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Mensch und Maschine at a glance

All amounts in million EUR

(unless stated otherwise) 2008 2009 2010 2011 2012 2013 2014 2015 2016
Revenue 223.1 163.3 -27% 195.6 +20% 191.7 -2.0%  118.8 -38% 125.8 +59% 140.0 +11%  160.38 +14.5% 167.07 +4.2%
Germany 57.3 39.9 24.4% 488 249% 5596 29.2% 60.6 51.0% 60.6 48.2% 66.9 47.8% = 74.66 466% @ 74.87 44.8%
International 165.8 1234  756% 146.8 75.1% | 135.76 70.8% 582  49.0% 65.2 51.8% 731 522% 85.72 53.4% 9220 55.2%
revenue per share in EUR 16.44 11.20 -32% 13.45 +20% 13.21 -18%  7.93 -40% | 8.20 +3.4% 91 +11% | 994 +96% 10.25 +3.1%
Gross margin 55.9 51.0 -87% 66.2 +30% | 70.0 +58% 63.0 -10% 675 +7.1% 747 +11% | 84.52 +13% 91.43 +82%
Distribution 32.2 184 36.1% 19.9 30.0% 15.8 226%

M+M Software 22,9 19.2  37.6% 23.0 347% 26.4  37.7% 30.6 486% 325 48.2% 36.6 49.0%  39.58 46.8% @ 44.73 48.9%
VAR Business 0.8 134  26.3% 233 353% 27.8 39.7% 323 51.4% 349 51.8% 381 51.0% 4494 53.2% 46.70 51.1%
Operating result EBITDA 13.0 1.4 -89% 6.1 +340% | 15.7* +158% 10.0* -36% 7.8 -22% 10.9* +39% | 12.81 +18% 15.76 +23%
EBITDA return from revenue 5.8% 0.8% 31% 8.2% 8.4% 6.2% 7.8% 8.0% 9.4%

Net result 5.8 -4.8 -0.5 6.8 36 -47% 26 -28% 3.7 +42% | 3.87 +4.0% 6.59 +70%
Net return from revenue 2.6% -2.9% -0.2% 3.5% 3.0% 21% 2.7% 2.4% 3.9%

Net result per share in EUR 0.42 -0.34 -0.03 0.47 0.24 0.17 0.24 0.24 0.40
Dividend in EUR 0.20 0.00 0.10 0.20 0.20 0.20 0.20 0.25 0.35

Total assets 85.0 1011 +19% 1051 +4% 1049 -0% 94.6 -10% 1027 +9% 1042 +1% 10252 -2% 10052 -2%
Shareholders’ equity 26.4 242 8% | 278 +15% | 338 +22% 359 +6% | 363 +1% 392 +8%  39.62 +1% 4057 +2%
Equity ratio 31.1% 23.9% 26.4% 32.2% 37.9% 35.4% 37.7% 38.6% 40.4%
Numbr of shares in million | 13.570 13.970 +3% 14542 +4% 14514 -0% 14.972 +3% 15.346 +2.5% 15.439 +0.6% |16.127 +4.5% 16.306 +1.1%
Number of employees 504 +30% 607 +20% 639 +5% 659 +3% 705 +7% 718 +2% 731 +2% 759 +4%

* EBITDA purely operating, excluding contribution from Distribution sale: 2011 EUR 9.1 min
2012 EUR 0.97 min
2013 EUR 3.81 min
2014 EUR 7.87 min
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Dear reader,

strong organic growth of proprietary software
and services, mainly in the CAM, BIM and
PDM areas, and strict cost discipline helped
Mensch und Maschine Software SE (M+M)
hit new gross margin and operating profit
records and achieve stronger than expected
operating cash flows in 2016.

The solid +14.2% increase of proprietary M+M
gross margin to some degree compensated
the fact that gross margin from the resale of
Autodesk software fell by 8.2% due to the
transition from license sale to a rental
model, temporarily diluting group growth.

Nevertheless VAR segment EBITDA climbed
by 11% to EUR 5.09 min. As in the previous
years, Software contributed the lion’s share
EUR 10.66 min / +30% to the impressive
EUR 15.76 min / +23% group EBITDA.
Operating profit EBIT grew even steeper

Introduction

Net profit jumped by 70% to EUR 6.59 min or
40 Cents/share together with highly advanced
operating cash flows at 90 Cents/share allo-

wing for 35 Cents (PY: 25 / +40%) dividend.

Five years after the sale of the Distribution
business it is more and more obvious that
the business model transition is bearing fruit.
With total EUR 28.5 mIn gross margin gain
and EUR 14.8 min purely operating EBITDA
gain during this phase, M+M on average
achieved 9.8% gross margin growth and
EUR 3.7 min EBITDA surplus per year.

Net profit of one Euro per share thus is no
longer a distant utopia but is targeted for as
soon as the year 2020, accompanied by
continued high 80-90% dividend quotes.

All'in all, not really bad prospects
for M+M shareholders.

by +47% to EUR 12.49 min. Wessling, March 2017
The Managing Directors

Adi Drotleff

CEO Christoph Aschenbrenner

coo
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Markus Pech
CFO from March 1, 2016

2016 at a glance

W Sales: EUR 167.07 min / +4.2%
m M+M Software: EUR 46.24 min / +12%
m VAR Business: EUR 120.83 min / +1.6%
B Record gross margin: EUR 91.43 min / +8.2%
m M+M Software: EUR 44.73 min / +13%
m VAR Business: EUR 46.70 min / +3.9%

W Record EBITDA: EUR 15.76 min / +23%
m M+M Software: EUR 10.66 min / +30%
m VAR Business: EUR 5.09 min / +11%
m EBITDA margin 9.4% (PY: 8.0%)

®m Record EBIT: EUR 12.49 min / +47%

m Net profit: EUR 6.59 min / +70%
m Per share: 40 Cents (PY: 24)

W Op. cash flows: EUR 14.64 min (PY: 14.73)
m Per share: 90 Cents (PY: 91)
m +25% net of non-recurring PY effect

W Dividend proposal: 35 Cents (PY: 25)
W Group headcount: 759 (PY: 731)

Peter Schiitzenberger
CFO until February 29, 2016




Annual report 2016

Management report 2016

Enterprise and market position

Mensch und Maschine Software SE (M+M)
is one of the leading European providers
of CAD/CAM (Computer Aided Design &
Manufacturing) as well as PDM (Product
Data Management) and BIM (Building
Information Modeling / Management)
solutions.

With around 50 locations in

Germany, Austria, Switzerland, France,

Italy, UK, Poland, Romania and Spain, the v
M+M group is one of the leading European

providers of CAD/CAM/PDM/BIM solutions.

Additional sales offices in Japan, Asia-Pacific,

the USA and Brazil provide global presence for
M+M's self-developed CAD/CAM Software.
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Broad sector coverage

Two thirds of the M+M business is achieved
in the Industrial sector, e.g. Mechanical
Engineering, Automotive/Aerospace/Ship-
building, Tool/Mold/Die Making, Electrical
Engineering or Industrial Design.

The remaining third comes from AEC, e.g.
Architecture, Building Services, Structural
and Civil Engineering, Infrastructure or
Gardening & Landscaping.

This breakdown is quite similar to the global
CAD/CAM/PDM/BIM market. The broad sector
coverage, compared to the competition,
allows M+M to offer interdisciplinary
solutions such as Simulation, Visualization/
Animation, Plant or Factory Design.

Large customer and installation base
Altogether, Mensch und Maschine’s active
installed base consists of well over 100,000
CAD/CAM/PDM/BIM seats at about 25,000
end customer sites of all size categories -
from small engineer’s or architect’s offices
up to international large-scale enterprises.
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Wide price/performance range

The M+M product portfolio covers a wide
price/performance range from quite simple
drawing software for approx. 1,000 Euros
through midprice 2D/3D design solutions

in the 5,000 Euro range up to high end
systems for manufacturing and production
control with software investment levels from

10,000 to 100,000 Euros and more per seat.

The majority of CAD/PDM/BIM sales are
generated in the low to midprice range,
while the self-developed CAM solutions are
sold in the high end range.

Focus on German speaking countries

In 2016 the German speaking countries
contributed about 67% (approx. 45% Germany,
approx. 22% Austria/Switzerland) to the
EUR 167.1 min group sales, while about
25% came from other European markets.
About 8% of sales were achieved in Asia,
North and South America, exclusively with
M-+M'’s self-developed CAM Software.

Two thirds of the M+M business is achieved
in the Industrial sector, e.g. Mechanical
Engineering, Automotive/Aerospace/
Shipbuilding, Tool/Mold/Die Making,
Electrical Engineering or Industrial Design.
The remaining third comes from AEC,

e.g. Architecture, Building Services,
Structural and Civil Engineering,
Infrastructure or Gardening&Landscaping.
In addition, there is a number of
interdisciplinary solutions such as
Simulation, Visualization/Animation,

Plant or Factory Design.

Geographically, Germany, Austria,

Switzerland and Europe are dominating,

but noticeable 8% of sales, approximately
EUR 13.5 min, are achieved with M+M’s self-
developed CAM Software in Asia and America.

Asia/America

Rest of
Europe
25%

22%
Austria
Switzerland
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M+M business model in transition In this two-segment model, the Distribution
The M+M business model has since 2009 volume business naturally dominated group
been going through a transition process sales, while in the year 2008, the high
which strengthened M+M’s proprietary part margin Software segment already contributed
on the one hand and significantly reduced nearly half of gross margin and EBITDA,

the trading component on the other. with 210 of the 388 group employees.

Until 2008: Software and Distribution In 2008 group gross yield was 25%, EBITDA
Since 1984, the year of foundation, M+M margin had reached 5.8%, and M+M was in
acted as a Value Added Distributor (VAD) a constant head-to-head race with the Tech
for Autodesk software, while continuously Data Group for the title of largest Autodesk
increasing the development of our own Distributor in Europe.

CAD/CAM solutions, in order to build up an
individual market profile and to be clearly
distinguishable from the competition.

Autodesk

Resellers

The M+M business
model until 2008:
Distribution was
dominating sales,
while M+M Software

contributed nearly half to v

gross margin and EBITDA.

End customers

Sales Gross margin EBITDA
2008 2008 2008

= M+M Software
m Distribution
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Sales Gross margin EBITDA (op.)
Autodesk 2011 2011 2011

[ Dttt e |
v

Resellers

u M+M Software VAR Business  m Distribution

The M+M business model from 2009 to 2011:
v For 2011 group gross margin and EBITDA (operating)
the lion’s share was already contributed by the

value segments Software and VAR Business.

v

End customers

2009: VAD to VAR transition in D/A/CH Thus the stage was set for completing the More than 14% EBITDA margin achievable
In 2009, a third segment ‘VAR Business’ VAD/VAR transition groupwide. As a first Due to the concentration on the high margin
(Value Added Reselling) was formed. step, the European Distribution business Software and VAR segments, and without

In the course of the ‘Market Offensive’, the was sold to the Tech Data Group by the wholesale business, the group gross yield
M-+M subsidiaries in Germany, Austria and end of October 2011, while M+M kept the since 2012 is well over 50%, representing
Switzerland were transitioned from indirect subsidiaries in France, Italy, UK, Poland more than a doubling compared to 2008.
business to direct selling to end customers, and Romania with approx. 70 of the The new business model, in the mid term,
and more than a dozen former reselling 113 employees. makes EBITDA margins above 14% achievable.

partners were acquired.
Since 2012: VAD to VAR transition in Europe The main transition target to significantly

In 2011, the third year after the start, the On this foundation the European M+M VAR grow the proprietary part of gross margin
VAR segment contributed nearly 40% to Business was built up, accompanied by has been achieved: While the contribution of
group gross margin and achieved a positive reselling partner acquisitions in I, F and PL M+M Software and service had been less
operating result EBITDA. (‘Market offensive II’). than 50% until 2008, it is now over 75%.

Sales Gross margin EBITDA

2016 2016 2016

m M+M Software AUtOdeSk
VAR Business

The actual M+M business model since 2012: M"‘M
Gross margin contribution from the segments is already in balance. VAR Business
While so far Software is dominating the EBITDA contribution, the Direct sales
VAR Business is expected to catch up by the end of the decade. Service
Europe-wide
End customers
mensch®¥maschne 5
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The M+M segments in detail

The following pages give an overview across
the Software and VAR Business segments
forming the actual M+M business model.

Segment M+M Software

Around 85% of M+M Software sales come

from CAM Software, while around 15% are

contributed by Gardening & Landscaping as
well as Electrical Engineering Software.

Economically, the Software segment

is a standard software developer with

46.2 Million Euro sales (2016), over 95%
gross yield and around 23% EBITDA margin.
As a result, the segment pulls a relatively high
added value from its less than 28% share in
group sales. In fiscal year 2016, about 49%
of group gross margin and nearly 68% of
operating profit EBITDA were achieved by
self developed software technology.

High development investment

M+M in 2016 spent EUR 13.7 mIn or 29.7%
of segment sales on maintenance and
development of the proprietary software.

OPEN MIND

THE CAM FORCE

We push machining to the limit

Software solutions from the wholly owned
subsidiary OPEN MIND are used for the
process control of milling, drilling and turning
in various industries such as mechanical
engineering, tool, mold and die making,
automotive and aerospace industry, medical
technology, toy industry, as well as watch,
clock and jewellery manufacturing.

The M+M group belongs to the first tier of
vendors in the important niche market of
CAM solutions. Around 42% of sales comes
from the German speaking area, while
approx. 25% is contributed by other European
markets (mainly Italy, UK, France, Spain and
Eastern Europe). Around one third of the
business is achieved through own sales
offices in Japan, Singapore, China, Taiwan,
India, USA and Brazil.

Innovative

CAM strategies
enable high savings
for the design cycle
and machining time:
Tube milling
using hyperMILL

maniXmachne
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Particularly in the highly complex 5-axis
milling process, the hyperMILL and hyper-
CAD S product lines from OPEN MIND hold
a technologically leading position and allow
the customers quick payback of their high
machine tool investments.

A variety of innovative applications for
specific products like tyre molds, turbine
blades and impellers enable and simplify the
programming of complex handling, lower the
machining time and improve finished quality.

The millTURN module enables the use of
modern combined milling/turning machine
tools. The complete handling, including
turning and milling on the same machine,
reduces manufacturing and machining
times. It minimises set-up times by means
of reduced clamping, rechuck and unload
operations and results in higher machining
precision.

Recently the product portfolio was rounded
up by the highly innovative hyperMILL MAXX
Machining package enabling up to 500%
productivity gain by radical reduction of
machining time. This is one of the reasons
why CAM solutions from OPEN MIND are
used for prototype manufacturing by
renowned automotive companies, several
engine tuners and Formula 1 race teams.

mensch®¥maschne
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The Open Mind CAD/CAM Software customer base consists of around 6.000
companies (here is a selection) not only located in the German speaking countries
and all Europe, but also in Japan, China, India, APAC, North and South America.

CAM in practice: Shorter milling times due to
intelligent machining strategies

Project:  Milled instead of cast impellers in turbo motors
Customer: German automotive manufacturer

Time is money — this rule is particularly applicable for precision
machine tools with purchase prices in the six or even seven digit
range. The CAM Software hyperMILL, developed by the M+M
group, reduces milling times by up to 90% through intelligent
machining strategies, pushing return on investment for these

expensive machine tools to completely new dimensions.

The turbine wheels (‘Impellers’) for turbo or compressor motors for
example can now be milled in a few minutes and thus replace in
new generations of motors the cast parts used so far. This not only
results in significantly higher fracture strength, but also allows for
a much better optimization of consumption and emissions, as the
turbine blade design no longer has to take into consideration that
the mold kernel has to be turned out after casting the impeller.
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DATAflor has a strong position in the DATAflor software specializes on the organic
German-speaking gardening and forms, the special structures and the core
landscaping market. The proffered solutions competencies of landscape architects’ offices
not only contain a graphical planning as well as gardening and landscaping
section but also tools for complete financial enterprises. Any functionality is focussed
calculation and billing of such projects. on the plants and the landscaping.
DATAflor was founded in 1982 and Recently DATAflor software has been made
maintains evolved customer relationships additionally available for the earthworks and
which are carefully nurtured. civil engineering market.
m _ CUsANUS § GARTEN  Sawe A small selection
et b of the DATAflor
n'ukg customer base,
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The ‘digital terrain model’
enables comfortable three
dimensional design of
garden and park landscapes.
The software e.g. calculates
excavation and filling
material volumes for the
designed landscape,
supporting the designer’s
cost calculation.
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From the beginning of 2014, M+M has QE-wMﬁG . —O——
licensed back the Electrical Engineering L SE S Fickhoff
software ecscad, which had been sold to IluK

@ FAG
Autodesk 5 years before, re-entering nA- AL 1B B

FRapap
development of the product within the OSRAM

subsidiary MuM Mechatronik GmbH. ©@-0l VOITH  EVONIK

¥i ENERCON E

ecscad allows for quick and exact digital vt AIRBUS w WURTH
design of electrical engineering pl ith mannéesmann s 3

g gineering plans wi —_— @') R
hundreds or even thousands of individual pages. " —enk3u BUNDESBANK ’

. . . . ALST@M EUROSYSTEM
Specific electrical functions and extensive symbol
libraries increase productivity, reduce errors Many of the more than thousand ecscad customers are from the Mechanical and
and supply precise production information. Electrical industry. On the Website mum.de many fascinating references can be found.

CAD in practice: Electrical Engineering and Documentation

>
‘V’a.-

Project: ~ Shearer Loaders for coal and potash underground mining
Customer: Eickhoff Bergbautechnik GmbH, Bochum, Germany

The family enterprise Eickhoff, founded back in the 19th century,
manufactures highly efficient and reliable shearer loaders helping
coal and potash underground mines all over the world to achieve
production records. These underground giants weighing up to more
than 200 tons are developed and pre-manufactured in Bochum, but
assembled in field installation - being underground of course.

This places high demands on the electrical documentation, which has
to be available not only in German, but also in English, Russian or other
languages at the touch of a button. The Eickhoff Electrical Engineering
team, consisting of approx. 25 people, has used M+M'’s Electrical CAD
software ecscad for many years. Ecscad is also well-regarded for its
simple interfacing with the in-house product database and its
compatibility with the in-house mechanical design software.

mensch®¥maschne 9
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Segment VAR Business

With approx. 40 locations in Germany,
Austria and Switzerland, Autodesk Platinum
Partner M+M provides full area coverage and
can serve their customers interdisciplinary
solutions with the highest quality.

Since the beginning of 2012, nearly

10 locations in Italy, France, UK, Poland and
Romania were added by the transition to
VAR (Value Added Reseller) business in
Europe. The total M+M VAR segment with
50 locations, employing approx. 450 people
today is the largest European Autodesk VAR.

Dynamic growth

In 2009, more than EUR 35 min sales

had been achieved from scratch. In the
following seven years the segment continued
to grow very dynamically, more than tripling
sales to nearly EUR 121 min in 2016.

Distribution sale financed

VAR transition in Europe

More than half of the EUR 28 min total
Distribution sale amount closed in October
2011 was used to finance the setup process
of the European VAR business. Therefore
EUR 9/4/3 min have been booked to other
operating income in the years 2012/13/14.
Since 2015 the VAR segment is back to a
purely operating profit generation.

Steadily growing proprietary business
The gross margin in the VAR business is made
up from proprietary M+M business (e.g.
customizing, own software, training, hotline)
and from reselling Autodesk software. The
proprietary M+M contribution to segment
gross margin, which had been 49% in 2015,
climbed to around 55% in 2016 and is
expected to settle around 60% from 2017.
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The strong growth in proprietary business is
based on highly increasing demand for training
in the Industry and - even more - Construction
sector, where M+M created a training series
called BIMready to make all stakeholders in
construction projects - from draftsperson to
project manager - familiar with the unprece-
dented new BIM project development.

binvready

With about 14,000 invoiced participant days
per year, the training business contributes
roughly one third to service gross margin.

The second growth driver is customer
specific projects, in which standard software
modules are connected to individually tailor-
made project solutions, adding functionality
where necessary.

In order to avoid re-inventing the wheel in
each project, M+M has developed a growing
library of application software and content to
adopt the Autodesk product portfolio, which
is developed for global use, to the specific
requirements in Germany, Austria, Switzer-
land and other European countries, €.g.:

mensch¥maschne
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e Data management for Industry 4.0
pdm3a&pinpoint

e Solution for Architecture/Construction/BIM
building2&suite

e Solution for plant engineering/construction
plant¥suite

e Solution for GIS/Infrastructure

mapiedit

e Variant construction/configurator software

customX

e Facility management system G-Info

e Extensive M+M symbol libraries
for many sectors

M-+M'’s customer specific projects can range
from a few man-days to several man-years.
Large projects are usually cut into several
smaller project segments.

With far over 100 man-years invoiced
service per year, project development is
contributing about two third to service

gross margin in the VAR Business.

CAD in practice: BIM — Building Information Management

Project:

New headquarter building for AOK West in Dortmund

Customer: Nattler Architekten GmbH, Essen, Germany

All disciplines of a building project working together in three dimensions, collaborating, and sharing

information via a common database - that’s BIM. Attributing time and cost dimensions to 3D models, known

as 5D BIM, is a method that Nattler Architekten have pioneered over their 10 year experience working with
BIM and is a method that is only now becoming more broadly established in the construction industry.

In BIM projects, like the 20,000 sqm AOK headquarters building with geothermic air conditioning,
there is a consistent digital building model for every design and construction phase, enabling cost
calculation and control at any time. In addition, all the information needed for the future facilities
management is available at the time of handover to the owner.

At M+M, we support our BIM customers not only by supplying the global leading Revit technology
from Autodesk, but have also developed an extensive library for the particular needs of architecture,
building technology and calculation in the German speaking markets, known as the M+M Building Suite.
In addition, M+M have developed the ‘BIM Ready’ training concept to get all participants involved in
construction projects familiar with this innovative working method.
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Three M+M competence teams:

Industry, AEC and Infrastructure

To provide optimal professional consulting
quality to customers from different sectors,
the M+M VAR organisation has competence
teams for Industry, Architecture/Engineering/
Construction (AEC) and Infrastructure.

0On the Website mum.de there are dozens of
interesting reference stories about customers
and projects from these teams.
Three examples are displayed here in short.

0On the previous page an AEC reference, here
one from the Industry team and on the next

page one from Infrastructure.
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CAD in practice: CAD and PDM including ERP integration
Project:  Design and manufacturing of modular tower cranes
Customer: Wilbert TowerCranes GmbH, Waldlaubersheim, Germany

Since 2003, Wilbert GmbH has been designing and manufacturing top
slewing tower cranes, which are known for their versatility and efficiency.
All elements are designed in a modular system, allowing the realization of
tall, free standing hook heights, or cranes growing along with the building.
On construction sites with limited space for assembly and disassembly or
for power station construction, where heavy assemblies have to be lifted
simultaneously by two cranes, Wilbert is very often the chosen provider.

In order to make optimal use of the modular system, the design
department was equipped with a fully integrated 3D CAD and PDM
(Product Data Management) solution, integrated with the existing ERP
software. This system now enables the designers to access standard
and repetitive parts, guaranteeing that all 3D models, drawings and bill
of material lists are always up to date. Wilbert’s design manager Ralf
Heise is more than happy with the new software solution: ‘M+M helped
us to make our processes more effective and significantly safer.’

man®¥machne
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CAD in practice: Tailor-made Infrastructure Software . ¢ SIS S o ;,;{;3*.-;; o &, e
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Projects: Use of geodata for customer service and hazard response Mgt SR L) ad f
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Customers:  Municipalities and public services

The German town of Monheim am Rhein maintains a public database
showing the number of potential customers including their spending
capacity in the urban area to attract more businesses. They also use a
‘hazard compass rose' which allows for the coordination of emergency
services and a rapid and precise response in the case of fires or leaka-
ges in chemical plants. These and other tailor-made software tools
making use of geographical data were developed by Mensch und
Maschine on the basis of MuM MapEdit.

Another inquiry tool developed by MuM allows public services to provide
documentation for civil engineering construction projects quickly in
digital form, enabling on-site use by the civil engineers on their Tablet
PCs or Smartphones in order to protect electrical and gas pipes from
being ‘detected’ by the excavator.

By the way: The town of Monheim, one of the most creative municipal
M+M customers, has attracted more than 260 new businesses in two
years, which turned the public finances from red to black.
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Group headcount moderately increased
The group employed 759 people on average
during fiscal year 2016 (PY: 731 / +3.8%),
therof 309 / 41% (PY: 290 / 40%) in

the Software segment and 450 / 59%

(PY: 441 / 60%) in the VAR segment.
Headcount does not include the current 10
trainees, nor part time employees working
up to 20 hours per week, nor freelancers.

Employees are co-entrepreneurs
Traditionally, there is a very high focus

on good corporate culture at M+M.

During the 33 years since the foundation of
the company in 1984, the employees were
always seen as ‘Co-Entrepreneurs’ and fully
integrated in the decision making process.
Whenever acquiring companies in and
outside Germany in the course of the
intensive expansion since IPO in 1997,
M+M always cared for and respected the
specific culture of the companies acquired
and encouraged them to adopt the M+M
corporate culture very gently.

The decision making structures in the M+M
group are as decentralised as possible.

The individual entities have a high degree
of autonomy in order to be able to optimally
meet the customers' requirements and to
achieve the best possible results in the
individual markets.
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Experienced management team

This corporate culture generates a high degree
of continuity. Staff turnover in the M+M
group is very low, which even during the
hype phases of the IT industry prevented a
drain of qualified specialists from which
other similar companies in IT suffered.

As a result, M+M has an experienced
management team down to the second and
third management level, with team members
mostly looking back on an employment
period of more than 15 years.

Trading under ‘European SE’

In 2006, Mensch und Maschine Software AG
was converted to a ‘Societas Europaea’ SE.
In parallel, a pure holding structure was
realized, with the parent company Mensch
und Maschine Software SE acting as a
finance holding.

Central management and service functions
for the group are executed by the subsidiary
Mensch und Maschine Management AG,
while all operating business is performed by
German and international subsidiaries.
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The step to the SE was combined with a
streamlining of the management structure to
a ‘monistic’ board system. The founder and
main shareholder Adi Drotleff serves as
chairman to the Administrative Board
(‘Verwaltungsrat’), together with two external
members, Thomas Becker (Deputy Chairman)
and Heike Lies.

The Administrative Board combines the
functions of the Advisory Board of an AG
with those of an administrative body (‘Organ’).

The Board of Managing Directors (‘Geschafts-
flinrende Direktoren’), equalling the ‘Vorstand’
of a German AG without being a legal body
(‘Organ’), consists of Adi Drotleff (CEQ),
Christoph Aschenbrenner (CO0) and Markus
Pech (CFO).

Public and private company

Though M+M shares have been listed on the
stock market for 20 years, a large portion of
the shares are still in the hands of the
management. Adi Drotleff, the founder,

CEO and Chairman of the Board, held nearly
7.3 Million shares or 43.7% of the approx.
16.683 Million shares outstanding on Dec 31,
2016. The founders and Managing Directors
of the VAR companies, which were integrated
with the M+M group through share swaps in
the course of the ‘Market Offensive’,
together are holding more than 1.5 Million
M-+M shares (approx. 9.1%), which formally
belong to free float, as nobody holds a
package of 3% or more.

mensch®¥maschne
CAD as CAD can

Management report

A package of approx. 476,000 shares
(~2.9%) was held by MuM SE in treasury
stock at Dec 31, 2016. It was bought through
the stock repurchase program started by the
Administrative Board on Oct 9, 2008.

By Dec 31, 2016, nearly 1.5 Million

shares have been repurchased, of which
approx. one Million shares were re-issued in
the course of VAR business acquisitions (and
to a small extent for stock option plans).

‘Pure’ free float at Dec 31, 2016, contained
nearly 7.4 Million shares or 44.3%.

A certain portion thereof was held in
smaller packages by other members of the
management. M+M thus can be seen as a
public and a private company in one.
Including the 9.1% mentioned above, the
formal free float would be 53.4%.

Management
9.1%

Free float

44.3%

Treasury stock
2.9%

Listed in scale and m:access

Since March 31, 2010, the M+M share has
been listed in the m:access trading segment
of Munich stock exchange, since Jan 2, 2012,
additionally in the Entry Standard segment
of Frankfurt Stock exchange, which since
March 1, 2017 has been replaced by a
listing in the premium SMB segment scale.

Both segments prescribe, for admission,
consequential duties above and beyond legal
requirements, guaranteeing a high degree of
transparency. In M+M'’s view, they are ideal
market segments for achieving a reasonable
cost-benefit ratio of a stock exchange listing
in relation to the market capitalisation,
protecting the legitimate interests in
transparency of the shareholders.

Due to the requirements for disclosure
and transparency these market segments
represent fully operational markets with
protective mechanisms that are very close
to that of the regulated market and that
guarantee the marketability of the shares
including the tradability through Xetra.

In addition, M+M is highly overfulfilling

the scale and m:access rules by publishing
full quarterly reports and German/English
IFRS reporting.
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Risks and Opportunities

The operations and activities of the M+M
group are subject to various risks.

In our risk management system, sources
of uncertainty are systematically identified,
documented, evaluated and as far as
possible controlled.

In all business units there are so called risk
owners, responsible for the description,
evaluation and control of risks in their fields.
All units’ risks are documented in a risk
inventory together with the initiated
counteractions, and the remaining risk is
evaluated. The evaluation takes into
account the likelihood of occurence

and the impact on the group.

The risk inventory with its documentation of
counteractions, together with the monitoring
of various early indicators, allows control of
the development of a risk. The reduced risk
impacts and likelihoods of occurence after
successful counteractions, are duly monitored
and reported to the Managing Directors.

The remaining risks, particularly, are taken
into account in business planning.

The accounting is integrated into the risk
management, which allows identification
and evaluation of risks which are in conflict
with the compliance of the group financial
statements. At this stage, we cannot see any
such risks.

The whole accounting is subject to efficient
control mechanisms. These particularly
include extensive monthly reporting and
liquidity planning, which are controlled in
detail. Additionally, there is a regular review
concerning specific items.

In addition, the financial transactions are
supervised continuously. Within finance and
accounting, there is additional protection by
the principle of dual control.

Systematic limit controls (e.g. for open sales
orders or for capital expenditure invoices)
supplement the control mechanisms.
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In detail, the following risk categories exist:

Credit risks:

Bad debt risks are counteracted with
customer credit insurance, individual bad
debt provisions, and streamlined
receivables management.

Also favourable in this respect, is the fact
that sales are divided among many individual
customers each of which carries less than
1% of the total group revenue.

Warehouse and transport risks:

These risks are generally covered by
corresponding insurance contracts.

A risk of loss in value during warehousing
can be considered virtually non-existent
since the suppliers’ software product
contracts always include a price, update
and stock rotation clause.

Sales and market risks:

As with every other supplier of standard
software, M+M is subject to software
market and product cycles, especially those
of the CAD/CAM market. Such risks are
generally counteracted, as far as possible,
by the vertical and regional division of the
M-+M Group and by the spread across several
product lines, but risk may not always be
fully compensated by these actions.
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Personnel risks:

As an enterprise in the software industry,
M+M is, in principle, dependent on
individuals with special skills.

M+M'’s distinctive corporate culture, so far,
has been instrumental in keeping employee
turnover exceptionally low.

The risk of dependence upon key top
management people has been counteracted
by appointing several Managing Directors
and by strengthening the secondary
management level.

Supplier risks:

Concentration on the main supplier
Autodesk in the VAR segment represents
a certain risk through dependency on this
supplier’s product development, market
competence and operational policy.

Losses at subsidiaries and shareholdings:
In all shareholding or subsidiary relationships,
it is recognised that there is a risk that,
contrary to positive expectations, a negative
development may occur possibly proceeding
to total loss. This would not only cause an
appropriate impairment of goodwill or
investment value but also lead to a
corresponding writedown of deferred tax assets
(if capitalized) in case of fully consolidated
subsidiaries with loss carryovers.

Financing and liquidity risk:

As in any business model not exclusively
financed by equity, there is a dependency
risk for the debt financed part due to the
refinancing capabilities of the financial
market. This risk is counteracted by
distribution of credit lines at several banks
inside and outside Germany. It cannot be
excluded, however, that the refinancing
interest rate payable by M+M may develop
negatively or the refinancing by debt may
fail in parts or in total. In this respect, internal
as well as external influences play a role.
Internal influences are mainly the earnings
and financial status impacting the M+M
market rating, as well as the management’s
ability in handling relationships with existing
and potential creditors. External influences
are for example the general interest rate
level on the market, the credit policy of
banks and other creditors, as well as the
legal framework conditions.

Opportunities result from the successful
execution of our general strategic concept.
These are detailed in the 'Outlook’ chapter.
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Group revenue (in million EUR)

O Distribution
&7 VAR Business
& M+M Software

Group added value (in million EUR)

O Gross margin Distribution
Iy Other operating income

Ity Gross margin VAR Business
Iy Gross margin M+M Software
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Course of business 2016
and situation of the group

Strong organic growth of proprietary software

and services, mainly in the CAM, BIM and
PDM areas, and strict cost discipline helped
M-+M hit new gross margin and operating
profit records and achieve stronger than
expected operating cash flows in 2016.

With just 4.2% sales growth ...

Sales grew moderately to EUR 167.07 min
(PY: 160.38 / +4.2%). Software contributed
solid EUR 46.24 min (PY: 41.44 / +12%),
while the VAR segment at EUR 120.83 min
(PY: 118.94 / +1.6%) just slightly exceeded
the previous year’s sales.

... gross margin increased

by 8.2% to a new record level

Gross margin increased at double speed to
the new record amount of EUR 91.43 min
(PY: 84.52 / +8.2%), with Software segment
contributing EUR 44.73 min (PY: 39.58 / +13%)
and EUR 46.70 min (PY: 44.94 / +3.9%)
from VAR segment, thereof EUR 25.73 min
(PY: 22.10 / +16.4%) from proprietary

M-+M business.

All in all, gross margin from proprietary
software and services grew by 14.2% to
EUR 70.46 min (PY: 61.68), while due to the
current transition from license sale to a
rental model the gross margin from resale
of Autodesk software fell to EUR 20.97 min
(PY: 22.84 / -8.2%).

Gross yield heading to 60 percent

The increased volume of proprietary gross
margin relative to reselling gross margin is
also visible in the gross yield rise to 54.7%
(PY: 52.7%). The final quarter’s gross yield
even scratched the 60% level for the first
time in the company history.

Total added value, defined as gross margin
plus EUR 3.44 min (PY: 3.41) other operating
income, amounted to EUR 94.88 min

(PY: 87.93 / +7.9%).

Again only moderate cost development
Personnel expenses rose to EUR 58.83 min
(PY: 55.40 / +6.2%), with a stronger increase
to EUR 24.42 min (PY: 22.43 / +8.9%) in the
very dynamic Software segment compared to
EUR 34.42 min (PY: 32.97 / +4.4%) in the VAR
segment. Similarly, other operating expenses
was EUR 10.50 min (PY: 9.83 / +6.8%) for
Software, EUR 9.78 min (PY: 9.88 / -1.0%)
in the VAR segment and EUR 20.29 min
(PY:19.71 / +2.9%) in the group.

Total group operating expenses increased to
EUR 79.12 min (PY: 75.11 / +5.3%).
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Operating profit EBITDA +23%

Due to the moderate cost increase, operating
profit EBITDA before depreciation, amortization,
interest and taxes grew disproportionately to
new record EUR 15.76 min (PY: 12.81 / +23%),
with EUR 10.66 miIn (PY: 8.21 / +30%)
coming from Software and EUR 5.09 min
(PY: 4.60 / +11%) from VAR Business.

Earnings (in million EUR)

D EBITDA Distribution
I EBITDA VAR Business
%1 EBITDA Software

== Net result
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Quarterly sales rollercoaster, but normal
seasonality for gross margin and EBITDA
Quarterly sales seasonality was significantly
impacted by a pull effect in Q1, when in
advance of the Autodesk transition to rental
there was high demand for software licenses
and multi-year maintenance contracts in the
VAR Business. Gross margin and EBITDA
though showed the pattern typical for M+M,
with strong starting and ending quarters and
slightly slower mid-year business.

This underlines the steadily growing weight
of the high margin proprietary business
compared to trading revenue.

Table of quarterly sales:

Q1: EUR 50.37 min (PY: 42.79 / +18%)
Q2: EUR 37.45 min (PY: 38.62 / -3.0%)
Q3: EUR 39.76 min (PY: 37.87 / +5.0%)
Q4: EUR 39.48 min (PY: 41.08 / -3.9%)

Quarterly revenue (in million EUR)

O 2015 O 2016
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Table of quarterly gross margin:

Q1: EUR 24.60 min (PY: 21.92 / +12%)
Q2: EUR 22.01 min (PY: 20.37 / +8.1%)
Q3: EUR 21.22 min (PY: 19.54 / +8.6%)
Q4: EUR 23.60 min (PY: 22.69 / +4.0%)

Quarterly Gross margin (in million EUR)
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Table of quarterly EBITDA:

Q1: EUR 5.27 min (PY: 3.85/ +37%)
Q2: EUR 3.06 min (PY: 2.57 / +19%)
Q3: EUR 2.46 min (PY: 2.50 / -1.6%)
Q4: EUR 4.96 min (PY: 3.89 / +27%)

Quarterly EBITDA (in million EUR)

O 2015 O 2016

Q1 Q2 Q3 04
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Amortisation PPA dropped significantly
Depreciation of fixed assets increased to
EUR 2.50 min (PY: 2.32 / +7.9%), while
amortisation on purchase price allocation
(PPA) dropped significantly to EUR 0.77 min
(PY: 2.02 / -62%), because the seven year
amortization from the 2009 market offensive
acquisitions has lapsed.

EBIT increased +47% to new record
Operating profit EBIT before interest and taxes
therefore increased much stronger than
EBITDA to the record amount EUR 12.49 min
(PY: 8.47 / +47%), with EUR 9.42 min

(PY: 7.14 / +32%) contribution from Software
and EUR 3.07 min (PY: 1.33 / +130%) from
the VAR Business. The higher percentage
growth in the VAR Business was leveraged
by the reduction of amortisation.

20

Operating margins clearly higher

EBITDA yield increased to 9.4% (PY: 8.0%)
in the group, with a very positive lap to
23.1% (PY: 19.8%) in the Software segment
and 4.2% (PY: 3.9%) in the VAR Business.
EBIT yield was growing even stronger,

t0 20.4% (PY: 17.2%) for Software,

t0 2.5% (PY: 1.1%) in the VAR Business

and to 7.5% (PY: 5.3%) in the group.

Financial cost with negative currency effect
Financial cost increased to EUR -1.37 min
(PY: -0.95 / +45%).

Adjusted by EUR -0.14 min (PY: +0.27)
currency effects the real financial expenses
were on the same level as the previous year.

Pretax profit nearly 50% higher

Pretax profit amounted to EUR 11.12 min
(PY: 7.53 / +48%), also marking a new
company record.

The M+M headquarters building in Wessling near Munich
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Tax rate coming down a bit

Income tax rate sank to 36.8% (PY: 43.3%),
resulting in a dampened increase of the tax
charge to EUR -4.09 min (PY: -3.26), thereof
EUR -3.13 min (PY: -2.99) real tax charge and
EUR -0.96 (PY: -0.26) from deferred taxes.

Profit leap in net result

After tax and minority shares amounting to
EUR 0.43 min (PY: 0.40), net profit jumped to
EUR 6.59 min (PY: 3.87 / +70%) or 40 Cents
(PY: 24) per share. Thus net result is already
slightly relieved from the temporary non cash
charges PPA amortisation and deferred taxes
still amounting to EUR 1.60 min (PY: 2.28)
or 10 Cents per share (PY: 14).

Operating cash flows on high level
Operating cash flows amounted to

EUR 14.64 min (PY: 14.73) or 90 Cents per
share (PY: 91), more than twice net profit.
Adjusted by a EUR 3 miIn non-recurring
amount, previous year’s strong cash flows
have been exceeded by 25%.

Dividend proposal 35 Cents (+40%)
Management will propose to the annual
shareholders’ meeting on May 10, 2017 to
pay 35 Cents (PY: 25) dividend per share.
The maximum total payout is EUR 4.14 min,
the exact amount depends on the then
actual number of shares in treasury stock.
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Investing activities

As in the M+M business model the main
future investment is in the area of software
development, the expenses for which are
mostly not capitalized, there is only relatively
small capital expenditure necessary to keep
the fixed assets on an actual status.

In 2016, EUR 3.41 min (PY: 5.01) was invested,
mainly in IT infrastructure and software.

Net bank debt generating leverage effect
M-+M had reduced net bank debt by more
than EUR 30 Million since its all-time-high

in 2002 in the ten years till 2011.

In the course of the business model transition
and the resulting exchange from accounts
receivable to bank debt it rose back to

EUR 14.27 min as of Dec 31, 2016 (PY: 16.95).

This amount does not include bank loans for
financing properties secured by mortgages,
amounting to EUR 5.94 min (PY: 6.90).

Net bank debt (in million EUR)

35

M-+M uses a mixed equity / credit financing
model, profiting from the leverage effect of
the favourable credit interest rate level, in
order to optimise the earnings per share.

Balance structure further consolidated
Total assets were further consolidated to
EUR 100.52 min (PY: 102.52 / -2%), in spite
of the 8.2% higher gross margin.

Total assets (in million EUR)

110

Shareholders’ equity increased
Shareholders’ equity as of Dec 31, 2016
increased to EUR 40.57 min

(PY: 39.62 / +2%), with equity ratio
climbing to 40.4% (PY: 38.6%).
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Added value forecast (in million EUR)

[y Other operating income
Ity Gross margin VAR Business
140 Iy Gross margin M+M Software
120 —

100

12113 |14 15 |16 |17E 18E 19E

Earnings forecast (in million EUR)

&7 EBITDA VAR Business
& EBITDA Software

—— Net result
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Review and Outlook

During the five years since the first fiscal
year 2012 of the actual business model,
gross margin has gained EUR 28.4 min or
45%, resulting in a purely organic 9.8% p.a.
growth, within a bandwidth from 7.1%
(2013) to 13% (2015). Hence M+M has
delivered quite well on the promise of 10%
organic top line growth per year.

- %
Similarly EBlTDA ona m{l}_‘
purely operating base, "

without the contributions
from the Distribution sale 10

/]
4
e

y
booked 2012 to 2014, )4
was increased by total ° /
EUR 14.8 min oder L]

12 13 14 15 16

EUR 3.7 min per year

from 2012 to 2016. Here the bandwidth was
between EUR 2.8 min (2013) and EUR 4.9 min
(2015). The M+M target to gain EUR 3-4 min
EBITDA per year was even slightly exceeded.

The rela