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Shaping great
experiences

For more than 325 years, our passion for are our business partners and they always
innovation has made us refine and reinvent our expect the most from us. We bring user-centered,

| offering to match what our customers need innovative solutions that meet their needs.

M ¥ to get the job done. This has helped us find We aim to make a difference for everyone

q new opportunities based on our engineering shaping green spaces and urban environments.
b . and innovation expertise. Through centuries And we turn our passion for gardening into
of change in the market, we've been turning enjoyable tools and great end results created by
¥  technology into opportunity. users. Each of these experiences is sustainable
When a customer chooses a product or in terms of environmental impact, endurability !
F 4 solution from our broad portfolio of brands, it's  and attractiveness.

” - not just a chainsaw or lawn mower, power cutter Everything we do through all of our brands,
or smart garden system, it's performance, pride  products, solutions and services is part of the
and the promise of better results. Our customers same mission: to shape great experiences.

4 tﬁ - Teg - T v - 5 =
» P d . < . “ .“ r

- -

HUSQVARNA
DIVISION

Share of
Group net sales

>

%
13%
Share of
Group net sales

GARDENA Husqvarna CONSTRUCTION
DIVISION DIVISION

14%

Share of
Group net sales




Introduction Strategy Market Operations Sustainovate Board of Directors’ Report Financial statements Other information

The year in brief

A strong and innovative year

Husqvarna Group enjoyed another year of strong development. The Group's net
sales increased by 7 percent, adjusted for currency effects. The divisions in profit-
able growth mode increased by almost 8 percent, thus exceeding the target of 3 to
5 percent. The operating margin continued to improve, reaching 9.6 percent (8.9).

Key data

@ 39,394

Net sales, SEKm (35,982)

@ 3,790

Operating income, SEKm (3,218)

@9.6

Operating margin, % (8.9)

@ 1,847

Operating cash flow, SEKm (1,666)

@ 13,252

Average number of employees (12,704)

O 26

CO, emission intensity
reduction, % (13)

Net sales by region

M Europe, 48%
M North America, 40%

Rest of the world, 12% New generation of
professional chainsaws

In 2017, a new generation of professional chainsaws was launched.
The new generation, led by Husgvarna 572 XP®, aims to deliver chain-
saws with outstanding productivity, durability and reliability while at
the same time staying true to Husqvarna's heritage and providing
high ergonomics and safety.
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Operations

Gardena at the
Chelsea Flower Show

The Chelsea Flower Show in London is the most famous and prestig-
ious of its kind in the world. Over five days in May, this is the garden-
ing hotspot and the place to be. Almost 160,000 visitors attend the
event each year. This is where emerging garden trends are spotted
and where traditional landscaping meets city gardening. The UK
garden market is one of the most important markets in Europe and
one of Gardena'’s prioritized growth markets, making the show an
excellent opportunity to strengthen the Gardena brand. And for the
first time, Gardena was represented at the show with its own garden
to showcase the innovative Gardena Smart System as well as a stand
highlighting the Gardena City Gardening concept.

Acquisitions strengthen
Construction Division

During the year, Husgvarna Group acquired HTC and Pullman
Ermator, and agreed to acquire the light compaction and
concrete equipment business from Atlas Copco, strengthening its
position in surface preparation and the light construction market.
Together with the earlier acquisition of Diamond Tool Supply, the
Construction Division is now a market leader in the fast-growing
and attractive market segment for preparing and polishing
concrete floors.

Annual Report 2017 Husqvarna Group
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The year in brief

Husqvarna Group's first solar-
powered facility

Husgvarna Group has built its first solar power generating facility at
its current injection molding site in Nashville, Arkansas. The facility
is expected to reduce the company’s CO, footprint by about 1,000
tons during the first year of operation and approximately 25,000
tons over the expected 25-year life of the facility. The solar array
covers about 4.5 acres of land and the solar generating system is
scalable, which means it can be expanded in the future.

Innovation award for
Husqgvarna Automower®

Husqgvarna Group was recognized as a distinguished “Innovation
Vendor Partner of the Year” by Lowe's, a leading American retailer,
for the robotic lawn mower Husgvarna Automower®. The award
acknowledged Husqgvarna Group for “setting the highest bar in
innovation.” Not only did Lowe's recognize Husgvarna Automower®
as an innovative product, the Group was also praised for its inno-
vative and unique approach to creating a sales model that utilizes
dealer expertise and installation services, while driving significant
brand awareness from product placement at Lowe's.
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In our journey towards market leadership by 2020, the progress we made in 2017
confirms our direction and priorities. We are building for the future by investing
significantly in resources that will generate growth while at the same time
improving the efficiency of core operations. We are delivering on our aspiration
to outgrow the market, improve operating margins and increase capital efficiency.
Given our development over the last two years, we can now definitively say that
we have shifted from a profitability focus to one of profitable growth.

Profitable growth is the way we create shareholder value. Essentially,

this means steering three of our four divisions towards profitable growth
with a net sales increase of more than 3-5 percent per year and achieving
an average operating margin for the Group of at least 10 percent with
the net working capital to sales ratio at a maximum of 25 percent. The
Consumer Brands Division, however, will continue to have financial
turnaround and operating margin improvement as its first priority.

Operating income more than doubled in four years
Operating income increased to SEK 3,790m (3,218) in 2017, representing
an increase of almost 18 percent since 2016 and more than doubling

in four years. The corresponding margin rose to 9.6 percent from 8.9
percent in 2016. Our cash flow continues to improve and net debt to
EBITDA is at an all-time low, giving us financial strength and the freedom
to invest in further organic development as well as attractive bolt-on
acquisition opportunities. In this context, it is important to underline
our long-term view and commitment. In the last two years, we have

also substantially stepped up our expensed and capitalized growth
investments in innovation and capabilities that will generate attractive
profitable growth going forward.

Robust growth drives Group performance

The Husqgvarna, Gardena and Construction divisions enjoyed another
good year in 2017. Their combined organic net sales growth rate

was 7.7 percent, well above the previous year's rate of 3.3 percent,
proving their ability not only to grow but also to deliver earnings
growth and margin improvements. Robotic lawn mowers and other
battery-powered products continued to support the strong sales

and earnings development in particular in the Husqvarna Division.
The sharp focus on the growth strategy continued to yield healthy
earnings improvement for Gardena. There are several reasons for this
solid development, including new products such as Gardena Smart
System — the market's first connected automatic lawn care and water
management system, investments to grow in new geographic markets,
particularly our entry into the UK, and new distribution channels.

Acquisitions strengthen Construction Division

Our Construction Division has enjoyed many years of organic growth
and earnings expansion. Since we want the division to occupy an even
larger share of the Group, we successfully acquired two market leaders
in 2017: HTC in floor grinding and Pullman Ermator in dust and slurry
management. In addition, just before the close of the year, we also
signed to acquire the Light Compaction and Concrete Equipment
business from Atlas Copco. Together, these acquisitions will add
almost 30 percent of yearly sales to our Construction Division.

These acquisitions target the attractive concrete surfaces and
floors segment, offering high growth rates and solid profitability.
Through these acquisitions, we strengthened our position by adding
the market's most efficient floor grinding machines as well as the
leading high performance dust extractors and added several value
steps allowing for future solution orientation. This is an excellent
example of value creation, taking product and technology expertise
with limited distribution power and giving it a global sales reach
through integration into our Construction Division.

Challenging year for Consumer Brands Division

Our Consumer Brands Division had a difficult year as the US retail
market proved to be more challenging than anticipated. In recent
years, we have made cost reductions and efficiency improvements,
but it is now clear that we need to accelerate these measures as
well as launch new products with better margins, including robotic
lawn mowers. Many new products will be launched in 2018 including
new lines of battery-powered garden products under our Poulan,
McCulloch, Jonsered and WeedEater brands.

New demands influence growth strategy

For Husgvarna Group, these are exciting times. We see changing
purchasing behavior. New channels for customer relations are emerging
that promise engaging ways to learn and sell. Our investments to build
capability in this area are crucial for us as we aim to take a larger share
of the market in the growing e-commerce channel. Digital technologies
are becoming readily applicable in our sector and we see an accelerated
demand for battery products. Beyond these market trends is the
importance of long-term thinking. Sustainability is becoming a priority
area for our customers, which we strongly embrace. These factors
influence market dynamics and our growth strategy.

A more growth-oriented cost base

In this phase of our profitable growth strategy, it is vital to
synchronize our growth investments with the improvements to

our cost structure at the same time as we deliver sales growth. In
essence, we are striving to shift our cost structure to make it more
growth oriented. It is crucial for us to be clear on the goal - profitable
growth — and the direction, which means winning market shares. To
realize our potential, we need to accelerate development cycles,

test new concepts effectively and structurally become better at
testing, learning and modifying our offering. An opportunity-driven
focus will deliver sustainable and innovative products and services
that generate greater value. But, at the same time, this new way of
working requires us to be bolder and to accept some calculated risks.

We pioneered robotic lawn mowers over two decades ago. We
aim to stay ahead of this market by investing in more intelligent and
connected products as well as expanding into new segments. This
includes the professional segment, where we are launching our first
products and now also seriously expanding into new geographies
such as the US market. For our professional users, it is critical that
we be more than a product provider. With the Husqvarna Fleet
Services™ system, we offer a unique cloud-based system that
connects products and operators to an online service for smarter,
more efficient and profitable landscaping operations. We are also
investing in business development for our loyal base of dealers. We
aspire to be their preferred supplier and act as their business partner,
helping them build a profitable business by selling the optimal mix of
products and services.

Our Gardena Smart System is the first app-controlled system
connecting robotic lawn mowing and automatic watering. We are
continuing to roll out products to more countries and adding new
features to make it a truly automated gardening solution. These are
just a few examples of how we are investing for the future.

Annual Report 2017 Husqvarna Group
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Given our development over

the last two years, we can now

definitively say that we have
shifted from a profitability focus to one
of profitable growth.

Integrating sustainability in every aspect
Linked to our ambition to connect people with nature and our
passion for innovation, “Sustainovate” is our approach for integrating
sustainability into every aspect of our business. This encapsulates our
work to contribute to a sustainable society and reduce our impacts
along the value chain, ultimately leading to a stronger and more
successful Group.

The largest share of our CO,emissions impact occurs when our
products are in use. Boosting sales of energy-efficient products
and encouraging a shift to low-carbon energy sources are therefore
central to the strategy. The shift to battery-powered technologies,
connected products and services, and robotics will help accelerate
progress towards these objectives.

Decoupling emissions from business growth

Sustainovate's target of 10 percent CO, intensity reductions by 2020
compared with 2015 will provide a solid foundation on which to build.
We have already extended our commitment to reduce our product
carbon emissions by 33 percent by 2035, regardless of how much
we grow our business. Creating a market for a sustainable product
and service offering is an important part of this development. We
are among the first Swedish companies, and the first in our industry,
to have this long-term commitment approved by the Science Based
Targets Initiative. In 2017, we outlined a technology roadmap to help
us deliver on this goal.

Another step forward in 2018

Looking ahead, we have plenty of exciting opportunities and | am
confident we have chosen the right path to success. Our profitable
growth ambitions in Husgvarna, Gardena and Construction are on
track and | expect another step forward in 2018 in terms of growth,
market shares and improved results. We will also continue our efforts
to build a stable long-term platform for the Consumer Brands Division.
However, in the short term, it will be challenging to achieve results in
line with 2017 for this division. This is due to rising raw material costs
and the impact from lower sales volumes because we proactively
decided to step back from one of our major retail accounts. The

Annual Report 2017 Husgvarna Group
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decision to reduce volume may be a near-term setback, but we are
confident that Consumer Brands will emerge stronger in the mid- to
long-term. The Group's overall development is naturally our first
priority, and in this respect, | am full of confidence.

Proud of our dedicated employees
The energy and commitment of all of our employees is vital to our
success. For nearly 330 years, we have proven this again and again. It
is thanks to our 13,000 employees located across 40 countries, four
divisions and a range of functions that we are a growing company
and seen as an attractive workplace. Our aim is to be the best
place to work and to provide a platform for all employees to make a
difference and maximize their talents.

We measure this through our Team Survey, asking all employees
how likely it is that they would recommend Husgvarna Group as
a place to work, or the Net Promoter Score. We also monitor our
ratings across three overarching areas: employee satisfaction,
engagement and communicative leadership. This year, we received
a record-high response rate to our Group-wide team survey of 94
percent and got a Net Promoter Score of well above the general
industry average, which constitutes a big step ahead versus 2016.
The score indicates that our employees believe in our business
strategy, that they have clear and connected objectives and that
they feel engaged and motivated on our journey towards market
leadership 2020. People will make this happen and make the
difference. | would like to thank each of you for your commitment and
contribution to our shared journey.

Stockholm, March 2018

Ty

Kai Warn, President & CEO

—_—
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Strategy & targets

\ Husqgvarna Group has been successful in improving its financial

; performance in recent years. The initial focus of cutting product
costs, improving the product mix and reducing complexity in the
) . product offering has now shifted into a more growth-oriented

- focus. In 2017, the Group took the next step in its strategic
development by putting a stronger emphasis on profitable
growth with the aim to gain market share and continuously
improve its operating margin and capital efficiency. Together
with a strong vision and the Group’s way of integrating sustai-
nability into its business, Sustainovate, the Group has set the
course to achieve its 2020 market leadership aspiration.

Ar



Turning technology
into opportunity

With a passion for innova-
tion, we create performance,
pride and improved results
for our customers.

SR kL
; OUR VISION
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Shaping great experiences .

We make a difference
to those who shape
green spaces and urban
environments through our
leadership in sustainable,
user-centered solutions.
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Financial
& sustainability targets

Husqvarna Group's financial targets should direct and support the Group
in delivering on its strategy. Following the successful margin recovery
between 2013 and 2016, the Group now aims to deliver profitable growth.
In short, this means achieving net sales growth exceeding the average
growth in the industry by around 1 to 2 percentage points and continually
improving the operating margin in a capital-efficient way. In terms of
sustainability, the most important target is to reduce environmental
impact by lowering CO, emissions.

Financial targets

As of 2017, Husgvarna Group has three new financial targets for net
sales growth, operating margin and capital efficiency.

Other information

Definitions Target Achievement 2017

Growth
o The target is to grow faster than the market which means 2 3—50/0 e 7.70/0

at least 3 to 5% annual currency-adjusted net sales
growth, excluding any impact from acquisitions. The
target is valid for the divisions in profitable growth mode:
Husqvarna, Gardena and Construction. The Consumer
Brands Division will continue to prioritize margin recovery
before net sales growth. The net sales growth for the
divisions in profitable growth mode was 7.7% in 2017 (3.3).

Margin
9 The Group's operating margin should, on average, 2 1 oo/o e 9. 60/0

exceed 10% in the coming years. The operating margin
rose to 9.6% in 2017 (8.9).

Capital efficiency
9 The Group's operating working capital, seasonally S 250/0 9 25 ° 50/0

adjusted by taking the average of the closing balances
for the last five quarters, should be a maximum of 25% in
relation to annual net sales. In 2017, the ratio improved,
amounting to 25.5% (26.6).

Other targets

In addition to the three financial targets, the Group aims

to have a long-term credit rating corresponding to at B B B B B B
least BBB, which is the current rating by

Standard & Poor’s.

According to the dividend policy, the annual cash > o o
dividend to shareholders should normally exceed = 4 o a 48 o

40 percent of net income for the previous year.

8 Annual Report 2017 Husqvarna Group
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Financial & sustainability targets

Sustainovate

Husgvarna Group's approach to sustainability is built on five challenges where
the Group can make the greatest difference and create economic, social and
environmental value for key stakeholders. Sustainovate includes Group-wide
targets to drive company performance to 2020 compared to 2015. Below is the
Group's progress so far.

Definitions 2020 Targets 2017 Progress against the target

oo e 10% 33% 26% 11%

Decouple our

business growth from CO, emissions intensity absolute CO, emissions CO, emissions absolute CO,
carbon emissions reduction across the reduction from product intensity reduction | emissions reduction
value chain use by 2035 across the value from product use
chain

D) Chaense +8 +10

Be the best place

to work A Team Survey Net Promoter Score (NPS) equal to or Net Promoter Score

better than the peer group. In 2017 the peer group’s NPS was +8.

O 70% 20%

Inspire and build

2 sustainable of the purchasing spend derives from strategic of the purchasing spend derived from
supplier base suppliers audited and approved on their sustainability audited and approved suppliers
performance

Challonge 35% 40% 6% |30%

Lead our industry

in safety across the reduction in new product reduction in injury rate reduction in new reduction in injury
value chain incidents, compared in operations product incidents rate in operations
with 2016
Community To be defined in 2018 Defined themes
o Challenge ¢ Protecting biodiversity
Build a platform for

e Promoting healthier lifestyles
our teams to engage

in local communities e Supporting communities during and
after natural disasters

Annual Report 2017 Husqvarna Group 9
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Husqvarna Group has delivered on the first part of its promise to improve
profits and margins during the past few years. The next step is expansion
and profitable growth aimed at outgrowing the market, taking market
share and continually improving the operating margin. The overall

ambition is to achieve market leadership by 2020.

The Group operates on the principle of having strong, focused and
empowered divisions with the tools needed to drive business towards
their desired goals. Group strategic functions design the strategic
framework under which each part of the value chain operates to
ensure alignment across the four divisions and secure important
synergies, for example, in product platform management, lead-buy
sourcing, supply chain and brand architecture. There are also over-
arching initiatives to secure success across the Group in key areas of
battery-powered products, robotic mowers and digitalization.

Market leader ambition 2020

Husqvarna Group's ambition is market leadership by 2020, and

this covers a wider perspective than just market share. Market
leadership is defined as being the number one player or the number
two player competing for the number one position. A market leader
also drives industry evolution in terms of innovation, customer focus,
sustainability and operational excellence. It is also able to capture
the financial opportunities inherent in the market share position and
innovation leadership.

A supply chain for the future

Achieving profitable growth and realizing market leadership within
the industry requires an understanding of what it takes to get there in
terms of securing the right expertise and mindset to serve customers
in their channel of choice. It also means having the right services,
processes and commercial structures to meet the ever-changing
needs of customers. A transparent, reliable, agile and sustainable
supply chain is imperative as a foundation for market leadership.

This is especially true in the lawn and garden markets, which are
characterized by strong seasonality and a global supply chain foot-
print that puts high requirements on flexibility. Growing omnichannel
requirements (a multichannel approach to sales that offers customers
a seamless experience online, on phones and in stores) are driving
demand for shorter lead-times and single shipments. For this reason,
the Group needs to transform the supply chain into a more seamless

end-to-end model utilizing emerging technologies that will define
the factory of the future.

To further build on our heritage of innovation, the Group will move
from a traditional supplier approach to a more network-oriented
collaborative methodology based on long-term strategic partner-
ships with key suppliers. This way, it will develop the ability to quickly
identify and operationalize opportunities brought by suppliers’
innovation capabilities.

Profitable growth focus of 2020 Strategy

The Husqgvarna, Gardena and Construction divisions are all operating
well above the Group's target to achieve an operating margin of 10
percent, which means that these divisions have a profitable growth
agenda. The Consumer Brands Division remains in turnaround mode
and will maintain margin improvement as its priority. The long-term
ambition and detailing of the Group's strategy, Strategy 2020, was
set in 2014. The most distinctive change was the end-user focused
organization that was established in 2015. In 2017, the strategy was
further refined and calibrated. The key initiatives to drive profitable
growth or to improve margins have been detailed in the business plan
of each division.

Customer segmentation is key

Knowing which end-user segments to target and how to effect-

ively serve their needs and requirements determines success in the
market. Understanding the different needs of end-user segments
enables the Group to develop better offerings, a more balanced
product mix, a differentiated channel approach, clear brand position-
ing and more targeted communication. The different brands play an
important role, as they are the direct link to end-users.

Business model differentiation

The key principle for defining the Group's four divisions is business
model differentiation. In essence, this means each division targets its
unique group of end-users and builds operations on the success

The journey towards market leadership 2020

2013

Launch of AIP
- Accelerated

Improvement
Program to restore
profitability

10

2014

Strategy 2020 Group

- Market, customer
and technology
studies

- Breadth and focus

- Goals and definitions

2015

New organization

- Growth and
turnaround
strategies

- AIP program closed

2016

Profitable growth
initiatives

- Financing of
growth initiatives

-> Support margin
target
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factors needed in each of these segments. The Husqgvarna Division
shall be the preferred choice for professionals and prosumers in
forestry, lawn and garden segments. Gardena aims to be the leading
brand in the passionate gardener segment where gardening is a life-
style, while the role of the Consumer Brands Division is to be the best
alternative in the broad mass consumer segment. The Construction
Division aims to be the preferred choice for professionals in several
niche construction and stone industry segments.

Investments to drive profitable growth

To deliver growth in the future the Group needs to invest today

to inject energy, create new ideas and build new capabilities. The
principle for financing these investments is that they need to be
matched by Group-wide cost and efficiency programs that deliver
savings largely corresponding to the investment needs. Successfully
executing these programs will release the funds needed to finance
the profitable growth initiatives of the three divisions in profitable
growth mode going forward. For Consumer Brands, cost and
efficiency measures are essential since they are prerequisites for its
margin improvement.

The Group's investments in profitable growth continue and an
internal efficiency program, based on the success of a similar
program in 2016 and 2017, will be implemented in 2018 and 2019. In
addition to cost savings in areas such as product cost, logistics and
indirect material, an important part of the efficiency program is also
to ensure that a higher sales volume also leads to good growth in
operating income and improvement in operating margin.

2017

New financial targets
to support profitable
growth

2018

Continued execution
of profitable

growth strategy for
Husqvarna, Gardena
and Construction.
Turnaround priority for
Consumer Brands

- Execution of profit-
able growth strategy
and continued
growth investments

Strengths providing foundation
for profitable growth

¢ Leading market positions

e Strong brands

¢ Substantial R&D resources

¢ Global presence

e Flexible supply chain

* More than 325 years of experience

A strong customer-focused organization

HUSQVARNA
DIVISION
Professionals
& prosumers

GARDENA
DIVISION
Passionate/lifestyle
gardeners

Husqvarna
Group

CONSTRUCTION
DIVISION

Construction &
stone industry professionals

Differentiated customer

focus leading to:

e Superior products and solutions
¢ Balanced product mix

¢ Differentiated channel approach
e Clear brand positioning

¢ Targeted communication

Market leader
ambition

- Number 1 or 2 player, competing for

number 1
= Driving industry evolution in:
e End customer focus
* Innovation and sustainability
* Operational excellence
* Financial performance




Strategic growth initiatives

Gardena Division

e Go-to-market excellence

e Expand geographically

e Grow in new channels

¢ New product categories

e Innovation such as Gardena Smart System

Husqvarna Division

e Exploit leading position in robotic
lawn mowing

e Capture spare parts and accessories
opportunities

® Grow in commercial lawn and

garden market
® Become leader in battery-powered products
e Business development for dealer channel
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. Construction Division

e Create new service revenue streams

e Accelerate growth in emerging markets

¢ Explore adjacent segments, including
acquisitions
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Market & trends

Husqvarna Group is one of the world'’s largest producers of out-
door power products for forest, lawn and garden care. It is also
among the leaders in niche segments in the light construction

industry. As a global company, the Group is affected by several

market trends that represent both opportunities and challenges.

Dealing with these trends strategically is important to further
strengthen the Group’s market position.

15
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A steadily growing market

The global forest and garden market is growing steadily. Over the last five
years, market value is estimated to have increased around 3 percent per year.
The addressable market for forest, lawn and garden products in regions and
segments where Husqgvarna Group is present is estimated at SEK 185bn.

The addressable market for construction and stone industry products is
around SEK 45bn with an estimated long-term growth rate of 3 percent.

The overall forest and garden market is attractive and can be
characterized as mature with stable growth. Average growth
has historically kept pace with gross domestic product (GDP)
development at between 2 to 3 percent per year. Demand is driven
mainly by general economic trends. Housing starts, employment
levels, consumer purchasing power and consumer confidence are
important indicators. New technology and product innovation
are also important drivers of demand. Weather conditions may be
important in a given year as they can impact the season and thus
affect demand both positively and negatively. In addition, a large
portion of demand is estimated to be driven by replacement needs.
Europe and North America, where a significant part of the world’s
forest, park and garden areas are located, are the biggest markets.
Combined, the two regions make up around 85 percent of the
market in terms of value. Consumers in many of the larger markets
outside of Europe and North America, such as China and Brazil, do
not have the same needs, conditions and tradition of garden care
among individuals, which explains the relatively small size of these
markets. Demand in these markets is driven mainly by commercial
end-users.

Lawn mowers are the largest product segment, battery-
powered the fastest growing

The wheeled product segment, which includes ride-on mowers

and walk-behind lawn mowers, is the largest in terms of market
value followed by the handheld segment, of which the largest
categories are chainsaws and trimmers. The electric category, which
covers corded and battery-powered products, is a relatively small

segment, but it is currently showing the strongest growth rate as new
are exciting times. We see

‘ ‘ changing purchasing behavior.

New channels for customer relations are
emerging, which promise engaging ways
to learn and sell. Digital technologies are
becoming readily applicable in our sector
and we see an accelerated demand for
battery products.

For Husqgvarna Group, these

Kai Warn, President & CEO
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innovations and technology are introduced in the market. Growth in
electric products is being driven by battery-powered products such
as robotic lawn mowers and handheld products such as trimmers,
hedgecutters and chainsaws.

Rapid growth in robotic mowers and

battery-powered products in 2017

The global market continued to grow during the year. The largest
region, North America, increased, driven mainly by lawn mowers and
battery-powered handheld products in the US. Europe is estimated
to have grown somewhat faster than North America mainly due

to increasing demand for robotic mowers and battery-powered
products. Asia/Pacific is estimated to have increased due to good
development in emerging markets such as China.

Construction market up about 3 percent

The long-term annual growth rate for the Group’s product offering
for the construction and stone industries is around 3 percent for
construction products and slightly higher for stone products.
Demand normally correlates strongly with activity in the construction
industry, which is characterized by substantial cyclical variations.

The estimated addressable market for the Construction Division has
been redefined and increased to SEK 45bn following acquisitions in
the concrete surfaces and floors market.

Customers and distribution

The Group sells forest, park and garden products to more than
25,000 dealers and leading retailers worldwide, which in turn sell
them to end-users. Dealers primarily sell products in the high-
performance segments to professional users and prosumers
(demanding consumers) and offer product service while retailers sell
products in the low- to medium-price ranges, mainly targeting the
consumer segments. The online channel, which in addition to pure
online resellers is also used by dealers and retailers, is becoming
more significant, although its share still represents less than 10
percent of the total market.

Construction and stone industry products are sold directly to end-
users such as sawing and drilling contractors and quarry operators,
to rental companies that lease the equipment to end-users and to
dealers who sell to professional construction end-users.

Annual Report 2017 Husqvarna Group
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Seasonality

Forest and garden products, which represent almost 90
percent of the Group's total sales, are highly seasonal

due to end-user buying patterns. Most equipment is sold
during the spring and summer when most lawn care and
gardening activities take place. Because the main markets
are located in the Northern hemisphere, sales are highest
toward the end of the first quarter and in the second
quarter. The third quarter generally marks the end of the
gardening season, given average weather patterns. The

season for watering products is normally even shorter and
often ends after the second quarter. Demand for forestry
products tends to be somewhat higher during the second
half of the year. For construction products, demand is
fairly evenly distributed over the year.

Net sales, seasonality
Average distribution per quarter
2013-2017, %

40

CONSTRUCTION
DIVISION

Operating income, seasonality
Average distribution per quarter
2013-2017, %
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Market trends

A continously evolving market impacts both the Group’s operations and
offering. By analyzing and understanding these changes, the Group can
better develop its strategy for flexibility and competitiveness.

Battery
technology

New battery technology increases
capacity at an affordable price,
making energy storage a viable
alternative for a full range of in-
dustries, from cars to smaller
devices.

Opportunity & risks

The price of lithium-ion battery
packs is decreasing while energy
density is increasing. This creates
opportunities for battery-powered
products with higher performance
that can be used in a wider range
of products. The growth in cordless
products is also attracting new
types of competitors.

The Group's response

Our offering of battery products is
on the rise in all of our business
areas.

Digitalization

Digitalization is increasingly
impacting how products are
developed, produced, distributed,
serviced and shared. Artificial
intelligence is reducing monotonous
activities both within the Group's
factory walls and in green spaces.

Opportunity & risks
Gathering and analyzing data
from devices is generating greater
efficiencies and enabling the
development of new features

for greater user flexibility and
productivity.

v

The Group's response
Husqvarna Fleet Services™ is

a cloud-based data gathering sys-
tem for professional landscapers.
This is just one example of a busi-
ness model that improves customer
productivity and profitability.




Rising demand
for safe and

central to people’s well-being.

Opportunity & risks
The products that go beyond
meeting baseline standards for

as delivering a competitive
advantage.

The Group's response

efficient and safe products.

efficient products

Demand for resources is on the rise
and more regions are impacted by
water scarcity. Ensuring safety both
in the workplace and in the home is

water as well as fuel-efficiency and
safety will increasingly be regarded

As part of Sustainovate, the Group
| aims to increase sales of its most

Consumer values
and purchasing
behavior

More than 80 percent of consumers
research their purchases online, yet
only some 10 percent complete the

transactions there.

Opportunity & risks

The industry will reflect the

shift to e-commerce. With new
purchasing behavior comes a
change in consumer expectations
on companies they choose to do
business with.

The Group's response
The Group is amplifying its online
presence with simplified direct
§ customer interaction as well as
| sales of parts, accessories and
other value-added services.

L Urbanization and

new customer
groups

Global middle-class spending may
triple by 2030 and 60 percent of the
population is expected to live in
urban environments. Most of this
will occur in Asia. In Europe, the
share of people 55+ will outweigh
that of younger generations.

Opportunity & risks

Parks and other green spaces

are becoming important as more
people live in cities. Consumer
demographics are changing,
opening new opportunities for
product innovation and shifting
purchasing power to new regions.

The Group's response

The Group is meeting changing de-
mographics by growing in Asia and
providing an offering tailored to
urban living and adapted to more
compact spaces and silent,
unobtrusive products.
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The world leader in
robotic lawn mowing

Over 20 years of research, innovation and lush, green lawns have made
Husqvarna Group the world leader in robotic mowing. And more than
one million robotic mowers have been sold globally since the initial launch in 1995.

Husqvarna Group is the undisputed global market leader

in robotic lawn mowers, with a sizeable market share in a
rapidly-growing market. The Group maintains a high level of
investments in product development and concepts to better
service the market and thereby maintain its leading position.
In order to meet all customer needs in all channels, the Group
offers robotic mowers under a variety of brands, each of which
has its own role in the market targeting different customer
segments.

The latest range of robotic mowers is developed for
functionality, durability and reliability. They work quietly,
efficiently and autonomously to give a better finish to a
lawn than any other mower. Thanks to optimized design and

intelligent behavior, a robotic mower from Husgvarna Group can
cope with steep slopes, find its way through narrow passages
and deliver great cutting results in any type of weather.

The more advanced versions have additional GPS navigation
to ensure full coverage and excellent cutting results in even the
most complex gardens. They also offer the option to control,
configure and track the mower from anywhere in the world
using an app on a phone or other device.

Another milestone will be reached in 2018 when the Group
launches the first generation of robotic mowers for commercial
use. Husqvarna Automower® 550 and 520 are designed for
professional landscaping and lawn care.




Husqvarna Automower®

is the original world-leading robotic
lawn mower. It delivers a premium,
innovative and high-performance
experience, bringing a professional
finish to the largest and most
complex lawns.

Gardena robotic lawn mowers
make life in the garden more
enjoyable. Perfect for gardening
enthusiasts who want to create
beautiful outdoor spaces.

The McCulloch robotic

lawn mower simplifies everyday
garden maintenance, mowing with
clever, powerful technology and
easy-to-use features.







Operations

Husqvarna Group operates on the principle of having strong,
focused and empowered divisions with all of the functions needed
to drive business towards their desired goals. Group strategic

functions design the strategic framework to ensure alignment
across the four divisions to secure the most important and vital
synergies, for example, in sourcing, logistics and technology.
The three divisions in forest and garden, Husqvarna, Gardena
and Consumer Brands, and the Construction Division each have
different business models with their own distinct end-user target
groups, strategies and offerings.




