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KEY FIGURES

KEY FIGURES

Changes to Changes to
previous previous
in € m* 2020 2019 2018 yearin % in € m* 12/31/2020 12/31/2019 12/31/2018 year in %
Sales revenues 170.5 162.0 150.0 5% Total assets 1901 181.2 139.0 5%
- o,
Incoming orders 181.6 166.5 154.0 99  ong-termassets 920 93.5 63.5 2%
| Equity 1n4.9 103.0 75.5 12 %
t 88.7 82. 80.2 8 %
Gross results © © ° Liabilities 75.2 78.2 63.5 -4.%
Gross pI’OfIt margin 52.0% 50.6 % 53.5% 1.4 Pp Eqwty ratio 60.4 % 56.8 % 54.3% 3.6 Pp
Full costs for research and Net cash 23.0 16.0 8.0 44 %
development 23.7 23.1 20.1 3% ] )
Working capital 27.3 28.8 31.4 -5%
Research and development
ratio 13.9 % 143%  13.4% -0.4Pp.  Number of employees for
the fiscal year (full time
EBITDA 34.6 30.0 36.0 15 % equivalents) 808 806 610 <1%
EBIT 20.1 17.0 24.8 18 % Share price (XETRA) in € 72.00 54.40 41.33 32 %
Number of shares in
)
EBT 20.4 16.9 24.5 21%  irculation 10,005,264 10,007,757 9,617,157 <%
EBT Margin 12.0 % 10.4 % 16.3 % 1.5 Pp. Market capitalization 720.4 544.4 397.5 32%
Net income 15.1 12.9 17.0 17 % + Unless otherwise stated
Weighted average number
of shares 10,005,420 9,942,657 9,642,198 1%
Result per share (€) 1.51 1.29 1.76 17 %
Cash flow from operating
activities 37.3 24.7 27.0 51%
Cash flow from investing
activities -23.3 -34.4 -25.7 -32%
Free cash flow 14.0 -9.7 1.3 >100 %
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Basler is a leading international supplier of high-quality image processing
components for computer vision applications. In addition to classic area scan
and line scan cameras, lenses, frame grabbers, light modules, and software, the
company offers embedded vision modules and solutions, 3D products as well
as customized product adjustments and advisory services. Basler products are
used in a number of markets and applications, inter alia in the fields of factory
automation, medical, logistics, retail and robotics.

Basler products are recognized for innovation, high reliability, simple integration
and an outstanding price performance ratio. Target customers are national and
international manufacturers of investment goods (OEM customers), integrating
image processing components in their own systems and equipment. The
customers are mainly supported by own direct sales organization or by regional
sales partners (channel partners).

Basler AG’s component products are generic and usable in many industries
and / or applications. After the OEM customer’s successful integration within
its product development (so-called design-in), they become a firm part of
the specific customer solution. Since the customer normally does not change
its components supplier throughout the life cycle of its own products, the
design-in phase will typically be followed by recurring business.
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REPORT OF THE MANAGEMENT BOARD

Dear shareholders, employees, customers, and business partners of Basler AG,

The financial year 2020 was unexpectedly turbulent and challenging. After
a pronounced weak period since mid 2018, markets started to recover
at the end of 2019. However, this recovery was nipped in the bud by the
corona pandemic right at the beginning of the year. Due to the pandemic,
positive signs within the industry’s development turned negative resulting in
interruptions in supplies in the procurement markets.

Immediately, we switched to a pandemic mode; within a few weeks in March
we transferred our employees to home office, adjusted our production and
procurement processes, stopped new hirings, developed scenario plans, and
increased our liquidity cushion. The health of our employees, the reliable
supply of products to our customers, and a high degree of transparency
as well as intensive communication and leadership work had top priority.
In a very stable condition, we successfully started into the second quarter.
Whereas the German industry for image processing components recorded
a decline of approximately 5 % already in the first half-year, our incoming
orders and sales increased by almost 10 % within the same period of time. This
positive development compared to the industry is particularly due to a better
regional (Asia, China) and vertical (electronics, logistics) presence as well as
to a solid operating crisis resilience. During the lockdown we continued to sail
high on the wind and essentially kept our strategic investment path despite
all pandemic circumstances. In addition to a continuously high R&D intensity,
the integration of Silicon Software and Basler China moved on. Moreover,
a building expansion at the headquarters, as well as an SAP S/4HANA
project for further digitizing the group were started. We neither used short-
time work nor cut our staff - productivity and commitment of our global
team were pleasantly high. Despite a weaker third quarter, we positively set
apart from the development of the industry in the second half-year. With
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increasing incoming orders and sales in the fourth quarter, we reached
sales of approximately € 171 million and incoming orders of approximately
€ 182 million in financial year 2020. The gross margin increased, personnel
costs developed approximately in proportion to sales and our operating
costs decreased particularly due to corona by almost € 2 million. After having
increased our forecast several times in the course of the year, the pre-tax
result as well as the pre-tax return rate increased compared to the previous
year to € 20.4 million /12 % - what a crazy and at the same time successful
year!

Particularly in the past year, our employees and their families extraordinarily
contributed to this success. We would like to take this opportunity to thank
them for their passion and tireless commitment. Already in December, we
showed our gratitude with a special bonus. We are very pleased by the
trust of our customers and sales partners. We would also like to thank our
supervisory boardandour shareholders for the trustfulandlong-term oriented
cooperation. We very much appreciate your approval and understanding with
regard to last year’s reduction of the dividend distribution ratio as a matter
of prudence. This year, we particularly would like to let our shareholders
participate in the success of the company. We will forward a proposal to the
general meeting 2021 suggesting to pay a regular dividend for the financial
year 2020 in the amount € 0.45 per share. Additionally, we will propose to
pay a special dividend in the amount of € 0.13 per qualifying share reflecting
the particular circumstances and the unexpectedly strong result of the past
year. Should that proposal be adopted, the planned dividend payment of a
total of approximately € 5.8 million would correspond to about 38 % of the
net result.
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Financial year 2021 will also be characterized by pandemic uncertainties.
However, we vigorously start into the new financial year due to our positive
book-to-bill ratio and large order backlog. In principle, signals of growth
from logistics, semiconductor and electronics fields of applications as well
as the positive signs in China make us confident about the new financial
year. On the basis of current information, we plan to reach sales within a
corridor of € 190 million to € 210 million in fiscal year 2021. Depending on
sales, this would result in a pre-tax return rate between 12 and 14 %. Based
on this estimation, we expect a strong investment cycle within the sectors
of semiconductors and electronics as well as in logistics and assume that
there will be no major interruptions in supply in the procurement markets
for electronic components. In addition, we expect the pandemic progression
to improve in the second half-year due to vaccinations. The broad forecast
corridor reflects the current uncertainties and the relatively early date for a
forecast within the financial year.

With tailwind, an increased number of employees, unique market access, solid
liguidity, and a significantly extended and highly innovative product portfolio,
Basler has started into the financial year 2021. In this year, we want to achieve
another important milestone on our strategic path to become a full-range
provider and in reaching a sales level of € 250 million. Despite all corona
pandemic-related challenges, we continue to implement our profitable and
self-financed growth strategy.

REPORT OF THE MANAGEMENT BOARD

We look forward to working together with you shaping the future growth of
Basler AG and would like to give you detailed insights of the past fiscal year.
Enjoy reading our report and stay healthy.

Ahrensburg, March 25, 2021

The Management Board

WZ@C%M

Arndt Bake Hardy Mehl
CEO cco cMo CFO/CO0

Divtusor ey

Dr. Dietmar Ley John P. Jennings
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Norbert Basler

Founder & Chairman of the
Supervisory Board

REPORT OF THE SUPER Y BOARD

REPORT OF THE SUPERVISORY BOARD

Dear Ladies and Gentlemen,

In the elapsed fiscal year 2020, the supervisory board fulfilled its incumbent
obligations according to the law, the German Corporate Governance Code,
the articles of incorporation and the rules of procedure of the supervisory
board and continuously monitored and advised the management board in
its management activities. The management board provided the supervisory
board with written and oral reports on the economic position of Basler AG,
its foreign subsidiaries, and its divisions on a monthly basis and discussed
the business and economic situation in detail with the chairman of the super-
visory board.

In fiscal year 2020, four regularly occurring supervisory board meetings
took place. These were held on March 27, 2020, May 26, 2020, September
14, 2020, and December 9, 2020. All members of the organization attended
the meetings - due to the time difference between Germany and the US,
Mr. Jennings joined the meetings only at lunch times via Microsoft Teams.
Due to Covid-19 as well as the related travel restrictions, all 2020 supervisory
board meetings were held virtually, only the meeting on September 14 was
a meeting that was attended in person except for Mr. Jennings, who again
joined the meeting at lunch time virtually.

The management board and the supervisory board cooperate closely for the
benefit of the company. The basis for this cooperation is frank and trusting
discussion. The management board has coordinated the company’s strategic
orientation with the supervisory board and has reported in regular intervals
to the supervisory board about the state of implementation. The supervisory
board was involved in all major decisions of fundamental importance to the
company. The management board has informed the supervisory board at
regular intervals about all relevant issues concerning the company’s business
development and risk situation. The chairman of the supervisory board is
in regular contact with the CEO, and was informed by him about current
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developments and unusual occurrences and has passed them on accordingly
to the other members of the supervisory board. The supervisory board
consented to those business dealings which, according to the law and the
company’s articles of incorporation, required its consent. This applies to
decisions and measures of fundamental importance to the company’s
situation with regard to assets, finances, and revenue.

Significant issues the supervisory board dealt with in the elapsed fiscal year
were inter alia:

» Consultation on and conclusion of the annual balance sheet for 2019 and
the proposals for the shareholders’ meeting

» Dividend for fiscal year 2019 including the proposal for the shareholders’
meeting

» Economic and market-specific developments

» Situation of the relevant markets and Basler AG’s position in these
markets

» Advancement of the corporate strategy
» New business development
> M&A activities

» Final integration of the MVLZ machine vision business in China to Basler
China

» Final integration of Silicon Software GmbH
» Further development of the company organization
» Expansion of business premises

» Investments
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» Liquidity and working capital

» Company taxes

» Investor Relations

» Share buyback program

» Corporate planning and budget for the group for fiscal year 2021

» 4-year-planning for the group 2021 - 2024

» Correctness and effectiveness of the internal control system (ICS)

» Correctness and effectiveness of the risk management system (RMS)

Horst W. Garbrecht

Supervisory Board

» Correctness and effectiveness of the compliance management system
(CMS)

» Changes of legal requirements

» Adjustment catalogue of business transactions requiring approval

» Sustainability reporting

» Commitment to and amendments of the Corporate Governance Code

» Selection procedure for the statutory auditor

» Personnel development of the management board

» Remuneration of the management board

» Efficiency of the supervisory board’s work

» Rules of procedures of the supervisory board

» Personnel development of the supervisory board



> Articles of association issues
» Effects of the corona pandemic

The BDO AG Wirtschaftsprifungsgesellschaft which was selected as annual
auditor by the shareholders’ meeting on May 26, 2020, was commissioned
by a letter of May 29, 2020 by the chairman of the supervisory board’s audit
committee, Prof. Dr. Mirja Steinkamp, to perform the audit. The annual auditor
participated in the supervisory board meeting on March 25, 2021, in which
the presented annual balance sheet and the reported essential results were
discussed.

The accounting, the annual balance sheet as of December 31, 2020, and
the situation report for Basler AG, along with the group’s annual balance
sheet as of December 31, 2020, and the group’s situation report have been
audited by the annual auditor, the BDO AG Wirtschaftsprifungsgesellschaft,
they have been found to be compliant with the applicable laws and the
company’s articles of incorporation, and they have each been furnished with
an unconditional audit certificate. The supervisory board took consenting
notice of the audit result.

The supervisory board, on its part, examined the company’s and the group’s
annual balance sheets and the company’s and the group’s situation reports
in the context of the applicable legal regulations. No objections were raised.
The supervisory board approved of and therewith established the annual
balance sheet for Basler AG as prepared by the management board.

In accord with the Corporate Governance Code, the supervisory board
regularly reviewed the efficiency of its work and improved it. Furthermore,
the supervisory board performed on its own authority education and training
measures required to perform its duties.

The supervisory board members do not act as consultants to nor hold officer
positions in executive bodies of clients, suppliers, creditors, or other business
partners. Consequently, conflicts of interest did not arise with their mandates
during the past fiscal year.

REPORT OF THE SUPERVISORY BOARD

Prof. Dr. Mirja Steinkamp

Supervisory Board
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Thereport compiled by the management board according to & 312 of the Stock
Corporation Act (AktG) on relations with affiliate companies was audited by
the annual auditor and furnished with the following audit certificate:

“Following our duly performed audit and evaluation we herewith confirm that
» the actual information given in the report is correct
and

» the company’s performance was not inappropriately high for the legal
transactions specified for the reporting year”.

The supervisory board took consenting note also of this audit report of the
annual auditor. The supervisory board states after the concluding result of
its own audit, that no objections are to be raised regarding the management
board’s statements on relations with affiliate companies.

ROBUSTLY THROUGH THE PANDEMIC - MARKET SHARES
INCREASED - FUTURE OPPORTUNITIES MAINTAINED

Basler AG managed the extraordinary challenges very well along with the
corona pandemic and showed to be robust.

The pandemic will continue to be a central topic for the world, the society
and also for Basler AG. However, for 2020 we note gratefully that the
corona related challenges have been successfully managed so far, threats
have been repelled, and emerging opportunities have been taken: Due to
a consistent management of preventive measures and the flexibility of all
parties concerned, serious health impacts for the employees were avoided.
In a declining market, market shares were gained and growth above plan
was generated. Also the profitability target was exceeded. However, even
more important is that the company continued the development of all future
opportunities without cuts in the development of technology, of the market,
and the strategy - despite the pandemic. At the same time, the strategy-
driven reorganization of the company to a full provider for image processing
continues unabatedly.




In conclusion, the company proved to be responsive, flexible, and robst -
a result and confirmation of the long lived modern, value based company
culture and solid, careful way of doing business. Based on its cultural, financial
and capacity resources, the Basler team did an awesome job. The courage,
the identification with the company, the commitment and extreme diligence
of all parties involved were and are excellent.

The supervisory board expressly thanks all people working for Basler
and hopes that shaping the future will soon be possible under normal

circumstances. At the same time we are sure that the experience made is
valuable and helpful for the future.

Ahrensburg, March 25, 2021

For the Supervisory Board

k. aatar /Z‘Cay /’/4

Prof. Dr. Eckart

Norbert Basler Kottkamp Horst W. Garbrecht
Founder & Chairman of the Vice Chairman of the Supervisory Board
Supervisory Board Supervisory Board

‘;_/-
Prof. Dr. Mirja Steinkamp  Dorothea Brandes Dr. Marco Grimm
Supervisory Board Supervisory Board Supervisory Board

REPORT OF THE SUPE Y BOARD
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Supervisory Board
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THE BASLER SHARE

At the beginning of 2020, the Basler share opened at € 54.20 and remained
stable around this value during the first weeks of the year. In March, when
Covid-19 broke out and the accompanying uncertainties reached the capital
market, the share price started to descend to its annual low of € 34.15 at the
end of March.

In the second quarter, the share price recovered steadily, inter alia due to the
increase of the sales forecast for the first half-year from € 78 million to € 86
- 88 million at the end of May. At the end of June, the share price closed the
first half-year at € 57.60. In July, this positive trend continued and received
tailwind after the announcement of preliminary results above plan for the first
half-year on July 9, 2020. In anticipation of positive half-year results, the share
price increased to over € 60.00 at the beginning of August. This threshold
crossing continued until the end of August, before the share received a setback
in September and finally closed the quarter at € 50.40. In October, the share
price showed little movement. After positive quarterly results and the capital
market’s regained confidence in technology stocks, it started the year-end
rally and closed the year at € 72.00. Within this upward trend, the share price
reached its annual high at € 72.20 on December 28, 2020. The share price
increase in this extraordinarily volatile financial year 2020 was almost 33 %.

In 2020, Basler AG benefitted from the strongly Asia oriented business that
overcame the Covid-19 pandemic faster than Europe and the Americas.
Furthermore, Basler developed significantly better than its competitors due
to its solid presence in the semiconductor and logistics sector. This business
success together with reliable forecasts and financial as well as organizational
stability was obviously recognized by investors and made the share price of
Basler increase disproportionately compared to its peers.
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SHARE PRICE DEVELOPMENT 2020
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SHAREHOLDERS’ MEETING

For the first time in the company history the shareholders’ meeting that took
place on May 26, 2020, was conducted virtually. The registered and logged-in
investors were given an extensive company presentation by the management
board informing them about the strategic direction of the company and the
course of business in 2019. After a general debate, all items were approved by
more than 99 % of the voters present.

Please find detailed information about the general meeting 2020 here
www.baslerweb.com/en/investors/annual-general-meeting

The general meeting 2021 is scheduled for May 19 and will again be in a virtual
format.


http://www.baslerweb.com/en/investors/annual-general-meeting

SHARE BUYBACK PROGRAM

Convinced that sales and result would increase over the following years, in
September 2011 the management board first decided to conduct a share buy-
back program. In the course of the past nine years, further share buyback
programs followed.

With the approval of the supervisory board, on December 9, 2020, the
management board of Basler AG decided to terminate the share buyback
program that was restarted on March 11, 2020, and suspended at that time
and to start a new share buyback program based on the resolution of the
shareholders’ meeting of May 26, 2020. The new share buyback program
amounts to a total of € 10.0 million with a term running until May 25, 2025.

The basis of the share buyback program was the authorization pursuant to
section 71 (1) no. 8 of the AktG dated May 26, 2020, agenda item 8 of this
shareholders’ meeting. According to this, the company may acquire treasury
shares on the basis of the currently registered share capital up to a total amount
of €1,050,000.00 divided into 1,050,000 shares. The authorization is valid until
the end of May 25, 2025.

At the reporting date December 31, 2020, Basler AG held 494.736 own shares
corresponding to almost 4.7 % of total shares of 10.5 million shares.

In principle, the company is allowed to use the shares for all legal purposes
provided for in the authorization. In particular, this share buyback program is
intended to buy own shares for a later use as acquisition currency.

The share buyback program will be implemented as a programmed buyback
program within the meaning of Art. 1 lit. a of Regulation (EU) 2016/1052.
The program will be managed by Oddo BHF. The credit institution has been
instructed, at its own discretion but within the framework of the following
provisions, not to buy more than 25 % of the average daily trading volume of
the 20 trading days on the respective trading venue prior to the purchase date
from the respective daily turnover. In this context, the purchase price per share
(excluding ancillary purchase costs) may not exceed or fall short of the share

THE BASLER SHARE

DIVIDEND 2020

price determined on the trading day by the opening auction in XETRA trading
(or a comparable successor system) on the Frankfurt Stock Exchange by more
than 10 %.

The extent to which own shares are actually acquired will depend in particular
on market conditions. The acquisition is carried out via the stock exchange
in compliance with the provisions of Regulation (EU) No. 596/2014 of the
European Parliament and of the Council of April 16, 2014 on market abuse
(“Market Abuse Regulation”) and the delegate regulation (EU) 2016/1052 of
the Commission of March 8, 2016 adopted on the basis of Article 5 (6) of the
Market Abuse Regulation supplementing regulation (EU) No. 596/2014 of the
European Parliament and of the Council by regulatory technical standards for
the conditions applicable to buyback programs and stabilization measures
(“Delegated Regulation”) and the volume limits and other purchase restrictions
and publication requirements provided for therein. The company has the right
to suspend or prematurely terminate the share buyback program at any time.

DIVIDEND AND APPROPRIATION OF EARNINGS

Due to the solid business development in the fiscal year 2020, the management
board of Basler AG has decided to propose to the general meeting 2021 to pay
a dividend.

Our dividend strategy is to pay approximately 30 % of the net result every
year, however, always depending on the business development and planned
investments in growth and in the future of the company.

Having reduced the payout ratio last year for reasons of prudence, we want
our shareholders to participate particularly in the company’s success for
2020. On this base, the proposal will be made in the general meeting of
2021 to pay a regular dividend for the fiscal year 2020 of € 0.45 per share.
In addition, we will propose a special dividend of € 0.13 per eligible share.
This reflects the special circumstances and the unexpectedly high earnings in
the past fiscal year. If this proposal is adopted, an amount of approximately
€ 5.8 million would be paid out and thus 38 % of our net income would be
distributed to our shareholders.

OO
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CAPITAL MARKET COMMUNICATION

Continuous and open communication with all capital market participants is
very important to Basler AG. We value the direct contact to analysts, investors,
and private shareholders. We communicate with institutional investors via
conference calls, individual meetings, and roadshows or at capital market
conferences. It is during the general meeting, at smaller conferences, as
well as in personal discussions where we inform private investors about the
development of the company. However, IR work has been different since March
2020. Communication stayed intense, but limited to digital formats. We very
much hope that in the second half-year of 2021 we can get in direct contact
again with our investors and are already looking forward to a personal reunion.

In the elapsed fiscal year, Basler AG participated in two (previous year: seven)
roadshows and eight (previous year: seven) capital market conferences.
Furthermore, many investors sought direct contact with the company. We
addressed this interest via conference calls.

As a listed family company, in 2020 we again concentrated our investor relations
work mainly on investors pursuing a long-term strategy focusing on listed family
companies like Basler AG which are comfortable with correspondingly limited
trade volumes, even though they considerably increased in the elapsed three
fiscal years. Due to this clear orientation as well as the very stable business
development in 2020, the quality and quantity of our investors’ meetings
considerably improved further in 2020.

In the previous year, the analysts of Warburg Research, Oddo BHF AG,
Berenberg Bank, Jeffries as well as Matelan Research regularly prepared
studies about Basler AG (previous year: 5). You can find some of the current
recommendations via www.baslerweb.com/share in the Share >> Analyst
recommendations section.

In addition to this, we offer comprehensive information in the internet via
www.baslerweb.com/Investors, where you can find our quarterly reports, half-
year reports, and annual financial reports, along with analyst presentations and
press releases, as well as the financial calendar for the current year showing all
important publication dates and the date of the general meeting.

THE BASLER SHARE

CONTACT DETAILS

For questions about our company or the Basler share, please contact our
investor relations department:

Tel. +49 4102 463 O

Fax +49 4102 463108

ir@baslerweb.com

www.baslerweb.com/Share

REGULAR INFORMATION

If you wish to receive information about our company regularly, please contact
our investor relations department via www.baslerweb.com/Investors.

SHARE-RELATED INFORMATION

ISIN: DEOOO5102008
Abbr.: BSL

Prime Standard branch: Industrial

Industry group: Advanced Industrial Equipment

Admission segment: Prime Standard / Regulated Market

Designated sponsor: Oddo Seydler AG, since October 2020 M.M. Warburg & Co.
Number of shares: 10,500,000

Member of the following indices: CDax, Prime All Share (performance and
share price)
DAXsubsector Advanced Industrial Equipment (performance and share price)


https://www.baslerweb.com/en/company/investors/share/current-price-information/
http://www.baslerweb.com/Investors
mailto:ir%40baslerweb.com?subject=Gesch%C3%A4ftsbericht
http://www.baslerweb.com/Aktie
http://www.baslerweb.com/Investors
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YEAR HIGH 2020

SHAREHOLDER STRUCTURE SHARE OWNERSHIP BY THE MEMBERS OF THE
MANAGEMENT BOARD AND THE SUPERVISORY BOARD
50, 4% 12/31/2020 Number  12/31/2019 Number
. of Shares of Shares
5% Supervisory Board
Norbert Basler - -
6 %
Dorothea Brandes - -
53 % Horst W. Garbrecht - -
Dr. Marco Grimm - -
Prof. Dr. Eckart Kottkamp - -
Prof. Dr. Mirja Steinkamp - -
Norbert Basler Holding GmbH (53 %)
Free Float (27 %) Management Board
27 % Invesco Advisers; Inc. (6 %) Dr. Dietmar Ley 378,882 377,382

[ Treasury Shares (5 %)

B 7-Industries Holding B.. (5 %) John P. Jennings 13,500 13,500
[l Dr. Dietmar Ley (CEO) (4 %) Arndt Bake 1,850 1,650
Hardy Mehl 5,550 4,600

SHARE PRICE KEY FIGURES

2020 2019 2018 2017
Market capitalization 720.40 544.40 397.50 626.30
in € million (as of 12/31)
Annual closing price 72.00 54.40 124.00 195.05
in € (as of 12/31)
Year highin € 72.20 57.20 218.70 228.70 a
Year low in € 3415 33.70 120.40 58.57
Annual development +33 % +30 % -36 % +218 %
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CORPORATE GOVERNANCE

REPORT ON CORPORATE GOVERNANCE OF THE
BASLER GROUP

The Management Board and the Supervisory Board of Basler AG and the Basler
group are committed to responsible, long-term and sustainable development
of the company. Good Corporate Governance is one of the key components.
The following Declaration of Conformity refers to the recommendations of
the Government Commission for the German Corporate Governance Code as
amended on December 16, 2019.

Open and transparent corporate communication, observance of shareholder
interests, forward-looking handling of opportunities and risks, as well as efficient
and trustful cooperation between the Management Board and the Supervisory
Board, are major aspects of good Corporate Governance. These are conducive
to Basler AG and Basler group in gaining the trust of shareholders, business
partners, employees, and the general public. At the same time, these principles
are important orientation standards for both committees. In the following, the
Management Board and the Supervisory Board jointly report on Corporate
Governance at Basler AG.

MANAGEMENT BOARD

With the expiration of John P. Jennings’ Management Board contract on
December 31, 2020, the composition of the Management Board changed. John
P. Jennings is succeeded by Alexander Temme. Since Alex joined Basler AG in
2002, he performed several management functions as well as the management
of a business unit.

The four-member Management Board leads the company under its own
responsibility. In line with corporate interests, the Management Board performs
its leadership role with the objective of sustainably increasing the company
value. The Management Board agrees with the Supervisory Board on the
strategic direction of the company and implements this strategy. It ensures
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the adherence to legal provisions and company-internal guidelines and works
to achieve compliance throughout the group. It establishes an appropriate risk
management and risk controlling system in the company.

The Supervisory Board is promptly involved and provided with complete
information concerning all decisions that may materially affect the net asset
situation, financial and earnings situation of the company. The Management
Board reports to the Supervisory Board regularly, quickly and comprehensively
in written and verbal form about all relevant topics relating to business
development, company planning, strategic alignment, the opportunity and
risk situation, risk management, and compliance. Members of the Management
Board are appointed by the Supervisory Board.

The members of the Management Board do not hold other mandates in other
statutory Supervisory Boards or in comparable domestic or foreign supervisory
committees.

SUPERVISORY BOARD

Since the annual meeting 2018 the Supervisory Board consists of six members.
Two of them are representatives of the employees and are directly elected by
the staff. The other four members are directly elected by the annual general
meeting. The election of the Supervisory Board is in compliance with the
recommendations of the Corporate Governance Code; all members of the
Supervisory Board are elected individually.

The Supervisory Board serves the Management Board in an advisory capacity,
monitors the Management Board in its management of the company and verifies
all significant business transactions for the Management Board by examining
the documents in question in terms of the German Stock corporation Act
(AKktG), the company’s articles of incorporation and the Supervisory Board’s and
Management Board’s rules of procedure. Also, outside of regular Supervisory
Board meetings the Supervisory Board is provided with information on the
business development. In this way, it can follow and support business operations
by giving advice and recommendations on an appropriate information basis.



The Supervisory Board complements the rules of procedure of the
Management Board by determining a catalogue of transactions requiring
consent. The Supervisory Board acts on the basis of its own rules of procedure.
Moreover, the Supervisory Board declares the annual financial statements,
and approves the consolidated financial statements. Every year, the chairman
of the Supervisory Board presents the activities of the Supervisory Board in
his report to the shareholders as part of the annual report. In addition, he is
available for discussion as chairman at the annual general meeting. You will find
additional information on the Management Board, and the Supervisory Board,
particularly regarding their working methods and further mandates performed
by the members in the Supervisory Board’s report, in the notes, as well as in
the management report.

The individual Supervisory Board members’ Supervisory Board mandates
and shareholdings as well as the shareholdings of the Management Board are

shown in the notes.

The duration of the Supervisory Board membership can be seen on the
following website:

www.baslerweb.com/en/company/management/supervisory-board/.
The rules of procedures for the Supervisory Board foresee the formation of two
committees. Both of them have been formed and work in line with the contents

of the rules of procedures of the Supervisory Board:

The audit committee’s function is to prepare negotiations and resolutions of
the Supervisory Board regarding

» accounting and the effectiveness of the risk management system

» the internal control systems as well as the internal audit system with the
necessary independence of the auditor

» the issuing of the audit mandate to the auditor
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» the determination of focal points of the audit, and the fee agreement

» compliance issues.

The chairman of the audit committee is independent and has in-depth expertise
in the areas of accounting and auditing of financial statements. It should not
have been a member of the company’s Management Board in the past two

years. The chairman of the Supervisory Board is a member but not the chairman
of the audit committee.

COMPOSITION OF THE AUDIT COMMITTEE:

Prof. Dr. Mirja Steinkamp, Chairwoman of the Audit Committee

Norbert Basler, Member of the Audit Committee

Prof. Dr. Eckart Kottkamp, Member of the Audit Committee

The nominating committee searches for suitable candidates for the work of
the Supervisory Board, proposes them to the Supervisory Board for its election

proposals to the general meeting. The nominating committee is exclusively
staffed by shareholder representatives.

COMPOSITION OF THE NOMINATING COMMITTEE:

Norbert Basler, Chairman of the Nominating Committee

Horst W. Garbrecht, Member of the Nominating Committee

Prof. Dr. Eckart Kottkamp, Member of the Nominating Committee

When composing the Supervisory Board, the election by the annual general
meeting is prepared by evaluating candidates, who bring industry knowledge,

experience and specialist expertise to the table. The proposals to the annual
general meeting for the election of Supervisory Board members are based


https://www.baslerweb.com/en/company/management/supervisory-board/# 

BASLER ANNUAL REPORT 2020

on the competence profile of the Supervisory Board and the objectives for
the composition of the entire body. Against this background, the Supervisory
Board has not set an age limit for Supervisory Board members.

INDEPENDENCE OF THE MEMBERS OF
THE SUPERVISORY BOARD

The shareholder representatives in the Supervisory Board have determined
what they consider to be an appropriate number of independent shareholder
representatives in the Supervisory Board, taking into account the ownership
structure of the company. The Supervisory Board in its current composition
complies with this determination. The number and names of the shareholder
representatives are shown under

www.baslerweb.com/en/company/investors/corporate-governance/
supervisory-board/

The Supervisory Board mainly bases its assessments of independence on
the indicators mentioned in the current version of the Corporate Governance
Code dated December 16, 2019. Aspect requiring further explanation are
the classification of the Supervisory Board chairman Norbert Basler as
“independent” of the company and its Management Board. Norbert Basler
is regarded as independent by the other shareholder representatives in the
Supervisory Board despite having beena member of the company’s Supervisory
Board for twenty-one years and his (indirect) shareholder position. In his
activities as a member of the Supervisory Board, he has never given cause to
doubt that he has always fulfilled his duties in the Supervisory Board in a dutiful
and proper manner. The other shareholder representatives in the Supervisory
Board are therefore convinced of its independence. There were and are no
significant business relationships between Norbert Basler and the company or
any of its dependent companies. Nor is Norbert Basler a close family member
of a member of the Management Board of Basler AG.

The classification of the supervisory board member Prof. Dr. Eckart Kottkamp
as ,independent”. Prof. Dr. Eckart Kottkamp is regarded as independent by the
other representatives of the shareholders in the supervisory board, despite his 15
years on the supervisory board. In his activities as a member of the supervisory
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board, he has never given cause to doubt that he has always performed his
duties in a dutiful and proper manner. The other shareholder representatives
on the supervisory board are therefore convinced of his independence. There
were and are no significant business relationships between Prof. Dr. Eckart
Kottkamp and the company or any of its dependent companies. Prof. Dr. Eckart
Kottkamp is also not a close family member of a member of the Management
Board of Basler AG.

SELF-ASSESSMENT OF THE SUPERVISORY BOARD WORK

The supervisory board regularly assesses the effectiveness of the performance
of its duties as entire body and in its committees. The assessment is based on
a catalogue of criteria developed by the supervisory board.

RELEVANT INFORMATION ON CORPORATE GOVERNANCE
PRACTICES OF THE MANAGEMENT BOARD AND THE
SUPERVISORY BOARD

In addition to legal requirements, the company’s articles of incorporation, the
rules of procedures of the supervisory board and the Management Board, the
supervisory board’s competence profile as well as the recommendations of the
German Corporate Governance Code form the basis for practices of corporate
management at Basler AG.

DIVERSITY CONCEPT

For several years, Basler AG relies on the diversity principle shown in the
composition of the employees, the high rate of female participation as well as
the age structure of the company.

There have been no formulated written diversity concepts for the supervisory
board as well as for the Management Board to date. The Management Board
consists of experienced managers. Before their board activities, all of them were
responsi-ble for different areas in the company. Their professional backgrounds
and focus complement each other very well. Their individual curricula vitae can
be found at www.baslerweb.com/en/company/management/board/.


https://www.baslerweb.com/en/company/investors/corporate-governance/supervisory-board/
https://www.baslerweb.com/en/company/investors/corporate-governance/supervisory-board/
https://www.baslerweb.com/en/company/management/board/

The Management Board’s employment contracts expire at different times, the
age limit for members of the Management Board is 70 years. The Management
Board did not set up any committees.

In 2014, the supervisory board together with the Management Board worked out
a competence profile including the key topics: professional skills, experiences,
competence in the company’s key success factors, as well as a personality
profile. The purpose of this competence profile is to cover as good as possible
all important and trendsetting topics of the company.

In the past years, two new supervisory board members, Mr. Garbrecht and
Mrs. Prof. Dr. Steinkamp, were found according to this profile and complete the
body with the necessary qualifications.

All members of the supervisory board are elected separately. As the contracts
of the Management Board, those of the supervisory board expire at different
times.

The nominating committee ensures the implementation of the diversity concept.

In its proposals to the general meeting, the supervisory board will continue
to observe legal requirements and give priority to women in case of equal
gualification. The decision on the candidates which the supervisory board
considers to be the most appropriate ones, is to be taken whenever a new
election is scheduled. The supervisory board and the Management Board do
not consider it as useful to be bound to pre-formulated abstract targets for
selecting candidates instead of freely deciding on a person which is available
and seems to be most suitable for the position.

In its meeting in March 2018, the supervisory board decided that for the
time being, an increase of the female quota in the supervisory board and the
Management Board is desirable, but has not to be achieved. Currently, no
position in the Management Board is occupied by a woman. The female quota
in the supervisory board is 33 %.
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REMUNERATION OF THE MANAGEMENT BOARD AND THE
SUPERVISORY BOARD

In accordance with the recommendations of the German Corporate
Governance Code, Basler AG has been reporting the remuneration of each
member of the Management Board and the supervisory board for some time
now. The remuneration of the members of the Management Board consists
of diverse components. Based on their employment contracts, the members
of the Management Board are entitled to a fixed and an annually variable
remuneration as well as fringe benefits. Part of the variable remuneration is
paid in shares. The structure of the remuneration system for the Management
Board and the adequacy of remuneration are regularly checked and defined by
the supervisory board.

According to market standards, the company grants all members of the
Management Board additional benefits provided by their executive contracts.
They are partly considered as non-cash benefits and are taxed accordingly.
This includes mainly the car allowance and the granting of accident insurance
coverage. Secondary employment is on principle subject to approval.

The contract periods for the members of the Management Board are linked to
the terms of appointment as member of the Management Board. The contracts
for the members of the Management Board provide for a post-contractual non-
competition clause. The members of the Management Board are contractually
prohibited from supplying services to or for a competitor within the period of
one and a half-years after their resignation.

In 2019, Basler AG commissioned a study on the remuneration of the manage-
ment board and the supervisory board. This confirms the appropriateness of
the system and the level of compensation and names comparable companies.
Domestic technology companies listed in the Prime Standard with sales of
between € 100 million and € 200 million were used as comparative companies.
The study also provides suggestions for the further development of the
compensation system.
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You will find a detailed overview of the remuneration of the Management
Board and the supervisory board in the notes of this annual report. A detailed
remuneration report can be found in the company’s management report.

OPPORTUNITIES AND RISKS REPORT AS
WELL AS COMPLIANCE

The growth strategy pursued by Basler increasing sales to above € 250 million,
can only be implemented if opportunities are seized and, at the same time,
measures are taken in order to minimize risks in an appropriate way.

The purpose of the opportunity and risk management system at Basler is:

> to generate transparency within the executive team about opportunities
and risks of our business and

> to agree within the executive team how the probability of occurrence of
relevant risks can be limited and

» to create scopes of action enabling a deliberate approach to opportunities
and risks, in order to avoid risks that are unacceptable and to reduce
avoidable risks to an acceptable level.

Essential parts of the opportunities and risk management system are the risk
strategy, the risk atlas, the risk matrix, and the measures to overcome risks
and to avoid them. In 2014, a risk strategy was adopted and software for a
standardized collection and measurement of risks was implemented. Again,
in the elapsed fiscal year, the risk inventory was conducted. Here, risks were
identified and quantified according to occurrence probability and monetary
amounts and measures were defined in order to minimize the risk. The number
of identified risks has been compared to the defined risk cover amount
(available capital for covering risks). The risk capacity of the group was not
exceeded. These measures will be flanked by the internal control system (ICS),
the internal quality management system and finally by the annual external audit
in the frame of the DIN ISO 9001:2015.
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The compliance of the group’s business activities with legal requirements
and human rights, as well as the rejection of corruption and bribery are self-
evident for Basler AG. They are set down within a Code of Conduct and specific
corporate guidelines supported by a Compliance Management System.
Detailed information on this subject can be found under point 11 of the notes
“Non-financial statement”.

FINANCIAL REPORTING AND YEAR-END AUDIT

Basler AG prepares its consolidated financial statements as well as the conso-
lidated interim reports as per the International Financial Reporting Standards
(IFRS). The annual financial statements of Basler AG (individual financial
statements) are prepared in accordance with the provisions of the German
Commercial Code (HGB). The consolidated financial statements are
prepared by the Management Board, examined by the auditor and approved
by the supervisory board. The annual general meeting selected BDO AG
Wirtschaftspriufungsgesellschaft as auditor and group auditor for the 2020 fiscal
year. On March 25, 2021, BDO took part in the deliberations of the supervisory
board concerning the annual financial statements and the consolidated financial
statements and reported on the results of its audit. Furthermore, the auditor
was available to provide the supervisory board with additional information and
answer questions concerning the year-end audit.

TRANSPARENCY AND COMMUNICATION

Basler makes an open and trustful communication with the shareholders
and other stakeholders a priority and maintains a fair, prompt and reliable
dialogue with all stakeholders. All capital market-relevant information is
published simultaneously in German and English and made accessible on the
company’s website. This includes annual and quarterly reports, press releases,
ad hoc notifications, information on the annual general meeting and company
presentations. The financial calendar with the relevant publication and event
dates can also be found there.



information on the trading of company shares by
Management Board and supervisory board members (directors’ dealings) as
per § 15a of the German Securities Trading Act (WpHG) as well as on changes
in the shareholdings if the voting thresholds defined in the German Securities
Trading Act (WpHG) are reached, surpassed or fallen below. Information on the
shares held by the Management Board and the supervisory board are included
in the notes.

Basler AG provides

SHAREHOLDERS AND THE ANNUAL GENERAL MEETING

Shareholders can assert their rights and exercise their voting rights at the
general meeting. The Management Board presents the consolidated financial
statements and annual financial statements, explains the prospects of the
company and, together with the supervisory board, answers the shareholders’
questions. The invitation to the annual general meeting and the corresponding
documents and information are made available on the Basler AG website the
day the meeting is called in accordance with stock corporation laws or are
made available for viewing in the offices of the company. Basler supports
its shareholders in the assertion of their voting rights by appointing voting
representatives, who vote according to the instructions of the shareholders.

GENDER QUOTA

The first level of management beneath the Management Board is the divisional
management and below it follows the department management. On December
31, 2020, approximately 27 % of Basler AG’s divisional managers were female
and 20 % of its department managers were female. There have not yet been
defined targets for the group. The definition of a department manager
in the subsidiaries differ from the one in the mother company. Therefore, a
comparability is currently difficult. This will be reviewed accordingly in the
upcoming financial year. The targets for promoting the participation of women
in management position have not yet been met at the end of the reporting
period. This is due to the M&A transactions of smaller companies which had
mostly males in management positions in the past years. The possibilities in the
context of organic growth over the short period of time were not sufficient to
compensate for this effect.
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The company offers a special training program (high potential program) in
order to qualify talented employees for leadership roles. The 2020 program
sequence focused on the promotion of women in leadership positions. The goal
is to identify and promote suitable managers in order to sustainably increase
the percentage of women in management positions.

DECLARATION OF CONFORMITY WITH
THE CORPORATE GOVERNANCE CODE
PURSUANT TO § 161 OF THE GERMAN
STOCK CORPORATION ACT (AKTIENGE-
SETZ - AKTG)

The Management Board and the supervisory board declare that in the elapsed
fiscal year 2020, Basler AG complied with the recommendations for conduct
published in the Federal Gazette on March 20, 2020 pursuant to the amendment
of December 16, 2019 made by the “Government Commission of the German
Corporate Governance Code” (hereinafter called “code”) with the following
exceptions:

B. APPOINTMENT OF THE MANAGEMENT BOARD

B.2

Mr. Alexander Temme was appointed to the Management Board with effect
from January 1, 2021 for a term of four years ending on December 31, 2024.
In this way, the company ensures that the contracts of the members of the
Management Board expire with a time lag and that at no time two personnel
decisions have to be made simultaneously in this body. In view of the fact that
Mr. Temmme moves into this position coming from a managerial activity of many
years within the company combined with a high level of trust, the supervisory
board considers this decision to be uncritical.
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C. COMPOSITION OF THE SUPERVISORY BOARD
C.1,C.2UND C.7

In its proposals to the general meeting, the supervisory board will continue
to observe legal requirements and give priority to women in case of equal
gualification. In doing so, the company’s international activities, potential
conflicts of interest as well as diversity will be considered. The decision on the
candidates which the supervisory board considers to be the most appropriate
ones, isto betaken whenever anew electionis scheduled. The supervisory board
and the Management Board do not consider it as useful to be bound to pre-
formulated abstract targets for selecting candidates instead of freely deciding
on a person which is available and seems to be most suitable for the position.
Therefore, the supervisory board does not give concrete targets according to
point C.1 DCGK (Deutscher Corporate Governance Kodex, German Corporate
Governance Code) nor does it set an age limit for members of the supervisory
board according to point C.2 DCGK. Subsequently, such targets will neither be
taken into account for proposals to the responsible electoral bodies nor will be
reported about their state of implementation.

G. REMUNERATION OF THE MANAGEMENT BOARD AND THE
SUPERVISORY BOARD

G.1

The remuneration system of Basler AG provides for financial performance
criteria for the granting of variable remuneration components. Non-financial
performance criteria are used in corporate management, but they are not used
as a basis for determining the variable remuneration components.

G.6, G.7, G.10

The remuneration system of the Management Board is based on a “bonus bank
system” which is set up as follows:
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The total target achievement (-100 % to 400 %) is multiplied by the variable
component of the target salary as defined above and results in the amount in
Euro for the bonus entitlement of the respective member of the Management
Board for the elapsed fiscal year. Accordingly, the bonus entitlement can
amount from -25 % (malus) to +75 % of the target salary.

The bonus entitlement calculated in that way is not paid immediately. In order
to do justice to the required sustainability and the multi-year assessment basis
the bonus amounts are paid delayed by a bonus bank and are subject to the
risk of a substantial decrease due to subsequent worsening of the situation.
A separate account is kept for the bonus claims of each member of the
Management Board.

The bonus or malus calculated for the elapsed fiscal year is booked to the
individual account. Allowing for the previous balance this results in a current
account balance. If this account balance is positive one third will be paid out.
Two thirds will be forwarded to a new account and be considered in the next
year. Negative balances must be compensated by positive balances or bonus
deposits before payouts can be made by the bonus bank.

In order to create a special performance incentive for the Management Board
and to motivate its members to work in the long run on increasing the value
of the company, the supervisory board decided to convert a part of the bonus
into shares. Since 2018, an individually fixed percentage part of the respective
future claim for variable remuneration of above 100 % of target achievement will
be granted in shares. Analogously, the above described bonus bank procedure
comes into effect.

The total remuneration consists of the fixed salary (75 % of the target salary)
and the payment made by the bonus bank.

If the targets agreed upon concerning profitability and growth are achieved on
average over several years, the actual total remuneration will be in the amount
of the target salary. If the targets are clearly missed for a long time, only the
fixed salary will be paid out (75 % of the target salary) in the long term.



In case of significant overachievement of the profitability and the growth target
over several years a gradually increasing total remuneration of a maximum of
175 % of the target salary will be paid out.

The supervisory board considers the remuneration system appropriate
and long-term oriented. It also prevents conflicts of interest and misaligned
incentives in the best possible way. A detailed description of the remuneration
system can be found in the management report under point 10. In many
aspects it is oriented at the DCGK (Deutscher Corporate Governance Kodex,
German Corporate Governance Code), however, it slightly deviates from the
recommendations of the Corporate Governance Code in points G.6, G.7, G.10:

G.6, G.7

This recommendation is deliberately not complied with. Instead, there is an
annual strategy process in which the supervisory board and the Management
Board agree on the medium- and long-term goals of the company and derive
the short-term goals for the variable compensation.

G.10

The company considers a quota of 50 % of the variable compensation above
this target level (overachievement) in the form of shares to be appropriate.
Both the entry and the payment in the bonus bank are made in the same way
as the procedure for variable compensation in cash. One third of the annual
balance is paid out each year and two thirds are carried forward.

27

CORPORATE GC

Ahrensburg, March 25, 2021

Aup B

Arndt Bake
CMO

John P. Jennings

Dr. Dietmar Ley

CEO CcCco

Nt e

Alexander Temme

f ibeny LS

Prof. Dr. Eckart
Kottkamp

Hardy Mehl
CFO/COO

k. Rt

Norbert Basler

Cco

Horst W. Garbrecht

Vice Chairman of the Supervisory Board

Supervisory Board

Mﬂm/gf

Dorothea Brandes Dr. Marco Grimm

Founder & Chairman of the
Supervisory Board

WBoday

Prof. Dr. Mirja Steinkamp

Supervisory Board Supervisory Board Supervisory Board



BASLER ANNUAL REPORT 2020 MANAGEMENT REPORT

CONTENT

1. BASIC COMPANY INFORMATION ..ttt it ittt utens s anssnss s snssassssssssssssssssssssssssssssssssssssssssssssssnsssosnsssnssennsnnnsns 29
L. BUSINESS MOl . 29
L 2 CONIrOl Sy S O 29
1.3 Research and Development . 30
2. ECONOMIC REP O RT L.ttt it ittt et s maes s snssanssnssssssssssssssssssssassssssassssssssssssssssssssssssssssesssnsssonssnssesssnssnnns 31
2.0 Basic CoNAitiONS. ..o 31
2.2 BUSINESS DVl oM ent . 32
2.3 POt SIUAT ON 32
2.4 FiNanCial SitUATION « o 33
2. ASSEl SIUAL ON 34
2.6 Financial Performance INAiCators . .o 35
2.7 Overall Statement © 35
3. SUPPLEMENTARY REP O RT ..ttt it i ittteutonssanssnsssnssnsssssssssssssassssssassssssssssssssssssssssssssssasssnsssosssnssosssnssnnns 37
4. FOREC AST REP O RT ittt ittt et s e une s ssnss s snsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssesssssssnsssnsssnnsss 37
5. OPPORTUNITIES AND RISKS REP O R T . ittt it ittt et s oassanssnssenssnnssnssenssnssassssssssssssssssssssssssssssasssnsssaosssnsssonssnssnnss 37
5.l Internal Organization. .o 38
D R N AN CE . 38
5.3 ProcUrement Market .« 39
4 Sales Market o 39
5.5 Political and Legal RISKS . .. 40
.6 OPerating RISKS o 41
57 OVerall StatemM et o 41
6. INTERNAL CONTROL SYSTEM AND RISK MANAGEMENT SYSTEM RELATED TO THE ACCOUNTING PROCESS. . ... .. iitiitinntennennronnnnnsnnns 42
7. RISK REPORTING RELATED TO THE USE OF FINANCIAL INSTRUMENT S . ... ittt it ittt ittt et annsannsnnsennsanssnnsanssnnsonnsnansannsnnnnns 42
8. REPORT ACCORING TO §315a HGB (GERMAN COMMER CIAL CODE) . ...ttt ittt tentannsansonssossnnsssonssnassasssassnnsssasssnssansnnssnnss 43
9. GROUP DECLARATION REGARDING CORPORATE GOVERNANCE (§ 315d OF THE GERMAN COMMERCIAL CODE, HGB),
CORPORATE GOVERNANCE REP O RT ..t ittt ittt tattanssnnssnssanssnnssensssassssssessssssenssssssssssansssnsssssssasssnsssasssnssanssnnsnns 44
10.PRINCIPLES OF THE REMUNERATION SYSTEM (§§ 315b TO 315C HGB, GERMAN COMMERCIAL CODE) . ... ..ttt ii it it cnnsannannsansannsannnns 44
10.1 Remuneration of the Management Board. . . .. 44
10.2 Remuneration of the SUpRerviSory Board. . .. . 48
11.NON-FINANCIAL STATEMENT (§§ 315b BIS 315c HGB, GERMAN COMMERCIAL CODE) . . . . .ttt i it ittt i ees s naaasasncaasnssaaannnsnaannnennns 49
12.DECLARATION OF THE LEGAL REPRESENTATIVES . ...ttt t et asesantanesonsonssossnnsssansssnasssnsssanssnassasssnansonssassnnssansnns 55



1 BASIC COMPANY INFORMATION

1.1 BUSINESS MODEL

Basler AG is headquartered in Ahrensburg near Hamburg (Germany), the other
group companies develop and manufacture image processing components for
professional users. The majority of sales are related to digital cameras that are
mainly used in industrial mass production, medical technology, traffic control
as well as logistics. Furthermore, the Basler group continuously expands
its product range and thus gradually develops to become a full provider of
hardware components for image processing. Basler products are recognized
for innovation, high reliability, simple integration and an outstanding
price performance ratio. Target customers are national and international
manufacturers of investment goods (OEM customers), integrating image
processing components in their own systems and equipment. The customers
are mainly supported by a direct sales organization and/or by regional sales
partners (channel partners). Basler AG’'s component products are generic and
usable in many industries and / or applications. After the OEM customer’s
successful integration within its product development (so-called design-in),
they become a firm part of the specific customer solution. Since the customer
normally does not change its components supplier throughout the life cycle of
its own products, the design-in phase will typically be followed by a long-term
stable business relationship. Based on the range and technology of standard
components, Basler also offers customization for high-volume OEM customers.

Basler AG owns subsidiaries in Germany, the USA, Singapore, Taiwan, China,
Japan, and Korea. The subsidiaries are fully consolidated in the financial
statements. Further representative offices are located in Poland, UK,
Finland, France, Malaysia, and the Netherlands. The foreign subsidiaries and
representative offices mainly provide sales activities. Additionally, there is a
production site in the Singapore subsidiary for the supply of the local Asian
markets.

External factors influencing the business model are the general macroeconomic

situation and the demand situation in the regional markets in Asia, Europe, and
North America. Due to the alignment towards industrial goods manufacturers,
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the economic situation of the machinery and plant construction industry
- particularly the semiconductor and electronics sector - is of particular
importance for the business development of the group. Due to the expansion
started in the past years to business outside of factory applications into, for
example, the medical market and traffic technology market as well as the
logistics market, Basler opens up further long-term growth potential and at
the same time reduces the cyclicality of its business. Basler participates and at
the same time drives the development of computer vision technology, which
is growing step by step into further areas of application due to increasing
performance, price reduction and networking.

1.2 CONTROL SYSTEM

Basler AG pursues a self-financed, profitable growth strategy. Organic growth
forms the main focus, but is supplemented by corporate acquisitions. An
annual strategy process defining the alignment of the company regarding
target markets, positioning, service program, technologies, sales strategy, and
financial key figures is the basis of the group management. The key financial
indicators are sales and pre-tax return. In addition, the economic value creation
is controlled via the return on capital employed (ROCE) and free cash flow are
used to manage the group.

The strategy process concludes with a qualitative and guantitative mid- and
long-term planning as well as with a budget for the upcoming fiscal year.
Performance indicators that are essential for the group management are
derived from both planning perspectives and summarized in a balanced score
card system (BSC) with derived scorecards for key value added processes. The
BSC figures and the underlying scorecards are updated monthly and discussed
within the management team. On the operational level there is a so-called “daily
management” or “shop floor management” where the daily work progress
and continuous improvements are controlled. Thus, potential deviations from
the targets are recognized at an early stage on different hierarchic levels and
addressed by appropriate counter- and preventive measures.

In order to ensure a high quality, robustness and reliability of the manufactured
products and of the corporate processes applied, Basler has implemented
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a worldwide quality management system (QM system). On a regular basis a
quality management review is conducted in which the management board
checks the effectiveness of the existing management system together with the
process owner and provide for its sustained improvement. During the year,
internal audits are carried out to check whether the processes in practice are in
line with the process descriptions of the QM system. Additionally, once a year,
an external audit is held in order to verify whether the QM system is applied
according to the provisions of the DIN ISO 9001:2015 and ISO 13485:2016
(Medical Norm). Furthermore, once a year an ICS audit is conducted in business
areas selected by the supervisory board. A compliance system is used to
manage adherence to standards, laws and ethical guidelines.

1.3 RESEARCH AND DEVELOPMENT

As a technology company, Basler relies on an early recognition of technological
trends and their fast integration in product development. Since image
processing technology develops fast and the company pursues a sustainable
growth strategy, the average annual investment in research and development
(R&D) amounts to approximately 13 - 15 % of sales. R&D activities are structured
as follows:

» Controlled innovation management

» Pre-development of new technologies

» Development of new platform architectures for future product lines as well
as corresponding manufacturing technologies

» Development of new product lines and products on existing product
platforms

» Customer specific adjustments of products

» Maintenance of existing products
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Within innovation management; the collection, valuation, testing and selection
of innovative ideas follows a special process. The principle “fail fast, learn
fast” is applied during the entire process. In the framework of the process,
technological as well as commercial aspects are considered, so if successful,
at the end of the innovation process, a qualified product or business idea is
identified which can be scaled by applying classic product creation processes.

Pre-development examines technologies that seem to be reasonable for
integration in future products. As far as possible, Basler aims to master new
technologies prior to platform or product developments in order to have
sufficiently analyzed possible risks beforehand. This way, product developments
can be conducted more efficiently and closer to planning. Already at this stage
selected customers are informed a bout technology developments in order to
get early feedback from customers and / or markets.

Within the platform and product development, the following measures in the
financial year 2020 should be particularly pointed out:

» Development of new platform technologies:

e Finalization of two new platforms for industrial cameras (ace 2 and boost)
including a joint new firmware platform

e Development of embedded vision camera modules as well as the
compatibility to NXP processors

e Finalization of a second camera generation based on 3D time-of-flight
(ToF) technology (Basler blaze)

e Finalization and serial transfer of a new platform for frame grabbers
specially designed for Basler boost cameras



» Product development:

e Expansion of the ace 2 product line by new CMOS sensors and new
features

e Expansion of the ace camera line MED ace by new sensors and features
especially designed for customer requirements from the medical market

e Product variants of the new boost camera line

e Introduction of embedded vision kits compatible with NVIDIA and NXP
processor technology

e Development of complementary accessories particularly in the area of
cables, lenses, interface cards and lighting

For confidentiality reasons this report does not go into more detail regarding
innovations and pre-developments.

Compared to the previous year, the expenses for R&D (personnel costs,
depreciation, other operating expenses as well as directly attributable overhead)
slightly increased from € 23.1 million to € 23.7 million and amounted to 13.9 %
of sales. Due to new hirings, the number of full-time equivalent employees in
research and development increased from 196 (December 31, 2019) to 200
(December 31, 2020). Overall, the Corona pandemic had no significant impact
on the working capacity and productivity in the research and development
area. Despite all circumstances, the innovative strength of the company could
be maintained and powerful investments were made in the medium to long-
term technological future of Basler.

The expenses include third-party services in the amount of € 362 thousand
(previous vyear: € 396 thousand). The capitalized investments in own
developments amounted to € 10.5 million (previous year: € 12.5 million). The
amount of depreciation for own developments amounted to € 8.5 million
(previous year: € 7.1 million).
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At the end of fiscal year 2020, Basler was the owner of 84 patents and patent
applications; 32 are granted, 52 are in the process of application. Furthermore,
Basler is the owner of 5 utility models and 14 designs.

At the end of fiscal year 2020, Silicon Software GmbH was the owner of
2 patents, both of them are granted.

At the end of fiscal year 2020, Basler AG is the owner of 140 trademarks. 14
more trademarks are in the process of application. Silicon Software GmbH is
the owner of 2 trademarks at the end of fiscal year 2020.

2 ECONOMIC REPORT

2.1 BASIC CONDITIONS

With economic conditions in the previous year already the worst since the
financial crisis of 2008/09 and signs of a recovery on the industrial goods
markets towards the end of 2019, this was nipped in the bud by the onset
of the Corona pandemic in early 2020. In 2020, the economic environment
was very strongly characterized by the consequences of the Corona pandemic
and the ongoing trade war between the USA and China. In March, the Corona
pandemic led to a rapid global slowdown in demand for capital goods for
the manufacturing sector. As a conseqguence of the first wave of lockdowns,
the Purchasing Managers’ Index fell to a very low 34.5 % in April and then
turned back to an above 50 % growth threshold in the third quarter (source:
PMI,IHS Markit). The global economic growth of -3.5 % was below the initial
expectations of 2.4 %. The economic downturn in the Euro zone amounted to
-7.2%,-5.8 % in Germany, and -3.5 % in the USA, and thus, was also far from the
original growth forecasts. Only China recorded an economic growth of 2.7 %,
even if this was far below the forecast of 5.9 %. (source: Berenberg, Economy
and Financial Markets, Outlook 2021).
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Due to the pandemic, the market for machinery and plant engineering that is
relevant for Basler developed significantly weaker than in the previous year and
weaker than expected. Incoming orders recorded a decrease of 10 %, whereas
revenues decreased by 7 %. (source: VDMA Statistic Dec. 2020).

2.2 BUSINESS DEVELOPMENT

After a stable business development in fiscal year 2019 and recovery tendencies
at the turn of the year, Basler originally strived for a low one-digit growth
for fiscal year 2020. However, with the onset of the pandemic, the original
plans were adapted to the greatly changed conditions before publication.
Despite strong incoming orders and sales in January and February, major
uncertainties related to the emerging pandemic were immediately reflected
in the business planning and management. At the end of March, Basler AG
published its forecast for the first half-year showing a sales corridor of
€ 70 million to € 78 million and a pre-tax return rate of 6 - 10 %. Due to major
uncertainties, at that stage, the management slowed down new hirings and
reduced material costs budgets without damaging major strategic projects.
The extraordinarily high level of commitment shown by all involved protected
the health of employees while maintaining the operational performance of the
organization. The communication between management and employees as
well as the transparency about business development was strongly intensified.
Crisis scenarios were prepared in order to ensure a rapid change of course in
the event of a significant decline in sales. However, contrary to expectations,
demand remained strong. Particularly supported by applications in consumer
electronics and logistics automation as well as China’s fast recovery from
the pandemic, Basler increased its forecast on May 26, 2020 and closed the
first half-year even above the increased forecast with sales amounting to
€ 88.9 million and a pre-tax return rate of 14 %.

With the publication of the half-year results, for the first time, an outlook for
the entire year was given. At that time, the management assumed a seasonal
downswing in demand in applications for consumer electronics and thus a
weaker second half-year. The outlook for the full year was for sales between
€ 155 million and € 165 million and a pre-tax return rate of 8 - 10 %. As expected,
the third quarter was weaker than the first half-year. However, in the course of
the fourth quarter, incoming orders increased and, with a slight time lag, sales
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also increased. Together with the publication of the third quarter results, the
annual forecast was specified at the upper end of the previously communicated
corridor. On December 8, 2020, it was increased once again and finally fulfilled
at the upper end of the increased corridor. The Basler group generated sales of
€ 170.5 million and a pre-tax return rate of 12 %. Incoming orders even increased
by 9 % from € 166.5 million to € 181.6 million. With these results, Basler again
gained market shares in a very weak market environment and expanded its
market leadership. With a sales growth of 5 %, the Basler business significantly
developed above the market level of -7 % (source: VDMA Statistic Dec. 2020).
This success is mainly based on the broad diversification of industries and
regions as well as a crisis-proven operating management and highly motivated
employees. The special challenges posed by the Corona pandemic were
successfully mastered without any significant loss of productivity. The strategic
investments made in recent years in the product portfolio and market access
(especially China) had an increasingly positive effect in the crisis year 2020.

Basler closes the financial year 2020 with a high level of incoming orders in the
fourth quarter and a positive book-to-bill ratio of 1.07 %. Thus, the company
starts the new fiscal year with full order books.

2.3 PROFIT SITUATION

in € million 2020 2019 Change in%
Sales revenues 170.5 162 8.5 5%
Currency result -0.1 -0.4 0.3 -75 %
Costs of service performed -81.7 -79.5 -2.2 3%
Gross result 88.7 82.1 6.6 8%
Other operating income 1.1 0.8 0.3 38 %
Expenses -69.7 -65.9 -3.8 6 %
Operative profit 20.1 17 3.1 18 %
Financial result 0.3 -0.1 0.4 >100 %
Earnings before tax 20.4 16.9 3.5 21%
Taxes -5.3 -4 -1.3 33 %
Group’s annual surplus 15.1 12.9 2.2 17 %
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With revenues in an amount of € 170.5 million, 2020 sales increased by
€ 8.5 million compared to the previous year. The material costs increased
accordingly from € 79.5 million in 2019 to € 81.7 million. Compared to the
previous year, the gross margin (gross result / sales) increased from 50.7 % to
52.0 %. Compared to the previous year, this was largely due to the absence of
extraordinary effects resulting from M&A transactions, a higher utilization rate
in production and above average successes in negotiations with key suppliers.
The general decline in prices and especially the price pressure in the Chinese
market was successfully overcompensated by these mentioned effects.

The personnel costs developed from € 65.6 million in 2019 to € 68.6 million
in 2020. They include a general market-oriented salary increase as well as
individual salary increases and the increase of the number of employees. The
average number of employees increased moderately from 853 to 857 employees
in 2020. After the strong increase of the previous years, in 2020 the focus was
on the integration of the acquired companies and the productivity increase
of the existing team. Furthermore, due to the corona pandemic, originally
planned new hirings were shifted into the second half-year and partly to 2021.
Compared to the previous year, the material expenses decreased by € 1.8 million
to €15.7 million. This significant decrease is mainly due to lower travel and event
expenses because of corona restrictions. This saving represents a special effect.
The level of material expenses is expected to successively increase again to the
level before the corona pandemic in the upcoming years. Some cost types are
expected to be sustainably lower. On the other hand, it can be assumed that the
material costs for digitization will increase.

With a pre-tax result of € 20.4 million (previous year: € 16.9 million) and a pre-
tax margin (pre-tax result / sales) of 12 % (previous year: 10.5 %), Basler closed
the financial year at the upper end of the forecast and better than the previous
year, despite the difficult market conditions.

The tax expense for financial year 2020 amounted to € 5.3 million corresponding
to a tax ratio of 26.0 % (previous year: 23.7 %).

The after-tax result increased from € 12.9 million in 2019 to € 15.1 million and
corresponds to an after-tax return of 8.9 %.

PRE-TAX MARGIN 2020 -

FREE CASH FLOW 2020

The order backlog amounted to € 32.4 million at the end of the fiscal year
(previous year: € 27.7 million). The increase in incoming orders in the fourth
quarter led to an above average order backlog at the turn of the year and
ensures a good start to the coming fiscal year.

2.4 FINANCIAL SITUATION

The ligquidity management of the group is aimed at meeting the demand for
capital such that the organic growth is sustainably self-financed by a positive
free cash flow. Temporary peak amounts for acquisitions are partially debt-
financed and replaced by equity in the long term via positive cash flows. In
doing so, maturity risks, ratings of the creditors as well as costs of equity and the
costs of debt are appropriately balanced striving for independence from outside
creditors. Furthermore, the dividend policy provides for a constant distribution
ratio of 30 % of the earnings after tax, unless there are particular economic
circumstances. In 2020, with great approval at the annual general meeting, the
dividend for fiscal year 2019 was decreased to 20 % of the earnings before taxes
due to major corona risks. As the markets were strongly affected by Covid-19,
but Basler was able to develop positively against the market, the management
is considering the payment of a special dividend for the 2020 business results.

In the financial year 2020, a positive cash flow of € 37.3 million (previous year:
€ 24.7 million) was generated from current business activity. In the reporting
period, the cash flow from investing activities amounted to € -23.3 million
(previous year: € -34.4 million).

The free cash flow calculated as the sum of cash flows from operational activity
and investment summed up to € 14.0 million (previous year: € -9.6 million).

On the financing side, liabilities to banks in an amount of € 5.3 million were paid
off in 2020. At the balance sheet date, unused credit lines with banks amounted
to € 9.0 million.

Considering dividend payments and the taking up further KfW loans amounting
to € 11 million, the total of the cash flow from financing activities amounted to
€ -1.3 million (previous year: € 13 million).

At the end of the financial year, liquid assets amounted to € 47.9 million (previous
year: € 35.2 million). The liquidity was secure at all times.
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2.5 ASSET SITUATION

in € million 2020 2019 Change in%
Intangible assets 64.8 62.0 2.8 5%
Tangible assets 12.1 12.3 -0.2 2%
Buildings and land in
finance lease 17.2 18.4 -1.2 -7 %
Deferred tax claims 0.9 0.8 0.1
Long-term assets 95.0 93.5 1.5 2%
Inventories 20.0 20.9 -0.9 -4 %
Receivables from deliveries
and services 19.5 19.4 0.1 1%
Other short-term assets 7.7 12.2 -4.5 -37 %
Bank balances and cash
balances 47.9 35.2 12.7 36 %
Short-term assets 95.1 87.7 7.4 8 %
Total assets 190.1 181.2 8.8 5%
Equity 114.9 103.0 1.9 12 %
Long-term interest bearing
bank liabilities 211 14.4 6.7 47 %
Liabilities from finance lease 1.4 13.8 -2.4 -17 %
Other long-term liabilities 1.7 3.4 -1.7 -50 %
Deferred taxes 9.7 9.4 0.3 3%
Long-term liabilities 43.9 41.0 2.9 7%
Current financial debt 4] 5.3 -1.2 -23%
Short-term provisions 5.6 5.1 0.5 10 %
Liabilities from finance lease 3.4 3.2 0.2 6%
Current other financial debt 18.2 23.6 -5.4 -23%
Current financial debt 31.3 37.2 -5.9 -16 %
Total liabilities 190.1 181.2 8.9 5%
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Compared to the previous year, the intangible assets increased to € 64.8 million
(previous year: € 62.0 million) due to the capitalization less depreciation of own
developments by € 2.8 million.

Investments in tangible assets amounted to € 2.7 million (previous year:
€ 5.1 million), much of which was attributable to other operating and office
equipment, reconstructions in office spaces, preparation of the property for
the planned expansion of the company building.

Inventories slightly decreased by € 0.9 million compared to the previous year’s
level. There are no devaluation risks.

The other short-term assets decreased to € 7.7 million (previous year:
€ 12.2 million), particularly from the repayment of loans which Basler AG had
granted to the lessor as interim financing within the scope of the expansion of
the company building.

Bank balances and cash in hand showed an increase of € 12.7 million compared
to the previous year.

In comparison to the previous year, equity increased by € 11.9 million to
€ 114.9 million. This increase in equity is due to the annual surplus minus the
distribution of a dividend of € 2.6 million.

The liabilities to banks increased by € 5.6 million to € 25.2 million due to
drawdowns from KfW loans in the amount of € 11 million minus regular
repayments. Other liabilities decreased to € 2.8 million (previous vyear:
€ 11.3 million) due to the payment of residual purchase prices from completed
M&A transactions.

The other short-term liabilities decreased by 23 %. This is particularly due to the
payment of residual purchase prices from completed M&A transactions.

At the reporting date, the sum of order commitments amounted to € 19.0 million
(previous year: € 12.6 million). There have been no premature payment
obligations in the elapsed fiscal year.



2.6 FINANCIAL PERFORMANCE INDICATORS
In addition to the mentioned figures, further performance indicators are
measured and are used for managing the company.

Inter alia, productivity in the Basler group is measured based on the result per
employee (EBITDA divided by FTES). In the financial year 2020, despite adverse
corona conditions, the result per employee increased from € 37.2 thousand
in the previous year to € 42.8 thousand. After a strong disproportionate
organizational growth in fiscal years 2018/19, the focus in 2020 was on
increasing sales through increasing productivity respectively with the same
organizational size. In addition, with the emerging of the corona pandemic,
planned selective buildups were postponed until the end of the fiscal year and
the following fiscal year. Due to a variety of measures, the corona pandemic
did not have a significant impact on our employees’ productivity. All employees
worked vigorously on the implementation of the operating business and on
future investments without reducing their working hours. The current size of the
organization is prepared for sales in the amount of approximately € 180 million.
Until the achievement of this sales level, the management will very selectively
build up additional personnel capacities. Since a significant proportion of the
organization is working on the future of the company, this is to be considered
as anticyclical investment in the medium-term future of the company in order
to take further steps within the transformation from a camera maker to a full-
range vision provider company. Within the group-wide lean management
system, we are continuously working on further increasing the efficiency of our
processes.

The gross profit margin (gross result / sales) increased from 50.7 % in the
previous year to 52.0 %. Compared to the previous year, no acquisition-related
special effects occurred, the higher level of capacity utilization resulted in
low overhead costs, and above-average savings were achieved in materials
procurement. The consequences of a continuous price competition, particularly
increasing in China, were overcompensated by the above mentioned measures
and effects in 2020. The management seeks to maintain the gross margin in
the range of 50 % in the long term, in order to push ahead the volume strategy
sustainably with great innovative power. Above 50 %, priority will be given to
gaining market share over optimizing the gross margin until further notice.
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in € million 2020 2019
EBIT 20.1 17.0
Inventories 20.0 20.9
Receivables from deliveries and services 19.5 19.4
Liabilities from deliveries and services -11.1 -10.6
Fixed assets 95.0 93.5
Capital employed 123.4 123.2
ROCE (EBIT/ Capital employed) 16 % 14 %

At the end of the financial year, the ROCE amounted to 16 % (previous year:
14 %). The increase is due to the rise in profits with capital employed remaining
almost unchanged.

Despite considerable investments in the future, the management assumes
an overall return of approximately 20 % in the upcoming years. However, this
performance indicator will be considered to be subordinate to sales growth
and pre-tax return rate in the corporate management. Furthermore, the
management of the company strives to be financially independent, also in
periods of weaker economic activity and therefore steers the company with
relatively high financial resources.

The working capital (inventories plus receivables from deliveries and services
minus liabilities from deliveries and services) amounted to € 28.4 million
(previous year: € 29.7 million) at the end of the financial year. This reduction
is particularly due to the increase of the liabilities from deliveries and services.
For the upcoming years, the Basler group strives for a working capital level of
around 17 - 19 % of sales. For achieving this target, an interdisciplinary team is
working on measures for continuously optimizing the working capital.

The equity ratio (equity / balance sheet total) increased from 56.8 % in 2019 to
60.4 % at the end of the elapsed fiscal year.

2.7 OVERALL STATEMENT

After a very weak market environment in the previous year and an emerging
recovery, the corona pandemic dampened the positive development of the
computer vision market already at the beginning of the year. This led to a high
one-digit decrease of the industry key figures for the second year in a row.
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According to the VDMA (VDMA, Verein Deutscher Maschinen-und Anlagenbau,
German Engineering Association) the German industry for industrial image
processing components shrank by 7 %. In this difficult market environment,
at a growth rate of 5 % Basler gained further market shares. In the course of
the year, the management increased its forecast two times, and Basler reliably
closed the financial year at the upper end of the corridor. The reason for a
more positive development compared to the industry resulted in particular
from a better presence in the regional markets of China and South-East Asia,
a strong position in the electronics and logistics sectors, low dependence
on the automotive industry, and solid operational resilience to crises. Basler
maintained business operations without any significant restrictions and also
continued to invest in the future with full power. The business developed
in a relatively typical seasonality. The first half-year was stronger due to an
investment cycle in semiconductors and electronics unaffected by Corona,
as well as investments in logistics. The second half-year was characterized
by a weaker third quarter and picking up incoming orders and sales in the
fourth quarter. In total, the Basler group generated sales of € 170.5 million and
incoming orders of € 181.6 million.

The gross margin increased, personnel costs developed roughly in proportion
to sales and material costs sank by € 1.8 million particularly because of corona.
Compared to the previous year, the pre-tax result as well as the pre-tax return
rate increased to € 20.4 million and 12 %. Thus, the pre-tax return rate reached
the long-term goal of 12 % providing for an even balance between short-term
profitability and sustainable growth. The management endeavours to maintain
a pre-tax return rate of at least 12 % upon recovery of the market and to return
to a sales growth of an average of 15 %. Also in 2020, the management adhered
to its investment path since, according to the company it is a temporary market
weakness and not a structural change. Thanks to the consistent growth course,
Basler developed further competitive advantages in the financial year 2020.
As a result of the continuous expansion of the product portfolio and the sales
and marketing organization, at the end of 2020, Basler has a broad product
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range and one of the best market accesses in its industry. The Basler brand has
the leading brand awareness and stands for high reliability, ease of use and a
very good price/performance ratio. The VSD study “Brand Awareness” names
Basler as one of the top 5 providers for vision technology regarding price/
performance ratio, customer support, and functionality, and is in first place
for quality. Highly motivated and continuously striving for achieving more, in
the event of a positive market development, the Basler group plans to reach a
sales level of € 250 million until 2023. Besides a further expansion of the strong
market position in factory automation, adjacent markets like medical, traffic,
logistics, and retail are to be opened further in order to make use of the technical
opportunities of embedded vision technology and 3D camera technology.
Moreover, Basler will continue to gradually develop from a camera supplier to
a full provider of image processing components. Due to the progress made in
the elapsed fiscal year as well as to the market and technology potentials, the
management team feels assured in its strategic orientation and looks to the
future with confidence and motivation.

The goal of Basler is to let the shareholders participate in the success and,
at the same time, maintain sufficient liquidity in order to continue the growth
course. Based on the solid business results in 2020 and the current outlook
for the upcoming year, the proposal will be made to this year's shareholders’
meeting in May 2021 to pay a dividend in the amount of € 0.45 (previous year:
€ 0.26) per share eligible for subscription (corresponds to € 4.5 million). This
corresponds to the usual distribution ratio of 30 %. In addition, the management
board considers the distribution of a special dividend in the amount of € 0.13
per share eligible for subscription corresponding to a further distribution of
€ 1.3 million. While the risks of the Corona pandemic have hit the industry, they
have not materialized for the Basler group. Profitability was even significantly
above expectations, partly due to Corona-related savings. The management
board would like to let the shareholders participate in this paying a special
dividend. Should the shareholders’ meeting vote for the proposal, 38 % of the
annual surplus would be distributed to the shareholders.
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3 SUPPLEMENTARY REPORT

There are no relevant events affecting the annual financial statement to report
after the reporting date.

4 FORECAST REPORT

After two years in a row characterized by below-average market development,
the Basler Group assumes the market to stabilize and that there will be a
gradual structural recovery after the end of the corona pandemic. Due to
the continuing high level of uncertainty, it is currently unclear when this can
be sustainably expected. However, the management board is fundamentally
positive about the course of business in recent months. It assumes that the
factory automation markets will recover from the second half-year on and that
equipment investments in the semiconductor and electronics industries as well
as in logistics will again develop well in the first half-year. Growth impulses
are expected from the Asian region, in particular in the first half-year. The
management board agrees with the assessments of industry associations and
macroeconomists that the major economies will recover in 2021. In its annual
outlook, the Berenberg Bank assumes real GDP growth of 41 % in 2021. The
VDMA has not yet published a forecast for the computer vision market for 2021,
as it wants to wait for the course of the first quarter for reasons of caution. The
association of manufacturers of machinery and equipment for the early-cycle
semiconductor industry, on the other hand, expects the economy to recover
and the market to grow by 4.3 % in 2021 compared with 2020 (source: Market
Study SEMI).

Considering the mentioned above market outlooks, the management sees good
opportunities to get back to a double-digit growth rate in 2021. For financial
year 2021, the management board plans to generate sales revenues within a
corridor of € 190 to 210 million. Depending on the business development, the
group strives for a pre-tax return margin between 12 % and 14 %.

PRE-TAX RETURN FORECAST 2021
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5 OPPORTUNITIES AND RISKS REPORT

The growth strategy pursued by Basler can only be implemented if opportunities
are seized and, at the same time, measures are taken in order to minimize
threatening risks in an appropriate way.

The purpose of the opportunity and risk management system at Basler is:

» to systematically record and evaluate opportunities and risks and to
generate transparency within the executive team,

» to create scopes of action, however to avoid risks that are unacceptable or
to reduce avoidable risks to an acceptable level,

» to agree within the executive team how the probability of occurrence of
relevant risks can be limited and to derive corresponding measures.

Essential parts of the opportunities and risks management system are the risk
strategy, the risk atlas, the risk matrix, and the measures for risk management.
Again, in the elapsed fiscal year, the risk inventory was conducted. Here, risks
were identified and quantified according to their occurrence probability and
monetary amounts, and measures were defined in order to minimize risk. The
sum of identified risks has been compared to the defined risk cover amount
(available capital for covering risks). The risk capacity of the group was not
exceeded. The risk management system is flanked by the internal control system
(ICS), the compliance management, and the quality management system and
finally by the annual external audit in the frame of the EN ISO 9001:2015.

The accumulated expected value of the top ten risks (without growth risks)
amounts to € 14 million. The expected value is the estimated probability of
occurrence multiplied by the possible impact. The active management of the
probabilities of occurrence reduces the risks. The group’s risk-bearing capacity
is put at € 69.0 million.
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5.1 INTERNAL ORGANIZATION
The subject of this category is the business model, organizational structures and
processes, IT and communications, information procurement, and personnel.

The company is organized by functions. Flat hierarchy and short decision-
making processes are intended to maintain the flexibility and the exchange
among employees despite increasing growth. In the frame of a comprehensive
lean management initiative, the company is aligned to its main value streams
and continuously works on increasing their efficiency. Furthermore, a strategy
deployment process has been set up ensuring a breakdown of the company
strategy to an operational level.

As a technology company, Basler is heavily depending on the knowledge and
commitment of its employees. We continuously work on maintaining innovation
fostering structures, processes, behavior patterns, and cultures - despite an
increasing size of the company. We are striving for an organization that is
able to further optimize the existing business and at the same time go to new
technologies and markets in an agile and innovative manner.

Basler is not tariff-bound and does not refer to existing tariff agreements for
remuneration matters. The German sites have a transparent remuneration
system regulating the remuneration of employees. This system is based on
job descriptions that are set up independently of individuals and evaluated by
an external institute. Thus, a gender neutral and independence of individuals
classification is achieved.

In times of the Corona pandemic, the organization and the culture were
put to the test. Although pandemic risks were not previously recorded as a
potential risk, the pandemic spread of Corona was successfully responded to.
Office activities were completely transferred to home office within 14 days.
Production processes were redesigned while maintaining special protection
against infection, and the ability to deliver was maintained with only moderate
increases in delivery times. Communication from management to the
employees was changed to bi-weekly video messages and the transparency
of business development was increased once again. This extreme situation
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demonstrated the employees’ high level of identification with the company,
their loyalty and their team spirit. The continuous nurturing and active further
development of the corporate culture in recent years has been a key success
factor in robustly weathering this unforeseen crisis. This experience confirms
management’s conviction to continue the course of the past years in terms of
corporate culture and leadership, in order to make Basler strong and resilient in
crisis situations in the future.

5.2 FINANCE

Credit default risk is countered by a credit and receivables management
system, in which larger customers are continually subject to credit checks and
their credit limits are stored in the system according to the rating. In case of an
exceeding of a credit limit, the specific situation is checked and, if necessary,
the delivery of further goods are stopped. Outstanding debts are subject to
a three-stage default action. Default risks are countered through individual
valuation allowances. In the fiscal year 2020, despite the Corona pandemic,
individual value adjustments and write-offs on accounts receivables were
posted in the amount of only € 9 thousand (previous year: € 6 thousand).

Liguidity is controlled in collaboration between accounting, controlling, sales,
and strategic purchasing. Based on the four-year planning and the budget of
the current fiscal year, a liquidity planning is made which is updated regularly
and part of the monthly reporting. On that basis, the liquidity requirements can
be identified in time and be prematurely financed. At the reporting date, there
are unused credit lines with banks in the amount of € 9 million.

As a medium-sized technology company with significant expenses for research
and development and a positive rating, Basler gets low interest KfW loans.

As a special measure in the context of the Corona pandemic, approved credit
lines in the amount of € 11 million were drawn spread over the year 2020. In
addition, the dividend payout ratio was reduced from 30 % to 20 % for reasons
of prudence.



Basler currently has a high equity ratio, a high cash balance and reports net
assets. Basler management currently does not see a liquidity risk.

5.3 PROCUREMENT MARKET

In principle, there is a risk of a certain dependence on suppliers of technological
components. Onthe suppliers’side, we reduce therisk by establishing long-term
business relationships and regular supplier audits, and by regularly observing
the procurement markets. As far as technically possible and economically
useful, a second source is built up. Furthermore, processes and systems are
implemented in order to ensure the short-term availability and the adherence to
delivery dates of components. Overall, the risk situation in the supplier market
for semiconductor and electronics components is assessed to be a medium risk
despite further mergers and the risk of allocation and natural disasters. This
risk is met by a professional supply chain management, increased inventories
of critical components, a broad product portfolio, and a further expansion of
market leadership and / or an improvement of the negotiation position.

Referring to the extraordinary situation of the Corona pandemic, risks occurred
in the supply chains, particularly at the beginning of the year and at the turn
of the year. Lockdowns and increased protection against infection led to
an increase in delivery times, a reduction in delivery guantities and even a
temporary interruption of deliveries. However, the Basler group’s supply chain
management system was able to cushion this stress situation without any
significant impact on its customers.

Even though Basler's supply chain management system has ensured supply
capability up to the finalization of this report, the special pandemic situation
creates a significantly increased risk in the procurement markets and in the
production and supply chain. Separate production plants and value chains
in Ahrensburg and Singapore as well as increased finished goods inventories
dampen the risk.
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5.4 SALES MARKET

There is a risk of a further delay of the expected market growth in the short
term due to macroeconomic, geopolitical and especially the current Corona
pandemic. However, in the medium and long term it can be assumed that the
computer vision market will develop positively driven by increasing automation
and new application fields. The forecasts coming from associations and market
research institutes assume a sustainable growth in a single digit percentage
range for applications in industrial mass production and a double digit
percentage growth in newer sales markets, like traffic, logistics and medical.
Since Basler continuously expands its product portfolio and pushes the
diversification of possible applications, the business model is estimated to be
scalable and future-proof.

Duetoits broad portfolio mix of industries and customers, as well as its design-in
characteristics, the volatility of the camera business in the capital goods
markets is relatively low. Due to Basler’s focusing on the volume segments of
the market for image processing components in conjunction with active work
on new application fields, the share of sales with customers outside industrial
mass production increases in the long run, and thus improves the sales risk
structure.

Due to constantly emerging applications for camera technology and the lack
of substituting technologies, the market for camera technology in the capital
goods market is expected to continue to grow in the near future. However,
temporarily there will be fluctuations in demand in individual target markets.
This applies in particular to capital goods markets in the semiconductor and
electronics industry.

The stronger dynamic in the Asian markets tends to increase the volatility
of the business of the Basler group and requires a higher adaptability from
the structure and process organization. Furthermore, in the upcoming years,
further localization will be necessary in order to get closer to the main sales
markets. Due to the relatively high China sales share, the trade conflict between
China and the USA presents an ongoing risk.
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The intensity of competition in the industrial camera market further increased
in 2020. In the past years, the competitive landscape particularly changed
due to takeovers and aggressive investments of Chinese competitors from the
video surveillance industry. Also the distribution landscape gradually becomes
part of the consolidation trend. Regional distributors are taken over by new
entrants or larger acting distributors or manufacturers. Compared to the
competitors, the Basler group is ahead regarding product portfolio, market
access, and brand recognition. Basler strives for gradually expanding its
market position relative to the competition and for transferring from a camera
maker to a full range provider. The competitive environment is still highly
fragmented and characterized by many small niche suppliers. The top five
competitors of Basler are: Teledyne DALSA (Canada), FLIR (USA), TKH Group/
Allied Vision (Germany), Toshiba-Teli (Japan), and IDS-Imaging (Germany). At
the beginning of 2021, Teledyne DALSA announced an acquisition of FLIR.
If successfully implemented, Teledyne DALSA would expand its product
range towards mainstream technologies and roughly catch up with Basler in
terms of sales of image processing components. Overall, this would create
the world's largest vision company, but with a substantial focus on sensors/
semiconductors for high-end applications in research and military technology.
The Chinese competitors HIK Vision and Dahua, which entered the computer
vision market a few years ago, are currently still at a lower sales level with image
processing components than parts of the established competition, but they
are growing disproportionately fast and are considered by the management of
the Basler Group to be very serious competitors due to their financial strength,
competence and aggressive approach, especially in China.

The risk of market price and margin erosion is countered through robust and
innovative products. A slim product design, the use of platform architectures, as
well as lean manufacturing processes are key success factors for the company’s
competitiveness and differentiation. Furthermore, competitive advantages
are achieved by economies of scale reached by the volume strategy. There
are increasingly better opportunities for differentiation that arise from the
positioning as a full range provider due to well-coordinated single components
and an additional consultancy service. Additionally, the direct market access
in important sales regions (USA, China, Germany) leads to relative competitive
advantages and a strengthening of the gross revenues.
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Given the current shareholder structure with the Norbert Basler Holding GmbH
as majority shareholder, a hostile takeover of Basler AG can almost be excluded.
The shareholder structure is nonetheless constantly checked for changes. At
the end of the elapsed fiscal year, Basler AG held 494,736 pieces of its own
shares.

5.5 POLITICAL AND LEGAL RISKS

Due to the regional diversification of the camera business in almost 60
countries of which 20 countries belong to the OECD, the risk of political events
with catastrophic effects on the business is considered manageable. Possible
first row Brexit effects on Basler’s revenues are estimated to be low due to
the limited sales as well as to alternative supply chains. The risks arising from
the trade conflict between the USA and China are much higher due to the
size of these sales and procurement markets. At short notice, the uncertainty
may lead to hesitant behavior in equipment investments and thus negatively
impact the demand for image processing components for these equipment
goods. Increased customs tariffs may motivate customers to change to local
suppliers, if any exist, in the long run. Basler further minimized this risk with
a second production site in Singapore as well as an own sales company in
China and the USA. Furthermore, there are risks in using American or Chinese
technology components by companies currently or potentially affected by
trade restrictions. Currently, Basler is not affected by this.

Legal risks are mitigated by appropriate insurances. The legal department is
involved in contract negotiations as well as in change processes. Additionally, in
special cases, external experts are consulted for legal and tax advice. Within the
context of the risk management system and sensitive information, furthermore,
we worked on the subject “Business damage due to own employees”. Currently,
there are no indications for criminal activities or gross negligence.

Furthermore, there is a risk of patent infringements. Basler counters this with a
multistage testing procedure in the development process. The review is carried
out by the legal department.

The development and maintenance of the Basler brand are integral parts of the
competitiveness and product policy and are legally protected. Name and logo
of Basler as well as key product names are registered and protected brands.



5.6 OPERATING RISKS

Another essential success factor is an on-time and targeted product develop-
ment. The implemented processes and planning instruments in the product
development are continuously reviewed and adjusted so that development
processescanbeconcludedonscheduleandaccordingtobudget. Inthe financial
year 2020, two new product platforms were concluded and first products have
already been developed. Thus, the increased technological risks of a platform
development were successfully managed. In the 3D ToF and embedded vision,
Basler currently is one of the pioneers working in a technological limit. Insofar,
these developments are linked with higher technological and market risks.

In the design-in business the continuous development and the winning of
customer projects is a major precondition for a long-term positive sales
development. To protect a sustainable sales growth, Basler started a multi-
year program for increasing the efficiency of sales processes in 2019. In 2020,
important milestones were achieved within this process. The pipeline with an
increasing scope of new projects supports the long-term striven for growth of
15 % per year.

Due to the ISO certification and the lean management approach, the production
corresponds to modern standards and is oriented to manage variations of
incoming orders, as well as being able to implement an appropriate capacity
utilization of employees and machines. In 2020, the maximum machine capacity
amounted to approximately 900,000 units (calculation based on a three-shift-
operation). With a current output quantity of about 400,000 units, Basler is
very well prepared for the demand of the upcoming years. Due to historical
experiences and a certain intransparency as well as a high volatility, particularly
in the Asian markets, the management consciously accepts some idle costs in
order to secure deliverability.

The productive recruitment and initial training of new employees are a huge
challenge in view of the current labor market situation and therefore represent
a growth limiting risk. This risk is successfully countered through professional
personnel marketing, a standardized onboarding, an open company culture,
as well as possibilities to reconcile working and family life, and the personnel
fluctuation is minimized.
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The successful integration of the acquired companies represents an operational
challenge for Basler. They are accompanied by dedicated project and change
management. The post-merger integration processes of Silicon Software
GmbH and Basler China were successfully brought forward in 2020, despite
limited travel options.

5.7 OVERALL STATEMENT

As manufacturer of image processing components for the investment goods
industry the management board assesses the corporate strategy risk still to
be low. This assessment is based on the fact that comprehensive substituting
technologies for computer vision are not in sight and machine viewing becomes
increasingly important in the industry/factory automation as well as in all other
areas, as for example in traffic, medical, logistics or for system providers for
the retail trade. Due to Basler image processing components being typically
integrated in machines and equipment during the complete life cycle of the
machine connected with a high barrier of change for the customer, business
is quite stable and predictable, even though it should be mentioned that the
predictability becomes weaker with an increasing Asian project business.

Basler’'s growth strategy is based on an expansion of the product portfolio
as well as on opening new sales markets and application fields. By doing so,
Basler strives for an over average development of the company compared to
the market. Diversification into new fields of application is steadily reducing the
already low level of dependence on individual vertical markets.

The Asian sales market - particularly China - will most likely continue to show
the highest growth rates in the medium term. Due to its good market access,
particularly due to the establishment of Basler China, the takeover of the
sales organization of the former distributor, and the alignment of the product
portfolio, the Basler group is very well positioned to benefit from this trend. On
the one hand, there is the opportunity of disproportionate growth rates, and on
the other hand there is the risk of an increasing reliance on relatively competitive
and cyclical Asian markets. It is to be expected that financially strong Chinese
competitors and the ongoing consolidation of Western competitors will con-
tinue to increase the competition intensity in the future. The management of
Basler meets this tension by a balanced investment policy and by ensuring a
sustainable and profitable growth for the company.
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The risk of a further economic slowdown as a result of the corona pandemic
temporarily persists. The management board meets this risk by a liquidity policy
that is based on a solid cash balance and a high equity ratio. Furthermore, it
strives for a positive free cash flow and an even balance between investments
in growth that are effective in the long run, and mainly personnel expenses and
short-term profitability.

There were no significant events outside of ordinary business operations that
are not described in the management report.

6 INTERNAL CONTROL SYSTEM AND
RISK MANAGEMENT SYSTEM RELATED
TO THE ACCOUNTING PROCESS

The management board of Basler is responsible for the preparation and
accuracy of the consolidated financial statements as well as for the consolidated
management report. This is guaranteed by including the accounting processes
of the Basler group in the quality management system, which is valid for the
entire group. The processes are on principle designed in accord with the
“four-eye” principle and a strict separation of functions. They are supported
by the group-wide SAP system or by the ERP system Yonyou in China that
include a firm authorization concept where all individual financial statements
of the Basler group are prepared in accordance with group-wide standards. If
included companies prepare individual financial statements according to other
accounting standards or with other ERP systems, the group-wide standards for
commercial financial statements Il (IFRS standards) apply, which are processed
centrally in-group accounting.

The accounting principles as well as controls to monitor process and data

quality for an automated preparation of financial statements are stored in this
system.
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The closing processes are almost completely automated and are governed by
appropriate computer based workflows. The completeness and correctness of
accounting data are regularly reviewed by sampling inspections, plausibility
checks and by manual control supported by the software used.

Within its activity, the supervisory board of Basler, and particularly the audit
committee, regularly addresses key aspects of accounting, risk management,
as well as audit assignments and key audit areas.

7 RISK REPORTING RELATED TO
THE USE OF FINANCIAL INSTRUMENTS

Because of Basler's high export rate, the majority of the payments are made in
foreign currencies. Due to sales revenues minus material purchases and other
expenses in the respective foreign currency, payment surpluses in CNY, USD
and JPY occurred. Foreign currency balances are always exchanged into Euro.
Furthermore, 