial reporting are available in
electronic and printed form. Regular updates regarding amendments
to accounting policies, reporting requirements or other disclosures are
made available to and known by the relevant employees. Guidehnes
are in place with respect to external disclosure of information and
these were drafted with the aim of ensuring that Atjo complies with the
requirements for disseminating corract information to the market.

Follow-ug activities, evaluation and reporting

The Board of Directors assesses the information provided by the
Management Team on a continuous basis. Between Board meetings, the
Board regularly receives updated information regarding Arjo's perfor-
mance. The Group's financial position, strategies and investments are
discussed at every Board meeting. The Board 1s also responsible for mon-
itoring the internal control. This work includes ensuring that measures
are taken to address any weaknesses, as well as following up proposals
to address issues highlighted in connection with the external audit. Each
year, the company catries out a self-assessment of risk management and
internal control activities. This process includes a review of the manner
in which established procedures and guidelines are applied. The Board
recelves information regarding important conclusions drawn from this
annual assessment process, and regarding any measures to be taken
relating to the company’s internal control environment. The external
auditors aiso report regularly to the Board of Directors.

Cutcome 2018

The internal control environment was followed up and evaiuated in
2018 by carrying out a self-assessment and, for selected companies
and processes, was also supplemented with audits performed by the
Internal Control function. The self-assessment concluded that the
Group has a satisfactary control environment for covering material
risks related to financial reparting.

Follow-on work

Over the next year, the continuing werk related to internal control at
Arjo will principally focus on risk assessment, control activities and
follow-up/monitoring. The Internal Control function ensures that
the self-assessment and audit of the control environment related

to financial reporting are carried out and followed up with audits of
selected units and processes. Outcomes and any deviations in the
control envirenment are fellowed up and reported to the CFO and Audit
Committee, Regarding the control envirenment that is not related to
the financial reporting, the Internal Control function works together
with the company's other compliance functions such as Quality and
Regulatory Compliance and Legal Compliance.

Beard fee
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For work on the Remuneration Committee, remuneration is paid in an
amount of SEK 125,000 to the Chairman and SEK 92,000 to each of the
ather members.

Nane of the Board members has signed agreements with Arjo or any
of I1ts subsidiaries cancerning benefits upon termination of their assign-
ment. Fer camplete information regarding remuneration of senior
executives, refer ta Note 5.
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BOARD

Board of Directors

Johan Malmquist
Born 1961,

Chairman of the Board and Board
member since 2017. Chalrman of the
Remuneration Committee.

Education and professicnal i
M.Sc. in Econemics, Stockholm Schaol
of Econemics, Previous experience as
CEQ and President of Getinge Group
1997-2015, Business Area Director within
Getinge Group, President of Getinge
Group's French subsidiary and Presdent
of subsidiaries within the Efsctrolux
Group.

Other ongelng axsignments/pasitions:
Chairman of Aktiebolaget Tingstad
Papper and Board member of Getinge
AB (publ), Trelleborg AR (publ), Elekta
AB (publ), Dunkerintressena, Mainlycke
AB, Medvisar AB, Stena Adactum AB
and Chalmers University of Technolagy
Foundation.

Earlier i /i itl includ
President & CEOQ of Getinge Group
1997-2015. Board member of Svenska
Cellulosa Aktiebalaget SCA (publ) and
Capio AB.

Holding: 100,000 series B shares and
2,380,952 synthetic share options.

Carl Bennet
Born 1951.

Vice Chairman of the Board since 2018
and Baard member since 2017. Member
of the Remuneration Committee,
Education and professional experience:
M.5c. in Econotiics, Gothenburg Univer-
sity and Dr. Tech, h.c., Luled University
of Technalogy. Earlier experience as
President & CEO of Getinge 1989-19%7.
Other ongoing assignmants/positions:
CEQ and Chairman of Carl Bennet AB,
Chairman of Getinge AB (publ}, Lifco AB
(publ) and Elanders AB {publ) and Board
member of Holmen Aktiebalag {publ)
and L E Lundbergféretagen

Aktisbotag (publ).

Previous assighments/positions

{past five ynars); Chairman of the Board
of Gothenburg University.

Holding: 18,217,200 serles A shares and
45,902,430 serles B shares via

Carl Bennet AB.
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Eva Sandling Gralén

Barn 1964.

Employee representative (deputy Board
member) since 20183,

Ed ion and professional axperf
Textile Engineering - Textile Technology,
University of Bords. Bachelor

of Environmentat Science at Malma
University. Employed in Arjo’s sub=
sidiary, ArjoHuntleigh AB.

Other angolng assignments/positions: -
Previous assignments/positions {past
five years): -

Holding: -

Sten Borjesson
Born 1967,

Erml

2017,

Education and professional expariance:
Upper-secondary education in econom-
ics and technology. Employed in Arjo AB.
Gther g nssig ts/pasttd
Owner of Hodrs Antenn and Elektron-
kservice.

Previous assignments/positions (past
five years): Member of the Board
{employee representative) of Getinge AB
2007-2015,

Holding: -

h

repr ive, since

Eva Elmstedt
Born 1960.

Baard member sinca 2017. Member of
the Audit Committee.
Educatian and professional experiance:
Bachelor degree InEconomics and
Computer Science, Indiana University of
Pennsylvanla, USA, Previous experience
as EVP Global Services and member of
the management team of Nokia Net-
works and Nokia Siemens Networks, as
well as senior positions at Ericsson, the
aperatar 3, and Semcon.
Other ongoing assignments/positions:
Baard member of Addtech AB (publ),
Axiell Group AB, Gunnebo Group AB
{publ), Proact IT Group AB (publ) and
Thule Group AB (publ).
Pravious sazignments/positions (past
five years): EVP Glabal Services and

ber of the tteam of
Nckia Networks and Nokia Siemens
Networks.
Halding: 13,000 series B shares and
476190 synthetic share options.

Johan Malmquist

Eva Sandling Gralén

Cuarl Bennet

Sten Borjesson

Eva Elmstedt




- XY
UIf Grunander

Kajsa Haraldsson

Ingrid Hultgren CarclaLemne

Joacim Lindoff

Auditors

Ohrlings PricewaterhouseCoopers
Magnus Willfors, Authorized Public Accountant, Auditor in Charge
Cecilla Andrén Dorselius, Authorized Public Accountant

UIf Grunander

Born 1954,

Board member since 20t7. Chairman of
the Audit Committee,

Education and professional exparisnce:
M.5c. in Economics, Stockholm Univers:-
ty. Previous experience as an authorized
public accountant and CFO of Getinge
Group 1993-2016.

Other ohgoing assignments/positions:
Chairman and CEOQ of Food Track i Malme
AB and Chairman of Nystréms Gas-
tronomi & Catering AB and Djurgirden
Merchandise Handelsholag, as well

as Board member of AMF Pensions-
forsdkring AB, Lifco AB (publ) and
Dijurgérden Hockey AB.

Previous assighments/positions (past
five years): Board member of a number
of companies ih Getinge Group, as well as
CFO of Getinge Group 1993-2018,
Holding: 83,622 series B shares and
476,190 synthetic share eptions.

Kajsa Haraldsson
Born 1982

Employee representative (deputy Board
member) since 2017.

Education and professional experience:
M.5Sc. in industrial design engineering,
Chalmers Un versity of Technolagy.
Employed in Arjo's subsidiary, ArjoHu-
ntleigh AB.

Other ongoing assignments/positions: -
Previ asslg ts/positi {past
five years): -

Holding: -

Ingrid Hultgren

Born 1958,

Employee representative, member since
2017

Education and prefessional experi-
ence: Degree in microbiology, Uppsala
University. Employed in Arjo’s subsidiary,
ArjoHuntieigh AB.

Other angoing assi /positi
General partner in Hultgreen Hedge
kemmanditbolag.

Previous assignments/positions (past
five years): -

Halding: 4,000 series B shares.

BOARD

Carola Lemne
Born 1958.

Board member since 2017. Member of
the Audit Committee.

Ed fon and prof: 1 axperience:
Licensed physician, M.D. and associate
professar, Karolinska Institute, Previous
experience as Medical Directar of
Pharmacia, Clinical Research Manager
of Pharmacia Corp,, CEQ of Danderyd
Hospital and President of Praktikertjdnst
AB and GD of the Canfaderation of
Swedish Enterprise,
Othar ongolng g /
Board member of Alecta, CEQ of

Calgo Enterprise and partner of Calgo
Handelsbolag.

Previous assignments/positions

(past five years): Chairman of Uppsala
University and Board member of Getinge
AB (publ}, Praktikertjinst AB, Investor
AB and Stiftelsen Forska! Sverige, AFA
Sjukfsrsikringsaktiebolag AB, AFA
Trygghetsforsakring AB, the Research
Institute of Industrial Econamics and the
International Chamber of Commerce
Stockhelm and member of The Swedish
Corporate Governance Board.

Holding: 3,000 series B shares and
238,095 synthettc share options,

nte /i 221
p

Joacim Lindoff
Born 1973

President & CEQ since 2017,

and professional experience
M.Sc.1n Economics, Lund University.
Other ongoing assignments/pasitions: -
Previous assignments/pasitions (past
five years): Acting CEQ of Getinge
Group between August 2016 and March
2017, Executive Vice President of Get-
inge's farmer Infection Control business
area, and Executive Vice President for
the Surgical Workflows business area.
Alsa served as the Chairman of the
Board of the Swedish Medtech industry
organization between 2010 and 2014,
Holding: 3,428 series B sharas and
1,190,476 synthetic share aptions.
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ARJO MANAGEMENT TEAM

Arjo Management Team

Joacim Lindoff
Barn 1973.
President & CEO.

Ed tiom and prafessi " ol

Marion Gulistrand
Born 1957.
EVP HR & Sustainability,

M.5c. In Economics, Lvnd University,
Previous experience from several
positions within Getinge Group, including
Acting CEO, Executlve Vice President of
Getlnge's former Infection Controi busi-
ness area, and Executive Vice President
for the Surgical Workflows business
area, Also served as the Chairman of the
Board of the Swedish Medtech Industry
organization,

Holding: 3,428 series B shares and
1,190,476 synthetic share optrons.

Jan Andersson
Born 1970,
EVP Segment and Product Marketing.

Ed " 1 I i

and profi p
Studies in business administratlon,
speclalizatton in marketing, Mid-Sweden
University, University of Wales and

Lund University. Previous experience

as Marketing Director of Baxter Renal,
Interim VP Marketing of Baxter/Gambro
(in conjunction with Baxters acquisition
of Gambra), VP Marketing of DIAB Group
and Marketing Director of Gambro
Lundia AB.

Holding: 2,700 series B shares and
47,619

synthetle share options.

Katarzyna Bobrow
Born 1980.
EVP Quality & Regulatory Compliance

Education and prafessional experience.
M.5c. in Banking and fi ial
in finance and monetary policy, Poznan
University of Economics and Business
and further studies in Quality Manage-
ment, Poznan University of Technol-
ogy. Previous experience of various
positions in Getinge Group, including
Senlor Director QA Supply Chain and
Operations. Also experlence as Quality
Specialist for Molex Polska.

Holding: 261,904 synthetic share
options,

n
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Ed ion and professional experi-
ence: Bachelor's degree in psychology,
four-year education in Gestalt Therapy

- Organization and group level and

EMBA - Executive Master In Business
Administration, Lund University. Previous
experience as HR Director of Wasa
Group, VP HR of Trelleborg AB {publ}, HR
Director of IKEA Supply Chaln Greater
China Supply and aother HR positions in
IKEA Group, 2s well 2s various HR posi-
tions in Getinge Group, including Acting
EVP HR & Sustainability,

Holding: 714,285 tynthetle share
options.

Jonas Lindqvist
Born 1962.
cFo.

Educxtion and professions) experience:
M.5c. in Economics, Lund University,
EMBA, Stockholm School of Ecenomics,
and Advariced Management Program,
Harvard Business School, Previgus
experience as CFO and member of the
management team of several compantes,
including LR Helding AB, BMH Marine
AB and companies in Nolato Group, as
well as CFO and VP of Polyclad Europe/
Cookson Electronics and EVP and CFO of
Beljer Ref AB {pubt!).

Holding: 476,190 synthetic share
options.

Joacim Lindoff

Katarzyna Bobrow

Marion Gullstrand

Jonas Lindgvist




Paul Lyon

i

Christian Stentoft

Mikael Persson

Anne Sigouin

Paul Lyon
Born 1962,
President Global Sales.

Education and professional experience:
Bachelor's degree in engineering, Western
Australian Institute of Technolagy. Fre-
viously held leading positions in several
large industrial and health care groups,
including Huntleigh Healthcare Plc UK,
¥YTL Corporation IV Malaysia and Joyce
Healthcare Group Australia. Also experi~
ence as Managing Director and President
of different business arsas within Getinge
Group, including Getinge Group President
APAC and Acting President & CEO of
ArjoHuntleigh.

HaldIng: 476,190 synthetic share
options.

Mikael Persson

Born 1967,

EVP Product Development and Supply
Chain & Operations.

Education and professional exparience:
M Sc.in Mechanical Engineering, Lund
University. Previous experience of vari-
ous positions in Alfa Laval, inter alia, VP
Operations - Operatigons Development
Manager, Supply Chain Director of Cardo
Flow Sclutions and Flugger A/S, VP
Supply Chamn of ArjoHuntleigh AB and
COQ Manufacturing Capital Equipment
In Getige Group,

Holding: 52,863 series B shares and
714,285 synthetic share options.

ARJO MANAGEMENT TEAM

Kornelia Rasmussen
Barn 1977,

EVP Marketing Communication

& Public Relations.

and prof I experience:
IHM Business S5chool and Communica-
tion, School of Education and Communi-
cation, Jonkdping Previous experience
from various positions in Volvo Car
Caorporation, including as Director Corpo-
rate Communications and acting Sentor
Yice Prasident - Public AFfairs, and most
recently as Executive Vice President
Communications & Brand Management
In Getinge Group.

Holding: 4,500 series B shares and
714,285 synthetic share options.

Anne Sigouin
Born 1969.
President Sales & Service North America.

Bducati

and professional experience:
Bachelor of Arts degree from Concordia
University, Montreal, Quebec, Executive
Education Leadership Consortium, Smith
College, Northampton, MA, as well

as numerous executive managemen?
programs. Previously held positions with
increased scope and responsibilities in
sales and marketing in Canada and in
the US for fohnson & Johnson Medical
Devices Companies and has also been
Managing Director of ArjoHuntleigh

AB in Canada and President of Getinge
Group in Canada.

Holding: 309,523 synthetic share
optians.

Christian Stentoft
Born1984.
EVP Corporate Development & Projects.

Education and professional experience:
M.Sc in Design and Inngvation, Technical
University of Denmark. Previously held
vartous positions within Getinge Group,
ncluding VP Commercial Excellence &
Head of PMO Asia Pacificand Extended
Care Divisian - Directar Business
Strategy & Insights.

Haolding: 714,285 synthetic share
options.
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PROPOSED APPROPRIATION OF PROFIT

Proposed appropriation of profit

Arjo AB (publ), Corp. Reg. No. 559092-8064

The following profits in the Parent Company are at the disposal of the
Annual General Meeting:

Retained earning; 3,400,041,651
Net profit for the year 114,222,052
Total 4,514,263,703

The Board and Chief Executive Cfficer propose that a dividend of SEK

0.55 per share shall be distributed to shareholders ... 149,803,265
to be carried forward 4,364,450,438
Total 4,514,263,703

The Board of Directors deems the propaosed dividend to be justified in
telation to requirements that the Group’s nature of business, scope and
risks impose on consalidated shareholders’ equity and the Group's con-
solidation requirements, liquidity and financial position.

The Board of Directors and CEQ affirm that the consolidated financial
statements have been prepared in accordance with international financial
reporting standards IFRS, which have been adopted by the EU, and
provide a fair and accurate account of the Group's financial position and
profit. This Annual Report was prepared in accordance with generally
accepted accounting policies and provides a fair and accurate account of
the Parent Company's financial position and profit.

The Directors’ Report for the Group and Parent Company provides a
fair review of the performance of the Parent Company and the Group’s
operations, financial position and earnings and describes the material
risks and uncertainties faced by the Parent Company and companies
betonging to the Group.

Malma, April 3, 2019

Johan Malmquist
Chairman of the Board

Carl Bennet

Ulf Grunander Ingrid Hultgren

Sten Borjesson Eva Elmstedt

Joacim Lindoff
President & CEQ

Carola Lemne

Qur auditor's report was submitted on April 3, 2019
Ohrlings PricewaterhouseCoopers AB

Magnus Willfors
Authorized Public Accountant
Auditor in Charge
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Cecilia Andrén Dorsetius
Authorized Public Accountant



FINANCIAL STATEMENTS

Consolidated financial
statements

Consolidated income statement
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FINANCIAL STATEMENTS

Consolidated statement of comprehensive income

lems that cannot be restated in profit

Tax atéributable to items that cannot be restated in profit

Total comprehensive income for the yeor

Comprahensive Income attributable to
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FINANCIAL STATEMENTS

Consolidated balance sheet
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FINANCIAL STATEMENTS

CONSOLIDATED BALANCE SHEET, CONTINUED.

Cther reserves 543

Equity attributable to the Parent Company shareholders 5427 5.074

TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES 13136 12,210

Far information about pledaed assets and contingent liabilities, see Note 23,
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FINANCIAL STATEMENTS

Changes in shareholders' equity for the Group
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" Far reserves, see also Note 16
2 Far transoctions with shareholders, see Note 25.
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FINANCIAL STATEMENTS

Cash-flow statements
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Cash and cash equivalents at year-end 27 26t . 672

YExcluding write-downs on non-current assets.
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Notes

Note 1 Accounting policies

NOTES

Generdl information

Arjo AB, which is the Parent Company of the Arjo Group, is a limited
liabilty company with its registered offices in Malmb, Sweden. A
description of the company's operations is included in the Directors’
Report on page 42.

Basis of preparation

Arfo’s consolidated financial statements were prepared in accordance
with international Financial Reporting Standards (IFRS)/International
Accounting Standards (IAS), as approved by the EU, and the Swedish
Financial Reporting Board's recommendation RFR 1 Suppiementary
Accounting Rules fer Groups.

Arjo applies the cost method to value its assets and liabilities, except
as regards available-for-sale financial assets and financial assets and -
abilities, includihg derivative instruments, at fair value through profit or
loss, which are measured at cost either through profit or loss or other
comprehensive income if they are hedging instruments attributable to
cash-flow hedges. Additional information about the preparation of the
consolidated financial statements is presented below.

The formation of the Arjo Group was a transaction under shared
controlling influence {joint venture) and was not encompassed by any
IFRSs, which meant that an appropriate accounting policy was to be
applied in accordance with |AS 8. An applicable and accepted method
is using previous carrying amounts (predecessor basis), whichis the
policy that Arjo has decided to apply.

The financial statements have been prepared based on the financial
information reported for the above-mentioned entities for the purposes
of cansolidation in Getinge AB {publ), which was Arjo's Parent Cormn-
pany during the formation of the Arjo Group. Accordingly, the financial
statements are an aggregate of this financial information and are
presented as if the entities had been a group from the point in time that
they had been a part of Getinge Group and means that the assets and
liabilities of the unit are recognized in their carrying amounts for the
highest level of the shared controlling influence {(meaning Getinge AB).

Since not only legal entities were transferred in connection with the
formation of the Arjo Group, the following considerations were made in
the preparation of the financial statements, in addition to the policies
used far determining which assets, liabilities, income, expenses and
cash flows were to be included in the consolidated financial statements:

Acoounting and measurement policies for the
combined financial statements until the spin-off
from Getinge

Allocation of income and expenses

A prerequisite for preparing these financial statements is that incorme
and expenses, and assets and liabilities, are based on items that can be
identified for the comparative period and up until the spin-off since the
company was not a [egal Group during these periods. Getinge AB has
applied internal cost allocations whereby central expenses, including
IT and HR functions and other group staff function expenses, were
debited to the respective units, which means that related expenses for
Arjo have been included in these financial statements.

Remuneration of senior executives
Mo separate disclosures on remuneration of senior executives are present-
ed for the period before April 1, 2017 since no management team of Arjo

had been appointed prior to April 1, 2017. Board fees were paid from 2017,
Pension commitments

The majority of the pensicn commitments and related plan assets
wera recognized by each legal entity in Arjo for all periods, and were
calculated in accordance with the palicies presented below. Pensjon
commitments and the fair value for directly attributable plan assets for
these pension commitments were recognized in the financial state-
maents based on the calculated commitments in accordance with IAS
19, Pension commitments and assets for which consent for transfer is
required from a government authority or another party were included.
Costs and remeasuremeant effects related to these commitments are
reflected in the financial statements.

Derivatives and hedge accounting

Ario's commercial flows until the spin-off were hedged in accordance
with Getinge's finance policy via internal reporting for future flows,
which in turn have been hedged by Getinge AB'’s treasury function. This
function has handled all of Getinge Group's derivatives and hedging
relationships regarding commercizl flows and net investments. The
derivatives and the hedge reserve attributable to Arjo regarding cash-
flow hedges have been included in these financial statements. Since
the derivatives have not been directly regulated, they are recognized as
transactions with owners. Net investments were not hedged before the
spin-off.

Financial expenses and capital structure

Financial expenses charged to the entities In Arjo for 2017 until the
spin-off are based on actual borrowing and interest expenses in rela-
tion to Getinge's central treasury function and any external borrowing
in the individual entities. Arjo’s historiczl capital structure has not
reflected that of a separate, listed entity since it has primarily been
financed internally. Arjo’s definitive capital structure was determined
when Getinge distributed Arjo.

Income tax

As a result of Getinge being able to equalize tax betweean entities via
Group centributions and similar methods, the entitles comprising Arjo
have not historically been levied tax as if they were anindependent
group.

Accordingly, tax in the past financial statements is recognized based
on the taxable earnings of the entities and the Group’s opportunities
to equalize tax via, for example, Group contributions. Tax equalization
that has taken place between Arjo and other Getinge companies has
been recognized as a transaction with owners.

Earnings per share

The calculation of earnings per share for 2017 in these financial state-
ments is based on the average number of shares outstanding that exist-
ed when Arjo was distributed, which amounts to 272,369,573 shares.
This is deemed to be more relevant since the intention is to refiect the
share structure that existed in Arjo in connection with the distribution
of Arjo from Getinge. The actual number of shares was used for 2018.

Elimination of transactions in Arjo

Receivables, liabilities, income, expenses, and unrealized gains and
losses arising between entities in Arjo are eliminated in their entirety.
Unrealized losses are eliminated in the same manner as unrealized
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NOTES

NOTE 1 CONTINUED

gains, but only insofar as no impairment is required. Arjohashad a
number of transactions with Getinge companies, and pricing complied
with Getinge Group's transfer pricing policy. For additional infermation
on transactions between Ario and Getinge, see Note 25 Transactions
with related parties.

Accounting and measurement policies after the
spin-off from Getinge

The basis for preparation of Arjo’s past financial statements is present-
ed zbove.

The financial statements are presented in Swedish kronor (5EK).
Unless otherwise stated, all amounts are given in millions of Swedish
kronor (SEK M). Figures in parentheses pertain to operations in 2077,
unless otherwise specified.

Significant estimates and assessments

To prepare the financial statements it accordance with IFRS, the
company management is required to make assessments and assump-
tions that affect the recognized amounts of assets and liabilities and
other informaticn in the financial statements as well as the revenues
and expenses recognized during the period. Estimates, assessments
and assumptions are reviewed on a regular basis. The actual outcome
may diverge from these assessments, estimates and assumptions. The
Board of Directors and Arjo Management Team have deemed that the
following areas may have a significant impact on Arjo’s earnings and
financial pesition:

Measurement of identifiable assets and liabilities in connection with acquisitions.
In conjunction with acquisitions, all identifiabie assets and liabilities in
the acquired company are identified and measured at fair value, includ-
ing the value of assets and liabilities in the previously owned share as
well as the share attributable to non-controlling interests.

Goodwill and intangible assets with an indefinite useful life. The impair-
ment requirement for goodwill and other intangible assets with an
indefinite useful life is tested annually by Arjo in accordance with the
accounting policy described here in Note 1. The recaverable amount for
cash generating units has been established through the measurement
of value in use. For these calculations, certain estimates must be made
{see Note 12).

Pension commifments. Recoghition of the expenses for defined-benefit
pensions and other applicable retirement benefits is based on actuarfal
valuations, relying on assumptions for discount rates, future salary
increases and expected inflation, in turn, the discount rate assumptions
are based gn rates for high-quality fixed-intetest investments with
durations similar to the pension plans (see Note 21).

Obsolescence reserve. Inventories are recognized at the lower of cost

according to the first in/first out principle, and net realizable value.

. The value of inventories s adjusted for the estimated decrease in value
. sttributable t6 prodlutts holonger sold, surplus inventories, physicat

damage, lead times for inventories, and handling and sales overheads,

If the net realizable value is lower than the cost, a valuation reserve is

established for inventory obsolescence (see Note 13).

Deferred tax. The measurement of loss carryforwards and the
company's ability to utilize unutilized loss carryforwards is based on
the company's assessments of future taxable income in varicus tax
jurisdictions and includes assumptions regarding whether expenses
that have not yet been subject to taxation are tax deductible. Deferred
tax is recoghized in profit ot loss unless the deferred tax is attributable
o items recognized in other comprehensive income, in which case the
deferred tax is recognized together with the underlying transactien in
other comprehensive income (see Nate 10).

Subsidiaries
Subsidiaries are al! companies aver which Arfo exercises a controlling
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influence. Arjo controls a company when it is exposed to or has the
right to variability of returns from its holding in the company and can
affect these returns through its influence over the company.

Foreign currencies

Functional currency. Transactions in foreign currencies are translated to
the functional currency of the financial statements according to the ex-
change rate on the date of the transaction. Receivabies and liabilities in
foraign currencies are measured at the closing day rate, and unrealized
currency gains and losses are included in profit or loss. Exchange-rate
differences attributable to operating receivabies and liabilities are
recoghized in operating profit. Exchange-rate differences regarding fi-
nancial assets and liabilities are recognized under other financial items.

Translation of foreign operations. Arjo applies the current method

for translation of foreign subsidiaries' balance sheets and income
staternents. This means that all assets and fiabilities in subsidiaries are
translated at the closing day rate, and all income statement items are
translated at average annual exchange rates, Translation differences
arising in this context are due to the difference between the income
statement’s average exchange rates and closing day rates, and to the
net assets being transiated at a different exchange rate at year-end
than at the beginning of the year. Translation differences are recog-
nized under other comprehensive income. The total translation differ-
ences in conjunction with divestments are recognized together with the
gain/loss arising from the transaction.

Revenue recognition 2017

The Group has three streams of Income: products, services and rental.
Income is measured at fair value excluding indirect sales tax and
discounts provided. Income is recognized when essentially all risks and
rights connected with ownership have been transferred to the buyer.
This usually occurs in connection with delivery, after the price has been
determined and collection of the receivable is appropriately secured, If
detivery of finished products is postponed at the buyer's request, but
the buyer assurnes the proprietary rights and accepts the invoice (a
“bili 2and hold” sale), income is recognized when the proprietary rights
are transferred. Income is normally recognized once the buyer has
accepted delivery and after installation and final inspection. However,
income is recognized immediately after delivery if the installation and
final inspection are of a simple nature, and after establishing provisions
for estimated residual expenses. Income recognition for services takes
place as and when the services are performed. For assignments ex-
tending over more than one accounting period, where the outcome can
be measured in a reliable manner, income and expenses are recognized
in relation to the degree of completion of the assignment on the closing
date, This type of assignment exists to only a minar extent. For income
recognition for rental, refer to the section on Arjo as a lessor.

Revenue recognition 2018

The Group has three streams of income: products, services and rental.
Income is measured at fair value excluding indirect sales tax and dis-
counts provided. fncome from the saie of products is recognized when
control of the goods is passed to the customer, which in the majority of
cases takes place when the product {feaves Arjo's warehouse, The prod-
ucts are often sold at velume discounts based on accumulated sales
over a 12-month period. Income from the sale of products is recognized
based on the price in the contract, less estimated volume discounts.
Historical data is used to estimate the expected value of the discount
and Income is recognized only to the extent that it is highly probable
that a material reversal will not occur. A liability (included In the item
accrued expenses and deferred income) is recognized for expected vel-
ume discounts in relation to sales up to and including the closing date.
If delivery of finished products is postponed at the buyer's request, but
the buyer assumes the proprietary rights and accepts the invoice (a
“bill and hold” sale), income is recognized when control is passed to the
customer, which takes place when the products are placed in several
locations in the warehouse. The Group's abligation ta repair ar replace
defective products under normal guarantee rules is recognized as a
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provision, refer to Note 20 Provisions.

The Group has both tixed-price service contracts and contracts on
current account. Income from fixed price contracts are recognized over
time in line with control of the services being passed to the customer.
Income from contracts on current account is based on time spent and
is recognized to the extent that Arjo has the right to invoice the cus-
tomer {monthly). Advance payments from customers mainly refer to
payments for service contracts. These contract liabilities are presented
in Note 22 Accrued expenses and deferred income.

No financing component is deemed to exist on the date of sale
since the credit perfod js 30-90 days, which is consistent with market
practice.

Arjo applied the exemption not to provide disclosures on future
contracted revenue since these have terms of less than one year.

For income recognittan for rental, refer to the section on Arjo as a lessor.

Government grants

Government grants are measured at fair value when it is probable that
the terms associated with the grants will be met and that the grants
will be received. Government grants relating to costs are recognized

in profit or loss. The income is recognized in the same period as

the cost that the grants are intended to compensate. Government
grants relating to the acquisition of assets reduce the assets’ carrying
amounts. Grants affect recognized earnings over the assets’ useful fife
by reducing depreciation.

Financial income and expenses 2017

Financial income and expenses include interest income on bank depos-
its and receivables, interest expenses on loans, income from dividends,
unrealized and realized profits and losses on financial investments,
exchange-rate differencas, and the change in value of derivative
instruments used in financial activities. Borrowing costs in conjunction
with the raising of loans are recognized as part of the loan to which they
pertain and are charged to profit during the term of the loan.

Financial income and expenses 2018

Financial income and expenses include interest income on bank depos-
its and receivables, interest expenses on loans, income from dividends,
unrealized and realized profits and losses on financial investments,
exchange-rate differences, and the change in value of derivative
instruments used in financial activities. Borrowing costs in conjunction
with the raising of loans are recognized as part of the 1oan to which
they pertain and are charged to profit during the term of the loan.
Interest income on the receivables and interest expenses on liabilities
are calculated by applying the effective interest method. The effective
rate is the rate that makes the present value of all estimated inward and
outward payments during the expected fixed-interest term equal to the
carrying amount of tha receivable or liability.

Intangible assets

Goodwill. Goodwill comprises the portion of a purchase price for an
acquisition that exceeds the market value of the identifiable assets,
with deductions for hiabilities and contingent liabilities, calculated on
the acquisition date, on the share of the acquired company's assets
acquired by Arjo. In a business acquisition whereby the acquisition
costs are less than the net value of acquired assets, assumed liabilities
and contingent liabilities, the difference is recognized directly in profit
or loss. Goodwill arising in conjunction with the acquisition of a foreign
entity is treated as an asset In the foreign entity and translated at the
exchange rate on the closing date. An impairment test of goodwill is
conducted at least once per year or more often if there is an indication
that there could have been a decrease in value. Impairment of goodwill
is recognized In profit or loss. The gain or loss in connection with the di-
vestment of an entity includes the residual carrying amount of goodwill
that pertains to the divested unit.

Other intangitle assefs. Cther intangible assets comprise capitalized
development costs, customer relationships, technical know-haw,
trademarks, agreements and other assets., Intangible assets are

NOTES

recognized at cost with deductions for accumulated amortization

and any impairment. Amortizatien is applied proportionally over the
asset's anticipated useful life, which usually varies between three and
15 years. Acquired intangible assets are recognized separately from
goodwill if they fulfill the criteria for qualifying as an asset, implying
they can be separated or they are based on contractual or cther legal
rights and that their market value can be established in a reliable
manner. Intangible assets that are recognized separately from goodwill
in acquisitions of operations include customer relationships, technical
knaw-how, trademarks, agreements, etc. Acquired intangible assets
are measured at market vaiue and amortized on a straight-line basis
over their anticipated useful life. The useful life can, in certain cases,
be indefinite. These intangible assets are not amortized. Instead they
are subject to an impairment test at least every year ot more often if
there is an indication that there could have been a decrease in value.
Costs for development, whereby research results or other knowledge
is applied to produce new products, are recognized as an assetin

the balance sheet to the extent that these products are expected to
generate future financial benefits, These costs are capitalized when
management deems that the preduct is technically and financially via-
ble, which is usually when a product development project has reached
a defined milestone in accordance with an established project model.
The capitalized value includes expenses for material, direct expenses
for salaries and indirect expenses that can be assigned to the assetina
reasonable and consistent manner. In other cases, development costs
are expensed as they arise. Research costs are charged to earnings

as they arise, Capitalized expenses are amortized on a straight-line
basis from the point in time at which the asset is put into commercial
operation and during the asset’s estimated useful life. The amortization
period is between three and 15 years.

Tangible assets

Properties, machinery, equipment and other tangible assets are
recognized at cost, with deductions for accumulated depreciation and
any impairment. The cost includes the purchase price and expenses
directly attributable to the asset to bring the asset to the site and in the
working condition for its intended use, Examples of directly attribut-
able expenses included in the cost are delivery and handling costs,
installation, legal services and consultancy services. Assets provided
to the company in conjunction with the acquisition of new subsidiaries
are recognized at market value on the acquisition date. Depreciation is
conducted straight line. The value in the balance sheet represents the
acquisition cost with deduction for accumulated depreciation and any
impairtment. Land is not depreciated since it is deemed to have an in-
finite economic life, However, the depreciation of other assets is based
on the following anticipated useful lives:

Class of assets Depreciation, number of years

Land 40=-50
Buildings 10-50
Machinery 5-25
Equipment 10
Production tools 5
Rental equipment 5
Cars 4
Computer equipment 3

Tangible assets comprising parts with different useful lives are treated
as separate components of tangible assets. Standard maintenance and
repair costs are expensed during the periods in which they arise. More
extensive repair and upgrading costs are capitalized and depreciated
over the item's remaining anticipated useful life. Capital gains/losses
are recoghized under "QOther operating income/expetises.”

Leases. Arjo as d lessee

Financial Jeases. Financial ieases are recognized as non-current and
current liabilities. Payments regarding finaticial leases are divided be-
tween interest expenses and depreciation of the hability. In 2018, Arjo
signed sale and leaseback agreements with existing financiers whereby
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the asset is later sold on to external customers under a financial lease,
The contractual terms of these two parts reflect each other. A financial
lease liability to external financiers is recognized in the balance sheet
and a financial lease receivable from external customers. Sales income
is recognized in profit or loss when control and the risk are passed to
the external customer.

Operoating leases. Leasing of assets whereby the lessor essentially
remains the owner of the asset is classified as operating leases, and
payments made according to operating Jease contracts or rental agree-
ments are expensed proportionally during the lease or rental pericd,
respectively. Any compensation, according to agreement, that the les-
see is obliged to pay to the lessor if the lease is terminated prematurely
is expensed during the periad in which the contract is terminated,

Leases. Arjo ds a [esser

Leases are defined in two categories, operational and financial, depend-
ing on the financial significance of the agreement. Operating leases are
recognized as hon-current assets, Income from operating leases is rec-
ognized evenly over the lease term. Straight-line depreciatian is applied
to these assets In accordance with the undertakings and the depreciation
amount is adjusted to correspond with the estimated realizable value
when the undertaking expires. The estimated impairment requirementis
immediately charged to profit or loss, The products’ estimated realizable
value at the expiration of the undertaking is continuously followed up on
an Iindividual basis. Financial leases are recognized as non-current and
current receivables.-Payments received from financial leases are divided
between interest income and depreciation of receivables,

Impairment

At the end of each accounting periad, the carrying amount of the assets
is assessed to determine whether there is any indication that impair-
ment is required, If there is such an indication, the asset’s recovarable
amount is established. The recoverable amount is deemed to be the
higher of the asset’s net realizable value and its value in use, for which
the impairment loss is recognized as soon as the carrying amount
exceeds the recoverable amount. Previously recognized impairment on
other intangible assets and tangible assets are reversed if the recov-
erable amount s deemed to have increased, although the impairment
is not reversed to an amount greater than what the carrying amount
would have been if no impairment had been recognized in earlier years.
Recognized impajrments of goodwill are not reversed.

Inventories

{nventories are measured at the lower of cost and produciion value,
according to the first in/first out (FIFO) principle, and net realizable
value. Inventories include a share of indirect costs related to this. The
value of finished products includes raw materiais, direct work, other
direct costs and production-related expenses including depreciation.
The net realizable value is calculated as the estimated sales price less
estimated completion and selling expenses. An assessment of obsoles-
-cence in inyentories is conductgd on an ongoing basls during the year.
Tﬁe value of lnventones is adjusted toF the estimated decreasé invalue
attributable to products no longer sold, surplus inventories, physical
damage, lead times for inventeries, and handling and sales overheads.
If the net realizabie value is lower than the cost, a valuation reserve is
established for inventory obsolescence.

Accounts receivable 2017

Accounts raceivable are financial assets that are not derivatives,
with fixed or determinable payiments that are not quoted on an active
market. Accounts receivable are initially measured at fair value and in
the subsequent periods at amortized cost using the effective interest
method, less any reserve for decline in value,

A reserve for decline in value of accounts receivable is established
when there is objective evidence that the Group will not receive all of
the amounts that are due under the original terms of the receivable.
The amount of the reserve comprises the difference between the
carrying amount of the asset and the present value of the estimated
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cash flows, discounted by the effective interest of the receivabie.

The carrying amount of the asset is reduced by using a provision for
depreciation. When a receivable cannot be collected, it is derecognized
from the provision for depreciation for accounts recelvable. Recovery
of amounts that were previously derecognized was credited to the item
selling expenses in the income statement,

Accaounts receivable 2018

Accounts receivable are financial assets that are not derivatives,

with fixed or determinable payments that are not quoted on an active
market. Accounts receivable are initially measured at fair value. The
Group holds accounts receivable to collect the contractual cash flows
and, accordingly, measures them at amortized cost on the following
reporting dates using the effective interest method, less any reserve
for decline in value. See Impairment of financial assets under Financial
Instruments for further information about the Group's accounting
palicies for accounts receivable.

Financial instruments 2017

A financial asset or financial liability is recognized in the balance

sheet when the company is party to the contractual conditions of the
instrument. A financial asset Is derecognized from the balance sheet
when the contractual rights to the asset are realized, extinguished or
the company foses control aver them. A financial fiabitity is derecog-
nized from the balance sheet when the contractual obligation has been
fulfilled or in some other manner extinguished. Acquisitions and sales
of financial assets are recognized on the transaction date, which is the
date on which the company commits to acquire or seil the assets, apart
from cases in which the company acquires or sells listed securities,
when liquidity-date reporting is applied.

Financial instruments are recognized at amortized cost or fair value,
depending on the initiai classification according to [AS 39 (see pages
83-86). Al the end of each accounting period, the company assesses
whether there are objective indications that a financial asset or group
of financial assets requires impairment.

Further information about finarcial instruments can be found in Note
14 Accounts receivable and Note 26 Financial risk management,

Financial ossets measured at foir volue through profit or loss. Financial as-
sets in this category comprise derivatives. They are included in current
assels if they are expected o be settled within 12 months of the end

of the reporting period, otherwise, they are classified as non-current
assets. All derivatives are measured at fair value in the balance sheet,
Changes in fair vaiue are recognized as a component of other compre-
hensive income insofar as they are part of a hedging relationship that
qualifies as hedge accounting. They are reversed to profit or loss when
the hedged transaction eccurs, at which point they are recognized as
part of gross profit.

Loan receivables and accounts receivable, Assets in this category comprise
non-current financial receivables, accounts receivable and other current
receivables. They are mcluded in current assets wif.h the except]on of
items that fail due more than 12 months after the end of the reporting
period, which are classified as non-current assets. Assets in this catego-
ry are initially measured at fair value including transaction costs.

After the acquisition date, they are recognized at amortized cost us-
ing the effective interest method. Accounts recaivable are recognized
in the amounts that are expected to be received after deductions for
doubtful receivables, which are assessed on a case-by-case basis. The
expected term of accounts receivable is short, which is why amounts
are recognized at nominal values without discounting.

Any impairment of accounts receivable is recegnized in operating
expenses.,

Cash and cash equivalents, The major pertion of cash and cash equiva-
lents comprises cash funds held at financial institutions, and only ami-
nor portion comprises current liquid investments with a term from the
acquisiticn date of less than three months, which are exposed ta only
an insignificant risk of value fluctuations. Cash and cash equivatents
are recognized at nominal ameunts, which are equivalent to fair value.
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Qther financial figbilities. This category includes non-recurring financiat
liabilities, accounts payable and other current liabilities. Non-current
liabilities have an expected term longer than one year while current
habilities have a term of less than one year. ltems in this category are
initially measured at fair value and in the subsequent perieds at amor-
tized cost using the effective interest method.

Hedge accounting. For derivative instruments or other financial instru-
ments that meet hedge-accounting requirements under the cash-flow
hedging method or hedging of net investments in foreign operations
method, the effective component of the value change is recognized in
other comprehensive income. Accumulated value changes from cash-
tlow hedges are reversed from shareholders’ equity to profit or loss at
the same time as the hedged item impacts profit or loss, Accumulated
value changes from the hedging of net investments in foreign opera-
tions are reversed from shareholders' equity to profit or loss when the
foreign operation is divested in full or in part. The effect of the hedge is
recognized on the same line as the hedged item.

Fair value. The fair value of derivative instruments was calculated
using inputs comprising the most reliable market prices available. This
requires all instruments that are traded in an effectiva market, such

as currency forward contracts, to be measured at market-to-market
prices. Arjo has na instruments for which no reliable prices were
available in the market. Translation to SEK is conducted at the closing
day rate. Additicnal information can be found in Note 26 Financial risk
management,

Financial instruments 2018

A financial asset or financial hability is recognized in the balance

sheet when the company Is party to the contractual conditions of the
instrument, A financial asset is derecognized from the balance sheet
when the contractual rights to the asset are realized, extinguished or
the company loses control averthem. A financial liability is derecog-
nized from the balance sheet when the contractual obligation has been
fulfilled or in some other manner extinguished. Acquisitions and sales
of financial assets are recognized on the transaction date, which is the
date on which the company commits to acquire or sell the assets, apart
from cases in which the company acquires or sells listed securities,
when liquidity-date reporting is applied.

Financial instruments are initially measured &t cost corresponding to
the fair value of the instrument, plus transaction costs for all financial
instruments except for those that belong to the category of fair value
through profit or loss, which are measured at fair value excluding
transaction costs. The classification determines how the financial
instruments are measured after initial recognition, as described below,
The classification of financial assets that are debt instruments is de-
termined by the business model for the portfolio in which the financial
asset is included and the characteristics of the contractual cash flows.
Arjo’s business model for all financial assets that are debt instru-
ments is to coliect the principal and any interest on the principal. The
contractual cash flows for these assets comprise solely principal and
interest on the principal, which is why they are classified as financial
assets measured at amortized cost. All financial liabilities are classified
as amortized cost except for derivative instruments and additional
purchase consideration classified as fair value through profit or loss.
Further information about financial instruments can be found in Note
14 Accounts receivable and Note 26 Financial risk management.

Financiol ossets measured at fair value through profit or lass. Financial as-
sets in this category comprise derivatives. They are included in current
assets If they are expected to be settled within 12 montbs of the end

of the reporting period, otherwise, they are classified as non-current
assets. All derivatives are measured at fair value in the balance sheet,
Changes in fair value are recagnized in profit or loss, except for the
effective pertion of the derivatives that is included in a hedging rela-
tionship that qualifies as hedge accounting, which is described below.
They are reversed to profit or loss when the hedged transaction accurs,
at which point they are recognized as part of grass profit

NOTES

Financial assets measured at amortized cost. The Group only classifies

its financial assets as assets recognized at amortized cost when the
asset is included in a business model the aim of which is to collect
contractual cash flows, and the contractual terms give rise on specified
dates to cash flows that are solely payments of principal and interest
on the principal amount outstanding. Assets in this category comprise
non-current financial receivables, accounts receivable and other cur-
rent receivables. They are included in current assets with the exception
of items that fall due mote than 12 months after the end of the report-
ing period, which are classified as non-current assets. Assets in this
category are initially measured at fair value including transaction costs.
After the acquisition date, they are recognized at amortized cost using
the effective interest method. Accounts receivable are recognized in
the amounts that are expected to be received after deductions for ex-
pected credit losses, which are assessed on a case-by-case basis. The
expected term of accounts receivable is short, which is why amounts
are recognized at nominal values without discounting. Any impairment
of accounts receivable is recognized in operating expenses.

Cash and cash equivalents. The major portion of cash and cash equiv-
alents comprises cash funds held at financial institutions, and only a
minor portion comprises current liquid investments with a term from
the acquisition date of less than three months, which are exposed to
onhly an insignificant risk of value fluctuations.

Impairment of financial assets. On the closing date, the Group assesses
the impairment requirement of a financial asset or a group of financial
assets. These assessments zre individual. All financial assets, except
for those that belang to the category of financial assets measured at
fair value through profit or loss, are tested for impairment. The majority
of these financial assets that are subject to impairment rules (accounts
receivable) are current, which is why the Group has chosen to apply
the simplified approach whereby expected credit losses are recognized
for the full lifetime from the date of initial recognition, Impairment
requirements for accounts receivable are determined based on past ex-
perience of customer losses on similar receivables and an assessment
of forward-lacking information. The assessment comprises expected
credit losses over the full lifetime of the asset based on various proba-
bility-weighted scenarios. Accounts receivable for which impairment
requirements have been identified are recognized at the present value
of the expected future cash flows. The impairment requirement of ex-
pected credit losses for receivables for which no adividual impairment
requirement has been tdentified is assessed collectively. Receivables
with short terms are not discounted since the effect is not material.

Financial liabilities measured at fair value through profit or loss Financial
liabilities in this category comprise derivatives and additional purchase
consideration. All derivatives are measured at fair value in the balance
sheet. Changes in fair value are recognized in profit or loss, except for
the effective portion of the derivatives that meets hedge-accounting
requirements, which are described below.

Financial liabilities measured at amortized cost. This category includes
non-recurring financial liabilities, accounts payable and other current
liabilities. Non-current liabilities have an expected term longer than
one year while current liabilities have a term of less than one year.
ltems in this category are initially measured at fair value and in the sub-
sequent perlods at amortized cost using the effective interest method.

Net recognition of finencial instruments Financlal assets and liabilities are
offset and recognized at a net amount in the balance sheet only when
the company has a legally enforceable right of offset and intends either
to settie on a net basis or to realize the asset and settle the liability
simultaneously. The legal right may not be contingent on a future event
and must be legally enforceable by any of the counterparties, both in
the normal course of business and in the event of default, insolvency or
bankruptey. The Group has netting agreements for derivatives (I5DA)
but does not meet the requirements for net recognition of these.
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Hedge accounting. The Group enters into derivative instruments to
hedge the tisks of currency exposure to which the Group is exposed.
The requirements for hedge accounting include that there must be an
economic relationship between the hedging instrument and the hedged
itern and that the ecenomic relationship does not have a material
impact on credit risk. The hedge ratio is to follaw the quantity of the
hedging instrument and the hedged item. Hedging decumentation is
also required that details the company’s target and risk management
strategy, the identified hedging instrument, the identified hedged item,
the risk that is to be hedged and a strategy for monitoring effective-
ness. Derivative instruments or other financial instruments that meet
hedge-accounting requirements under the cash-flow hedging method
or hedging of net investment in a foreign operation method are recog-
nized as follows.

Cash-flow hadges of intra- Group purchases and sales in foreign currency.
The currency forward contracts used for hedging of highly probable
forecast transactions in foreign currency (cash-flow hedging) are
measured at fair value in the balance sheet, The changes in value

for the period, to the extent that they comprise an effective hedge,

are recognized in other comprehensive income and the accumulated
changes in value in a separate component of equity (the hedge reserve)
until the hedged flow impacts net profit for the year, at which point the
hedging instrument's accumulated changes in value are reclassified to
net profit for the year in connection with the hedged item impacting the
statement of income. The ineffective portion of the change in the value
of the hedging instrument that exceeds the change in the value of the
hedged item is recognized directty in the statement of income,

Hedging of currency risk in foreign net investments. Investments in
foreign subsldiaries {net assets including gaodwill) have been hedged
to a certain extent by using currency loans as hedging instruments.
Exchange-rate differences on currency loans for the period less
deductions for tax effects are recognized in the statement of income.
Accumulated value changes from the hedging of net investments in
foreign operations are reversed from shareholders’ equity to profit or
loss when the foreign operation is divested in full or in part. The effect
of the hedge is recognized on the same line as the hedged item.

Valuation techniques for determining falr vafue The fair value of de-
rivative instruments was calculated using the most reliable market
prices available. This requires all instruments that are traded in an
effective market, such as currency forward contracts, to be measured
at market-to-market prices. The fair value of the additional purchase
consideration was determined based on inputs that are not based on
obiservable market information. Accordingly, the are classified at lavel
3 of the fair value hierarchy. See Note 26 for more information about
the Group's valuation processes.

Remuneration of employees

Recognition of pensions. Arjo has both defined-cantribution and de-
fined-benefit pension plans, of which some have assets in special funds
of similar securities, The plans are usually financed by payments from
the respective Group companies and the employees, Arjo's Swedish
companies are generally covered by the ITP plan, which does not
require any payments from employees.

Defined-benefit plans, Pension expenses for defined-benefit plans are
calculated using the Projected Unit Credit Method in a manner that
distributes expenses over the employee’s working life. The calculation
is performed annually by independent actuaries, These commitments
are measured at the present value of expected future payments, with
consideration for calculated future salary increases, utilizing a discount
rate corresponding to the interest rate of first-class company or
gavernment bonds with a remaining tarm that is almost equivalent to
the actual commitments. Arjo's net liabilities for each defined-benefit
plan {which is also recognized in the balance sheet), comprises the
present value of the obligation less the fair value of the plan assets.
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If the value of the plan assets exceeds the value of the obligation, a
surplus arises, which is recognized as an asset. The recognized asset
value Is limited to the total of costs related to services rendered during
pravious periods and the present value of future repayments from the
plan, or reductions in future contributions to the plan. The actuarial
assumptions constitute the company’s best assessment of the different
variables that determine the costs of providing the benefits. When
actuarial assumptions are used, the actual results could differ from the
estimated results, and actuarial assumptions change from one period
to another. These differences are recognized as actuarial gains and
fosses. Actuarial gains and losses are recognized in other comprehen-
sive income for the period in which they are incurred.

Costs for defined-benefit pension plans in profit or loss comprise
the total costs for service during the current and earlier years, interest
on commitments and the expected return on plan assets. Casts for
service during the current perfod and previous periods are recognized
as employee costs. The interest component of pansion expenses is
recognized under financial expenses.

Defined-contribution plans. Defined-contribution plans are plans in
which the company pays fixed fees to a separate legal entity and does
not have any legal or informal obligation to pay additional fees. Arjo’s
payments for defined-contribution plans are recognized as expenses
during the period in which the employees perferm the services that the
fee covers. The part of the Swedish ITP plan concerning family pension,
disability pension, and employment group life insurance financed by in-
surance with Alecta is a defined-benefit pension multi-employer plan.
For this pension scheme, according to IAS 19, a company is primarily

to recognize its proportionate share of the defined-benefit pension
commitment and the plan assets and expenses associated with the
pension plan. The financial statements are also to include disclosures
required for defined-benefit pension plans. Alecta is currently unable
to provide the necessary information and therefore the above pension
plans are recognized as defined-contribution plans in accordance with
item 30 of IAS 19, This means that premiums paid to Alecta will also be
recognized on an ongoing basis as expenses in the period to which they
pertain.

Provisions

Provisions are recognized when Arjo has a legal ar informal obliga-
tion as a result of past events and it is probable that payment will be
required to fulfill the commitment and if a reliable estimation can

be made of the amount to be paid. Pensions, deferred tax liabilities,
restructuring measures, guarantee commitments and similar items are
recognized as provisions in the balance sheet. Provisions are reviewed
at the end of each accounting period.

Caontingent liabilities

Contingent liabilities are commitments not recognized as liabilities/
provisions either because it is not certain that an outflow of resources
will be required to regulate the commitment or because it is not possi-
ble to make a reltabie estimate of the amount,

Income taxes

Arjo's income tax include taxes on Group companies’ profits recog-
nized during the accounting period and tax adjustments attributable
to earlier periods and changes in deferred taxes. Measurement of all
tax liabilities/receivables is conducted at nominal amounts and in ac-
cordance with enacted tax regulations and tax rates or those that have
been announced and will almost certainly be adopted.

Tax is recognized directly in other comprehensive income and share-
holders’ equity if the tax is attributable to items that are recognized
directly in comprehensive income and shareholders’ equity. Deferred
tax is calculated to correspond to the tax effect arising when final tax
is determined, Deferred tax cotresponds to the net effect of tax on zll
existing differences between fiscal and carrying amounts of assets
and liabilities by applying applicable tax rates. Temporary differences
primarily arise from the depreciation of properties, machinery and
equiprment, the market valuations of identifiable assets, liabilities and




contingent liabilities in acquired companies, the market valuation of
investments classified as available-for-sale and financia! derivatives,
garns from intra-group inventory transactions, untaxed reserves and
tax loss carryforwards, of which the latter is recognized as an asset
only to tha extent that 1t is probable that these loss carryforwards will
be matched by future taxable profits. Deferred tax liabilities pertaining
to temporary differences that are attributable to investments in sub-
sidiaries and affiliates are not recognized, since the Parent Company, in
each instance, can control the point in time of reversal of the temporary
differences and a reversal in the foreseeable future has been deemed
improbable.

Segment reporting

Arjo’s operations comprise one operating segment, which is why only the
disclosures in Note 3 are presented. The reporting of operating segments
cotresponds to the internal reporting submitted to the chief operating
decision maker. This function in Arjo was identified as the CEO.

Cash-flow statement

Cash-flow statements are prepared in accordance with IAS 7 Statement
of Cash Flows, indirect methad. The cash flows of foreign Group com-
panies are translated at average exchange rates. Changes in the Group
structure, acquisitions and divestments are recognized net, excluding
cash and cash equivalents, under "Acquired eperations” and “Divested
operatiens” and are included in cash flow from investing activities.

Dividend

Dividends proposed by the Board of Directors are not deducted from
distributable earnings until the dividend has been approved by the
Annual General Meeting (AGM).

Alterndative performance measures

Alternative performance measures are presented in this report to mon-
itor Arjo's operations, the primary measures being adjusted EBITDA,
cash conversion and net debt /equity ratio. Definitions and reconcilia-
tions of the alternative performance measuyres are presented on pages
100-103,

New accounting policies applied by Arjo in 2018

No standards, amendments or interpretations effective from the fiscal
year beginning on January 1, 2018 had a material impact on Arjo's
financial statements. Comments on the introduction of IFRS 2 Financial
Instruments and [FRS 15 Revenue from Contracts with Customers are
provided below:

{FRS @ Financial instruments

{FRS 9 Financial Instruments is applied from the 2018 fiscal year and
replaces [AS 39 Financial Instruments: Recognition and Measurement.
IFRS 9 introduces new rules on, for example, the classification and
measurement of financial instruments, write-down of financial instru-
ments, and hedge accounting.

The new rules did not impact the classification and measurement
of material financial instruments, in the form of accounts receivable,
accounts payable, fiabilities to credit institutions and receivables
and liabilities to Group companies, in the financial statements. All
above-mentioned material items are recognized at amortized cost and
will continue to be recognized according to this approach under IFRS 9.

The reserves for expected losses have not changed. Given the fact
that the Group’s customers have high credit ratings and confirmed
customer lasses have historically been low, the rules on impairment
have not had a material impact on the Group's financial position. No
forward-looking factors had any additional effects.

Arjo has decided to apply the rules on hedge accounting in IFRS S
Hedge accounting is applied to currency forward contracts held for
managing currency exposure that arises during oparations. This takes
place through cash-flow hedges of internal product flows and hedges
of net investments. The Introduction of the new standard did not have
any effect on Arjo’s financial position. Arjo applied IFRS 9 retrospec-
tively from January 1, 2018 and in accordance with the standard did nat
restate comparative figures.

NOTES

IFRS 15 Revenue from Contracts with Customers

IFRS 15 introduces new requirements for income recegnition and
replaces IAS 18 Revenue, 1AS 11 Construction Contracts and several
IFRS income-related interpretations. Arjo applies IFRS 15 from the
2018 fiscal year. The standard provides more detailed guidance In
many areas that were not previously described in previously applicable
IFRS, for example, recognizing contracts with multiple performance
obligations, variable consideration and whether or not income is to be
recognized over time.

The implementation of IFRS 15 did not have any material impact on
the financial statements. Parts of Arjo's Income flows pertain to rental
income that is not encompassed by IFRS 15 and thus were not impacted
by the introduction of the standard.

However, IFRS 15 does entail new disclosure requirements. From
2018, sales per type of revenue have been added to Note 2 of this
interitn report, in addition to the previous sales per region. Arjo applied
the modified retrospective approach for IFRS 15, which means that
comparative figures are not restated.

New and revised standards and interpretations that have not yet
come into effect

A number of new standards and interpretations will come into effect
for fiscal years beginning on January 1, 2019 and were not applied when
preparing these financial statements. None of these are expected to
have any material impact on Arjo's financial statements with the excep-
tion of the following:

IFRS 15 Leuses

IFRS 16 Leases comes into effect for the fiscal year beginning on lanu-
ary 1, 2019, The amendment compared with the current 1A5 17 Leases
is that all contracts in which the Group Is the lessee are to be recog-
nized in the balance sheet as an asset and a liability, except for short-
tertn leases or leases where the underlying asset has a low value, The
income statement will be impacted by depreciation of the asset and

an interest expense on the lease liability instead of an operating lease
coast. Arjo will mainly be tmpacted by leases of premises and cars. The
lease portfolio contains about 2,500 agreements. Commitments that
exist regarding operating leases are described in Note 18 of the 2018
Annual Report. For the transition te [FRS 16 on January 1, 2019, Arjo will
apply the modified retrospective approach and in accordance with the
standard will not restate the comparative year. Leases that were pre-
viously classified as operating [eases under |AS 17 will be recognized
at the present value of the remaining lease payments discounted by
the incremental borrowing rate on January 1, 2019. Arjo will recognize
aright-of-use asset that corresponds to the lease liability adjusted by
any prepaid lease payments recognized on December 31, 2018. This
entails that there will be no impact on the Group's shareholders’ equity
in conhection with the transition. Arjo will apply the practical exemp-
tion for short-term leases (leases with a term of 12 months or fess) and
low-value leases (the value of the underlying asset in new condition is
less than about USD 5,000) of not recegnizing an asset or a liability,
and instead recognizing an expense in profit or loss. Arjo has also de-
cided to include non-lease components in the calculation for all assets
except buildings. Arjo will utilize the following practical exemptions the
first time that IFRS 16 is applied.

* The same discount rate was used on lease portfolios with similar
characteristics

* Operating leases with a remaining term of less than
12 months on January 1, 2012 are recognized as a short-term lease

= Direct costs for right-of-use assets were not included in connection
with the transition

= Historical information (hindsight) was used when determining the
length of the lease if the contract contains options to
extend or terminate the lease.

= Relied on its assessment as to whether leases are onerous by apply-
ing |AS 37 immediately before the date of initial application.
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NOTES

The preliminary and estimated effects that IFRS 16 will have on Arjo’s
financial statements on the transition date of fanuary 1, 2019 are
presented below.

SEK billion
Right-of-use assef about 1.3
Lease liability about 1.3

The standard does not entail any material change for Arjo as the lessor.

The following cccounting policies for leases will be applied from
the 2019 fiscal year.

Leases in which Arjo is the lessee primatily comprise buildings and
cars. Leases are normally signed for fixed periods of about five to ten
vears for buildings and three to five years for cars, Some leases have
the option to extend the lease or terminate it in advance. These are
described below. The terms are negotiated separately for each lease
and comprise a large number of different contractual terms.

Leases are recognized as right-of-use assets and a corresponding
liability on the day that the leased asset Is available for use by Arjo.
Right-of-use assets and the lease liability are recognized on the lines
right-of-use assets and financial liabilities in the balance sheet. Each
lease payment is distributed between depreciation of the liability and
interest expenses, Interest expenses are distributed over the lease
term so that each reporting period is charged with an amount that
corresponds to a fixed interest rate for the liability recognized in each
period. Right-of-use assets are depreciated on a straight-line basis over
the shorter of the asset’s useful life and the term of the lease.

Assets and liabilities arising from leases are initially recognized at
present value. Lease lizbilities Include the present value of the follow-
ing lease payments:

= fixed payments (including in-substance fixed payments), less incentives

= variable lease payments that depend on an index or rate, initially

measured using the index or rates on the commencement date

amounts expected to be payable under a residual value guarantee

the exercise price under a purchase option that the lesses is reason-

ably certain to utilize

= penalty far terminating the lease, if the length of the term reflects
the assumption that the lessee will utilize this option.

Lease payments are discounted at the interest rate implicit if the rate
can be determined, otherwise at the incremental borrowing rate.

The right-of-use assets are measured at cost and include the following:

= the amount at which the lease liability was originally measured

* lease payments paid on or before the commencement date, after any

rewards received when the lease was signed

initial direct costs

« costs for restoring the asset to the condition prescribed in the terms
of the lease

4a ARJO 2018 ANNUAL REPORT

Arjo has decided to apply the exemption in IFRS 16 that entails that
payments for short-term leases and leases of a low value are expensed
straight-line In profit or loss. Short-term leases are leases of 12 months
or less. Low-value leases mainly include IT and office equipment.

Options to extend or terminate a lease

QOptions to extend or terminate a lease are included in a number of the
Group's leases for buildings. The terms are used te maximize flexibil-
ity In managing leases. These options of providing the opportunity to
either extend or terminate a lease in advance can only be utilized by

the Group (and not the lessors) or by both the lessee and the lessor.
Options that only the lessor can utilize are uncommon. The assessment
of the use of options to extend or terminate a lease is reviewed ifa
significant event or change in circumstances arises that impacts this
assessment and the change is within the lessee’s cortrol.

Significent estimates and assessments

regarding lease terms

When determining the [ease term, management considers all available
infermation that creates an econamic incentive to exercise the exten-
sion option or not exercise the option to terminate a lease. The option
of extending a lease is included in the term of a lease if it is reasonably
certain that the lease will be extended (or not ended). The leases that
are primarily affected by this assessment are buildings. The various
factors that Arjo mainly considers in its assessment of the exercise of
various extension and termination options are the costs associated
with terminating the lease and the significance of the asset for the
operations (business-critical assets). On the transition date fanuary
1, 2019, Arjo deemed it to be reasonable certain that if will exercise
the option of extending certain leases for buildings. If Arjo had made
the assessment that it would not exercise the extension options in the
major leases for buildings, the lease liability would have been SEK 331
M lower.

Leases, Arjo as alessor

Some of Arjo’s customers do not purchase Arjo's aids, but lease them
instead, Leases are defined in two categories, operational and financial,
depending on the financial significance of the agreement. Qperating
leases are recognized as non-current assets. Income from operating
leases is recognized evenly over the lease term. Straight-line deprecia-
tion is applied to these 2ssets inaccordance with the undertakings and
the depreciation amount is adjusted to correspond with the estimat-
ed realizable value when the undertaking expires. The estimated
impairment requirement is immediately charged to profit or loss. The
products’ estimated realizable value at the expiration of the undertak-
ing is continuously followed up on an individual basis, Financial leases
are recognized as non-current and current receivables. Payments
recelved from financial leases are divided between interest income and
depreciation of receivables,




NOTES

Note 2 Net sales by type of revenue

Service incl. spore parts

o [ PR ST T B W
IReel BRI T

Total 8,217 7.688

Note 3 Segment reporting

Arjo’s operations comprise one operating segment. Net sales, intangible assets and tangible assets are presented below for the segment by
geographic area. Net sales are based on the seller’s domnicile and assets are based on the domicile of the Arjo company. The Group has ne single
customer that accounts for 10% or more of the Group's sales.

Intangible assets and
Net sales tangible assets
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3,745 3,715
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Solaries ond remuneration
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%Ea gﬁﬁ%ﬁ‘fﬁﬂﬁ%mwﬁ%ﬁh &R B2 10, Lrrmemevemen e
L elling Expenses \i:
Pension expenses! P kLS g Y E
! Administrative expenses

Cost of goods sold
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%—ia!g,n iizotig 4 NPT

;lrﬁgn ’ii?lﬁ, S5t RUASE ) L Research 'and developmeéntosts 2. " . -’

Depreciotion and impairment of Restructuring and

tangible ossets -342 -400 integration costs -24 -74
S T :on et s s B S R - L e \ rovw N -
: Goads and ser - ) ©-3,961 ¢ 7 ~3,958 Total * ! -687 #7158
Total -7,728 -7.425

¥ The amount for 2018 includes an SEK -40 M adjustment of the pension hability.
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Note 5 Employee costs

2018 2017

Group, SEK M Boord and CEQ'

&

otal m 2,969 3,080 23 2,659 2,752

Y Partains to ramuneration of Board and CEQ of subsidiaries in the Group.
2 Pension expenses attributable to ather personnel include on SEK 40 M adiustraent of the pension liability.

"Average number of employees

Poland 284 446 730 263 433 696

53',','. H i
. South Africa

USA
A

Total
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NOTES

NOTE 5 CONTINUED

Distribution of senior executives at the closing date, %

Gender distribution in all companies in the Group

AW aarens
pWomen; 7o

Board members

i e e ] & . ¥ i
2 S
ﬁg@_&‘;{q'\iﬂ? f??ﬁ? e AT ol F R o d

Other members of the company's management, incl. CEQ

Remuneration and other benefits for senior executives in 2018, SEK 000s

Variable Variable
remuneration, remunerdtion, QOther Pension
short term long term benefits expenses
iy SRR T 5. DR S :
$3ohan afof the Bogrd S5t
PSS O A AT R
Carl Bennet, Board member 667
gy S TR T S T ST "E}%ﬁ%igﬁ w
s R BRI AR
UIf Grunander, Board member 815

" A RS 2 T
+Carols Lemne, Boord member
R - L

CEC

AL

e L
3 TR

672 1,858 20,290
2 e ‘:v . 175 ’““f::i S T P h ot Ly ﬁ‘h’;;}mé
L OO EASST A S 3 R 8s7 S Fon

12,356

SRAITEAA G 2 ELL T
57

9 Also includes fees for work on Board Committees,

Remuneration and other benefits for senior executives in 2017, SEK 000s

Variable
Board remuneration, Other Pension
fee' Basic pay shart term benefits expenses Total

Sk mallsS

Carl Bennet, Board member 667 667
S TR N ST 4 8 L M, S 5 s . T S %‘fgﬁ _4,7;.‘ 3
TEimatédr board mefnbe oS Ri it

UIf Grunander, Board member 815 815
! R R e L ey o= 3 ¥ CERERASIADT]
%m@sgnﬁBoo :"&}ergige’ ; Mé%f%%x

EREE RN SRR

CEO 6,774
SIS Yol o SRS T Wl T e TR
AR enior sletuives, employed in Ao A3 ¥, gk

Other senior executives, emplayed in other Group

companies 6,496 2,614 1,665 708 11,483
b - R ) LT 4,258 17,245 7 0 5,631 - 2

1 Also includes fees for work on Board Committees Remuneration of the Chairman of the Board was invoiced via the Chairman’s own company in 2017, which is the reason
that the amount above includes social security contributions. Remuneration for other Board members refers to fees expensed in 2017,

Comments on the table « Short-term variable remuneration refers to the 2018 fiscal year's
= Remuneration of CEQ Joacim Lindoff and other member of the Man- expensed bonus, which was paid in 2019. Long-term variable remu-
agement Team refers to the period January 1-December 31, 2018. neration refers to the earned and expensed portion of the long-term
» For 2017, remuneration of CEQ Joacim Lindoff refers to the period incentive program as per December 31, 2018. Payment of the fong-
May 1-December 31. Remuneration of Jonas Lindqvist refers to term incentive program will take place in 2021 provided that the
the period April 28-December 31. Remuneration of Jan Andersson participants are still employed at Arjo on the payment date.
refers to the pericd September 15~December 31. For other member « Other benefits refer to company car, healthcare insurance and
of the Arjo Management Team, remuneration refers to the period accommodation benefits.

April 1-December 31. Other senior executives pertains to remuneration to members of the

Arjo Management Team, other than the CEQ (9 individuals)
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NOTE 5 CONTINUED

Remunerdtion of senior executives

Principles: The 2018 AGM established guideiines for remuneration to
senior executives, primarily entailing the following: Remuneration and
other employment terms and conditions for senior executives is to be
market-based and competitive in every market where Arjo is active so
as to attract, motivate and retain skilled and competent employees.

The Annual General Meeting decides on remuneration to the Chair-
man of the Board and Board members. Employee representatives do
not receive Board remuneration. Remuneration to the CEQ and other
senior executives comprises basic pay, variable remuneration, other
benefits as wefl as pensions. Other senior executives comprise the
individuals, wha together with the CEQ, comprise the Arjo Manage-
ment Team. Far the Management Team’s structure, see pages 52-53.
The allocation between basic pay and variable remuneration should be
proportionata to the executive's responsibility and authority. The CEQ's
variable remuneration is a maximum of 60% of the basic pay.

Variable remuneration: Variable remuneration is limited to a max-
imurn amount and linked to predetermmed a2nd measurable criteria,
desgned with the aim of promoting the company’s long-term value
creation. No variable remuneration will be paid if profit before tax is
negative. The CEQ's bonus for 2018 was based on financial targets
set by the Board. The performance-based annual bonus for the CEO is
not to exceed 60% of fixed annual salary. For other senior executives,
bonuses for 2018 were based on a combination of financial targets and
individual goals. The performance-based annual bonus for other senior
executives is not to exceed 50-70% of fixed annual salary {(depending
on function and geographic placement).

Pensions: The CEO Is entitled to a pension from the age of 65, The pen-
sion is premium based and amounted to 30% of basic pay. The age of re-
tirement for other senior executives is also 65. These pension agreements
are premium based. Pension agreements have been signed in accordance
with local legislation in the country where the executive resides.

Severance pay: The period of notice for the CEC is a minimum of six
months. If termination of employment is initiated by the company then
severance pay of 12 months’ pay will be awarded. Severance pay is not
offset against any other income. Upon termination of employment of
any other senior executives, they have the right to severance pay of a
minirmurn of six months and a2 maxirmum of 12 manths.

Drafting and decision-making process: During the year, the Remu-
neration Committee gave the Board its recommendations concerning
policles for the remuneration to senior executives. The recommenda-
tions included the proportion between fixed and vatiable remuneration,
the size of possible pay increases and proposed criteria for assessment
of bonus outcomes. The Board discussed the Remuneration Commit-
tee's proposals and decided in line with the Remuneration Committee’s
recomimendations. Remuneration of the CEQ for the 2018 fiscal year was
decided by the Board taking into account the Resnuneration Committee's
recommendations, Remuneration of other senior executives was decided
by the CEQ in consultation with the Chairman of the Board. During 2018,
the Remuneration Committee was convened on three occasions.

Irv addition to the aforementioned variable remuneration, adopted
shareor share-related incentive programs may | be included. The aim is
thatsircha program. “will h%lp ta atiractand Fetaln high[y &killed manag-
ers, while it makes the Management Team of Arjo AB shareholders of
the cempany, which is considered to be an important and strang signal
for other shareholders,

Long-term incentive program

In 2018, The Board decided to introduce a long-term incentive program.
The program is cash-based and encompasses 55-60 senior executives.
The incentive program is an addition to annual variable salary.

Purpose. The incentive program is targeted and has a long-term
content. The aim of the program is to strengthen commitment and
reward the senior executives who can exercise the greatest influence
over Arjo's earnings.

Targets. The program extends for three years and remuneration may
total a maximum of four monthly salaries during a three-year period.
The calculation of outcome excludes the Group's exceptional items and
impact of any acquisitions and divestments.
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Qutcome and payment. The outcome of the program is calculated
every year and accumulated over a three-year period. Any outcome will
be paid in 2021 provided that the senior executive remains employed at
the company on the payment date.

Synthetic share options

Arjo’s Board and the Management Team bave been individually invited
to sign an agreement for synthetic share options with Carl Bennet AB.
The costs for this will not be charged to Arjo’s income statement.

Note 6 Fees to guditors

Total -12 -

" Of which SEK 5 M {3) pertains to remuneration to
Ohrlings PricewaterhouseCoopars AB.

3 Of which SEK 2 M pertains to remuneration to
Ohrlings PricewaterhouseCoopers AB.

Ohrlings PricewaterhouseCoopers AB (PwC) has the auditing assign-
ment for the entire Group. Auditing assignments refer to statutory au-
diting, meaning assignments required to issue the auditor’s report. This
also includes the review of the interim report. No services for auditing
activities other than auditing assignments have been performed. Tax
consultancy services primarily pertain to general tax matters concern-
ing corporate tax. Other services pertain to consultancy in connection
with acquisitions.

Note 7 Exchange-rate gains
and losses, net

Exchange-rate differences were recognized
in profit or loss according to the following:

operating income and,

Total 30 76

Note 8 Interest income and
other similar items




Note 2 Interest expenses and
other similar expenses

‘Interpst Bxpense
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yedar), the Group's temperary differences and tax loss corryforwords have been
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Amount recognized directly in equity

The total amount of current and deferred tax for the period, attrib-
utable to items that are notrecognized in profit or loss but instead in
other comprehensive income
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There are no material loss carryforwarés for which deferred tax has not
been recognized,

Note 11 Earnings per share

Earnings per share before and after dilution amounted to SEK 1.09
{0,43). The calculation of earnings per share relating to the Parent
Coempany shareholders is based on the following information:

i ‘iwe Sk w,p%@w%;ww "'Lz*.a
‘!«m s r,g i ‘5\!513‘“ 5"“;5' wa REAL m

Ecrnlngs relating to the Parent Company
shareholders, which form the basis for
calculation of earnings per share

rer wm

Numherof shures (dennmmutor)

Weighted average number of ordinary
shares for calculation of earnings
per share

272,369,573 272,369,573
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NOTES

Note 12 Intangible assets and tangible assets

Capitalized
development Customer Intangible
Goodwill costs  relationships  assets, other

Closing carrying amount, Dec 31, 2018 5,259 an2 332 277 766 6,946

Capitalized
development Customer Intangible
Goaodwill costs  relationships  assets, other

e

A lated amortization and impairment,
Dec 31, 2017 =128 -390 =365 =512 ~8064 -2,279
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NOTE 12 CONTINUED

Equipment,
Buildings Plont and tools, fixtures Rental Construction
and land" machinery and fittings equipment in progress
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NOTE 12 CONTINUED

Impairment testing

Arjo has only one cash-generating unit and, accordingly, goodwill and
intangible assets with an indefinite useful life are tested for impairment
based on the Group's total amount.

Goodwill and other net assets are tested for impairment annually
and whenever conditions indicate that impairment may be necessary.
The recoverable amount for the cash generating unit is based on the
calculated value in use, The operating segment, carresponding to Arjo
in its entirety, was tested for impairment, and it is at this level that
goodwill is monitored,

Assumptions

The value in use of gocdwill and other net assets attributable to Arjo
was calculated based on discounted cash flows. A discount rate of
8.7% (9.5) before tax was applied when calculating the value in use.
Arjo bases the calculation on attained earnings, forecasts, business
plans, financial forecasts and market data. Cash flow for the first three
years is based ot a strategic ptan established by the Arjo Manage-
ment Team. Future cash flow has then been assumed {o have a growth
rate corresponding to 2% (2). This growth rate is based on the going
concern assumption and does not exceed fong-term growth for the
industry as a whole. Based on the assumptions given above, the value
in use exceeds the carrying amount of the cash generating unit.

Sensitivity analysis

Sensitivity analyses of changes in growth rates and the discount rate,

which have a significant impact on the calculation of the discounted

cash flows, were performed in connection with impairment testing. The

sensitivity analyses revealed that the negative changes below would

not individually lead to an impairment requirement.

« Growth rate after year four decreases to 1% (1).

» Discount rate before tax increases by 1percentage point t0 9.7%
€10.5).

Intangible assets

There are a limited number of intangible assets, in the form of trade-
marks with a carrying amount of SEK 44 M (44), for which the useful
life has been assessed as indefinite. For these trademarks, there is no
foreseeable limit for the time period during which the trademarks are
expected te generate het revenue for Arjo. The useful life for other in-
tangible assets is three to 15 years. For strategic acquisitions, the useful
life exceeds five years.

Note 13 Inventories

mz 1,104

Of the Group’s inventories, SEK 1,108 (1,096} is measured at cost and
SEK 9 M (8) at net realizabte value. At December 31, 2018, the Group’s
provisions for obsclescence totaled SEK 103 M (134},
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Note 14 Accounts receivable

Provisions for doubtful receivables -132 =175

Accounts receivable aet, after provisions for doubtful receivables,
theoretically constitutes the maximum expasure for the calculated
risk of fosses. Accordingly, the carrying amount of accolints receivable
represents the fair value. It is the Group's opinion that there is no sig-
nificant concentration of accounts receivable to any single client,

A maturity analysis of accounts receivable is presented below:

R

Faller due 1-30 days 336 257

1,934

At December 31, 2018, the Group's provisions for doubtful receivables
totaled SEK 132 M (175). A maturity analysis of these accounts receiv-
able is presented below:

Fallen due 1-30 days -1 0

Fallen dye 61-90 days -3 -1

-132

Total =175

Recognized amounts, by currency, for the Group's accounts receivable
are as follows:

Other currencies

B s fee e i e e
menl PR

et Siti e BT D




NOTES

NOTE 14 CONTINUED

Changes in provisions for doubtful receivables are as follows: Note 15 Prepqid expenses and
accrued income

i il .
Provision for expected losses -25

TR . %&ﬁg‘!’%
T P s A'—‘ "% g Lo T T LY e % =
Corrmed e HR SRR RIRS SRR e

e e AT T Prepaid leasing expenses
Payment made for reserved receivable 12 2 WU“‘wi?ij‘zwwnwmw
s Eapram IRrepailinsurance expenses
% Prepaid bank fees
Translation differences . 4 %Tfé gégrﬁgﬁﬁn%&%?,iz

b penses 3
\!’-I?u‘- Mm}m’wﬁﬁﬁ;« 'rg‘?;:,rr wr_":ij . wz‘{-w; gty k2 Pl Tk oL
i oum&“"rﬁpm »ﬁﬁ g i £=7i

AT, B Mo DA

F i

A

pd )
iy e ¥
Sk e

Note 16 Shareholders’ equity

Hedges of net

Specification of other reserves Hedge reserve Translation reserve investments Total

:Opcoing balance
Change for the year

Translation difference for the year

1 ¥t ; DT R E A, T T
iCloy e 2 S 8T, HR

In accordance with the Articles of Association, the company's share
capital amounts to not less than SEK 75 M and not more than SEK
300 M. Within these limits, the share capital can be raised or lowered

B SRl et
g —ﬁs Yalue be Q‘{:‘k AR v, without requiring an amendment to the Articles of Asseciation. The
December 31, 2017 18,217,200 254,152,373 272,369,573 maxitnum number of shares is 600 million, Onhe series A share carries

PR AT N S T
B S

IR M e o

A R m’*’“@“ -7 ten votes and one series B share carries one vote. Both classes of share
: * !ssczawt}-f?miw =2 Wa&éﬂ?ﬁ 73:‘*2 have the same quotient value, which is SEK 0,33. At December 31,

Shares’ voting rights in % 41.8 58.2 100.0 2018, the company’s share capital totaled SEK 91 M.
The registered share capital in Arjo AB (pub!) amounted to SEK
90,789,858 on December 31, 2018, distributed over 272,369,573
shares with a quotient value of SEK 0.33 per share.

Note 17 Unutilized overdraft facilities
and credit facilities Note 18 Leases

Operating leases

Contracted, unutilized overdraft facilities totaled SEK 3,370 M (758)
on December 31, 2018. Of this amount, SEK 2,763 M (0) comprises
back-up for the commercial paper program. There are afso granted,
unutilized overdraft facilities of SEK 237 M (243).

Leasing costs for assets held via operating leases, such as leased
premises, machinery, mainframe computers and office equipment, are
recognized among operating expenses,

On the closing date, future lease payments for non-cancellable
leases amounted to the following:

SEKM
Biswithintygr
Due within 2 to 5 years

Due in ‘n'|1§;"e than 5 years

Total
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NOTES

NOTE 18 CONTINUED

Commitments for operating leases at December 31, 2018 Financial leases

In 2018, sale and leaseback agreements were signed with an existing
financier whereby the asset is later sofd on to external customers under
a financial lease. The residual value according to plan is then SEK O,
The contractual terms of these two parts reflect each other. A financial
fease Hability to external financiers is recognized in the balance sheet
and a financiaf lease receivable from external customers. The financial
liability and receivable total the same amount.

Short-term leases expensed straight-line 1

Naominal amount Present value

Lease liability recognized at Ji y 1, 2019 -1,304

Note 19 Consolidated interest-bearing net debt

Non-cash items

Other non~cash Exchange-rate
Cash flows items differences

Provisions for pensions, interest-bearing 61 1 -36 1

Non-cash items
Cash flows from

transactions with Other non-cash  Exchange-rate
Cash flows sharehalders"” items differences

Provisions for pensions, interest-bearing

oo

Non-curre

Total interest-bearing assets -2,912 857 1,381 - -6 -580

" Rafers to cash flows from transactions with shareholders attributable to interest-bearing net debt. These dre included as part of the ltem Transactions with shareholders
In the cash-flow statement.
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NQOTES

Note 20 Other provisions

Restructurmg Guuruntees Personnel
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“The iter refers to additional purchase consideration and is measured at fair value under level 3, see also Note 26

Expected timing of outflow:

AT

4 s
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NOTES

Note 21 Provisions for pensions and similar obligations

Defined-contribution plans
In many countries, Arjo’s employees are covered by defined-contribu-
tion pension plans.

The pensfon pians primarily include retirement pensions. The premi-
ums are paid continuously throughout the year by each Group company
to separate legal entities, such as insurance companies. The size of
the premium paid by the Group companies is normally based on a set
proportion of the employee's salary.

Defined-benefit plans

Arjo has defined-benefit pension plans in Sweden, Germany, the UK
and Italy. The pension plans primarily comprise retirement pensions.
Each employer normally has an obligation to pay a lifelong pension.
Vesting is based on the number of years of service. The employee must
be affiliated with the plan for a certain number of years to achieve

fulf retirement pension entittement. The pension is financed through
payments from each Group company.

Pension commitments are usually calculated at year-end after actu-
arial assumptions. New calculations are made if substantial changes
occur during the year. Gains and losses on changed actuarial assump-
tions are recognized as part of comprehenslve income.

The net value of the defired-benefit commitment is detailed below:

Funded Unfunded
pension pension
2018, SEK M plans plens

2,067 - 2,067

Funded Unfunded

pensian pension
2017. SEK M plans plans

Fair value of pfan assets 2110 _ 2110
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Costs for service in previous years

assets

financial assumptions

s, &

asset cellings

Closing bealunce

The defined~benefit pension colrnmitrnent and

Administrative ¢costs pertaining to plan

Gain/(loss) attributable to changed

Restriction In plan surpluses with regard to

41

composition of plan assets 2018, SEKM -~ -

2018, SEK M

2017, SEK M

T e

Germany

Present
value of
commit-

ments

Present
value of
cammit-

ments

Fair value of
plan assets

Fair value of
lan assets

Net provi-
siohs for
pensions

Net provi-
stons for
ensions




NOTE 21 CONTINUED
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The discount rate corresponds to the interest rate of first-class corpo-
rate bonds with a remaining term that is almost equivalent to the actual
commitments. The pension plan in the UK s closed which is why no
expected salary increase rate is stated.

"V'

Sensitivity of defined-benefit commitments to changes in the
significant assumptions for 2018, SEK M, UK

Expected
value of
pensian

Changed
compaored with
used cafculation
assumptions

commitments

Discount rate

+1 percentuge point -1,592 374
T ST IR, M S 0, ’? T -swar- Wer 5
Hnfigigh vi pefeniaes bo Pl PR T

The sensitivity analyses above are based on a change in ohe assump-
tion, white all ather assumptions remain constant. It Is unlikely that this
will happen in practice, and changes in some of the assumptions may
correlate, The calculation of sensitivity in the defined-benefit commit-
ments for material actuarial assumptions uses the same method (the
present value of defined-benefit commitments by applying the Project-
ed Unit Credit Method at the end of the reporting period) as that used
in the calculation of pension liabilities.

Composition of pldn dassets

T idiea)

R

T

2 067

z,j”

The weighted average term of the pension commitments is 20 years (20).

NCTES

Information regarding recognition of multi-employer
defined-benefit pension plans, Alecta

The commitment for retirement pensions and family pensions for
salaried employees in Sweden is safeguarded through insurance with
Alecta. According to a statement from the Swedish Financial Reporting
Board, UFR 10, this is a multi-emplayer defined-benefit plan. For the
2018 fiscal year, the company did not have access to such informa-
tion that makes it possible to recognize this plan as a defined-benefit
plan. The pension plan in accordance with ITP, which is safeguarded
through insurance with Alecta, is thus recognized as a defined-contri-
bution plan. Fees for the year for pension insurance covered by Alecta
amounted te SEK 4 M (5). Alecta’s surplus can be distributed to the
insurers and/or the insured. At year-end 2018, Alecta's surplus in the
form of the collective consolidation level was approximately 142%
(154). The collective consclidation level comprises the market value of
Alecta's assets as a percentage of the insurance commitment calculat-
ed in accordance with Alecta's actuarial calculation assumption, which
does not correspond with IAS 19,
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NOTES

Note 22 Accrued expenses and Note 24 Acquired/divested operations
deferred income

Acquired operations in 2018

ReNu Medical Inc.

Ali of the shares in the US company ReNuMedicallnc. were acquired In
July. The company is a specialized green medical repracesser of single
use medical devices. Its annual sales amount to approximately SEK 60
M, of which about SEK 40 M comprises sales to Arjo. The number of
employees on the acquisition date was 87. The acquisition analysis is
Interest expenses 3 5 preliminary for the period until one year after the acquisition date. Ac-
quisition-related costs amounted to SEK 3 M. if the acquisition had tak-
- e Y £ B o en place on January 1, 2018, the Group's sales would have increased by
Freight costs 18 4] approximately SEK 13 M and made a positive contribution to earnings.

Social security expenses 62 43

Deferred income 79 61

Carrying

Net assets acquired, SEK M amaount

Intangfble cssets - 12 12

, specification of changes for the year

Inventories, accounts receivables and
other receivables 7 1 8

Note 23 Pledged assets and
contingent liabilities

Cash and cash equivalents in the
acquired company -12

Pledged assets
The Group has no pledged assets.

Contingent liabilities

Divested operations 2018

Acare Medical Science Co. Ltd.

Total 15 43 During the year, Arjo sighed an agreement to divest Acare, the Group's
fow-spec medical beds business, to China-based CBL. The divestment
involves a production and sales unit in Zhuhai, China, with 186 employ-
eés and sales of about SEK 80 M in 2017, The divestment was complet-
ed ini the first quartar of 2079 and was recognized in the balance sheet
on December 31, 2018 as assets and liabilities held for sale, with assets
amounting to SEK 74 M and liabilities to SEK 44 M. The divestment did
nat have a significant effect on ¢ash flow or capital gains in 2019, but
{s expected to have an annual pasitive impact of about SEK 25 M on
operating profit from 2079.

No operations were acquired or divested in 2017.
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Note 25 Transactions with related parties

Companies ih the Carl Benret sphere are considered to be related
parties to Arjo. In addition to normal dividends to Carl Bennet AB, Arjo
had transactions anly with companies in Getinge Group, which are
presented in the table below. Business terms and conditions as well as
market-regulated pricing apply for delivery of products and services
between the companies.

Other income and expenses primarily refer to Group-wide services.
For remuneraticn and benefits to senior executives and on the Board of
Directors, see Note 5.

Other income
oty ]
?\Puﬁﬁuses ofgoo&
BT A g s O e
Other expenses

o T STERT, gsuuv e e
Flnancml corr!

Accounts poyubre

gg:urren% ﬁnum:iul llahll :

TEFR R b,

Sharehofders contributlons recelved
*‘*N{W’%%’ﬂ"?u‘w‘ k

Dividerklzreceived .}
Dividends paid
ﬁ'.‘*i:if-‘mﬁ T IR, T SR T "'5'““”
risfer f & > R ¥
il ixu&&mwv.ﬁ-srx 35y iv%%%ﬁ%ﬁm

=-5,431

Total trnnsucllons wrth shareholders
( N }ﬁ&&ﬁ%“ﬁﬁ%&i

‘l'otcl trunsuctlons with shureholders

Note 26 Financial risk management

Most of Arjo's operations are located outside Sweden, This situation
entails that the Group is exposed to different types of financial risks that
may cause fluctuations in net profit for the year, cash flow and share-
holders’ equity due to changes in exchange rates and interest rates. In
addition, the Group Is exposed to refinancing and counterparty risks,

The primary role of Arjo Group Finance is to support business activ-
ities and to identify and in the best way manage the Group’s financial
risks in line with the Board's established finance policy. Arjo’s firancial
activities are centralized to benefit from economies of scale, to ensure
good internal contral and to facilitate monitoring of risk.

Currency risks
Currency risks comprise exchange-rate fluctuations, which have an
impact on the Group's earnings and shareholders’ equity. Currency ex-
posure accurs in cannection with payments in foreign currency (trans-
action exposure) and when translating foreign subsidiaries’ balance
sheets and income statements into SEK (translation exposure).
Transiation exposure - income statement. When translating the results
of foreign Group companies into SEK, currency exposure occurs, which
affects the Group's earnings when exchange rates fluctuate.

NOTES

Translation exposure - balance sheet. Currency exposure occurs when
translating net assets of foreign Group companies into SEK, which ¢an
affect the Group's other comprehensive income. Exposure is redticed
by Arje applying hedge accounting, mainly to loans in foreign currency
(EUR, GDP and GBP) but also to currency derivatives.

Transaction exposure - Payment flows as a result of sales income and
cost of goads sold in foreign currencies cause currency exposure that
affects Group earnings in the event of exchange-rate fluctuations. The
Group's payment flows in foreign currencies consist rainly of the in-
come generated by export sales that take place via a UK company with
GBP as its functional currency. The most impertant cutrencies against
the GBP are presented in the table below. Based on Group coampanies
forecast currency flows, Group Finance hedges the most important
currency exposures in line with finance policy. Hedging is conduct-
ed using currency forward contracts. The market value of financial
currency derivatives that meet cash-flow hedging requirements and
are recagnized in other comprehensive income amounted to SEK-70 M
(28) at December 31, 2018.

The table below outlines the effect on net profit for the year, trans-
lated to SEK, of currency fluctuations of 25 percent in the most import-
ant transaction currencies. The volumes comprise forecast flows for
the following years reduced by derivatives held on the reporting date.

Sensitivity analysis, transdaction exposure (SEK M)

2018 2017
Effect Effect

on not
profit for
the year
5%
(SEK M)

i i

Estimat-
ed net Of
volume, which,
closing deriv-
balance  atives

on net
profit for
the year
5%
(SEK M)

Estimat-
ed net of
volume, which,
closing  deriv-
balance  atives

Cur-

The hedge ratio is 1:1 for all of the Group's hedges. The Group did nat
recognize any ineffectiveness in profit or joss for the year.

Financing risk

Credit facilities and loans

Prior to the IPO, Arjo sighed an agreement for external financing of

a total of about EUR 600 M with a group of Nordic and international
banks. Arjo established a commercial paper program of SEK 4,000 M
ih 2018, of which SEK 2,763 M was issued at the end of the year, The
carrying amount was SEK 2,761 M.

The table below presents Arja's credit facilities and loans as per
December 31, 2018.

Amount,
MLC

Cur~

Type Utilized

RevgIving rddit st EUR 02 g;

ifacllrt;.Sy“éurs e o ¥ : Sy

Revolving credit EUR 50 20 2020 (wlth

facility, 3+1#1 years option of 1+1-
year extenslon)

.Bank loans, 3 years  , USD 58 . 58,

Commercial paper EUR 97 &5

Commercial paper LSE;( 3000 'z v95 :
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NOTE 26 CONTINUED

Arlo signed an agreement for two revolving credit facilities denominat-
ed in EUR with a bank syndicate and an international bank, The com-
pany also entered into an agreement regarding a bilateral loan facility
denominated in USD with another international bank. Based on these
agreements, Arjo believes that it has a highly diversified loan portfolio
with a good maturity structure. Furthermore, Arjo has a well-composed
group of bath Nordic and international lenders. Atjo's palicy is that
refinancing risks are managed by signing long-term committed credit
agreements with a range of tenures. All loan facilitles include the usual
guarantees and commIitments, and do hot contain any restrictions

on dividends. The credit facilities may mature for earlier payment

in full or in part if certain events occur, including, but not limited to,
non-payment of past due amounts, nen-compliance with financial
covenants, rounds of terminations of the Group's other financing
agreements (cross default) and the insolvency of Arjo or some of Arjo's
subsidiaries. Financial covenants comprise Debt Repayment Capacity
(the Group's net debt as a percentage of the Group’s EBITDA) and
interest Payment Capacity (the Group's EBFTDA as a pércentage of the
Group’s net interest expenses), During the fiscal year, Arjo established
a commercial paper program of SEK 2,500 M that was subsequently
raised to SEX 4,000 M. Based on this commercial paper program, Arjo
can finance its operations in SEK and EUR for three to 12 months. The
option of financing based on the commercial paper program was used
to repay other interest-bearing bank loans. Arjo’s unutilized revolving
credit facilities serve as a back-up to the cornmercial paper program.

Interest-rate risk

Aria is exposed to Interest-rate risk, defined as the risk of changed mar-
ket interest rates impacting the Group's net interest. The aim of Arjo's
interest policy is to reduce the short and long-term effect of changed
market interest rates on the income statement All external bank loans
carried varlable lnterest (3month LlBDRand STIBOR) at Decembet 31,
2018. Based on Arjo's outstanding bank foans at December 31,2018,

a momentary change in average interest rates of £1 percentage polint
for the currencies represented in the Group's external bank loan would
entail changed interest expenses of +5EK 54 M on an annual basis.

Qutstanding derivative instruments
SEK M

(:‘.urréncy derivatives -,hédges of net investments

Total

Credit and counterparty risks

Arfo’s financial transactions cause credit risks with regard to financia!
counterparties. Credit risks or counterparty risks constitute the risk

of losses if the counterparties do not fully meet their commitments.
The finance policy states that the credit risk must be timited through
accepting chly creditworthy counterparties and fixed limits. At Decem-
ber 31, 2018, the total caunterparty expasure in derivative instruments
was SEK -70 M (28). Credit risks in outstanding derlvatives are limited
by the offset rules agreed with the respective counterparty. The Group
has ISDA agreements for all of its significant counterparties for raising
funds and trading in financial instruments. For the financial assets

and liabilities that are subject to legally binding offset agreements or
similar, each agreement between the Company and its counterparties
permits the relevant financial assets and liabilities to be offset. The
derivatives were recognized at gross ameunt in the balance sheet. The
Group’s liquidity is placed in bank accounts with low credit risks by dis-
tributing between several banks with high credit ratings. Commercial
credit risks are }imited by a diverse customer base with a high credit
rating since a high percentage are public customers.

Fuir value disclosures pertaining to interest-bearing loans and
other financial instruments.

Arjo's interest-bearing loans have floating interest rates and, ac-
cordingly, the fair value is assessed as cotrresponding to the carrying
amount. For other financial assets and liabilities, fair value is assessed
as catrespanding to the carrying amount due to the short expected
term. Financial derivatives. Arjo uses financial derivatives in the form
of currency forward contracts to manage currency exposure arising in
its business. Mast of the outstanding currency forward centracts are
held for hedging and are deemed to be effective. The currency forward
contracts are found in level 2 of the fair value hierarchy, meaning that
measurement at fair value is based on published forward rates in an
active market.

15 85 35 7

OF which, fong-term

rrency for outs ding deriva
% b

Normnai
amaunt

Nominal

amount Fair value Fair value
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The fair value of eurrency forward contracts is established using prices

“of currency forwards on thé c[osmg “date, with the resulting valde dis-
counted to the present value. All derivatives are ciassified under level 2
of the fair value hierarchy.

Transition to IFRS 2 Financial instruments

IFRS 9 Financial Instruments is applied from the 2018 fiscal year and
replaces |AS 39 Financial Instruments: Recognition and Measurement,
The new rules did not irmpact the classification and measurement of
material financial instruments, in the form of accounts receivable,
accounts payable, liabiiities to credit institutions and derivatives, in
the financial statements. The names of the classes have been partly
changed. Arjo has decided not to apply IFRS 9 retrospectively and thus
comparative figures for 2017 have not been adjusted.



NOTES

NOTE 26 CONTINUED

Financial instruments by category

Derivatives used
2018 Assets measured at Assets ot fair value for hedging

Financial assets, SEK M gmortized cost through profit ar less purposes

¥ AR
Accounts rece.vubles and other ﬁnancml recelvables 1,812

A o L ﬂ“‘h-"";«nﬂ‘\w P, B Sy W‘S} x § *‘5*«*!»&*35-*?&#”“
h h PEFES £ z e “’z, g '!. ga, --ﬂ
fosh gnd cash sqiniledts 1551 FREETRAIED et

Totd.l 2,773 15 2,788

Financidl instruments by categery

Liabilities at fair Derijvatives used
2018 Liabilities measured value through for hedging pur-
Fincncial liabilities, SEK M at amortized cost profit or lass poses

| Eém |
ditional pure ‘q§

[
VT At T it Tt

#

siderst

Total ' 6,191 10 75 6.276

Financial instruments by category

Loan receivables Assets measured at Derivatives used Available-for-
2017 and accounts fair value through for hedging sale financial

Financial assets, SEK M receivable profit or loss purposes dssets
*w‘m&w" 3 7 : : ; §p

Aolable RS freneal SRR G S . e

Derivative instruments

o il b SR A g
,,Acgpgnts l;«é ‘Ti"’“‘ﬁ N
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£ e sgr"'i
iEngncleloet

Liobilities at fair Derivatives used Other
207 value through for hedging financial
Financial licbilities, SEK M prafit or loss purposes liahilities

Derivative instruments
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NOTE 246 CONTINUED

The table below shows the Group's contractual and undiscounted cash
flows from the external financial liabilities on the closing date until the
contractual date of maturity.

At December 31, 2018, SEKX M Less than & months 2-5 years

R T -3 e 2

Commercial paper -2,703 -60 - - -

Totol =730 -93 =5,140 -

Note 27 Supplementary disclosures to
the cash-flow statement Note 28 Capitalized development costs

Cash and cash equivalents

Total 961 &72

Adjustmqqt.s for items not i‘hduded in cash flow

Note 29 Events after the end of the
fiscal year

Gain from divestment/disposal of
ngn-current assets -12 35

The divestment of Acare was completed in the first quarter of 2019
and did not have any significant impact on cash flow or earnings. There
were no other significant events after the end of the fiscal year.

Uprimorily refers to inventorles and customer reserves.
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FINANCIAL STATEMENTS

Parent Company financial
statements

Parent Company income statement

Restructurmg clnd |ntegrat|on costs

B

Operating losg
T A R G e e
E

i R A T

Interest income and similar profit items

w-\" s T ‘-’"ej!‘ ;E? 'c
glnteregexpenges“nh& s'imllngaﬁs s dte

ot
-

x s iy SR B A it by
Profit/loss after financial items 1,147 -179
L Mg fenz ngng.-« nmﬂdﬁmw o _»9«/ S B j:?’z;ﬁrﬁn 2f; wy;lsﬁ-wﬁ? \%‘:«7 Tt ‘-*: " ‘ '-
-r?mswﬁ%“ by -{f:ui}fg?‘;; x‘%y —-«.W ;. i 5‘1! vdi('k e i e g&r&f&ﬁ J“Eé% i) bt 743 z"i w%&%&
Net profit/loss for the year? 1114 -141

YAlso comprehensive income for the year
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FINANCIAL STATEMENTS

Parent Company balance sheet

St

Shareholders” aquity

For information about Arjo AB's pledged assets and contingent liabilities, refer to Nots 14.
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FINANCIAL STATEMENTS

Changes in shareholders' equity, Parent Company

Total
shureholders' equity

Retdined edrnings and

Share cupltal net profit for the year
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Closing balance at December 31, 2018

Parent Company cash-flow statement
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NOTES

Notes

Note 1 Accounting policies

Note 3 Fees to auditors

The financial statements of the Parent Company were prepared in
accordance with the Swedish Annual Accounts Act and the Swedish
Financial Reporting Board’s recommendation RFR 2, Reporting of Legal
Entities. In accordance with the regulations stipulated in RFR 2, in the
annual financial statements for a legal entity, the Parent Company is

to apply all of the IFR5/1AS regulations and statements that have been
endorsed by the EU where possible within the framework of the Swedish
Annual Accounts Act and with consideration of the link between ac-
counting and taxation. The recommendation specifies which exceptions
and additions are to be made from IFR5/1AS. Provisions conforming to
IFRS/1AS are stated in Note 1 Accounting policies, for the consolidated
financial statements, The Parent Company applies the accounting poli-
cies detailed for the Group with the exception of the following:

Shares and participations.

Subsidiaries are recognized In accordance with the acquisition method,
implying that holdings are recognized at cost in the balance sheet

less any impairment, Dividends from subsidiaries are recognized as
dividend income.

The Parent Company applies the exemption in RFR 2 not to apply
IFRS 9, meaning that financiat instruments are measured based on cost
in accordance with the Swedish Annual Accounts Act.

Group contributions are recognized in profit or Joss under income from
participations In Group companies,

Note 2 Amortization according to plan

Amortization is recognized as
administrative expenses -63 -15
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Auditing assignment

Tax consultancy services - -

Total - -4 -2

Pertains to remuneration to Ohrlings PricewaterhouseCoopers AB.

Note 4 Employee costs

Average number of employees

Sweden

Board members 33 38

Board members 67 &2

Other senior
executives

9,850
foci

Board
and CEQ

Qther senior

2017, SEK 000s executives

IR A

Social security expenses 3,366 3,102

See also Note 5 of the consolidated financial statements.



NOTES

Note 5 Other operating income Note 9 Taxes

a eapente T

R o taerinrt § A B

Total : -1 197

Note 6 Income from participations in
Group companies

II
Foadiol et %ﬁfmﬁbﬁ* '&if“"%‘im'{ ’S‘
Recognrzed profit before tox

AR e R Té"“"‘”” T T T
i ax uccoralng ;qﬁ tax rute P e

2T

Tcx effect of non- deductlb!e costs -1 —1
S ey AL AR T S LT s ENELE T

. ; 2
,Tox eff ffect of non tnxabte jgcome, gg@ ;%é% %‘

Other ’ 3
) fk\l ‘.: ‘vmy;

i’!ecogmud mx incoml,c:gpens_f@
Deferred tax assets in the balance sheet amounted to SEK 9 M (39 and
were attributable to loss carryforwards and other temporary differences.

.«" B v"} 2oy

Note 7 Interest income and similar
profit items

Note 10 Intangible assets

f-:wsswrrar.:f‘;wi 4 : i =¥ i

Opening cost 443 -

e S R Y T BT DR R AT "i’i’ﬁwﬂ‘v T F g S R 2o

Note 8 Interest expenses and similar sty i n oy e T SR N
loss items Sales/dlsposuls -72 -

a6 - e wav"l{ S )

pe] s!nsgcsv’rny, ted, iy s %3’5;- 5" 2 ,u:«m

m“.f'-i%—fg o X S H"” e wﬁ

Opening amortization

£ k: : 0 At 5 T e B pEEL Y
R I . % - Amortization for.}

Currency Iosses
1 1 Closing sccumulated amortization -78
‘f«f‘}*}‘ﬁ-"wm CE AR TE e D A
* Closing planned residual value © , L Bae. . T

ARJCQ 2018 ANNUAL REPORT 91



NOTES

Note 11 Participations in Group companies

Na. of No. of Per- Carrying
Corporate Registration participa-  paorticipa- centage amount,

Pcrrerlt Company's heldings tions 2018  tions 2017 holding SEK M 2018

100 65

Getinge Dominican Republic, SA Dominican Republic

578,460 1o 360

Arjo France 5.A.S. . France

Arjo Hong Kang Limited Hong Kong 455441 25,000 25,000 100 C 47

ArjoHuntleigh trelond Ltd ireland IE238034 100 37

Arjo Japan K.K Japan 0104-01-135243 500 - 100 ]

Getinge (Suzhou) Co.,Ltd

ArjoHuntleigh AB Malma, Sweden 556304-2026 50,000 50,000 100 495

Arje Nedertand BV Metherlands 69089396 18 18 100 808

Arjo Switzerland AG Switzerland CHE-107.306.624 GG 100 100 42

Arjo Iberia S.L. Spain B47064418 3,000 3,000 100 0

Arjo Karea Co., Ltd South Korea © 101-86-76976 1, 1000 100 -20

Arjo Deutschland GmbH Germaony HRB 12913 3 1 100 334

Arjo Holding USA Inc USA - 10,000 10,000 100 6446

Total carrying amount 6,292
The table above includes all directly owned subsidiaries.

The Group companies directly or indirectly owned by Arjo AB are specified below

',ijeden BN e Danmurk oL : o
"Atfis Svetiga AB, B56528- - ‘Ar]o Danmark A/S ST et e
Opening ArjoHuntleigh AB, 556304-2026, Malmo
cost - Arjo Treasury AB, 556475-7242, Malms Dominican Republic
Arjo IP Holding AB, 556247-0145, Malmé Getinge Dominican Republic, SA
i : : ArjoHuntleigh International AB,
Shareholders’ contr.bunons 902 - 556528-1440, Eslév France
¥ A Arjo France 5.A.5.
iR Australia
Ario Australia Pty Ltd United Arab Emirates
Arjo Hospitai Equipment Pty Ltd Arjo Middte East FZ-LLC
Joyce Healthcare Group Pty Ltd
Hong Kong
Belgium Arjo Hong Kong Ltd
ArjeHuntleigh NV
India
Brazil ArjoHuntleigh Healthcare India Pvt. Ltd

Arjo Brasil Equipamentas Médicos Itda
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NOTE 11 CONTINUED

Ireland
ArjoHuntleigh Ireland Ltd

Italy
Arjo ltalia Spa?

Japan
Arjo Japan K.K.

Canada
ArjoHuntleigh Magog Inc
Arjo Canada Inc

China

Arjo (Suzhou) Medical Equipment
Trading Co. Ltd

Acare Medical Science Co., Ltd
Getinge (Suzhou) Co., Ltd

Netherlands
Arjo Nederland BV
Huntleigh Holdings BV

Norway
Arjo Norge AS

New Zealand
Arjo New Zealand Limuted

Poland
ArjoHuntleigh Polska Sp. z.0.0.

Note 12 Interest-bedring financial loans

Switzerland
Arjo Switzerland AG

Singapore
Boxuan Medical Equipment Pte Ltd
Atjo South East Asia Pte Ltd

Spdin
Arjo Iberta 3.L.

UK

Huntleigh Technology Ltd"

st Call Mobility Ltd
ArjoHuntleigh International Ltd®
Arjo UK Lid

Huntleigh Diagnostics Ltd"
Huntleigh Healthcare L td
Huntleigh International Holdings Ltd”
Huntleigh Luton Ltd”

Huntleigh Properties L.td”
Huntleigh (55T} Ltd”

Pegasus Ltd

South Africa

ArjoHuntleigh South Africa Pty Ltd
Huntleigh Provincial Sales Pty Ltd
Huntleigh Africa (Pty) Ltd

South Korea
Arjo Korea Co. Ltd

e A )

Total

sGommetclal paper.program '+ 5.z

NOTES

Czech Republic
Arjo Czech Republic s.r.o.

Germany
Arjo Deutschland GmbH
Huntleigh Healthcare GmbH

USA

Arjo Holding USA, Inc
Arjo, Inc

ReNu Medical, Inc

Austria
Arjo Austria GmbH

"A Parent Company guarantee was Issied In accor-
dance with section 479(C) of the UK Companies Act
2006 for certain subsidiaries registered in the UK.
The Parent Company guarantee applies to all out-
standing liabilities for the subsidiaries on the closing
date until the commitments have baen met. The
stated subsidiaries have applied the exemption from
statutory audit in accordance with section 479 (A)
aof the UK Companies Act 2006,

21The Parent Company guarantee was also issued
for the subsidiary registered in Italy ond opplies to
all outstanding ligbibties for the subsidiory an the
closing date until the commitments have been met.

Note 14 Pledged assets and contingent
liabilities

Pledged assets
The Parent Company had no pledged assets in 2018 or 2017,

The Parent Company established a cornmercial paper program during
the year with a framework amount of SEK 4,000 M. Issues totaling SEK
2,763 M were implemented.

Note 13 Accrued expenses and
deferred income

§ gri P P a

Social security expenses 3 4
VAt):“t:»r?\,.ledklf expens:ep ‘ ’ 5 24
Other accrued expenses and other

deferred income 5 2
Total 23 40

Guarantees for subsidiaries
N - o LT
d

s

Py

3,097 5,638

L

Total contingent liabilities

Note 15 Proposed appropriation of profit

The following profits in the Parent Company are at the disposal
of the Annual General Meeting:

T - 3,460,041,651
Net profit for the year 1,114,222,052
Total ’ 4,514,263,703

Reidineé eul;n'lngs

The Boerd gnd Chief Executive Qfficer propose
that a dividend of SEK Q.55 per share shall be

distributed to shareholders 149,803,265
To be carried forward 4,364,4560,438

Total 4,514,253,703
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AUDITOR'S REPORT

Auditor’s report

To the general meeting of the shareholders of Arjo AB (publ),

corporate identity number 559092-8064

Report on the annual accounts and consolidated accounts
Opinions

We have audited the annual accounts and consolidated accounts of
Arjo AB (publ) for the year 2018 except for the corporate governance
statemnent on pages 46-49. The annual accounts and consolidated ac-
counts of the company are included on pages 42-93 in this document.

In our opinion, the annuzl accounts have been prepared inaccor-
dance with the Annual Accounts Act and present fairly, in all material
respects, the financial position of parent company and the group as
of 31 December 2018 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
Annuzl Accounts Act and present fairly, in all material respects, the
financial position of the group as of 31 December 2018 and their finan-
cial 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. Our opinions do not cover
the corporate governance statement on pages 46-49, The statutory
administration report is consistent with the other parts of the annual
accounts and consclidated accounts.

We therefore recommend that the general meeting of shareholders
adopts the income statement and bzalance sheet for the parent compa-
ny and the group

Qur apinions in this report on the annual accounts and cansolidated
accounts are consistent with the content of the additional report that
has been submitted to the parent company's audit committee in accor-
dance with the Audit Regulation (537/2014) Article 11,

Basis for Opinfons
We conducted our audit in accardance with International Standards on
Auditing (ISA) and generally accepted auditing standards in Sweden,
Our tespaonsibilities under those standards are further described in
the Auditor’'s Responsibilities saction. 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, noc 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 helieve that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinions.
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Our audit approach

Overview

Audit scope

We designed our audit by determirung materiality and assessing the
risks of material misstaternent in the consolidated financial state-
ments. In particular, we considered where management made subjec-
tive judgements; for example, in respect of significant accounting esti-
rmates that involved making assumptions and considering future events
that are inherently uncertain. As in all of our audits, we zlso addressed
the risk of management override of internal controls, ncluding among
other matters consideration of whether there was evidence of bias that
represented a risk of material misstatement due to fraud.

We tailored the scope of our audit in order to perform sufficient
wark to enable us to provide an opinion on the consalidated financial
statements as a whole, taking into account the structure of the Group,
the accounting processes and controls, and the industry in which the
group operates.

Materiality

The scope of our audit was influenced by our application of materiality.
An audit is designed to obtain reasonable assurance whether the finan-
cial statements are free from material misstatement. Misstatements
may atise due to fraud or error. They are considered material if individ-
ually or In aggregate, they could reasonably be expected to influence
the economic decistans of users taken on the basis of the consolidated
financial statements.

Based on our professional judgement, we determined certain quanti-
tative thresholds for materiality, iIncluding the overall group materiality
for the consolidated financial statements as a whole. These, together
with gualitative considerations, helped us to determine the scope of
our audit and the nature, timing and extent of our audt procedures
and to evaluate the effect of misstatements, both individualty and in
aggregate on the financial statements as a whole.

Key audit matters

Key audit matters of the audit are those matters that, in our profes-
sional Judgment, were of most significance in our audit of the annual
accounts and consolidated accounts of the current pariod, 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 pravide a separate opinion on these matters.



Key audit matters

AUDITOR'S REPORT

How our gudit addressed the Key audit matter

Yaluation of intangible assets
With reference to Note T and Note 12
Goedwill and other intangtble assets with an indefinite useful ife
represent a significant part of the Balance Sheet of Arjo and omount
to MSEK 5,314 (MSEK 4,906) as of 31 December 2018. The Com-
pany annually performs an annual impairment ossessment of the
ossets based on ¢ calculation of the discounted cash flow for the
cosh generating unit in which goodwill and ather intangible assets are
reported, which is Arjo Group os a whele

This impoirment test is based an a high level of jJudgments and
assumptions regarding future cash flows Informatian is provided in
Notes 1 and 12 as ta how the Company's management has undertaken
its assessments, and also provides mformotion on important assump-
tians and sensitivity analyses. Key variables in the test are growth
rate and discount factor (cost of capital). It is elso presented that no
impairment requirement has been identified based on the assump-~
tians undertaken.

tn our audit, we have evaluated the calculotion model applied by
management

We have reconcited and critically tested essential voriables against
budget and long term plan for the Company.

We have performed a retrospective review of the prior period esti-
mate by camparing rt to actual current period results.

We have tested the sensitivity analysis for key variables in order to
assess the risk of need for impairment.

We have also assessed the correctness of the disclosures included in
the financial statements

Valugtion of cccounts receivables

With reference to Note T and Note 14

Accounts receivables comprise a significant area in the Group's
finoncial reports as they ore equivelent to approximately 14% (16%)
of total assets The Group undertakes business operations with both
private and public ployers in a number of different countries where,
for certain regions, the payment of customer invoices takes a long
time after delivery to the customers. In the Greup's operation, this
refars primarily to the United Stotes of America, UK and Italy, As of
31 December 2018, accounts receivables matured more than 90 doys
amounted to MSEK 350 (MSEK 496) which is equivalent to approx-
Shmately 18% (24%) of total (gross) eccaunts recevables as per the
balance sheet date The valuation of these, and other matured, or yet
to mature, cccounts receivables, 1s bosed on management's assess-
ment of the customer's future payment capacity.

In our gudit we have eveluated the voluotion of the accounts
receivables by assessing the appropriateness of the loss assessment
executed by management. We have criticolly examined managerment's
assessment by reviewing the aging of customer receivables compared
with the historical outcome for bad debts

Qur audit includes an assessment of the control environment for the
sales process and olso includes an examination of the reported reve-
nue transactions against underlying documentation, such as customer
agreements, soles orders, suppliers’ documenta-tion, customer Invaic-
es, payment verfication and obtaining custamer inveice confirmations
from customers

The appropriate audit procedures for the respective sigmficant
units in the Group have been determined based on the nature of the
operations and the complexity of the sales transactions

We have also assessed the correctness of the disclosures included in
the financial stotements.

Other Information than the dnnual g¢counts and consoliduted
accounts

This document also contains infermation other than the annual
accounts and consolidated accounts and this information 1s found on
pages 1-41and 97-109. This information, in addition to the sustainabil-
Ity report and our statement regarding this report, do not constitute

a part of the annual report. The Board of Birectors and the Managing
Director are responsible for this other information.

Qur epinien on the annual accounts and consolidated accounts does
not caver this other information and we do not express any form of
assurance conclusion regarding this other information.

In cannection with our audit of the annual accounts and consolidated
accounts, our responsibility 1s to read the information identified above
and consider whether the information 1s 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 infoarmation otherwise appears to be materially
misstated.

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

Responsibilities of the Board of Directer’s and the Managing
Director

The Board of Directors and the Managing Director are responsthle for
the preparation of the annual accounts and consolidated accounts and
that they give a fair presentation in accordance with the Annual Ac-
counts Act and, concerning the consolidated accounts, in accordance
with IFRS as adapted by the EU. The Board of Directors and the Man-
aging Director are also responsible for such internal control as they
determine 1s 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 aceounts and consolidated accounts, The
Board of Directors and the Managing Director are responsibie for the
assessment of the company's and the group’s ability to coentinue 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 1s however not applied if the Board of
Directors and the Managing Director intend to liquidate the company,
to cease operations, or has na realistic alternative but to do so.

The Audit Committee shall, without prejudice to the Board of Direc-
tor's responsbilities and tasks in general, among other things oversee
the company's financial reporting process.

Auditor’'s responsibility

Our objectives are to cbtain reasonable assurance about whether the
annual accounts and consolidated accounts as a whole are free from
material misstatement, whether due to fraud or error, and te issue an
auditor's report that Includes our epinions, Reasonable assurance is a
high level of assurance, but Is not a guarantee that an audit conducted
in accordance with 1SAs and generally accepted auditing standards in
Sweden witl always detect a material misstatement when it exists. Mis-
statements can arise from fraud or error and are considered material if,
individually orin 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.

A further description of our responsibility for the audrt of the annual
accounts and consolidated accounts is avatlable on Revisorsinspek-
ticnen’s website: www.revisorsinspektionen.se/revisornsansvar, This
description is part of the auditor's report,
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AUDITCR'S REPCRT

Report on other legal and regulatory requirements

Opinions

{n addition to aur audit of the annual accounts and consolidated
accaunts, we have also audited the administration of the Board of Di-
rector’s and the Managing Director of Arjo AB (publ) for the year 2018
and the proposed apprapriations of the company's profit or loss.

We recommend to the general meeting of sharehaolders that the profit
be appropriated in accordance with the proposal inthe statutory admin-
istration report and that the members of the Board of Director’s and the
Managing Director be discharged from liability for the financial year.

Basis for Opinions
We tonducted 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 inde-
pendent of the parent company and the group in accordance with pro-
fessional 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 opinians.

Responsibilities of the Board of Director's and

the Managing Director

The Board of Directors s responsibfe 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 re-
quirements 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’ equity,
conschdation requirements, liquidity and position in general,

The Board of Directers 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 com-
pany'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 ingtructions and
among other matters take measures that are necessary to fulfill the
company's accounting in accordance with law and handie the manage-
ment of assets in a reassuring manner.

Auditar's respansibitity
Our objective concerning the audit of the administration, and thereby
our opihion about discharge from liability, is to obtain audit evidence to

assess With a reasonabie degree of assurance whether any member of

the Board of Directors or the Managing Diwrector in any material respect-

= has undertaken any action or been guilty of any amissian which can
give rise to lizbility to the company, or

= inany other way has acted in contravention of the Companies Act,
the Annual Accounts Act or the Articles of Association.

Our pbjective concerning the audit of the proposed appropriations of
the cormpany’s profit or loss, and thereby our opinion about this, is to
assess with reascnable degree of assurance whether the proposal is In
accordance with the Companies Act.

Reasonable assurance i1s a high level of assurance, but is not a guar-
antee that a2n audit conducted in accordance with generally accepted
auditing standards in Sweden will always detect actions or omissions
that can give rise to Hability to the company, or that the proposed ap-
propriations of the company's profit or loss are not in accordance with
the Companies Act.

A further description of our responsibility for the audit of the
administration is available on Revisorsinspektionen's website:
www.revisorsinspektionen.se/revisornsansvar. This description is
part of the auditor's report.

The ouditor's examination of the corporate

governance statement

The Board of Directors is responsible for that the corporate governance
statement on pages 46-49 has been prepared in acecordance with the
Annual Accounts Act.

Our examination of the corporate governance staterment is conduct-
ed in accordance with FAR's auditing standard Revl 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 audit-
ing 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 peints
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.

QOhrlings PricewaterhouseCaapers AB was appainted auditor of Arje
AB (pubi) by the general meeting of the sharehalders on the 4 May
2018 and has been the company’s auditor since 21 December 2016.

Malma 3 April 2019
Ohrlings PricewaterhouseCoopers AB

Magnus Willfors
Authaorized Public Accountant
Partner in charge
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Cecifia Andrén Dorselius
Authorized Public Accountant



MULTI-YEAR OVERVIEW

Multi-year overview: Group

Condensed consclidated income statement
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MULTI-YEAR OVERVIEW

Condensed consolidated balance sheet

Tangible assets 1,153 1134 1,10 1,856 1,458

by

Shareholders' equity 5,427 5,074 10,658 10,227 10,602

fatal i3 edulty S

Current financial liabilities 2,771 90 340 1,168 1,257

Total current liabilities 4,513 1,757 2,463 3,0m 3,310
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MULTI-YEAR OVERVIEW

Condensed consclidated statement of cash flows

OQperating profit {(EBIT) 493 281 781
E B RO oy ::x ﬁ%f_?f* L GUIEEE P Tl i B I R T e
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Net sales by geographic area

NEh Arerics A0 0 e B T GRS U B B 2,08 O 898 Y 5 500
‘Western Europe i 4,125 3,77-1 - 3,759 3,873 3,731
RestoftheWodd ~ T To o The Tt MU Uqepy i Tieeet . a4t 1285 0 . 137
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MULTI-YEAR OVERVIEW

Key performance indicators for the Group

Return on operating capital, % 6.5%

LA s»m#tgi SR
ﬁgg&&%ﬁm = &ﬂ%&' %‘1 %

Number of employees
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MULTI-YEAR OVERVIEW

Origin of key performance
measures

Alternative performance measures refer to financial measures used recognized in this report may differ from simifar measures used by

by the company’s management and investors to evaluate the Group's other companies.

earnings and financial position, and that cannot be directly read or The alternative performance measures recognized below have not

derived from the financial statements. baen calculated in accordance with IFRS but have been presented since
These financial measures are intended to facilitate analysis of the Arjo believes that they are important in connection with investors’

Group's performance. The alternative performance measures should assessments of the company and the company's share. The alternative

not be considered substitutes, but rather a supplement to, the financiat performance measures are also presented in the company's other

statements prepared in accordance with IFRS. The financial measures financial statements.

Sales measures

Acqmred/dlvested net sules for the perlod

Effect of chnnges in exchonge rotes

SRR

(B/A) Organic growth in sales, %

%glf -

-1.6% -2.6%

Expense measures

xm';: o TSI W;»évwr"'
i%\ﬁ Eﬁwﬁ‘ﬁf @g&?&z P k.m}i«». wm‘f&

A g . «@a s .
%ﬁ’ WA i : A ST
{A/D) Selling expenses crs a % of net sales 20 2% 20 4% 17 a% 19.4% 18.8%
i‘g‘ W ”%i’!‘?“&""ﬂf"”’(f"” 5 *mm.‘,}? ST S H‘w‘i Ly DRI T R BT T ’rw"*’* P
et m.(‘ézzynt.g{h»stga -n’t sur-g,.,. p,.x%g ﬂe§ ﬂ"e “ﬁw mw:é.‘_ﬂ ‘ Lol s AR 4»;‘!14'..8.-;%&7" '?f: Hi"&égg p«%> PR ritey *w-ﬁgg i J,S. 1?%,4%
(C/D) Research ond devefonmant costs net as a % of net sales 1.7% 1.7% 1.7% 1.5% 1.5%
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MULTI-YEAR OVERVIEW

Earnings and margin measures

assets 305 315 366 193 184

» Add-bcck of depreclutlon and write-down of tangible
assets 382 400 as9 488 451

{D} Adjusted EBITA 930 .B46 1,221 923 . - 122

(A/B) Cash conversion, % 84.0% ,57.4% 59.8% 66.4% ) 60.4%

Average total assets 12,673 13,462 14,365 14,420 14,021

10,317 1,168 10,699

- W g . %
”?‘"5 CRIT affer TR et ieeh

(B/A) Return on operating capital
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MULTI-YEAR OVERVIEW

Capital structure

SEK M 29018 2017 2016 2015 2014
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Quarterly performance

Quarter 1 Quarter 2
2,500 2,500
2,060 2,000
1,500 1,500
1,000 1,000
500 300

o ] e 1 . o 1
Revenue Profit Cash flow? Revenue Profit Cash flow!
before tax before tax
®z0i8 @017 @2016 ®2018 @®2017 @201

Quarter 3 Quarter 4
2,500 2,500
2.600 2,000
1,500 1,500
1,000 1,000
500 500

o __ 0 mE
-300 -500
Revenue Prafit Cash flow! Revenue Profit Cash flow’
before tax before tax
@208 2017 @206 @®z2018 @207 @206

"From operations.
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MULTI-YEAR OVERVIEW

The Group's 20 largest markets

2018 2017 2016 . 2015 2014
Country SEKM

UK 1,128 12,9 2 992 129 2 1116 14.3 2 1,263 15.6 2 1,148 15.8 2

Germany 651 19 4 609 7.9 4 595 7.6 4 614 7.6 3 575 4

Australla 399

] 455 5¢ 6 428 ] 436 5.4 6 383 6

266 3.2 8 247

8 238 3.0 2] 230 28 8 209 29 8

South Africo @8 1.1 14 84 13 15 -1 11 16 99 1.2 15 85 1.2 15

Denmark 80 1.0 16 89 1.2 14 0 1.2 15 N 11 16 107 1.5 13

Singapore 56 0.7 20 68 0.9 17 51 0.7 20 &4 0.8 18 63 0.9 19

Quality and environmental certifications 2018

Country Production ISC 9001 I1SO 13485 SO 14001 CMDCAS

Magog Canoda

Patient handling ' . X X x x X

"'Saf Cristobal - Deminicon’

Republic

x = certified plant
* = certification planned for 2019
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Group companies

Head office

Arjo AB

Hans Michelsensgatan 10
211 20 Malmé, Sweden
Tel. +46 10 335 4500
President Joacim Lindoff

Australia

Arjo Australia Pty Ltd

PO Box 330

Hamitlton Hill, 6163,
Western Australia

Tel +61893374111
President: Michael Luxton

Arjo Hospital Equipment Pty Ltd
PC Box 330

Hamilton Hili, 6163,

Western Australia

Tel: +61893374111

President: Michael Luxton

Joyce Healthcare Group Pty Ltd
PO Box 330

Hamulton Hill, 8163,

Western Australia

Tel +61893374111

President. Michael Luxton

Beigium

ArjoHuntleigh NV
Evenbroekveld 16

9420 Erpe-Mere

Tel' +3253607380
President: Jan van Megen

Brazil

Arjo Brasil Equipamentos Médicos ltda
Rua Marina ciufuli zenfelice, 329
05040-000, 530 Paulo

Tel +5557126087403

President: Fernando Hernandez

Denmark

Arjo Danmark A/S
Vassingergdvej 52
DK-3540 Lynge

Tel. +4549138486
President: Vegard QOulie

Dominican Republic

Getinge Dominican Republic, SA
PIISA Industrial Park, Haina
91000 San Cristobal

Tel: +8099080055

President Mikael Persson

France

Arjo France 5.A.S.

2 Avenue Alcide de Gasperl
59436 Roncq Cedex

Tel. +33320281313
President' Rob Geraerdts

United Arab Emirates

Arjo Middle East FZ-LLC

Office 908, 2th fioor, north tower, HQ Build-
ing, Dubai Scienc Park, Al Barscha South.
P.O.Box. 11488, Dubal

Tel: +9714 874 8C53

President: Chander Tahiliam

Hong Kong

Arje Hong Kong Limited

Unit 411-414 Manhattan Centre, 8 Kwai
Cheaong Road, Kwal Chung, New Territaries,
Hong Kong

Tel: +85229607600

President Michael Luxton

India

ArjoHuntleigh Healthcare India Pvt. Ltd,
1401,1410 Remi Commercio, Plat No. 14,
Shah Industrial Estate, Off Veera Desal Road,
Andher (W}

Mumbai - 400053

Tel: +91-22-26378300

President: Chander Tahilian

freland

ArjoHuntleigh Ireland Ltd

EA House Damastown Industrial Park
Mulhuddart

Dublin 15

Tel: +353180989&60

President: Joacim Lindoff

Italy

Arjo Italia Spa

Via G.Peroni 400/402
00131 Rome

Tel- +39068742621
President: Giuseppe Arena

Japdn

Arjo Japan K.K.

Day 2 Ogawa Bid 3rd fioor,
Higashi-Shinbashi
Minato-ku, 105-0021 Tokyo
Tel: +81364356401
President’ Ikuro Yoshizumi

GROUP COMPANIES

Canada

Arjo Canada Inc

90-350 Matheson Blvd, West
L5R 3R3 Mississauga

Tel: +9052387880

President: Anne Sigouin

ArjoHuntleigh Magog Inc
2001 Tanguay

Magog, Quebec, JIX 5Y5
Tel: #+8198680441
Prestdent: Mikael Perssan

China

Acare Medical Science Co. Ltd.

No. 6 Hongxingyi Road, Hangwan Industrial
Park, Nanping, Xiangzhou District, Zhuhal,
519060 Zhuhai

Tel +86756 6326108

President: Jos Gudakker

Arjo (Suzhou) Medical Equipment
Trading Co., Ltd

No. 158 Fangzhou Road, S1P,
Suzhou, liangsu

215024 Suzhoy, Jiangsu

Tel: +8613506212668

President; Jos Oudakker

Getinge (Suzhou} Co,, Ltd
No 158, Fangzhou Road
215024 SIP Suzhou

Tel: +8651262838966
President: Kevin Zhao

Netherlands

Arjo Nederland BV
Biezenwei 21,

4004 MBTIEL

Tel +31344640800
President: Jan van Megen

Huntleigh Holdings BV
Biezenwe! 21,

4004 MB TIEL

Tel +31344640800
President Christian Merks

Norway

Arjo Norge AS

Cluf Helsets vef 5
0694 Oslo

Tel. +4722080G50
President: Vegard Qulie
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GROUP COMPANIES

New Zealand

Arjo New Zealand Limited
PO Box 132262, Sylvia Park
Auckland 1644

Tel: +6495735344
Presidant: Anthony Blyth

Poland

ArjoHuntleigh Palska 5p. z 0.0.

ul, Ks. Piotra Wawrzyniaka 2
62-052 Komorniki

Tel: +48616621550

President: Barttomnie| Kornaszewski

Switzerland

Arjo Switzerland AG
Fabrikstrasse 8

4614 Haegendorf

Tel: +41613375782

President: Tersten van Steelandt

Singapore

Boxuan Medical Equipment Pte Ltd

31 Kaki Bukit Road 3, #05-06,,07 Techlink,
Lobby B

Singapeore 417818

Tel: +6562027373

President: Craig Alan Roddy

Arjo South East Asia PTE. Ltd.

31 Kaki Bukit Road 3, #05-06/07 Techlink,
Lobby B

Singapore 417818

Tel: +62027366

President: Michael Luxton

Spain

Arjo Jberia S.L.

7, Calle Carrer de FAlguer, Nave 4
08130 Santa Perpetua de Mogoda
Barcelona

Tel: +34902430702

President: Mauricio Benita

UK

Huntleigh (S5T) Ltd

Arjo Huntleigh House,
Houghton Hall Business Park,
Houghton Regis

LUS 5XF

Tel: +441582745767
President: Khizer Ibrahim
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Huntleigh Diagnostics Limited
Arjo Huntleigh House,
Houghton Hall Business Park,
Houghton Regis

LUS 5XF

Tel: +4 41582745767
President: Khizer Ibrahim

Huntleigh International Holdings Ltd
Arjo Huntleigh House,

Houghton Hall Business Park,
Houghton Regis

LU5 SXF

Tel: +441582745767

President- Khizer lbrahim

Huntleigh Luton Ltd

Arjo Huntleigh House, Houghton Hall
Business Park, Houghton Regis

LU5 SXF

Tel: +441582745767

President: Khizer Ibrahim

Huntleigh Properties Ltd

Arjo Huntleigh House,
Houghton Hall Business Park,
Houghton Regis

LUS 5XF

Tel: +441582745767
President: Khizer Ibrahim

Pegasus Ltd

Arjo Huntleigh House,
Houghton Hall Business Park,
Houghton Regis

LUS SXF

Tel: +441582745767
President: Khizer lbrahim

1st Call Mability Ltd

Arjo Huntleigh House,
Houghton Hall Business Park,
Houghton Regis, Dunstable,
Bedfordshire

LUS BXF

Tel- +441279 425648
President: Bettina Fitt

ArjoHuntleigh International Ltd
Arja Huntleigh House,
Houghton Hall Business Park,
Houghton Regis, Dunstable,
Bedfordshire

LUS 5XF

Tel: +441582745577
President- Paul Lyon

Arjo UK Ltd

Arjo Huntleigh House,
Houghton Hall Business Park,
Houghton Regis, Dunstable,
Bedfordshire

LUS 5XF

Tel: +441582413104
President: Joacim Lindoff

Huntleigh Healthcare Ltd
Arjo HMuntleigh House,
Houghton Hall Business Park,
Houghton Regis, Dunstable
LU5 GXF

Tel: +442920485885
President. Peter Cashin

Huntleigh Technology Ltd
Arja Huntleigh House,
Houghton Hall Business Park,
Houghton Regis

LU5 5XF

Tel: +441582745767
President: Khizer Ibrahim

Sweden

Arjo IP Holding AB

Hans Michelsensgatan 10

2N 20 Malmo

Tel: +4610 335 45 00

President: Rasmus Spang-Kildegaard

Arjo Treasury AB

Hans Michelsensgatan 10

211 20 Malmo

Tel: +46 10 335 45 00
President: Nils-Johan Granberg

Huntleigh Technology Ltd Filial
Hans Michelsensgatan10

271 20 Malma

Tel: +4610 335 45 00
President: Joacim Lindoff

Arjo Sverige AB

Hans Michelsensgatan 10
21120 Malms

Tel: +4610 49477 60
President: Vegard Oulie

ArjoHuntleigh AB

Hans Michelsensgatan 10

21120 Malmé

Tel: +4610 335 45 00

President: Rasmus Spang-Kildegaard



ArjaHuntleigh International AB
Hans Michelsensgatan 10
21120 Malmd

Tel' +46 103354500

President: Rasmus Spang-Kildegaard

South Africa

ArjoHuntleigh South Africa Pty Ltd
PO Box 16216

Pretoria Narth, 0116

Tel: +27125272000

President. Abdullah Ebrahim

Huntleigh Africa (Pty) Ltd
PO Box 16216

Pretoria North, 0116

Tel. +27125272000
President Abdullah Ebratuim

Huntleigh Provincial Sales Pty Ltd
PO Box 16216

Pretoria North, 0115

Tel +27125272000

President Abdullah Ebrahim

South Korea

Arjo Korea Co., Ltd

2212, 22F Seoul City Tower,
110 Huam-ro, jung-gu
Seoul, 04637

Tel: +8225676502
President: Michael Luton

Czech Republic

Arjo Czech Republic s.r.0,
Na Strzi1702/65

140 Q0 Prague 4

Tel- +420225092388
President. Konrad Pianka

Germany

Arfo Deutschiand GmbH
Peter-Sander-Strafte 10,
55252 Mainz-Kastel

Tel: +4261341860
President: Sabrina Kréger

Huntleigh Healthcare GmbH
Industriering Ost 68,

47906 Kempen

Tel: +49215255171
President' Peter Cashin

USA

Arjo Holding USA, Inc
2349 W. Lake St.
Addison, IL 60101

Tel: +18003231245
President: Anne Sigouin

Arjo, Inc

2349 W. Lake St.
Addiseon, 1L 60101

Tel +18003231245
Fresident: Anne Sigouin

ReMNu Medical, Inc
830 80th St5W
Everett, WA, 98203
Tel: +14253531110
President: Randy Long

Austria

Arjo Austria GmbH
Lemboeckgasse 42A/ 4.0G
1230 Vienna

Tel: +43186656

President: Torsten van Steelandt

GROUP COMPANIES
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DEFINITIONS

Definitions

Financial terms

Operating capital

Average total assets less cash and cash equivalents, other provisions,
accounts payable and other non-interest-bearing liabilities.

Return on operating capital
Rolling 12 months’ operating profit with add-back of acquisition,
restructuring and integration costs in relation te operating capital.

Return on shareholders’ equity
Ralling 12 months' profit after tax in relation to average shareholders’
equity.

Cash conversion
Cash flow from operations in relation to EBITDA.

EBIT
Operating profit.

EBITA

Operating profit before amortization and write-down of intangible
assets.

Adjusted EBITA
EBITA with add-back of acquisition, restructuring and integration costs.

EBITA margin
EBITA in relation to net sales.

Adjusted EBITA margin
Adjusted EBITA in relation to net sales.

EBITDA
Operating profit before amortization, depreciation and write-down.

Adjusted EBITDA
EBITDA with add-back of acquisition, restructuring and integration
costs.

EBITDA margin
EBITDA in refation to net sales.

Adjusted EBITDA margin
Adjusted ERITDA in telation to net sales,

Net debt/equity ratio
interest-bearing net debt in refation to shareholders’ equity.

Organic change
A financial change adjusted for currency fluctuations, acquisitions and
divestments,

Earnings per share

Profit for the period attributable to Parent Company shareholders in
relation to average number of shares.
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Interest-coverage ratio

Profit after financial ttems plus interest expenses and add-back of
restructuring costs in relation to interest expenses. Calculated based
on rolling twelve-month data.

Operating expenses
Selling expenses, administrative expenses and research
and development costs.

Operating margin
Qperating profit in relation to net sales,

Equity/assets ratio
Shareholders’ equity in relation to total assets.

Medical terms

Compression therapy

Treatment technigue which means that one uses outer pressure with a
certain frequency and for a certain period of time to treat and prevent
venous leg ulcers.

Deep vein thrombosis {DVT)
Formation of a blocd clot in a deep leg vein.

Edema
Swelling due to accumulation of fluid in tissues.

Ergonomics
A science concerned with designing the job to fit the worker to prevent
iliness and accidents.

FDA (US Food and Drug Administration)
The US authority responsible for pratecting the public health by carry-
ing out regular inspections of, among other things, medical devices.

MDR (EU Madical Device Regulation)

Regulations created by the EU to ensue better protection for the public
health and patient safety by establishing modernized and more robust
EU legislation. All medical device manufacturers and distributors must
comply with these new regulations that will come into force in May
2020.

Prevention
Preventive activity/treatment.

Pressure injuries
Sores that occur when blood flow to the skin Is reduced by external
pressure. Most commaen in patients with reduced mobility.

VTE
The abbreviation VTE standards for venous thromboembolism - a
bload clat in the veins.



OTHER INFORMATICN

Other information

Distribution policy

The printed version of Arjo AB's Annual Report s only distributed to
shareholders who expressly request a copy. The Annual Report is also
available in its entirety on the Group's website' www.arjo.com

Reading guide

= The Arjo Group 1sreferred to as Arjo in the Annual Report.

= Figuresin parentheses pertain to operations in
2017, unless otherwise specified.

= Swedish kronor (SEK} is used throughout.

Millions of kronor are abbreviated SEK M.

* Allfigures pertamn to SEK M, unless otherwise specified.

= Information provided in the Annual Report concerning markets,
competition and future growth constitutes Arjo’s assessment and is
based mainly on a combination of material compiled externally and
Internally.

Annucl General Meeting
Arjo’s Annual General Meeting will be held at 11.00 a.m. on May 7, 2019
at Luftkastellet, Utsiktsvagen 10, SE-216 11 Limhamn, Malmé, Sweden.

Registration

Shareholders wishing to participate at the Annual General Meeting

should

* Beregistered in the shareholders’ register kept by Euroclear, not
later than April 30, 2019

* Inform the company of their intention to participate not later than
April 30,2019

Applications can be submitted in the following ways.

* On Arjo's website, www.arjo.com

« By conventional mail to: Arjo AB, Att AGM, ¢/o Euroclear Sweden,
Box191, SE-101 23 Stockholm, Sweden

= By telephone' +46 (0) 10 335 4700

Nomunee-registered shares

Shareholders whose shares are registered in the name of a nominee
must have tempararily registered their shares in their own name with
Euroclear Sweden AB to be able to participate at the Annual General
Meeting Shareholders represented by proxy should submit a power of
attorney to the company prior to the meeting. Anyone representing a
legal entity must have a copy of the registration certificate or a corre-
sponding decument that indicates the proper authorized signatary,

Normination Committee

Arjo's interim report for the third quarter of 2018 contained instruc-
tions for shareholders on how to proceed to submit proposals to Arje's
Nomination Committee and how to propose motions to be addressed
at the Annual General Meeting.

Dridends

The Board of Directors and CEO propose a dividend for 2018 of 5EK
0,55 per share (0,50), an increase of 10% compared with 2017. The
total dividend thus amaounts to approximately SEK 150 M (136)

The proposed dividend for 2018 is well m line with the target in
Arjo's adopted dividend policy. The proposal is justified based on the
combination of the Group's financial pesition and future development
opportunities.

The Board’s proposed record date is May 9, 2019. Euroclear expects
to distribute the dividend to shareholders on May 14, 2019,

Financial infarmation
Updated information on, for example, the Getinge share and corporate
governance is available on Arjo's website www.arjo.com.

The Annual Report, year-end repart and interim reports are
published in Swedish and English and are available for download at
www arjo com. The Annual Report can also be ordered from: Arjo AB,
Att; Informationsavdelningen, Hans Michelsensgatan 10, SE-211 20
Malma, Sweden. Tel: +46 (0) 10 335 4500.

The following infermation will be published for the 2019
fiscal year:

May 7, 2019: Interim report, lanuary-March

May 7, 2019: Annual General Meeting

July 19, 2019 Interim report, Januaty-june

Cctober 23, 2019: Interim report, January-September
February 3, 2020 Year-End Report 2019

April 2020: 2019 Annual Report

gl\-“b"‘"-b-
== //////
ol v
Designand production Narva . w”
Print Elanders, Moinlycke, 2018 1123
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