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Dear business partners,
Dear Shareholders!

When a company with 98 years of history realigns
itself for the future, the start can be bumpy. This is
what happened at FP when the course was set for
digital business models in 2016. The intended goals
were ambitious, but the implementation was not
consistent and the necessary change failed to
materialize. Somehow FP did not achieve to make the
Rubber Hit The Road, to get the right actions done.
Fiscal 2021 is set out to change and execute well for a
successful restart into the future. It's not a
coincidence the program is called FUTURE@FP.

So where are we today?

FP has a strong franking machine business. As number
three on the world market, the company has clearly
focused on the segment for small and medium mail
volumes. To a certain extent, this is an advantage, as
individual customers are sending fewer and fewer
letters and are more likely to switch to smaller
franking machines. However, this -does not
compensate for the overall sales decline of franking
machines year on year due to the shrinking volume of
mail worldwide. Over the past five years, the installed
base of FP has shrunk by more than 20 percent in
Germany alone, although less than the overall market
decline. And with it, the demand for consumables and
services associated with this base is also falling.

The future is digital

Digitalization is spreading rapidly in many areas, and
the Corona pandemic may accelerate this
development once again. We cannot yet accurately
assess the impact today: will mail volumes decline
more sharply on a one-off basis as a result of the
pandemic, or will they also shrink at an accelerating
rate in subsequent years? However, the trend is
irreversible and we must act urgently. FP already has
few digital products, however the revenue share is
still too small to compensate for the declines in the
franking business. Products developed from a
technical perspective often provide no clear value for
the customer. We will change that by transforming
existing products and build new ones with a clear
value proposition for customers and with business
models that create an attractive customer experience.

Our way forward

With FUTURE@FP, we will transform the FP Group
into a sustainably profitable, international technology
group with innovative software solutions.

With the clear objective of picking up speed in the
digital business and start growing, we are
concentrating our activities in three business areas:

1. Franking and office solutions
2. Software & business process automation (BPA)

3. Mail services

FRANCOTYP-POSTFALIA HOLDING AG Annual report 2020

These business units have clear responsibility for
market development (go-to-market), the respective
product roadmaps, development and delivery. They
will own full P/L - Responsibility. This will empower
them and enable us to serve our customers and
markets better and more efficiently.

We will adapt our existing business "Franking and
Office Solutions” to the changed market requirements
in order to safeguard and further optimize
profitability in this area. We will also expand our
range of office and business solutions so that we can
offer relevant added value to our more than 200,000
customers worldwide even in a world without paper.

The franking machine is one component helping
companies to handle the broader set of physical,
financial and information flows needed for conducting
business. Exactly along the lines of helping our
customer deal effectively with physical, financial and
information flows there are opportunities for our SaaS
and PaaS-based solutions such as FP Parcel Shipping,
Vision360 (Mail Cost Accounting), FP Sign (Digital
Signature), TransActMail and more. Putting it simple:
We make peoples (home) office life easier.

As such we are moving away from largely hardware-
focused products to SaaS business models that are
validated as a solution with a clear value proposition
for customers. It is our intention for the medium term,
that the digital business areas will really contribute to
the profitability of FP.

With the above mentioned adaptations and our PaaS
and SaaS solutions we are driving forward the
transformation of FP into an international technology
group by enabling sales across several markets.

Change, and change now!

In order to drive this transformation forward in a
targeted and speedy manner, we are now creating the
foundation for tomorrow's success. Therefore, fiscal
2021 will be a transition year. We will align revenues
and costs through measures "right-sizing" and "right-
shoring" across functional areas.

The introduction of a new uniform ERP/CRM system
is foundational for improving both effectiveness and
efficiency and thereby profitability since its helps us
to move to a much simpler and KPI driven way of
working.

For bringing FP into the future the transformation
program FUTURE@FP is largely not about cost
reductions but about development and relevance.
FUTURE@FP captures the actions we will take for
increasing profitability, achieving growth through
(re)-building new and existing SaaS and PaaS
solutions, and still have a strong focus on the franking
machine business.

With the measures already initiated, we are not only
setting the course for a successful future, but are also
clearly speeding up on our way to becoming a strong,



sustainably profitable, international technology
company. Without further delay.

We would be delighted if you - as a business partner
or investor - would accompany us on this journey and
we are looking forward to a constructive dialogue
with you.

Your Board of Management

i 4

Carsten Lind Martin Geisel

CEO CFO
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Report of the Supervisory Board of
Francotyp-Postalia Holding AG
(FP Group)

Dear shareholders and business partners,

The coronavirus pandemic had a lasting impact on our
business and work in fiscal year 2020. While the
effects of the pandemic were dramatic, they had less
of a negative impact on the FP Group as a whole than
at times was feared. The company responded
decisively and took action to protect employees and
safeguard earnings and liquidity. The last fiscal year
was also an important time in our company’s ongoing
transformation into a strong tech company. Changes
to the Management Board laid the foundations for
substantive, measurable progress.

For the purposes of this report, we would like to note
that two of the three current members of the
Supervisory Board have only been members since
mid-November of the year under review, as further
explained below.

Supervisory Board and Management Board
collaboration

In fiscal year 2020, the Supervisory Board performed
the duties required of it pursuant to prevailing law,
the Articles of Association and the Rules of Procedure,
while continuously monitoring the Management
Board's governance of the company and advising it
regularly on company management.

The Management Board fulfilled its information and
reporting obligations. It provided us with regular,
prompt and detailed written and verbal information
on all matters of strategy, planning, business
performance, the risk situation, changes in risk and
compliance relevant to the company and the Group.
This also included information about where actual
performance deviated from earlier targets and where
business performance deviated from planning.
Furthermore, the Chairman of the Supervisory Board,
the Chairman of the Management Board and the other
Management Board members regularly exchanged
information.

The members of the Supervisory Board always had
adequate opportunities to critically assess the reports
submitted and resolutions proposed by the
Management Board and to make their own
suggestions. In particular, the Supervisory Board was
directly consulted about all decisions of fundamental
importance to the company at an early stage and
discussed these with the Management Board in detail.
The Supervisory Board examined the company’s
objectives, risk situation, liquidity planning and equity
situation in detail on several occasions. As part of this,
the Supervisory Board was also consulted about key
operating issues. Where Supervisory Board approval
was required for decisions or action by the
Management Board by law or in accordance with the
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Articles of Association or the Rules of Procedure, the
Supervisory Board members granted this after close
examination and discussion.

The Supervisory Board and the Management Board
considerably stepped up collaboration and the
exchange of information on account of the current
situation in fiscal year 2020 as a whole, with a focus
on the FP Group’s transformation process and the
impact of and responses to the coronavirus pandemic.

Supervisory Board meetings

The Supervisory Board held four ordinary and six
extraordinary meetings in the reporting year. Our
regular discussions addressed revenue and earnings
performance at Francotyp-Postalia Holding AG and
the Group, as well as the financial position and results
of operations. In light of the special circumstances
resulting from the coronavirus pandemic, meetings
were increasingly held as video or conference calls
from March 2020 onwards.

The Supervisory Board also considered the 2019
annual and consolidated financial statements,
together with the combined management report
including the separate non-financial declaration and
the combined declaration on corporate governance by
the Management Board and the Supervisory Board.
Quarterly reports and the half-year report were
discussed with the Management Board at length prior
to publication and with a particular focus on the
impact of the coronavirus pandemic. The Supervisory
Board also discussed and approved the annual and
consolidated financial statements as at 31 December
2020 after the end of the reporting year, thus
adopting the annual financial statements.

At multiple meetings, the Supervisory Board
examined the monitoring of the accounting process,
issues relating to the effectiveness of the internal
monitoring system and its further development, the
effectiveness of the risk management system and the
internal audit system, compliance management and
the development of the FP Group’s strategic
compliance measures. Furthermore, the Supervisory
Board considered material legal disputes in detail. The
Supervisory Board also examined Internal Audit’s
audit findings, audit processes and audit planning for
the fiscal year 2020. Other areas of focus were
liquidity planning and the current status of
implementation of the company strategy.

The Supervisory Board also discussed preparations
for the Annual General Meeting on 10 November
2020. The Supervisory Board approved the
Management Board’s decision to hold the meeting as a
virtual Annual General Meeting without the physical
presence of the shareholders and their authorised
representatives in accordance with section 1 (2) of the
Act Concerning Measures Under the Law of
Companies, Cooperative Societies, Associations,
Foundations and Commonhold Property to Combat
the Effects of the COVID-19 Pandemic from
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27 March 2020 (Federal Gazette no. 14 2020, page
570). The Supervisory Board also looked at company
and investment planning for fiscal year 2020 and
Management Board remuneration issues. The draft
Management Board remuneration system prepared
and approved by the Supervisory Board is to be
presented to the 2021 Annual General Meeting and
submitted for approval. This also takes into account
the new provisions of the Shareholder Rights
Directive 1I (ARUG II) and the new version of the
German Corporate Governance Code. In addition, the
current Supervisory Board remuneration system was
evaluated and confirmed. Revised targets for the
composition of the Supervisory Board were also
agreed, including the skills profile and the diversity
concept for the Supervisory Board, which are
described in the declaration on corporate governance
in accordance with section 289 f and section 315 d
German Commercial Code (HGB). There was also a
focus on corporate governance, the internal control
system (ICS) and compliance.

Discussions of the company’s strategic realignment
and the medium-term goals of this realignment
account for a large section of the report on the
situation of the FP Group and on the implementation
of the transformation process. The status of the
implementation of the ACT strategy and in particular
of the ACT project JUMP were thus regular topics of
the Supervisory Board meetings.

The Supervisory Board, together with the
Management Board, resolved to submit and publish a
total of two declarations of compliance for fiscal year
2020 - including during the year - after reviewing the
recommendations and suggestions of the German
Corporate Governance Code (GCGC) and taking
account of the version of the GCGC dated 17 February
2017. The latest declaration on corporate governance
in accordance with section 161 AktG, which was
submitted on 17 January 2021 and also takes into
account the recommendations of the GCGC in the
version dated 16 December 2019 (“2020 GCGC”), is
available on the FP Group’s website. The Management
Board and Supervisory Board also report on
corporate governance at the FP Group in the
declaration on corporate governance.

As a result of new requirements under stock
corporation law regarding the need for the
Supervisory Board to approve certain transactions
with related parties, the Supervisory Board and the
Management Board also adopted an internal process
for compliance with approval requirements. There
were no transactions subject to approval or disclosure
requirements in the reporting year.

There were no conflicts of interest involving
Management Board or Supervisory Board members in
the past fiscal year that would have had to have been
disclosed to the Supervisory Board without delay.

Members’ attendance rate at meetings of the
Supervisory Board and its committees was 100 %.
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Each individual Supervisory Board member’s
attendance at meetings is presented below:

SUPERVISORY BOARD MEETINGS

Atten-
Meetings dance in
Attendance (total) %

Dr Alexander

Granderath

(Chairman since

11 November

2020) 3 3 100%

Lars Wittan

(Deputy

Chairman since

11 November

2020) 3 3 100%

Klaus Rohrig

(Chairman until

10 November

2020) 10 10 100%

Botho

Oppermann

(member of the

Supervisory

Board and

Deputy Chairman

until 10

November 2020) 7 7 100%

Dr Mathias

Schindl (member

until 10

November 2020) 7 7 100%

The members of the Management Board attended
Supervisory Board meetings. At times, the
Supervisory Board also regularly met without the
Management Board. Agenda items at these meetings
related either to the Management Board itself or to
internal Supervisory Board matters.

Members of the Supervisory Board are individually
responsible for participating in training and further
development activities required for their jobs, for
example relating to changes in legal frameworks and
new technology. They are supported by the company
in doing so. Information events are attended where
necessary for targeted training.

To ensure quick and efficient onboarding of new
members of the Supervisory Board, they can meet
with members of the Management Board and line
managers to discuss key and topical issues and to gain
an overview of relevant topics for the company.
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Report on work of the committees

No committees were formed because the Articles of
Association prescribe that the Supervisory Board
must consist of three members. Accordingly, the
members of the Supervisory Board perform its work
together at all times.

Audit of the annual financial statements and
consolidated financial statements

In accordance with the statutory provisions, the
auditor, KPMG AG Wirtschaftspriifungsgesellschaft,
Berlin, was appointed by the Annual General Meeting
on 10 November 2020. The Supervisory Board
commissioned the auditor appointed by the Annual
General Meeting for fiscal year 2020, set out the key
areas on which the audit was to focus and determined
the auditor’s fee. Prior to this, it reviewed and
assessed the selection, independence, qualification,
rotation and efficiency of the auditor and the services
performed by the auditor and reviewed the quality of
the audit.

The auditor stated to the Supervisory Board that there
is no reason to assume bias on the part of the auditor.
The Supervisory Board subsequently obtained a
statement of independence from the auditor. The
Supervisory Board regularly exchanged information
with the auditor during the audit.

KPMG audited the annual financial statements for the
fiscal year from 1 January 2020 to 31 December 2020
prepared by the Management Board in accordance
with HGB and the management report of Francotyp-
Postalia Holding AG, which is combined with the
management report of the FP Group. The auditor
issued an unqualified audit opinion. The consolidated
financial statements of Francotyp-Postalia Holding AG
for the fiscal year from 1 January 2020 to 31
December 2020 and the management report of the FP
Group, which is combined with the management
report of the company, were prepared in accordance
with section 315e HGB in line with the International
Financial Reporting Standards (IFRSs), as adopted by
the EU. Both the consolidated financial statements and
the combined management report also include an
unqualified audit opinion by KPMG. Patrick Waubke
and Sascha Klein have signed as auditors since fiscal
year 2020 and Patrick Waubke has been the auditor
responsible for the audit since fiscal year 2018.

The auditor conducted the audit in compliance with
section 317 HGB and the EU Audit Regulation, taking
account of the German generally accepted standards
for the audit of financial statements promulgated by
the Institut der Wirtschaftspriifer (IDW) as well as the
International Standards on Auditing (ISA). The
auditor also found that the Management Board has
established a suitable information and monitoring
system, the design and use of which is appropriate for
identifying  developments that threaten the
continuation of the company at an early stage.
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The financial statement documents and the audit
reports for fiscal year 2020 were discussed at length
at the Supervisory Board meeting on 22 April 2021.
The auditor reported on the key audit findings and, in
particular, the key audit matters described in the
auditor’s report, including the audit procedures
carried out. It also provided information on its
findings regarding the internal control system in
connection with the accounting process and the early
risk detection system and was available for additional
questions and information. The proposed measures
related to the control environment, the structural
organisation, processes and tools are to be
implemented in fiscal year 2021 after being evaluated
by the Management Board and the departments.
There were no objections raised after auditing and
discussing in detail the annual financial statements,
the consolidated financial statements and the
combined management report in the Supervisory
Board. The Management Board prepared the annual
financial statements and the consolidated financial
statements. The Supervisory Board approved the
annual financial statements and the consolidated
financial statements. This also applies for the CSR
report. The annual financial statements of Francotyp-
Postalia Holding AG are therefore adopted.

Francotyp-Postalia Holding AG’s dividend policy
remains unchanged. Its aim is to involve shareholders
in the company’s growth. In view of the developments
and risks associated with the spread of the
coronavirus SARS-CoV-2 and the net loss of
EUR 4.5 million for fiscal year 2020, the company is
continuing to focus on preserving and increasing
available Group liquidity so as not to jeopardise the FP
Group's strategic and operational objectives in the
long term. The Management Board and the
Supervisory Board will therefore propose to the
Annual General Meeting that no dividend is
distributed for fiscal year 2020 and that the retained
profit of  EUR9.2 million (previous  year:
EUR 13.7 million) will be carried forward.

Personnel changes on the Supervisory Board
and Management Board

In connection with the upcoming elections to the
Supervisory Board at the 2020 Annual General
Meeting, we took a close look at succession planning
for the Supervisory Board and prepared the
Supervisory Board’s proposals for the nomination of
Supervisory Board members. When selecting
potential candidates, the Supervisory Board gave
consideration to its targets for the board’s
composition, including the skills profile and the
diversity concept for the Supervisory Board, as well as
to the shareholder structure.

Meetings in fiscal year 2020 also dealt with the
planning and the implementation of changes to
Management Board members, the new system of
Management Board remuneration and related
measures to establish profit-based bonuses and other



bonuses. Details on Management Board remuneration
can be found in the remuneration report. General
Management Board issues were also discussed, in
some cases relating to benefits for former
Management Board members.

There were two personnel changes on the Francotyp-
Postalia Holding AG Supervisory Board in the
reporting year. Botho Oppermann and Dr Mathias
Schindl resigned from the Supervisory Board at their
own request at the end of the Annual General Meeting
on 10 November 2020. Dr Alexander Granderath and
Lars Wittan were elected as the two new Supervisory
Board members at the Annual General Meeting on 10
November 2020.

The members of the Supervisory Board sincerely
thanked the departing members for their good,
constructive and, in some cases, long-standing work.

Dr Alexander Granderath was elected as Chairman
and Lars Wittan as Deputy Chairman at the
constituent meeting of the Supervisory Board on 11
November 2020. Klaus Rohrig is the third member.

The Supervisory Board then moved on to the Annual
General Meeting resolution and decided to revoke the
appointment of Riidiger Andreas Giinther as member
and Chairman of the Management Board with
immediate effect for good cause. Carsten Lind, who
had already been appointed by the Supervisory Board
as a member of the Executive Board from 1 June 2020.
The Supervisory Board also redefined the areas of
responsibility for members of the Management Board,
effective 27 November 2020. The Management Board
contract with Patricius de Gruyter that ends at the end
of May 2021 will not be renewed. The company
thanks Riidiger Andreas Giinther and Sven Meise for
their dedication and wishes them all the best for the
future.

On behalf of the Supervisory Board, I would like to
thank all members of the Management Board,
employees and the employee representatives of
Francotyp-Postalia Holding AG and all Group
companies for their hard work and commitment and
constructive collaboration in the past fiscal year.

Berlin, 28 April 2021

For the Supervisory Board

or Granderath
Chairman®of the
Supervisory Board
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Shares

Stock markets dominated by coronavirus
pandemic in 2020

After a successful 2019, global stock markets suffered
substantial losses in spring 2020 following the spread
of the coronavirus pandemic, with the Euro Stoxx 50,
the US S&P 500 and Nasdagq, the US exchange for tech
stocks, all declining substantially at times.
Nevertheless, international equity markets picked up
again quickly, boosted by government stimulus
packages and securities purchases by central banks.
Towards the end of the year, positive reports about
COVID-19 vaccinations prompted stock market gains.
The leading US index, the Dow Jones, even achieved a
new record high of 30,606 points.

The German share index (DAX) made gains at the start
of the 2020 stock market year, reaching an initial high
for the year of 13,789 points on 19 February 2020.
However, this was followed by a sharp slump as a
result of the pandemic, with the DAX sinking to an
annual low of 8,442 points on 18 March 2020.
German stock exchanges also began to pick up again
in the second quarter and the DAX surpassed the
13,000-point mark again in July. Towards the end of
the year, the DAX even hit a new record high of 13,903
points, closing December 2020 at 13,719 points and
representing a slight increase of 3.5% over the year.

The trend in Germany's small cap index, the SDAX,
was similar to that of the DAX in 2020. The SDAX
initially started the year at 12,646 points, before
falling to an annual low of 7,996 in March. It rallied
towards the end of the year to close at 14,765 points,
up 18.0 % over the year.

FP shares recover in H2 2020

FP’s shares began 2020 on the stock market at a price
of EUR 3.47 and continued to rise over the following
weeks, reaching a high for the year of EUR 4.19 on 17
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February. In March 2020, Obotritia Capital KgaA
disclosed that it had exceeded the 25% threshold for
shareholdings in Francotyp-Postalia Holding AG. The
company has a 28.01 % stake, making it FP’s largest
single shareholder.

The increasing spread of COVID-19 and the lockdown
imposed  consequently created  considerable
uncertainty on capital markets. The FP share price
also reduced significantly in March, bottoming out at
EUR 2.68 on 6 April. The share price then began to
gain ground again, surpassing the EUR 3 mark and
continuing to fluctuate between EUR3.00 and
EUR 3.40 for the remainder of the year. Good Q3
figures temporarily pushed up the share price. It
continued to rise on the day of the Equity Forum on
18 November, when the company was presented in
front of numerous investors, achieving an interim
high of EUR 3.64. The FP share declined again slightly
in the weeks that followed, closing 2020 at EUR 3.20.
FP's shares thus declined slightly in value in 2020,
finishing the year down 7.2 %.

Shares of the two listed competitors performed
differently. Whereas one picked up by 52.9 %, the
European competitor’s share suffered an annual loss
of 27.1 %.

The volume of FP shares traded daily on the Xetra
platform increased in comparison to the previous year
to an average of 16,727. The largest figure - 243,689
shares traded on a single trading day - was reached
on 14 February.

Equity analysts recommend share as buy

The FP share was followed by Baader Bank, Warburg
Research and GSC Research in 2020. All analysts
recommend buying the share; their average price
target is EUR 4.40. This further confirms the
associated price potential of the share. A Warburg
analyst increased his price target to EUR 5.10 at the
end of the year.
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PERFORMANCE OF THE FRANCOTYP-POSTALIA SHARE (01.01.2020-30.12.2020)

Share price in EUR, volume in shares
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SHAREHOLDERS STRUCTURE IN PERCENT
46.90
Free float

28.01

Obotritia Capital KGaA, Germany

9.51

Active Ownership Fund, Luxembourg

5.00

SALTARAX GmbH, Germany

As at January 2021
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4.09 Ludic GmbH, Germany

3.30 Magallanes Value Investors, Spain
3.19 Universal Investmentgesellschaft
mit beschrankter Haftung, Germany
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FP Virtual Annual General Meeting

Once a year, the Annual General Meeting offers all FP
Group shareholders the opportunity to engage in
direct dialogue with management. FP’s Annual
General Meeting was held virtually this year due to
the coronavirus pandemic. 57% of the voting share
capital was represented at the virtual Annual General
Meeting in Berlin on 10 November 2020. A vote of no
confidence in the former CEO Ridiger Andreas
Giinther was on the agenda. 84% of shareholders in
attendance approved this proposal. Formal approval
was also not granted for the actions of the former CEO
in fiscal year 2019.

The proposed resolution on the discharge of the
members of the Supervisory Board for the fiscal year
2019 was approved by a large majority. All other
items on the agenda were also approved by a large
majority. Annual General Meeting resolutions also
resulted in changes to the Supervisory Board. Dr
Alexander Granderath, an independent management
consultant and formerly the long-standing managing
director of the German companies of the ISS A/S
Group, and Lars Wittan, Chief Investment Officer of
Obotritia Capital KGaA, were appointed as new
Supervisory Board members. Botho Oppermann and
Mathias Schindl resigned from the board.

Talks with investors intensified

The FP Group maintained its IR activities in fiscal year
2020 despite the coronavirus crisis. In light of the
spread of the coronavirus pandemic, most talks with
investors took place online or by telephone. This
ensured that capital market participants were able to
engage in open, transparent and regular discussions
with the FP Group. FP’s Management Board and
Investor Relations team made use of one-on-one
meetings, investor conferences and roadshows to
present the company and highlight its potential. For
instance, FP's Management Board presented the
company at several digital events.

The new CEO Carsten Lind attended the annual
German Equity Forum on 18 November 2020 and
introduced FP digitally to over 100 national and
international investors. The German Equity Forum is
Europe’s most important platform for equity capital
financing for medium-sized enterprises.

Following the release of quarterly figures, the FP
Group again made use of conference calls to talk with
investors. The associated presentations have been
made available on the company's website for the
benefit of all interested parties. Visitors and capital
market participants can find all further relevant
background information on the company's homepage
at www.fp-francotyp.com?b. Together with annual and
half-year reports, the FP Group's quarterly reports,
financial presentations and press releases can also be

1)This cross reference is not part of the audit of the financial
statements by KPMG AG Wirtschaftspriifungsgesellschaft.
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found here. All the latest developments, such as
announcements about voting rights or directors’
dealings, can be found there.

In the fiscal year 2021, the company will continue its
dialogue with investors and expand its IR activities,
including in virtual format. FP's presence at
international roadshows and capital market
conferences will be continued in order intensify
existing contacts and establish new contacts with
investors.

For any inquiries, please contact the Investor
Relations team by e-mail (ir@francotyp.com) or
phone on +49 30 220 660-410.
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KEY SHARE DATA

Number of shares

16,301,456

Type of shares Bearer shares
Share capital €16,301,456
Number of shares outstanding 16,044,063

Voting rights

Each share grants one vote

SCN FPH900
ISIN DEOOOFPH9000
Stock exchange symbol FPH

Trading segment

Official market (Prime Standard)

Stock markets

Xetra and regional German exchanges

Designated sponsor

Stifel Europe Bank AG, Baader Bank

Coverage

Warburg Research, GSC Research, Baader Bank

Announcements

Electronic Federal Gazette

Closing price (Xetra)

EUR 3.20

High (Xetra)

EUR 4.19 (17.02.2020)

Low (Xetra)

EUR 2.68 (06.04.2020)

Market capitalisation as at 30.12.2020

EUR 51.3 million

Earnings per share (basic)

EUR -0.94

Earnings per share (diluted)

EUR -0.94
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to exact mathematical figures (monetary units, percentages,
etc.).

Non-binding convenience translation from German




1. Principles of the Company
and the Group

1.1 General information

Francotyp-Postalia Holding AG (hereinafter referred
to as “FP Holding”, the “company”, or “parent
company”) is entered in the commercial register of
the Charlottenburg Local Court in Berlin (registration
number: HRB 169096). Francotyp-Postalia Holding
AG’s registered office is at Prenzlauer Promenade 28,
13089 Berlin, Germany.

Francotyp-Postalia Holding AG is the parent company
of direct and indirect subsidiaries and holds indirect
shares in an associate (hereinafter referred to as “the
FP Group”, “FP” or “Francotyp-Postalia”).

Francotyp-Postalia Holding AG’s shares are admitted
to trading in the Prime Standard (regulated market
segment with additional post-admission obligations)
of the Frankfurt Stock Exchange.

This report combines the FP Group’s Group
management report with Francotyp-Postalia Holding
AG’s management report. It should be read in context
together with the consolidated financial statements
and the annual financial statements, including the
notes. The consolidated financial statements and the
annual financial statements are based on a number of
assumptions and accounting policies, which are
described in more detail in the notes. The
consolidated financial statements were prepared in
line with IFRS, as adopted by the European Union. The
annual financial statements of Francotyp-Postalia
Holding AG were prepared in accordance with the
German Commercial Code (HGB).

The combined management report contains
statements relating to the future about business,
financial performance and income. These statements
are based on assumptions and forecasts, which in turn
are based on information available at present and
current estimates. They are subject to a number of
uncertainties and risks. Actual performance may thus
differ significantly from expected performance.
Beyond legal requirements, Francotyp-Postalia
Holding AG is not obliged to update statements
relating to the future.

The combined management report for fiscal year
2020 is prepared in euro (EUR), the functional
currency of Francotyp-Postalia Holding AG. Unless
stated otherwise, all figures are rounded to euro
millions (EUR million) to one decimal place. This may
result in rounding differences and the percentages
shown may not be exactly comparable to the figures
to which they relate. The management report has
been prepared for the reporting period from 1
January to 31 December 2020.
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1.2 Business activity

The FP Group’s business activities focus on products
and services for efficient mail processing, the
consolidation of business mail, and digital solutions
and Internet of Things (IoT) applications for
businesses and authorities. The company, which has
subsidiaries in various industrialised countries and a
dense worldwide network of dealers, divided its
business activities into three product areas in fiscal
year 2020: Franking and Inserting, Mail Services and
Software/Digital.

FP has subsidiaries based in ten different countries
and is represented by its own trading network in an
additional 40 countries. With a company history
spanning 98 years, FP possesses special competencies
in the areas of actuating elements, sensor systems,
cryptography and connectivity.

The parent company largely performs the tasks of a
traditional management holding company. As it has no
operating business itself, the financial position of the
company depends on the results of the subsidiaries.

1.2.1  Product areas

Franking and Inserting product area

In the Franking and Inserting product area, the FP
Group develops franking and inserting systems. FP
sells and leases these systems and offers customers a
comprehensive service package. One main revenue
generator is the aftersales business, which generates
recurring revenue chiefly from the sale of
consumables such as tape or ink cartridges, services,
software solutions for cost centre management and
the Teleporto service.

Mail Services product area

The Mail Services product area comprises the franking
service - collecting unfranked outbound post and
providing the franking - and the consolidation service
- sorting the post by postcode and delivering it in
batches to a regional office of Deutsche Post AG or an
alternative postal distributor. This business is
operated by the FP Group with eight sorting centres
throughout Germany, being one of the leading
independent consolidator of business mail on the
German market.

Software/Digital product area

The Software/Digital product area comprises the
business with hybrid mail services and solutions for
secure digital communication. With its hybrid mail
services, the FP Group offers its customers universal
complete solutions for incoming mail processing (FP
Input). This involves digitising all incoming mail,
analysing it according to the customer's specific
criteria, evaluating it and then feeding it into the
customer's data or document system in an electronic
form. In addition, FP also handles output management



(FP Output), i.e. printing, inserting, franking and
handover to the mail delivery services. The FP Group's
secure digital communication services primarily
comprise products for long-term storage and
protection of electronic documents using encryption
and signature software, such as FP Sign, a cloud-based
electronic signature solution. The Software/Digital
product area also includes the FP Group's range of
products for the Internet of Things (IoT).

1.2.2 Significant sales markets and competitive
position

With its franking systems, the FP Group is
represented on the most important markets in the
world, which include Germany, the US, the UK and
France. Having installed 213,000 franking systems,
the FP Group is the third-largest supplier in the world.
In Germany and Austria, the FP is the market leader.
Global sales are handled in three regions - North
America, Central Region (Germany, Austria and
Switzerland) and Middle Europe (remaining European
countries) - through subsidiaries and a worldwide
dealer network.

In many markets, the letter volume is shrinking as a
result of digitization. Also, in fiscal year 2020, the FP
Group witnessed an ongoing trend towards smaller
franking systems. The FP Group has traditionally
focussed on this market segment and has franking
systems especially for smaller and medium volumes of
letters with the Post-Base family.

In the Mail Services product area, the FP Group
guarantees the extensive collection of business mail
and has thus established itself as an consolidator on
the German market thanks to a nationwide structure
with eight sorting centres in Langenfeld, Hamburg,
Hanover, Berlin, Leipzig, Frankfurt, Stuttgart and
Munich. The FP Group has its own printing and
scanning centre in Berlin for its hybrid mail services
business in the Software Solutions segment. There is
also a printing centre at the Austrian Group company
in Vienna.

FP competes with some established providers for
digital products and wins customers through targeted
performance commitments.
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1.3 Objectives and strategy

The old cannot be the new

The FP Group has been working under a new strategy
since 2016. Alongside the franking machine business,
this aims to tap digital business areas, which should
generate strong growth for the Group. Implementing
this strategy proved more difficult than originally
planned. Fiscal year 2021 will now be a year of
transformation. It will lay the groundwork for
improving the FP Group’s profitability. A strong basis
in our digital business models is essential for the
future, not only to make up for shrinking revenue in
the core business of franking and inserting, but also to
steer the Group towards business areas where it can
expect acceptable margins in the years ahead.

Objectives and implementation of strategy

FP has three product areas: Franking and Inserting,
Mail Services and IoT/Digital. The Franking and
Inserting market are declining. Mail Services is highly
competitive and is also affected by the general decline
in mail volumes. Neither the revenue nor the earnings
generated to date in Software/Digital were able to
offset the downturn in the core business. Given this,
the strategy was amended at the start of 2021,
requiring a comprehensive reorganisation.

Step 1: Focus

The business structures must be adapted to current
circumstances. Infrastructure within the Group is to
be transitioned to a modern, uniform ERP/CRM
system. The staff increase in recent years with a view
to planned revenue growth is being adapted to take
account of the company’s current situation. The
number of subsidiaries that carry out the same or
similar activities will be reduced to a minimum. These
measures reduce the cost base and are necessary in
order to improve profitability. Annual savings of
approximately EUR 10 million are expected once
these measures have been completed. This stage also
includes consistently assessing the strategic value and
contribution of the business units for the Group.

Step 2: Further development

Improving profitability and streamlining structures
helps FP operate successfully in the four future
business areas:

1. Franking and Office Solutions

2. Software and Business Process Automation
(BPA)

3. Internet of Things (IoT)
4. Mail Services

FP has the potential and the financial power to
dynamically expand the other business areas (chiefly
Software and BPA and IoT) on the basis of a core
business (franking machines) that enjoys strong cash
flows. This includes targeted M&A activities that



support the new business model. At the same time,
profitability should improve measurably thanks to the
new business activities, as margins in these areas tend
to be higher. IoT will be reported under “Software and
BPA” until it reaches critical mass.

Step 3: Create value

Digital business activities are becoming a key element
of the business model. Their profitability creates value
and boosts the Group’s corporate value.

The new operating model

FP will thus evolve into an international technology
group in the next few years. Organisation in the
business units puts customers at the heart and serves
the market through agile business units. Lean
management structures ensure clear responsibilities
combined with the greatest possible degree of
flexibility, agility and accountability. Service areas
support the operating units on the basis of cost-
efficient, highly-effective processes. The goal is to
substantially improve profitability, bolstering the
value of the Group.

The business units
Franking and Office Solutions

The products FP offers to customers in this segment
are not limited to franking machines and related
hardware - its range also extends to other office
supplies and solutions from the digital product
spectrum. Parcel Shipping and Vision360 marked the
first steps in this direction. Further suitable solutions
can also expand the range by way of collaboration or
M&A. The aim is to offer customers a comprehensive
solution for their office. These offer significant
potential in Europe and the US. The business unit
already accounts for a high share of recurring
revenue.
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Software and BPA

Solutions in this segment ensure efficient
communication and automated process workflows for
customers. Products include hybrid mail,
transACTmail, back office and front office automation,
DE-Mail, FP Sign, Parcel Shipping and products from
third party providers. FP uses this business unit to
address the fast-growing market of process
automation. Strategic additions are intended to
expand the solutions portfolio, for example in the area
of cloud applications, in order to provide customers
with secure and efficient processes.

IoT (Internet of Things)

FP has the technology to offer customers special [oT
solutions from a single source. In future, focus
markets such as property management, waste
management and energy, should have end-to-end
complete solutions comprising hardware and
software to ensure that use of the technology is quick
and uncomplicated. The NeoMonitor portal, which
would make onboarding customers extremely simple,
is currently in the process of preliminary verification.
The aim is to provide the customer with efficient
analysis, management and automated service
management.

Mail Services

This business area specialises in consolidating large
letter volumes. Collection, postage-optimised sorting
and delivery to postal service providers take the
pressure off companies with a high volume of letters
and helps reduce the costs that this entails. As a
volume business, the business area makes only an
insignificant contribution to the FP Group’s earnings
and so it is currently undergoing a strategic review.



1.4 Organisation

1.4.1  Group structure and locations

The chart below shows the legal structure of the Group as at 31 December 2020. For further information, please see
note 4 Consolidated group in the notes to the consolidated financial statements.

Francotyp-Postalia Holding AG

P Francotyp-Postalia GmbH, Berlin

100%

FP Produktionsgesellschaft mbH &
Co. KG, Wittenberge

FP Produktionsverwaltung GmbH,

Wittenberge

mam—> P Direkt Vertriebs GmbH, Berlin

s Francotyp-Postalia Unterstiitzungs-
einrichtung GmbH, Berlin

FP Shared Services Europe GmbH,

Hennigsdorf

HEFTER Systemform GmbH,

Prien

Francotyp-Postalia

Vertrieb und Service
GmbH, Berlin

100%

o o l
Mentana-Claimsoft FP InovolLabs GmbH, freesort GmbH,
GmbH, Firstenwalde Berlin Langenfeld

O O ®

15%

o o
Juconn GmbH, IAB Communications
Unterfohring GmbH, Berlin

Germany

D Francotyp-Postalia GmbH, Wien, AT

D Francotyp-Postalia Ltd., Dartford, UK J

Francotyp-Postalia France SAS,
Nanterre, FR

e

99,97% 3
mmm——  Francotyp-Postalia nv, Antwerpen, BE

Ruys Handelsvereniging B.V,,
Zoetermeer, NL

— @

) |- Finance B.V., Zoetermeer, NL

Francotyp-Postalia Sverige AB,

Bromma, SE

— e

O [taliana Audion S.R.L., Mailand, IT

Europe

FP Direct Ltd.,
Dartford, UK

FP Leasing (UK) Ltd.,
Dartford, UK

D Francotyp-Postalia Inc. Addison, IL,USA

99,998%

[Zad70e. § FP Systems India Private Limited,

Mumbai, IN

The headquarters and main offices of the FP Group
are located in Berlin. Key departments such as
Controlling, Accounting, Tax and Treasury/M&A, HR,
Procurement, IT and Group Controlling are based in
Berlin. The development of franking systems and new
digital products and business models also takes place
there.

Combined group management report

17

FRANCOTYP-POSTALIA HOLDING AG Annual report 2020

100%

Rest of the world

Francotyp Postalia

Canada Inc.
Concord, ON, CA

Since 2012, the FP Group has been manufacturing its
franking systems exclusively in Wittenberge,
Brandenburg in Germany.

FP has subsidiaries on the markets in Germany, the
UK, the Netherlands, Belgium, Austria, Italy, Sweden,
the US, Canada and France. It also has a dense global
network of dealers for distributing its franking and
inserting systems. An overview of the subsidiaries can



be found in the notes to the consolidated financial
statements. Sales have been consolidated in three
large regional organisations since 2019: North

America, Central Region (Germany, Austria,
Switzerland) and Middle Europe (rest of Europe and
international dealers).

OUR LOCATIONS WORLDWIDE

‘.

Addison, lllinois

18

Zoetermeer

25

Nanterre

W FP subsidiaries

m Countries in which FP is active

® Locations with number of
employees

Antwerpen

1.4.2 Management and controlling

The FP Group is managed by the Management Board
independently. At the end of the fiscal year 2020, it
consisted of three members who are appointed by the
Supervisory Board. The members of the Management
Board are jointly responsible for managing the
business. Please see section V. Management Board and
Supervisory Board (additional disclosures in
accordance with German Commercial Code (HGB)) in
the notes to the consolidated financial statements for
information on the Management Board members’
responsibilities according to the schedule of
responsibilities.
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Bromma

688

1 6 Berlin
Langenfeld

- Wittenberge
Wien Firstenwalde
Bad Salzdetfurth
Hennigsdorf

Prien am

Chiemsee

11

Mailand

The Management Board works closely with a team of
national and international managers.

The Supervisory Board with three members monitors
and advises the Management Board. Details on the
work of the Supervisory Board in fiscal year 2020 can
be found in the “Report of the Supervisory Board”.



Group's Declaration on Corporate Governance
Pursuant to Section 315d HGB in Conjunction with
Section 289 fHGB

The declaration on corporate governance?) for
Francotyp-Postalia Holding AG and the FP Group
sections 289 f, 315 d HGB) contains further
information on corporate governance and monitoring,
including the declaration of compliance in accordance
with section 161 AktG, and is published at
http://www.fp-
francotyp.com/FP/unternehmen/investoren/corpora
tegovernance.

1.5 Management

1.5.1 Management system

MANAGEMENT SYSTEM

Strategic
Group planning*

Group-wide
reporting system?

l.

) Internal Audit

Regular Ma-
nagement Board

and Supervisory
Board meetings

Regular ACT
steering
commitee
meetings
Quality, OHS,

Regular ACT- and
JUMP-Steering
Committee
meetings

Regular meetings
of all international
and German
managers

environmental
and energy
management

Regularly
meeting
Executive
Committee

Risk and o'ppurtun'rty
management

) Covers a period of three years, is adjusted annually in the budget process
and during the year, if necessary

[

Monthly on net assets, financial position and results of operations

The FP Group organises its operating activities in four
segments: Production, Sales Germany, International
Sales, and Central Functions. This segmentation is in
line with the Group's internal reporting.

The structure and organisation of the global FP Group
will be changed and optimised according to a new
target operating model in the fiscal year 2021. At the
same time, a uniform ERP/CRM landscape will be

2)The declaration on corporate governance is not part of the audit by
KPMG AG Wirtschaftspriifungsgesellschaft.
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introduced to efficiently support processes
worldwide. As well as restructuring the Sales
organisation, the internal procedures were also
further reviewed and realigned during fiscal year
2020 to make them more process-oriented. Many
administrative functions that were previously carried
out locally are now concentrated in two Shared
Service Centres, one in North America and the other in
Berlin/Brandenburg. The shared service centre in
Henningsdorf, near Berlin, began operations at the
start of 2020.

1.5.2  Financial performance indicators

Group management to date has essentially been
carried out using the following financial performance
indicators:

. Revenue,
. EBITDA,
. adjusted free cash flow.

The FP Group thereby ensured that decisions take
sufficient account of conflicting priorities: growth,
profitability and liquidity.

Revenue is used to gauge market success. The Group
uses earnings before interest, taxes, depreciation, and
amortisation (EBITDA) to measure operational
performance and the performance of the individual
business units. Free cash flow is derived from the net
cash flow from operating activities less capital
expenditure. For the adjusted free cash flow, the free
cash flow was adjusted for investments in finance
lease assets and M&A and for payments for the ACT
project JUMP.

The EBITDA margin (EBITDA in relation to revenue)
will be used in addition to EBITDA. Free cash flow will
be merely an additional parameter in the future.

The most important key financial performance
indicators for FP Holding were:

. Income from investments
. Net profit/loss for the year

Income from investments includes income from profit
transfer agreements and expenses from loss
absorption.

Net profit/loss for the year represents profit and loss
from the company’s income statement. Net income
before taxes will be used instead of net profit/loss for
the year in the future.

1.5.3  Non-financial performance indicators

In addition to financial performance indicators, the FP
Group also uses non-financial performance indicators
to manage the business. The focus lies on the quality
of the service range, which is measured using a quality
and an improvement indicator.



The quality indicator measures changes in product
quality based on annual servicing incidents in relation
to the average weighted installed base of machines.
Ongoing changes such as the introduction of new
products or the optimisation of existing ones are also
taken into consideration. Until now, this indicator has
been measured only in Germany and applied on a
comparative basis to the international subsidiaries,
for example to help calculate costs. It has been called
PQI - Germany and supplemented by the indicator
PQI - International since 2020. The Product Quality
Indicator - International is likewise calculated from
the average installed base of machines and the annual
number of servicing incidents. However, it aggregates
all data from Belgium, Germany, the UK, Italy, Canada,
the Netherlands, Austria, Sweden and the US, i.e. those
countries that supply the FP Group with data on
service incidents to help identify opportunities for
improvement. As the value for the PQI - International
is calculated in a different way to that for the PQI -
Germany and will first be reported on for 2020, it has
also been calculated for 2019 in order to compare the
trend. Both PQIs cover only products currently being
manufactured in Wittenberge (this has been the case
since 2019). Figures for PostBase Vision have been
included in the indicator since 2020.

New developments in our PostBase franking systems
have allowed us to significantly increase quality over
the past few years. The PQI - Germany improved by
8.6% from 11.6 in 2019 to 10.6 in 2020 (previous year
figure of 9.6 in 2019 adjusted). The reason for this is
the systematic improvement in quality that has been
implemented in the current product series. The PQI -
International improved by 4.8 % from 47.4 in 2019
(prior-year figure of 45.4 in 2019 adjusted) to 45.1 in
2020.

We are anticipating slight improvements in both the
PQI - Germany and PQI - International in 2021 as we
will be continuing to increase our product quality
through improvement projects devised by the quality
groups.

The improvement indicator also records the quality of
FP products, especially the quality of new franking
systems. It was previously based on the amount of
parts used for improvements to machines already
delivered and measures the ratio of costs for parts
warranty claims to total revenue. Since 2019, and
retrospectively for 2018, the nf IQ has been calculated
based on costs for parts warranty claims and the
revenue generated by franking machines. The FP
Group records the necessary data on a monthly basis;
an analysis of past years shows that the indicator
embarks on an upward trend when a new generation
of franking systems is introduced. After adjusting the
calculation basis, the nf IQ for 2019 amounted to 0.65.
The nf IQ rose to 1.0 in 2020, a result of launching
PostBase Vision in several countries. As already
explained, this is standard when new products are
launched. nf 1Q is expected to improve in fiscal year
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2021 as the measures from the regular quality circles
take effect.

The FP Group chiefly uses these two non-financial
performance indicators internally with respect to the
issue of sustainability. Additional non-financial
performance indicators are also reported in our
sustainability report. The quality indicator and the
improvement indicator describe sustainable increases
in product and service quality. Improvements in the
two indicators serve to ensure customer satisfaction
and thus the Group's financial success. This also helps
to ensure more sparing use of material and human
resources.

Quantitative information on the parent company’s
non-financial performance indicators is currently not
applied for management purposes.



1.6 Research and development

1.6.1 Presentation and explanation of research
and development activities

1.6.1.1 Focus

As a technology company, innovation is crucial. The
transfer of monetary data streams and secure
communications have helped to build up our special
expertise in the development of functionalities that
meet the requirements of the different postal
authorities and companies across the globe. These
competencies characterise the DNA of FP with its
components of sensor systems, actuator technology,
connectivity and cryptography.

The work of the Research and Development
department is focused on product development for
relevant innovative solutions, physical products and
software for the company's target markets. Activities
of basic research that primarily do not have an
economic purpose are less of a priority.

1.6.1.2 Objectives

The overriding objective of research and development
is to support key aspects of the strategy by developing
innovative products and overhauling existing ones
based on the evaluation of markets and technology.
This is particularly true in FP's digital business areas
giving rise to the following main priorities:

. Maintaining the core business
. Strengthening digital products
. Expanding the [oT as a business area

The optimum utilisation of resources and expertise is
crucial to achieving these goals. The tried-and-tested
use of agile development methods enables FP to adapt
products dynamically to market requirements. At the
beginning of a project, there is an idea, which is not
carried out rigidly in the sense of a conventional
"waterfall model”, but can be continuously improved
through early contact with customers and marketing.
In addition to the agile execution of projects, FP is also
making increasing use of agile methods in the product
definition phase. These design sprints already result
in quick market feedback during the inception phase
of the product idea. FP now uses agile processes and
methods integrated into a mature multi-project
management environment on all projects where this
is practical.

1.6.1.3 Core areas of expertise

Development activities are focused on FP's core areas
of expertise

. Secure infrastructures

. Cryptography (security and encryption
software)

. Sensor and control solutions

. Software

Combined group management report

21

FRANCOTYP-POSTALIA HOLDING AG Annual report 2020

Secure infrastructures

FP develops and operates secure infrastructures that
underpin billing services, supplementing hardware
components with solutions-based services. Customers
often use these services on a “pay-as-you-use” basis.
FP develops the corresponding hardware and
software components for billing services and provides
suitable solutions.

Cryptography (security and encryption software)
Secure billing services require modern encryption
technologies, i.e. cryptography. FP offers a range of
different security solutions to this end. In the case of
franking systems, these essentially enable the high-
security transmission of monetary values and sensor
data. In the IoT environment, meanwhile, they ensure
that all types of data can be transmitted from its place
of origin to various cloud services, while retaining its
unique identity.

Sensor and control solutions

The tried-and-tested interface technology from FP
allows data to be obtained from almost all sources
such as industrial management systems, energy
meters and all types of analogue and digital sensors
and made available for evaluation and use in digital
services. The applications created using this
technology are extremely versatile. Work began in
2020 on developing more new interfaces such as the
local metrological network interface (LMN) and
controllable local system interface (CLS), for value-
added services for smart meter gateways.

Software

Software is of critical importance to the success of FP
products. In order to drive its software development
in a focussed manner, FP is increasingly consolidating
its software development in competence centres.
Alongside “simple” machine control, software
development today also encompasses PC and web
applications, embedded software and servers used to
manage data, carry out cryptography and implement
cloud solutions. These are developed in two different
areas of competence. The first comprises application
development, which focuses on PC and server
software, cloud applications and the development of
mobile applications for the Android and iOS operating
systems. The second area focuses on developing
embedded software, primarily industrial IoT, and on
further developing the products in the core business
of Franking and Inserting.

1.6.1.4 Activities
Specifically, work in the product areas in 2020
focused on:

Franking and Inserting product area

Development activities related to franking machines
focussed on product maintenance work. The existing
range of models was further optimised on the basis of
customer requests or to improve security. All franking
systems are being re-approved in accordance with the
new IEC62368-1 safety standard. They were also
tested for electromagnetic compatibility and



electrostatic discharge. Approval of PostBase Vision in
additional countries was prepared or finalised.

Digital products (excluding IoT)

Application development focussed on refining the
private cloud-based digital signature solution FP Sign.
Progress was made in switching to a .NET Core-based
enterprise solution to improve the signature
solution’s scalability, creating the groundwork for
serving an increasing number of customers. A variety
of functions and convenience features were also
added. The trend towards remote working in the last
fiscal year considerably amplified interest in solutions
such as FP Sign.

Further development of Parcel Shipping, the parcel
shipping solution for the US, also took centre stage. In
addition to enhancing functionality, integrated
reporting was also expanded to include different
analytical evaluations that can also be provided for
other product areas.

Expanding the IoT as a business area

With regard to IoT applications, numerous different
gateways for series production were developed and
production was transferred to Wittenberge. Technical
safety approvals were also completed for various
gateways.

1.6.2 Quantitative information on the results of
research and development activities

1
RESEARCH AND DEVELOPMENT COSTS (in EUR million)

5.6%
14 vy

11.6
12

1{ 249% 4

8

2020 2019

Recognition as expense
N Capitalisation as intangible asset

—e— Ratio of R & D expenses (induding product maintenance) to consolidated
revenue
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Development work then focussed on software
development. Gateways record data and transfer it
securely. Customers benefit from data availability and
the corresponding evaluation. A portal is to be
developed for this that allows efficient onboarding of
new customers. This portal would allow customers to
individually evaluate the data. Apps and a dashboard
are to be developed to ensure that the gateways can
begin operating quickly and to provide a standardised
evaluation of the data, so that customers can receive a
turnkey end-to-end solution.

Changes in research and development activities
compared to the previous year

The focus of R&D activities has changed over the last
year. Previously, they centred around hardware
products, whereas now the focus is increasingly
shifting to related software solutions. This aims to
offer customers end-to-end solutions that can be used
not only to record data, but also to analyse and assess
it. This will likely be one of the keys to generating
significant growth in the area of digital products in the
future. In doing so, we do not intend to develop all
solutions ourselves. Where the opportunity presents
itself, we will also selectively and inorganically
expand our expertise in this area.

The ratio of R&D expenses to consolidated revenue
declined from 5.6% in the previous year to 4.5% in
the reporting year.

IMPAIRMENTS ON CAPITALISED
DEVELOPMENT COSTS (IN EUR MILLION)

2020 2019



1.6.2.1 Research and development costs

Research and development costs came to EUR 8.7
million in the reporting year after EUR 11.6 million in
the previous year. This represents a decline of 25%
and is attributable chiefly to lower R&D activities in
fiscal year 2020. At EUR 3.3 million, the share
required to be capitalised as intangible assets is far
lower than in the previous year. Furthermore,
impairments on capitalised development costs
decreased by 6% to EUR 7.9 million. Impairments
thus far exceeded the newly capitalised development
costs.

1.6.2.2 Number of employees in research and
development

a. Allocation of employees to the research and
development divisions as at the reporting date

(in %, previous year in brackets)

7 (5) - 23 (18)
Intellectual 40 ; i
Propert // i Demgn/_
perty ,\// Electronic
9 (4) [ 32 (19)
Innovation & Lifecycle “\| | special applications/
Management \ loT/other/ enterprise
resource planning
29 (17)

o (37)

Embedded Software,

Test, Postal Relations application development

b. Research and development employees

At the end of 2020, 55 employees (previous year: 78)
were permanent staff in the research and
development divisions of the FP Group (including
subsidiaries), which represents 5.6% of the Group's
total workforce (previous year: 7.2%). This change
resulted mostly from shifting capacities to other areas
of the Group, predominantly to Global IT. Additional
external employees are temporarily recruited for
certain projects, as required. At the end of 2020,
external staff accounted for up to 14.5% of the
permanent R&D workforce (previous year: 7%).

1.6.3  Outlook

Customer focus is our top priority. This is why R&D
activities will be substantially redesigned in fiscal year
2021. Responsibility, both for development projects
and for the resources required for these, will be
integrated into the business units in full. This aims to
ensure that products and solutions reliably meet the
expectations of the market in question and that the
revenue  expectations corresponding to the
development cost are fulfilled. In addition, increasing
use will be made of specialised service providers in
future to supplement and affordably expand existing
expertise.
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2. Economic conditions
2.1 Macroeconomic and industry-specific
conditions

Global gross domestic product (GDP) slumped in 2020
on account of the coronavirus pandemic. The
International Monetary Fund (IMF) estimates the
decline at 4.4%. While the economic downturn was
somewhat milder in emerging markets, GDP
contracted considerably in industrialised countries,
which are particularly relevant to the FP Group. In the
USA, FP's largest foreign market in terms of number of
customers and revenue, economic activity suffered a
significant downturn in 2020. Economic performance
in the eurozone and Germany was also very weak,
with the economic slump particularly severe in the
eurozone, as the figure below shows:

TABLE OF GDP PERFORMANCE IN 2020

World -4.4%
United States -4.3%
Eurozone -8.3%
Germany -6.0%

1 Sources: IMF, Bureau of Economic Analysis, Eurostat, German Federal
Statistical Office

The euro/US dollar exchange rate plays an important
role when it comes to the FP Group's exports to the US
and other markets. Amidst fluctuations, the euro
gained significantly against the US dollar over the
course of 2020, finishing up at USD 1.22 as at 31
December 2020, some 9 % above the previous year's
closing price. On average, the euro traded against the
US dollar at approximately 2 % above the level in the
previous year during fiscal year 2020. Due to the
uncertainties in the context of the Brexit trade
agreement between the UK and the EU, the rate of the
pound sterling, which is also important to the FP
Group, continued to fluctuate in 2020. With a closing
price of 0.90 pound sterling, the exchange rate
remained well above the 0.85 recorded at year-end
2019. The euro thus traded against the pound sterling
at around 6 % above the level in the same period of
the previous year during fiscal year 2020. The euro
also picked up against the Canadian dollar in 2020
(+7%) but declined slightly against the Swedish krona
(-4%). A weaker euro exchange rate has a negative
impact on the revenue and earnings development of
the FP Group insofar as some of the revenue is
generated in these currencies and converted into euro
at Group level. The FP Group processes post in foreign
and domestic markets. According to statistics from the
Universal Postal Union, over 285 billion letters are
still being sent around the world each year, albeit with
a downward trend (2019; global figures for 2020 are
not yet available; a 4.1 % decline is expected). COVID-
19 prompted a substantial fall in mail volumes in most
countries (USA: -9.4 %; Germany: -9.5 %), far higher
than previously forecast for the years ahead. This
downturn was particularly pronounced in advertising



mail, although this stabilised again in part. Given this,
it is assumed that the rates of decline will return close
to original rates again moving forward. By contrast,
the parcel market is enjoying strong growth, which
was again shored up by COVID-19. Globally, annual
growth of over 15 % is anticipated for the next 3-4
years. Over 100 billion parcels were sent globally for
the first time in 2019, a figure that is expected to
increase further to up to 130 billion in 2020. In
Germany, over 4 billion parcels are expected to be
sent in 2020, with forecast growth rates of 6-7 % for
the years ahead.

Although the extent to which the SARS-CoV-2
pandemic will influence the fall in mail volumes in the
medium term cannot be quantified at present, it is

expected that the decline could accelerate. This is
partly because the crisis is likely to give a boost to
digitization and partly because potential negative
economic trends could reduce mail volumes. Faster
growth is anticipated for the parcel market, at least
for the time being.

3. Course of Business

Comparison of actual/forecast Group
business performance

The table below shows the financial and non-financial
performance indicators of the FP Group.

COMPARISON OF ACTUAL/FORECAST BUSINESS PERFORMANCE IN 2020

in EUR million 2020 forecast* ACTUAL 2020
Decline in revenue to between EUR 195 million and EUR 203 million; based on the
half-year figures and its assessments regarding the further development of the
pandemic, the Management Board specified its forecast on 27 August 2020. A strong

Revenue decline in revenue had originally been forecast for 2020. 195.9
EBITDA ranging from EUR 24 million to EUR 28 million (forecast specified on 27

EBITDA August 2020). A strong decline in EBITDA had previously been forecast for 2020. 8.0

Adjusted free cash flow** Substantial decline in adjusted free cash flow. 15.4
Slight improvement year on year (previous year: currently 47.4***) after adjusting

Quality indicator - Germany the calculation basis. 45.1
Slight deterioration year on year (previous year: 0.65) after adjusting the calculation

Improvement indicator basis. 0.96

1 * Assuming constant exchange rates for foreign currencies.

2) ** Adjusted for investments in finance lease assets, M&A and payments for the ACT project JUMP. Previous year: EUR 12.4 million (adjusted).

3) *** Prior-year figure of 45.4 adjusted in 2019

3.1 Comparison of the actual /forecast
business performance of FP Holding

The forecast for fiscal year 2020 envisaged a sharp
downturn in income from investments and net
profit/loss for the year.

In fiscal year 2020, FP Holding generated far lower
income from investments of EUR 5.9 million (previous
year: EUR 23.6 million) and was thus in line with its
forecast figure. The main reasons for this marked
deviation were lower profit transfers due to more
strained operating performance in comparison to the
previous year on account of the pandemic, non-
recurring effects in the form of derecognitions and
impairments of internally generated intangible assets
at a subsidiary in fiscal year 2020, and the recognition
of restructuring provisions.

FP Holding thus posted a net loss of EUR 4.5 million in
the reporting year, in line with 