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Note: The amounts are presented in MSEK unless otherwise
indicated and numbers in parentheses represent comparative
figures for the preceding year.

Forward-looking statements: Some statements in this report
are forward-looking, and the actual outcomes could be materi-
ally different. In addition to the factors explicitly discussed, other
factors could have a material effect on the actual outcomes.
Such factors include, but are not limited to, general business
conditions, fluctuations in exchange rates and interest rates,
political developments, the impact of competing products and
their pricing, product development, commercialization and
technological difficulties, interruptions in supply, and major
customer credit losses.

Atlas Copco AB and its subsidiaries are sometimes referred to
as the Atlas Copco Group, the Group, or Atlas Copco. Atlas
Copco AB is also sometimes referred to as Atlas Copco. Any
mention of the Board of Directors or the Directors refers to the
Board of Directors of Atlas Copco AB.

The Annual Report, the Sustainability Report and the Corporate
Governance Report are published in one document.

This symbol indicates that further information
is available on Atlas Copco’s website,
www.atlascopco.com.



® Very weak demand for equipment following the global financial crisis. Forceful
actions were taken to adapt capacity and costs to the new demand situation.

Aftermarket products and services showed resilience.
® Revenues MSEK 63 762 (74 177), down 23% in volume.

® QOperating profit declined 34% to MSEK 9 090 (13 806), corresponding to an
operating margin of 14.3% (18.6).

Restructuring costs and other items affecting comparability of MSEK -569 (-292).
Adjusted operating margin of 15.1% (19.0).

Profit for the year was MSEK 6 276 (10 190).
® QOperating cash flow was MSEK 13 291 (4 751).

® The Board of Directors proposes a dividend for 2009 of SEK 3.00 (3.00)
per share and a share repurchase program.

Copco 2009

2009 in figures

MSEK 2009 2008 Change, %
Orders received 58451 73572 -21
Revenues 63 762 74177 -14
Operating profit 9090 13 806 -34
—as a percentage of revenues 14.3 18.6
Profit before tax 8271 13112 -37
—as a percentage of revenues 13.0 177
Profit from continuing operations 6276 10 006 =37
Basic earnings per share, continuing operations, SEK 5.14 8.18 -37
Diluted earnings per share, continuing operations, SEK 5.13 8.18 =37
Profit from discontinued operations, net of tax - 184
Profit for the yearV 6 276 10190 -38
Basic earnings per share, SEK1) 5.14 8.33
Diluted earnings per share, SEK" 5.13 8.33
Dividend per share, SEK 3.002 3.00
Equity per share, SEK" 21 20
Operating cash flow 13 291 4751
Return on capital employed, % 177 335
Return on equity, %" 25.8 577
Average number of employees 31085 34119

1 Including discontinued operations in 2008.
2 Proposed by the Board of Directors.
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GROUP OVERVIEW

Atlas Copco Group

Atlas Copco is an industrial group with world-leading posi- company is based in Stockholm, Sweden, and has a global

tions in compressors, construction and mining equipment, reach spanning more than 170 countries. In 2009, Atlas Copco
had about 30 000 employees and revenues of BSEK 64

(BEUR 6.0). Learn more at www.atlascopco.com. m

power tools and assembly systems. The Group delivers
sustainable solutions for increased customer productivity
through innovative products and services. Founded 1873, the

Compressor Technique

Construction and Mining Technique

The business

Revenues and operating margin
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The Construction and Mining Technique MSEK %
business area develops, manufactures, 35000 21
markets, and services rock drilling tools,
L . K 30 000 18

underground rock drilling rigs for tunneling
and mining applications, surface drilling rigs, 25 000 15
loading equipment, exploration drilling
equipment, construction tools and road 20000 — 12
construction equipment.
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The business area has its principal

product development and manufacturing 10000 - L
units in Sweden, Germany, and the United
States, with other units in Australia, Austria, 5000 - — @ — L L3
Brazil, Bulgaria, Canada, China, Finland,
France, India, Japan, and South Africa. 0 0
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quality industrial power tools, assembly 7000
systems, and aftermarket products and
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service. 3000 —
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China, France, Hungary, Italy and Japan. The 1000 - — L3
business area also has assembly system
application centers in several markets. 0 0
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Revenues by business area
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PRESIDENT AND CEO

Preparing for profitable growth

Perhaps one should not be satisfied after a year
when revenues dropped and many of our
employees lost their jobs. But we entered 2009
facing enormous challenges; the decline in
demand was on a scale new to all of us and we
were in the midst of adapting to the situation.
Taking stock after this difficult time, we see that our
people truly proved themselves. We achieved a
good profit and maintained a solid financial
position. Atlas Copco is prepared for sustainable,
profitable growth.

Summary of 2009

The end of a long period of economic growth, like the one we saw
during the previous six years, naturally has consequences. Atlas
Copco underwent rapid changes in the first half of 2009, coping
with this global ‘hangover.”’ The Group’s large share of service
revenues provided some resilience, as did its geographical sales
mix, but in many markets and customer segments, equipment
orders halved compared to the previous year, or fell even more,
like in Russia. New investments in compressors, construction and
mining equipment and industrial tools were very low in North
America and Europe.

The direct effect on our business from government stimulus
packages around the world was limited, perhaps with the exception
of China, where signs of a recovery became visible more quickly
than in other markets. This market emerged as Atlas Copco’s largest
during 2009, highlighting the growing importance for the Group of
business related to the emerging markets. Overall, demand for Atlas
Copco’s products stabilized during the second half of 2009, with
pockets of growth seen also in India and South America.

Our contingency plans, kicked off in the final quarter of 2008,
included reductions of the workforce, improvements to the effi-
ciency in operations and reductions of working capital. Wherever
possible, we implemented shorter working hours, but a large num-
ber of people had to leave the Group. Such decisions are difficult
to take, seeing the impact on loyal employees and their families,
but necessary to safeguard future growth and job opportunities.
The measures were targeted so as not to jeopardize the Group’s
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capabilities within product design, development and service, or its
presence in key markets.

This tough period put great demands on all our collaborators
—employees, suppliers and distributors — but they all put in a tre-
mendous effort, allowing us to keep our market position or even
strengthen our relative share. In a situation like the current, we
must remain focused on creating lasting customer value. We had a
high focus on improving customer satisfaction by delivering new
products of top quality, suited to the customers’ needs and sup-
ported by our world-class service operation.

The proof of these efforts is in the numbers. The global finan-
cial crisis and the rough road to recovery have also brought the
power of the company’s core business back into sharp focus.
During the worst economic crisis in recent history, Atlas Copco
achieved an operating margin around 15% and maintained a
robust balance sheet, allowing a proposed dividend to sharehold-
ers of SEK 3.00 per share. Thanks to this financial performance,
we have a healthy base from which we can not only defend our
position, but also go on the offensive.

We ended the year with the announcement of a significant
acquisition, in line with our plans to strengthen our presence in
growing market segments and important geographical areas. Pur-
chasing Quincy Compressor for MUSD 190 will solidify our posi-
tion in North America and China, adding a strong brand with an
extensive, professional distributor network to the Atlas Copco
Group. We also decided to invest more than MSEK 100 in build-
ing a new facility for gas and process compressors in China.



During 2009, our spending on research and development in rela-
tion to revenues increased. We launched many new and upgraded
products, such as rollers for road development with reduced fuel
consumption and ergonomically developed battery-powered
screwdrivers. We also announced that a range of oil-free compres-
sors, with heat recovery equipment, is the first in the world to be
certified for ‘net zero energy consumption’. This means we have
succeeded at recuperating all the waste heat generated in air
compression, making it reusable in other applications.

This is what we call sustainable productivity

The above products have something more than innovation in
common; they have been designed taking human and environ-
mental aspects into consideration in the process of increasing
productivity. Reducing the energy consumption of every new
product is an integral part of our design process. Additionally
we make life-cycle assessments, identifying the environmental
impact of a product throughout the course of its use.

We do these things because we believe the sustainable devel-
opment of Atlas Copco will benefit all our stakeholders. When
we say we are committed to sustainable productivity, it means that
we do everything we can to ensure reliable, lasting results with a
responsible use of resources; human, natural, and capital. Even a
difficult decision like giving notice to employees is based on this.
We always take the long-term view because our customers need to
know they will be productive not just today or tomorrow, but also
years from now.

Sustainability is therefore not an optional add-on, but a route to
prosperity for Atlas Copco and other companies. Those that
succeed will be the ones with the truly innovative products, ser-
vices and processes. Reaching the best results begins with having
a solid strategy that includes analyzing our performance on the
economical, social and environmental levels.

‘We have already mentioned the strong financial performance
by Atlas Copco, but how are we doing on the other issues? In abso-
lute numbers, the Group’s usage of energy and water declined, but
it is difficult to distinguish the achievements related to efficiency
improvements, because of the sharply lower activity levels in our
factories. One clear outcome is that initiatives to introduce more
environmentally friendly energy sources resulted in a decrease of
CO» emissions. We are happy to report a decrease in the number of
work-related accidents, and will this year further sharpen the
Group’s focus on safety, by implementing new targets, routines and
policies.

Among notable events, our work to reduce the impact of HIV/
AIDS in South Africa was recognized with the Swedish Workplace
HIV and AIDS Programme (SWHAP) Achievement Award, and
the employee-driven organization Water for All expanded to a total
10 countries.

When it comes to the environment, we see that Atlas Copco’s
biggest long-term impact, and improvement potential, lies in the
use of our products. An average 10% of the energy consumption in
manufacturing facilities comes from the use of compressed air. In
many cases, especially when the equipment is more than 10 years



PRESIDENT AND CEO

old, Atlas Copco can reduce this figure dramatically. Given this
opportunity to reduce CO emissions, one might wonder why it is
not as natural with government incentives to modernize manufac-
turing more rapidly, as it is with stimulus packages to invest in alter-
native energy sources. Either way, it is a strong business case for
Atlas Copco, and likely to continue driving our organic growth.

Priorities for 2010 and beyond

Going back into a more expansive mode after the tough past year,
my task as the new CEQ is to further intensify the execution of
Atlas Copco’s strategy for profitable growth. As before, we expect,

in the longer term, to generate about one third of growth through
acquisitions and the other two thirds organically. We continue
evaluating mostly acquisition targets that are ‘modest in size and
close to home.” We will explore opportunities that can extend the
Group’s geographic presence and product portfolio.

A few issues will be critical in achieving long-term organic
growth; continued innovation, presence in growth markets and
developing our service organization.

Innovation is a deeply embedded part of Atlas Copco’s com-
pany culture, and we have to actively work to make sure it stays
that way. We will continue investing in this area and cooperating
on product development with universities and customers. We
want to have the fittest product portfolio on the market. The share
of revenues generated by products introduced in the past six years
is currently around 70% in the Group. On a scale of three years,
there is room for improvement but we believe we are the undispu-
table leader. Increasing the share of new products will be a driving
force in organic growth, and we work continuously to provide
customers with a state-of-the-art product offer.

We can also innovate internally. Many of the measures we have
taken during this severe downturn have been aimed at achieving
operational excellence. Atlas Copco as a company is ‘fit,” but we will
strive to become even better in areas such as business processes,
sourcing, manufacturing, logistics and energy efficiency.

As we focus on innovation, we must make sure that products



are developed suited to the needs of customers in emerging mar-
kets. We see how rapidly the world has changed in this respect in
how our distribution of sales is shifting towards the southern
hemisphere. Since 2002, non-OECD countries have gone from
generating 29% of orders received to 44% in 2009. Brazil and
India are today our fourth and sixth largest markets respectively.
In 2002, they weren’t even in the top ten.

We will continue to extend and broaden our presence in such
growth markets, of course without forgetting the markets which
are already significant for Atlas Copco. As of this year, two
important management functions are moving to establish a base
in Shanghai, China. Having the leadership of Construction and
Mining Technique in the region will deepen our knowledge and
penetration of key growth segments such as infrastructure. The
head of the Oil-free Air division will closely follow the rapid shifts
and growth of the Chinese compressor markets.

Strengthening the focus on delivering services to our custom-
ers, we will invest in training, presence and logistics. This gives us
a great opportunity to improve customer satisfaction and grow
our business at the same time. Our measurements show we can
work on getting closer to the customers and developing to an
even greater extent a high-performance sales culture.

The key to success in this field lies with our employees. We have
to recruit, develop and retain the most talented people, whoever
they are and wherever they are from. This is a long-term priority in

order to ensure the Atlas Copco Group remains a global leader. We
already have a great group of people, but achieving a higher level of
diversity within the company is a key target that we believe will
yield even better results. We see a positive trend in terms of both
new recruitments of female graduates and international diversity in
Group management, but there is more we can do.

I am proud to lead this hard-working team, in which we find a
tremendous professional competence and a strong will to deliver
customer satisfaction. I am confident this is also the way to create
shareholder value.

Ronnie Leten
President and CEO
Stockholm, February 2, 2010



ATLAS COPCO IN BRIEF

Vision and Mission

Vision

The Atlas Copco Group’s vision is to become and remain First in
Mind—First in Choice® of its customers and prospects, and of
other key stakeholders.

Strategy

Atlas Copco has strong positions globally in most segments
where it offers products and solutions. The Group concentrates
on strengthening its position within segments where it has core
competence.

To reach its vision First in Mind—First in Choice®, the

Group has three overall strategic directions:

Organic and acquired growth

Growth should primarily be organic, supported by selected

acquisitions. Growth can be achieved by:

* geographic expansion, by opening additional customer centers

* deeper market penetration, by intensified training for service
and sales personnel

* increasing the scope of supply

* acquiring more channels to the market, for example more
brands or more distributor channels

* continuously launching new products for existing applications

* finding new applications for existing products

Atlas Copco 2009

Mission

Atlas Copco is an industrial group with world-leading positions
in compressors, construction and mining equipment, power tools
and assembly systems. The Group delivers sustainable solutions
for increased customer productivity through innovative products
and services.

* acquiring products for existing applications
* acquiring technology/expertise in related applications

Innovations and continuous improvements

To be a market leader demands continuous substantial investment
in research and development. Customers should be offered prod-
ucts and solutions that increase their productivity and reduce
their cost. New products and solutions should provide extra
benefits for the customer compared to the existing products or to
the competition.

Strengthened aftermarket

The aftermarket comprises accessories, consumables, parts,
service, maintenance, and training. A strengthened aftermarket
offers the Group a stable revenue stream, high growth potential,
and optimized business processes. In addition, the product
development organization gets a better understanding of the
customers’ needs and preferences.



Targets

Financial targets

Atlas Copco Group has defined financial targets that will create
and continuously increase shareholder value. The overall objec-
tive is to grow while achieving a return on capital employed that
always exceeds the Group’s average total cost of capital.

The financial targets are

* to have an annual revenue growth of 8%,

* to reach an operating margin of 15%, and

* to challenge and continuously improve the efficiency of
operating capital in terms of fixed assets, inventories,
receivables, and rental-fleet utilization.

To reach these targets, all operative units within the Group follow
a proven development process: stability first, then profitability,
and finally growth.

8%
Growth

Operating margin

Weighted Average
Cost of Capital
(WACC)

Capital turnover

Non-financial targets

General

» All employees shall receive appropriate training in the Business
Code of Practice.

Social/lemployees

« Each employee shall be provided with an average of 40 hours
competence development per year.

« Each employee shall receive an annual personal performance
appraisal.

« Internal mobility is encouraged with the aim to recruit 85%
of managers internally.

» Reduction of work-related accidents by 50%. The vision is no
work-related accidents.

« Increase number of business units with zero accidents.

« Sick-leave shall remain below 2.5% days.

 All employees shall work in an environment with an
occupational health and safety system.

« All production units and customer centers with more than
70 employees shall have an OHSAS 18001/VPP certified system.

Environmental

* All production units shall be ISO 14001 certified.

* All employees shall work in an Environmental Management
System (EMS) certified environment.

« All divisions shall have measurable targets for main product
categories to increase energy efficiency.

« All production units shall reduce their CO; emissions, including
transport to and from production sites.

Business partners

* Business partners shall be evaluated from an environmental and
social performance point of view in addition to general business
objectives.

* Business partners shall be encouraged to implement an
environmental system similar to Atlas Copco’s system.

The regions’ portion of orders received

-

‘1" -
'\% 9
g o

South America 10% (8) )

| 4

Africa/Middle East 12% (12) - Asia/AuétraIia 26% (23)

&4

v 4

@ Production sites
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ATLAS COPCO IN BRIEF

Primary Drivers of Revenues

Capital goods investment in various private and public sectors,
such as manufacturing, infrastructure, and mining are drivers for
Atlas Copco’s revenues. Important customer groups in manufac-
turing and process industries demand and invest in compressed
air products and solutions, industrial tools and assembly systems.
Such industrial machinery investments are influenced by custom-
ers’ ambitions to reduce cost and improve productivity, quality,
and capacity. Customers in the construction and mining indus-
tries invest in equipment, e.g. for rock excavation, demolition and
road construction. Large infrastructure investments, such as
tunnel construction for roads, railways and hydroelectric power
plants often depend on political decisions. Private investments
from the construction and mining industries can be influenced by
a number of factors, e.g. underlying construction activity, interest
rates, metal prices, and metal inventory levels.

Customers also demand service and maintenance, training,
parts, accessories, consumables, and equipment rental. The
demand arises during the time the equipment or product is in use,
i.e. during industrial production, construction activity and ore
production. Additionally, there is an outsourcing trend that is
driving demand as customers increasingly look for suppliers that
offer additional services or functions rather than only the

Brands

In order to reach its vision of First in Mind—TFirst in Choice®,
the Group owns more than 30 brands. The multi-brand strategy
is fundamental to the Atlas Copco Group and by using more

PUSKA

AIRE COMPRIMIDO

equipment. Atlas Copco is also looking to offer more services
and aftermarket products in line with the Group’s aftermarket
strategy. Demand for these services and products is relatively
stable compared to the demand for equipment. Aftermarket and
rental revenues are generating about 40% of Atlas Copco’s
revenues.

Aftermarket
and rental, 40%

Industrial machinery

. Industrial production
investment

Construction
activity/outsourcing

Investment in
infrastructure

Metal and
ore production

Mining machinery
investment

brands it can better satisfy the various customer segments’
specific needs.
The Atlas Copco brand accounts for about 82% of revenues.

/ABRS
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Atlas Copco
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Structure

The Group is organized in three separate, focused but still inte-
grated business areas, each operating through divisions.

The role of the business area is to develop, implement, and
follow up the objectives and strategy within its business.

The divisions are separate operational units, each responsible to
deliver growth and profit in line with strategies and objectives set by
the business area. The divisions generally conduct business through
customer centers, distribution centers, and product companies.

Common service providers — internal or external — have been
established with the mission to provide services faster, to a higher
quality, and at a lower cost, thus allowing the divisions to focus on
their core businesses.

The Atlas Copco Group is unified and
strengthened through:

e a shared vision and a common identity

the sharing of brand names and trademarks

the sharing of resources and infrastructure support
common processes and shared best practices

the use of common service providers

financial and human resources

a common leadership model

the corporate culture and the core values: interaction,
commitment, and innovation.

Processes

Group-wide strategies, processes, and shared best practices are
collected in the database The Way We Do Things. The processes
covered are finance, controlling, and accounting, legal, people
management, crisis management, insurance, communications and
branding, information technology, Group standards, Business Code
of Practice, and environmental management. The information is
stored electronically and is available to all employees. Although
most of the documentation is self-explanatory, training on how to
implement the processes is provided to managers on a regular
basis. Wherever they are located, Atlas Copco employees are
expected to operate in accordance with the principles and guide-
lines provided.

People

Atlas Copco’s growth is closely related to how the Group succeeds
in being a good employer, attracting, developing, and keeping
qualified and motivated people. With a global business conducted
through numerous companies, Atlas Copco works with continuous
competence development, knowledge sharing and in implementing
the core values — interaction, commitment, and innovation. Every-
body is expected to contribute by committing themselves to Group
objectives and to their individual performance targets.

Organization 2010

Board of Directors

President and Chief Executive Officer

Business areas

Divisions — The divisions generally conduct business through product companies, distribution

centers, and customer centers

Oil-free Air
Industrial Air
Portable Air
Gas and Process
Specialty Rental
Compressor Technique Service
Airtec

Underground Rock Excavation
Surface Drilling Equipment
Drilling Solutions
Secoroc
ConstructionTools

Geotechnical Drilling
and Exploration
Road Construction Equipment
Rocktec

Atlas CopcoTools and Assembly
Systems Motor Vehicle Industry

Atlas CopcoTools and Assembly
Systems General Industry

Tooltec

Chicago Pneumatic
i

Industrial compressors
Air treatment equipment
Portable compressors
Generators
Specialty rental
Gas and process compressors
Services and parts

Drilling rigs
Rock drilling tools
Construction tools
Road construction equipment
Load-Haul-Dump vehicles (LHDs)
Services and parts

Industrial tools
Assembly systems
Services and parts

Atlas Copco 2009
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ADMINISTRATION REPORT

Board of Directors’ Report

on 2009 Operations

Market Review and
Demand Development

The year 2009 was a challenge for Atlas Copco. The sharp fall in
demand at the end of 2008 created a new level of business and
particularly equipment sales were affected negatively. Some prod-
uct areas saw sales decline more than 50%. The beginning of the
year was particularly challenging as the low order intake was
combined with cancellations and the uncertainty was very high.
After the first quarter the demand stabilized at a low level and a
gradual improvement was noted towards the end of the year. The
improvement was primarily related to a positive development in
many emerging markets. In most customer segments equipment
orders decreased significantly, with a few exceptions like oil and
gas, food and textile industry as well as public services and utili-
ties, where demand was more stable.

Orders received decreased 21%, to MSEK 58 451 (73 572).
Volumes decreased 30% for comparable units. Compressor Tech-
nique volumes decreased 27%, Construction and Mining Tech-
nique 31% and Industrial Technique 35%. Favorable currency
development supported with 7%, prices increased 1% and the net
effect of cancellations in 2008 and 2009 was 1%.

See also business area sections on pages 24-35.

North America

North America accounted for 16% (18) of orders received and
was severely affected by the global financial crisis. The demand for
compressed air equipment from the manufacturing and process
industries declined significantly. At the same time, the aftermarket
business remained stable. The order intake for mining equipment
declined sharply compared with the high sales during the main
part of 2008. Weak demand also prevailed for construction equip-
ment. The aftermarket business for both mining and construction
also declined in the region as the activity level was lower. The
order intake for industrial tools, assembly systems and related
aftermarket was very weak both from the motor vehicle industry
and from general industry. In total, orders received decreased 38%
in local currencies.

South America

South America, representing 10% (8) of orders received, was also
affected by the global financial crisis, but demand held up better
than in most other regions. Several markets recorded order intake
close to pre-crisis level in the second half of the year, primarily
due to improved demand from the mining and construction
industry. The demand for equipment from the manufacturing and
process industries declined considerably, whereas the aftermarket
business remained stable. In total, orders received decreased 15%
in local currencies.

Europe
The demand for equipment in Europe, representing 36% (39) of
orders received, declined significantly. The demand for industrial

Atlas Copco 2009

compressors and related aftermarket from the manufacturing and
process industries was negatively affected by the low capacity utili-
zation. This resulted in stopped or delayed investment decisions as
well as reduced maintenance need for the equipment. The situation
also affected sales of industrial tools and assembly systems, which
was considerably below previous year’s high level. The sales of min-
ing equipment decreased sharply compared with a strong 2008.
Similarly, the decline was also substantial for construction equip-
ment, a drop that was reinforced by inventory adjustments at dis-
tributors. Geographically, the most negative development was seen
in Russia and Eastern Europe, the best performers in 2008, but also
Germany and Spain noted substantial declines in order intake. The
least negative development was seen in Italy and Benelux. In total,
orders received decreased 30% in local currencies.

Africa/Middle East

The Africa/Middle East region accounts for 12% (12) of orders
received. The development in the region was mixed with very
weak demand in southern Africa, both in mining and industrial
segments, and the Middle East, primarily related to construction.
On the other hand, sales grew in many markets in central and
northern Africa, partly due to mining investments, but also
through good development in manufacturing and construction.
This development mitigated the decline and in total, orders
received decreased 28% in local currencies.

Asia/Australia

The demand in Asia/Australia, representing 26% (23) of orders
received, was mixed. China, India and many other emerging mar-
kets saw only moderate sales decline compared with the strong
2008. In Japan and South Korea, however, order intake decreased
significantly. This pattern largely mirrored the order intake for com-
pressed air equipment as well as for industrial tools and assembly
systems. Sales of construction and mining equipment were
unchanged in Asia, primarily due to improved demand from min-
ing and infrastructure construction in southeastern and southwest-
ern Asia, supported by healthy demand in China. The aftermarket
business developed favorably in most customer segments and coun-
tries. In Australia, order intake for compressed air equipment held
up reasonably well, whereas a significant drop in sales of mining
equipment was recorded, albeit against a record of 2008. In total,
orders received decreased by 17% in local currencies.

Near-term demand outlook

The overall demand for the Group’s products and services is
expected to improve somewhat.

Many emerging markets are foreseen to have a continued favorable
development and demand from the mining industry is expected to
improve.

Published February 2, 2010



Geographic distribution of orders received, by business area, %

Construction

Compressor and Mining Industrial
Technique Technique Technique Group
North America 14 16 21 16
South America 8 13 5 10
Europe 39 29 54 36
Africa/Middle East M 15 2 12
Asia/Australia 28 27 18 26
Total 100 100 100 100
Distribution of orders received, by geographic region, %
Construction
Compressor and Mining Industrial
Technique Technique Technique Group
North America 46 42 12 100
South America 40 55 5 100
Europe 54 32 14 100
Africa/Middle East 48 50 2 100
Asia/Australia 53 41 6 100
Total 51 40 9 100
Orders received by customer category, %
Construction
Compressor and Mining Industrial
Technique Technique Technique Group
Construction 13 40 1 23
Manufacturing 35 0 84 25
Process industry 25 0 2 13
Mining 8 54 0 26
Service 10 2 2 6
Other 9 4 1 7
Total 100 100 100 100

Customers are classified according to standard industry classification sys-
tems. The classification does not always reflect the industry of the end user.

Orders received
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Significant Events and
Structural Changes

Acquisitions

The Group completed four acquisitions during the year, which
added annual revenues of MSEK 234 and 169 employees. The
Compressor Technique business area finalized the acquisition of
a rental business initiated in 2008 and acquired a distributor as
well as a small compressor service company. In addition, an agree-
ment was signed in December to acquire Quincy Compressor, a
US based manufacturer of compressors. In January 2010, the
acquisition was approved by antitrust authorities in the United
States and it is expected to be closed during the first quarter 2010.
Also in January 2010, another distributor acquisition was
announced. The Construction and Mining Technique business
area completed the acquisition of the remaining 75% in two
Indian companies. Acquisitions are always integrated into the
existing business structure in order to give the best possibilities for
profitable growth and to exploit synergies. See also business area
sections on pages 24-35 and note 2.

Merger of two divisions

Effective March 1, 2009, the two divisions Chicago Pneumatic
Industrial and Chicago Pneumatic Vehicle Service were merged
into one. The reorganization will strengthen the focus on the
Chicago Pneumatic brand and combines resources from the two
divisions.

Measures to adapt capacity and costs

Following the global financial crisis and the weak demand across the

businesses, measures to adjust capacity and costs were taken across

the Group. During the year, several manufacturing entities were con-

solidated or closed and the total workforce for comparable units was

reduced with 4 708 to 30 844. In addition, 1 365 people left the Group
in the fourth quarter 2008. Costs related to these activities amounted

to MSEK 569 in 2009 and MSEK 258 in 2008. The targeted level of
annual savings of more than MSEK 2 000 compared to the situation

in September 2008 was achieved during the third quarter 2009.

Change of President and CEO

In January 2009, the Board of Directors of Atlas Copco AB
announced that Ronnie Leten, President of the Compressor Tech-
nique business area, was appointed new President and CEO of the
Atlas Copco Group effective June 1, 2009. He replaced Gunnar
Brock, who requested to leave his position after leading the Group
for seven years.

13
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Financial Summary and Analysis

Revenues

The Group’s revenues decreased 14% to MSEK 63 762 (74 177).
Volume decreased 23% for comparable units attributable to all
business areas; Compressor Technique —18%, Construction and
Mining Technique —27%, and Industrial Technique —35%. Positive
currency translation effects contributed 8% and prices increased 1%.
See also business area sections on pages 2435 and notes 2 and 3.

Operating profit

Operating profit decreased 34%, to MSEK 9 090 (13 806), corre-
sponding to a margin of 14.3% (18.6). Restructuring costs and
other items affecting comparability was MSEK —569 (-292) and
affected the operating margin negatively with 0.9 (0.4) percentage
points. Lower production volumes and the resulting underabsorp-
tion of fixed costs also affected the margin negatively. A favorable
sales mix with a larger share of more profitable aftermarket busi-
ness, and cost reductions from activities to adapt the organization
to the lower demand could only partly offset this effect. Changes
in exchange rates had a positive effect of MSEK 960 on the ope-
rating profit and affected the margin positively with approxi-
mately 0.3 percentage points.

Operating profit for the Compressor Technique business area
decreased 21% to MSEK 5 752 (7 291), corresponding to a margin
of 17.7% (20.5). Restructuring costs and other items affecting
comparability was MSEK —234 (-74) and affected the operating
margin negatively with 0.7 (0.2) percentage points. The operating
margin benefited from a higher share of aftermarket revenues and
cost reductions, but these effects were not enough to compensate
for the lower volume and restructuring costs. The return on capi-
tal employed was 45% (57).

Operating profit for the Construction and Mining Technique
business area decreased 38% to MSEK 3 470 (5 602), correspond-
ing to a margin of 13.4% (17.7). Restructuring costs and other
items affecting comparability was MSEK —143 (—110) and affected
the operating margin negatively with 0.6 (0.3) percentage points.
The margin was also negatively affected by low capacity utiliza-
tion, whereas a favorable sales mix, price, currency and cost reduc-
tions gave support. Return on capital employed was 17% (29).

Operating profit for the Industrial Technique business area
decreased 81% to MSEK 253 (1 328), corresponding to a margin
of 4.7% (17.8). Restructuring costs and other items affecting com-
parability was MSEK —187 (—102) and affected the operating mar-
gin negatively with 3.5 (1.4) percentage points. In addition, the
negative effect of lower volumes was significant. Return on capital
employed was 9% (43).

Key figures by business area

Depreciation and EBITDA

Depreciation and amortization totaled MSEK 2 470 (2 080), of
which rental equipment accounted for MSEK 720 (585), property
and machinery MSEK 1026 (891), and amortization of intangible
assets MSEK 724 (604). Earnings before depreciation and amorti-
zation, EBITDA, was MSEK 11 560 (15 886), corresponding to a
margin of 18.1% (21.4).

Net financial items
The Group’s net financial items totaled MSEK —-819 (-694). The
net interest cost decreased to MSEK —808 (—1 243). The reduced
interest cost reflects both a lower net interest-bearing debt, thanks
to a strong cash generation, and lower effective interest rates. Net
financial items previous year include a tax-free gain of MSEK 939
from the repatriation of Euro-denominated equity to Sweden, as
well as an MSEK 33 capital gain from the divestment of some of
the shares held in the divested Rental Service Corporation (RSC).
Financial foreign exchange differences were MSEK 19 (—126).
Other financial items were MSEK —30 (-297). See note 27 for
additional information on financial instruments, financial expo-
sure and principles for control of financial risks.

Profit before tax
Profit before tax decreased 37% to MSEK 8 271 (13 112), corre-
sponding to a margin of 13.0% (17.7).

Taxes

Taxes for the year totaled MSEK 1 995 (3 106), corresponding to
24.1% (23.7) of profit before tax. See also note 10. Excluding the
effect from the tax-free gain in net financial items, taxes for 2008

corresponded to 25.5% of profit before tax.

Profit and earnings per share
Profit from continuing operations decreased 37% to MSEK 6 276
(10 006). Basic earnings per share from continuing operations
were SEK 5.14 (8.18). This corresponds to a decline of 31% com-
pared with basic earnings per share in 2008 of SEK 7.41 adjusted
for the one-time effect from the tax-free gain in net financial items.
Profit for the year amounted to MSEK 6 276 (10 190), of
which MSEK 6 244 (10 157) and MSEK 32 (33) are attributable to
owners of the parent and minority interests, respectively. Previous
year’s profit includes profit from discontinued operations, net of
tax, of MSEK 184. See also note 3. Basic and diluted earnings per
share, including discontinued operations, were SEK 5.14 (8.33)
and SEK 5.13 (8.33), respectively.

Investments
Operating Operating Return on capital in tangible

Revenues profit margin, % employed, % fixed assets")
2009 2008 2009 2008 2009 2008 2009 2008 2009 2008
Compressor Technique 32524 35 587 5752 7291 177 20.5 45 57 659 1194
Construction and Mining Technigue 25909 31 660 3470 5602 13.4 177 17 29 854 1213
Industrial Technique 5392 7 450 253 1328 4.7 178 9 43 94 148
Common Group functions/eliminations -63 -520 -385 -415 116 344
Total Group 63762 74177 9090 13806 14.3 18.6 18 34 1723 2899

1) Excluding assets leased.



Key figures

MSEK 2009 2008
Orders received 58 451 73572
Revenues 63 762 74177
Operating profit 9090 13 806
—in % of revenues 14.3 18.6
Profit before tax 8271 13112
—in % of revenues 13.0 177
Profit from continuing operations 6276 10 006
Basic earnings per share, SEK 5.14 8.18
Diluted earnings per share, SEK 5.13 8.18
Profit for the year" 6276 10 190
Basic earnings per share, SEK" 5.14 8.33
Diluted earnings per share, SEK" 5.13 8.33
" Including discontinued operations.

Sales bridge
Orders  Orders on hand,

MSEK received December 31 Revenues
2007 69 059 19618 63 355
Structural change, % +5 +5
Currency, % 0 0
Price, % +3 +3
Volume, % 0 +9
Cancellations, % -1 -
Total, % +7 +17
2008 73572 20692 74177
Cancellations, % +1 -
Structural change, % 0 0
Currency, % +7 +8
Price, % +1 +1
Volume, % -30 -23
Total, % -21 -14
2009 58 451 14 265 63762

For more details and comments, see also the business area sections on

pages 24-35.

Balance sheet

The Group’s total assets decreased to MSEK 67 874 (75 394).
Excluding cash and cash equivalents, assets decreased approxi-

mately 20% in comparable units, reflecting the revenue decline

with the corresponding decrease in working capital. Currency

translation effects represented approximately 2% of the decrease.

Balance sheet in summary

MSEK

December 31, 2009

December 31, 2008

Intangible assets 12 697 19% 12 916 17%
Rental equipment 2 056 3% 2282 3%
Other property, plant

and equipment 5993 9% 6 353 8%
Other fixed assets 6 556 9% 7977 1%
Inventories 11 377 17% 17 106 23%
Receivables 15 433 23% 21603 29%
Current financial assets 1530 2% 1659 2%
Cash and cash equivalents 12 165 18% 5455 7%
Assets classified

as held for sale 67 0% 43 0%
Total assets 67 874 100% 75 394 100%
Total equity 25671 38% 23768 32%
Interest-bearing liabilities 25735 38% 30404 40%
Non-interest-bearing liabilities 16 468 24% 21222 28%
Total equity and liabilities 67 874 100% 75394 100%

Revenues and margins
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Return on equity and earnings per share
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1) Including discontinued operations.
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(continued)

Fixed assets and investments

Fixed assets decreased, primarily as a result of low investments.
Acquisitions added MSEK 212. Investments in intangible fixed
assets, mainly related to capitalization of certain development
expenditures, were MSEK 657 (646).

Gross investments in rental equipment amounted to MSEK
769 (1 158), while sales of used rental equipment totaled MSEK
557 (419). Consequently, net investments in rental equipment
decreased to MSEK 212 (739).

Investments in other property, plant and equipment totaled
MSEK 954 (1 741), 93% of the annual depreciation. Investments
to increase capacity and efficiency were made in Compressor
Technique’s and Construction and Mining Technique’s plants in
China and India. In addition, investments were made in all busi-
ness areas in order to improve efficiency, primarily in Europe and
North America.

Financial assets, primarily finance leases related to equipment
financing for customers, decreased MSEK 666 (increased 1 141),
reflecting several large divestments of equipment previously
under lease contracts. The minority ownership stake in the equip-
ment rental business (RSC Holdings Inc.) is recorded as a non-
current financial asset. The book value of this asset at year end
was MSEK 549 (713).

Working capital
Inventories and trade receivables decreased 33% and 21%, respec-
tively, due to the negative sales development as well as the focus
on inventory management and collection. The ratio of inventories
to revenues at year end decreased to 17.8% (23.1). The ratio of
trade receivables to revenues decreased to 19.2% (20.8). The cor-
responding average ratios were 22.9% (20.2) and 21.0% (19.0),
respectively.

Trade payables decreased by 27%. Average trade payables in
relation to revenues decreased to 8.0% (8.4).

Cash and cash equivalents

Cash and cash equivalents increased significantly to MSEK

12 165 (5455). The increase is the result of continued profitability
in combination with the significant release of cash tied up in
working capital.

Interest-bearing debt

The borrowings, excluding post-employment benefits, were MSEK
23967 (28 482). A medium term loan of MSEK 2 000 with initial
maturity date in April 2011 was amortized during the year. Post-
employment benefits decreased to MSEK 1 768 (1 922), primarily
due to changes in currency exchange rates and the reduction in
workforce. See notes 21 and 23 for additional information.

Net indebtedness

The Group’s net indebtedness, adjusted with —1 134 (-1 604) for
the fair value of related interest rate swaps, amounted to MSEK
10906 (21 686) at year end. The debt/equity ratio (defined as net
cash/debt divided by equity) was 42% (91).

Equity
Changes in equity in summary

MSEK 2009 2008
Opening balance 23768 14 640
Profit for the year 6276 10190
Other comprehensive income
for the year -710 3056
Shareholders' transactions -3663 -4118
Closing balance 25671 23768
Equity attributable to
—owners of the parent 25509 23627
—minority interest 162 141

At year end, Group equity including minority interests was
MSEK 25 671 (23 768). Translation differences recognized in
equity amounted to MSEK —1 585 (5 714). There was a net effect
after taxes of MSEK 875 (-2 658) related to hedging and fair
value reserves. MSEK 3 648 (3 662) was distributed to sharehold-
ers of the parent through the ordinary dividend. In 2008, sales
and repurchases of own shares equaled net MSEK 453.

Equity per share was SEK 21 (20). Equity accounted for 38%
(32) of total assets. Atlas Copco’s total market capitalization on
NASDAQ OMX Stockholm at year end was MSEK 123 440
(78 350), excluding shares held by the company, or 481% (329) of
net book value.

The information related to public take-over bids given for the
Parent Company, on page 23, is also valid for the Group.

Cash flow

The cash flow before change in working capital (defined as reve-
nues less operating expenses after the reversal of non-cash items,
such as depreciation and amortization, and after taxes) totaled
MSEK 8101 (11 874).

Working capital decreased MSEK 6 715 (increased with
2991) as trade receivables and inventory were reduced, primarily
due to the volume decline.

Net cash from operating activities increased to MSEK 14 816
(8 883). Net cash from investing activities was MSEK —1 226
(-4 393). Investments in property, plant and equipment and finan-
cial assets for customer financing decreased. The net effect of
acquisitions/divestments, was also lower at MSEK —171 (-237).

Operating cash flow before acquisitions, divestments and
dividends was MSEK 13 291 (4 751), equal to 21% (6) of Group
revenues.

Capital turnover

The capital turnover ratio was 0.89 (1.16) and the capital
employed turnover ratio was 1.20 (1.67). The turnover ratios
decreased as revenues declined and the cash balance increased.

Return on capital employed and return on equity

Return on capital employed decreased to 17.7% (33.5) and the
return on equity to 25.8% (57.7). Excluding the customer financ-
ing business, the return on capital was 19.6% (36.4). In 2009, the
Group used a weighted average cost of capital (WACC) of 7.4%,
corresponding to a pre-tax cost of capital of approximately 9.9%,
as an investment and overall performance benchmark.



Product Development

The aim of the research and development activities is to support
the Group’s vision First in Mind—First in Choice®, through in-
novation and close interaction with customers. The wide span of
technologies used by Atlas Copco — from advanced computer
control systems, hydraulics and pneumatics to specialized tech-
nologies such as compression of air or rock drilling — creates an
exciting and challenging environment for the Group’s product
developers. A winning approach to maintaining a leading market
position has been to work closely with universities and in differ-
ent cooperations and alliances with customers around the world.
In 2009, the amount invested in product development, including
capitalized expenditures, decreased 7% to MSEK 1472 (1 581),
corresponding to 2.3% (2.1) of revenues and 2.7% (2.6) of oper-
ating expenses. While the number of research projects remained
high, and even increased in some areas, the Group could realize
important cost savings and efficiency improvements in 2009. For
further information, see the description under each business area.

Research and development expenditures
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Research and development expenses,
including capitalized expenditures

= Total as % of revenues

More financial information m

The following information is available at www.atlascopco.com/ir:
—Annual reports

— Quarterly reports

— Quarterly results presentations

— Presentation material from capital markets days

— Debt information

—Key figures in Excel

—Information about acquisitions and divestments

— Share information

Operating cash flow
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Trade receivables

MSEK %
15 000 25
12 000 7\__/ - 20
9000 — L | 15
6000 — — — — — — 10
3000 - BB 5
0 0
05 06 07 08 09
Trade receivables, average, MSEK
e= Trade receivables as % of revenues
Trade payables
MSEK %
8000 12
6 000 9
42000————— ML 6
2000-f B BB 3
0 0

05 06 07 08 09

Trade payables, average, MSEK
e= Trade payables as % of revenues
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Personnel

2009 2008
Average number of employees, total 31085 34119
—Sweden 3863 4515
— Qutside Sweden 27222 29604
Business areas
— Compressor Technique 14277 15303
— Construction and Mining Technique 12 564 13992
—Industrial Technique 3182 3748
— Common Group Functions 1062 1076

In 2009, the average number of employees in the Atlas Copco
Group decreased by 3 034 to 31 085. At year end, the number of
employees was 29 802 (34 043) and the number of full-time con-
sultants/external workforce was 1 042 (1 340). For comparable
units, the total workforce decreased by 4 708. Acquisitions added
169 employees. See also note 5.

Management resourcing and recruitment

Competent and committed managers are crucial for realizing the
strategy of the Group. The Atlas Copco management resourcing
strategy is to have a flow of potential leaders within the Group
striving towards more and more challenging positions, thereby
safeguarding recruitment to management positions.

Internal mobility is a way to increase efficiency and avoid
stagnation in the organization. When a manager has fulfilled his/
her mission, he/she will be given a new mission either in the ex-
isting position or in a new position. The goal is to have 85% of
the managers internally recruited, and the outcome in 2009 was
91% (80).

Atlas Copco employees are encouraged and supported to
grow professionally by applying for open positions internally
through the Internal Job Market database, which was created in
1992. In 2009, 1 343 (2 231) positions were advertised, of which
190 (338) were international positions.

The Group has managers on international assignments from
46 (46) countries working in 56 (59) countries. The share of Swed-
ish managers on international assignments has decreased from
28% in 1999 to 12% in 2009. The role of the international manag-
ers is to develop local managers and get international professional
experience for even more demanding positions within the Group.

Competence mapping is done extensively to establish re-
source needs, particularly in core areas. External recruitment of
young high-potential employees is focused through active pro-
motion of the Atlas Copco employer brand. The Group strives
to increase the proportion of female employees. In 2009, the
share of female employees was 17.7% (16.6), the proportion of
women in management positions increased sligthly to 13.6%
(12.9), and the female proportion of recent graduate recruit-
ments remained on a high level.

Equal opportunities, fairness, and diversity are fundamental
pillars of Atlas Copco’s people management process. Atlas
Copco’s workforce reflects the local recruitment base and
comprises all cultures, religions and nationalities.

Competence development

One of the Group targets is that every employee shall be provided
with an average of 40 hours of training per year. During 2009, the
average number of hours decreased to 34 (38). The decrease in the
training hours is partly an effect of the global financial crisis, which
led to that less external training were conducted. Instead, the share
of internal training increased, both by using specialists and manag-
ers as trainers and through an increased use of e-learning.

A significant part of the trainings that are conducted in the
Group are related to products and applications. Newly appoint-
ed service technicians, product specialists and salespeople receive
extensive training in this area, and trainings are then continuous-
ly held in order to keep the knowledge and competence on a high
level. Product and application trainings are also offered to cus-
tomers and relevant consultants.

Another important area for competence development is
value-based sales training, in which the understanding of the
product and the customer’s application is essential.

An important part of product and application trainings is
safety issues and there have also been several dedicated trainings
on health and safety. This is in line with the Group’s vision to
eliminate work-related accidents. During the year the number of
accidents decreased further compared to the previous year. This
development has also been supported by the implementation of
OHSAS 18001 in more companies in the Group.

Language training, primarily English, is frequently held in
order to facilitate easy communication throughout the organiza-
tion. Leadership and people management trainings are continu-
ously being conducted with the ambition to improve efficiency
and processes, e.g. special trainings for aftermarket managers
and team leaders. Specific courses in the areas of processes and
efficiency is also part of the activities conducted, for example
training in lean production and lean research and development.

All employees, both newly recruited and existing employees,
receive training in The Way We Do Things, the Group's single
most important management tool. All employees should also
receive training in the Business Code of Practice.

The ambition is that all employees shall have annual compe-
tence reviews as well as a personal development plan.

For further information regarding the social performance in
relation to the Group targets, see the Sustainability Report.

Diversity 2009
Share of local General Managers from the region

North America 59%
South America 67%
Europe 97%
Africa/Middle East 46%
Asia 59%
Australia 14%




Environmental Impact

Atlas Copco strives to conduct its business so that the environ-
ment is preserved, complying with environmental legislation in its
operations and processes world-wide. The Group reports inci-
dents relating to non-compliance with environmental legislation,
as well as incidents involving chemical, oil or fuel spillages, in
accordance with these laws. In 2009, there were no major inci-
dents reported concerning these aspects.

The Group conducts operations requiring permission based on
Swedish environmental regulations in eight Swedish companies,
which account for almost 20% of the Group’s manufacturing.
These operations mostly involve machining and assembly of com-
ponents, and the permits relate to areas such as emissions to water
and air, as well as noise pollution. During 2009, one permit has
been renewed and no permits have been revised and the Group
has been granted all permits needed to conduct its business. No
penalties relating to environmental permits have been imposed
during 2009.

Atlas Copco has a global Environmental Policy to support its
environmental efforts. The Group also has established specified
environmental targets, see page 9. The targets state that all product
companies should be certified in accordance with the international
standard ISO 14001 and that all employees shall work in an Envi-
ronmental Management System (EMS) certified environment.
During the year, six new sites achieved ISO 14001 certification. The
production units with ISO 14001 certification represent 95% (92) of
cost of sales. Many Group companies around the world have intro-
duced an EMS and by the end of 2009, 73% (65) of Atlas Copco’s
employees worked in an EMS certified environment.

Atlas Copco’s main environmental impact is when the prod-
ucts are in use. The Group focuses on developing products and
solutions to increase energy efficiency. Group companies have
established measurable targets for main product categories, relat-
ing to the Group environmental targets. Environmental, safety
and health as well as ergonomic aspects have been integrated into

Atlas Copco’s product development process for many years.
Compressors, construction and mining equipment and industrial
tools are designed and manufactured to be increasingly more
energy efficient, safe and ergonomic.

Atlas Copco also strives to decrease the environmental impact
in terms of energy and water consumption, waste and CO; emis-
sions. In 2009, water consumption and emissions decreased in
absolute numbers, mainly due to the effects of the global financial
crisis. They did, however, increase in relative terms.

For more information about Atlas Copco’s environmental
performance, see the Sustainability Report.

ISO 14001 certification
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Health and Safety

Atlas Copco aims to offer a safe and healthy working environ-

ment in all its operations. In 2010, new non-financial targets on
health and safety were decided by Group Management, see the
Corporate Governance Report. For more information about Atlas
Copco’s health and safety performance, see the Sustainability
Report.

Risk Factors and Risk Management

To be exposed to risks is part of doing business and is reflected in
Atlas Copco’s risk management. It aims at identifying, measuring,
and preventing risks from becoming real as well as continuously
making improvements and thereby limiting potential risks. Atlas
Copco’s risk management addresses business, financial, and other
potentially significant risks such as legal risks as well as those that
can threaten the company’s good standing and reputation.

The risk management system includes assessments which will
be carried out in all business units. Established tools are used for
evaluating and ranking existing risks based on their potential
financial impact and likelihood of materializing.

The Atlas Copco Group’s principles, guidelines, and instruc-
tions provide management with tools to monitor and follow up
business operations to quickly detect deviations that could develop
into risks. Managers are in charge of developing the strategies and
business of their respective units, of identifying opportunities and
risks, and of monitoring and following up. This is done both for-
mally by using available tools and informally through continuous

communication with employees, customers, and other stakeholders.

One systematic way of following up the status in the units is
the use of monthly reports in which managers describe the devel-
opment of their respective unit. In these monthly reports, “red
flags™ are raised if negative deviations or risks are identified. Miti-
gative actions will then be implemented. See also the Corporate
Governance report.

Market risks

The demand for Atlas Copco’s products and services is affected
by changes in the customers’ investment and production levels. A
widespread financial crisis and economic downturn, such as the
one experienced during 2009, affects the Group negatively both in
terms of revenues and profitability. Furthermore, the functional-
ity of the financial markets also has an impact on the customers’
ability to finance their investments.

However, the Group’s sales are well diversified with customers
in many industries and countries around the world, which limits
the effect when the demand changes are concentrated to a single
industry, country or region.
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Changes in customers’ production levels also have an effect on
sales of spare parts, service and consumables. These changes have
however historically been relatively small in comparison to changes
in investments, indicating that the risk of customer service-related
sales deteriorating as a result of decreased production levels is
limited.

The Group has leading positions in most market segments
where it is active, with relatively few competitors of a comparable
size. In developing markets, new smaller competitors continu-
ously appear which may affect Atlas Copco negatively, mainly
through competitive pricing.

Product development risks

Atlas Copco’s long-term growth and profitability is dependent on
its ability to develop and successfully launch and market new prod-
ucts. To ensure its leading position in the market, Atlas Copco con-
tinuously invests in research and development to develop products
in line with customer demand and expectations. If Atlas Copco
fails to successfully introduce new products of high quality in a
timely fashion, it can affect revenues and profits negatively.

One of the challenges in this respect will be to continuously
develop innovative, sustainable products that consume less
resources over the entire life cycle (such as energy, water, steel, and
human effort). Each Atlas Copco division has established measur-
able efficiency targets for their main product categories. In every
master specification of a new product development project, the
issue of energy and other resources is addressed, as well as ergo-
nomics and health and safety aspects.

Product development efforts also reflect national and regional
legislation in the United States and European Union, on issues
such as emissions, noise, vibrations, and recycling. This may
increase the risk of competition in emerging markets where low-
cost products are not affected by such rules.

The technologies for compressors, construction and mining
equipment and assembly tools are considered relatively mature.
The risk is deemed minor that a major technological advancement
by a competitor could undermine the Group’s position in any sig-
nificant way.

Production risks

Atlas Copco has a global manufacturing strategy based on manu-
facturing of core components and assembly. The core component
manufacturing is concentrated to few locations and if there are
interruptions or if there is not enough capacity in these locations,
this may have an effect on deliveries or on the quality of products.
To minimize these risks and to maintain a high flexibility, the
manufacturing units continuously monitor the production pro-
cess, make risk assessments, and train employees. They also invest
in modern equipment that can perform multiple operations and
the production units are equipped with sprinkler systems for fire
prevention.

Many components are sourced from sub-suppliers. The avail-
ability is dependent on the sub-suppliers and if they have inter-
ruptions or lack capacity, this may have an effect on deliveries. To
minimize these risks, Atlas Copco has established a global net-
work of sub-suppliers, which means that in most cases there is
more than one sub-supplier that can supply a certain component.

Atlas Copco is also exposed to raw material prices, directly

and indirectly. Cost increases for raw materials and components
are partly compensated by increased sales volumes to the produc-
ers of the raw material and partly by increased market prices
towards customers.

Atlas Copco affects the environment in the production pro-
cess through the use of natural resources and generation of emis-
sions and waste. To limit the environmental risks in production,
the Group has a target that all manufacturing units shall be certi-
fied in accordance with the ISO 14001 standard.

Distribution risks

Atlas Copco distributes products and services primarily directly
to the end customer, but also through distributors and rental com-
panies. All physical distribution of products from the Group is
concentrated to a number of distribution centers and the delivery
efficiency of these is continuously monitored in order to minimize
interruptions and improve delivery efficiency.

The distribution of services depends on the efficiency of the
aftermarket organization and the Group allocates significant
resources for training of employees and development of this orga-
nization. The performance of distributors can have a negative
effect on Atlas Copco’s sales, but there is no single distributor
that has a significant importance for the Group.

Risks with acquisitions and divestments

Atlas Copco has the ambition to grow all its business areas, pri-
marily through organic growth, complemented by selected acqui-
sitions. In order to ensure the success of acquisitions, the Group
has established an Acquisitions Process Competence Group,
which provides training in the Atlas Copco acquisition processes,
which are based on the experience from a number of acquisitions.
The competence group supports all business units prior to and
during an acquisition, and initiates a follow-up after a year and a
complete post-acquisition audit within 18 months. The integra-
tion of acquired businesses is a difficult process and it is not cer-
tain that every integration will be successful. Therefore, costs
related to acquisitions can be higher and/or synergies can take
longer to materialize than anticipated.

Annual impairment tests are made on acquired goodwill,
which are reviewed by the Group’s auditors. If goodwill is not
deemed justified in such impairment tests it can lead to a write-
down, which would affect the Atlas Copco Group’s results.

Financial risks

Atlas Copco is subject to currency risks, interest rate risks and
other financial risks. In line with the overall objectives with
respect to growth, operating margin, return on capital, and pro-
tecting creditors, Atlas Copco has adopted a policy to control the
financial risks to which the Group is exposed. A financial risk
management committee meets regularly to take decisions about
how to manage financial risks.

The turbulence in the financial markets in 2008 and 2009
showed that it could become more expensive and difficult to
obtain new funding for borrowers in general. Although Atlas
Copco has already secured long-term loans and a guaranteed
long-term stand-by credit facility, a renewed turbulence and dete-
rioration of the functioning of the financial markets could lead to
increased costs and difficulties to meet future funding needs.



Atlas Copco’s net interest cost is affected by changes in market
interest rates. Atlas Copco generally favors a short interest rate
duration, which may result in more volatility in the net interest
cost as compared to fixed rates (long duration). However, higher
interest rates have historically tended to reflect a strong general
economic environment in which the Group enjoys strong profits
and thereby can absorb higher interest costs. The Group’s earn-
ings in periods of weaker economic conditions may not be as
strong but general interest rates also tend to be lower and reduce
the net interest expense.

Changes in exchange rates can adversely affect Group earn-
ings when revenues from sales and costs for production and sourc-
ing are denominated in different currencies (transaction risk). To
limit this risk, the Group’s operations are continuously monitor-
ing and adjusting sales-price levels and cost structures. Occasion-
ally, Group management complements these measures through
financial hedging. An adverse effect on Group earnings can also
occur when earnings of foreign subsidiaries are translated into
SEK and on the value of the Group equity when the net assets of
foreign subsidiaries are translated into SEK (translation risks).
These risks are partially hedged by borrowings in foreign currency
and financial derivatives.

Atlas Copco is exposed to the risk of non-payment by any of
its extensive number of end customers to whom sales are made on
credit. Over the past years Atlas Copco has built up an in-house
customer finance operation, Atlas Copco Customer Finance, as a
means of broadening the offering to customers. Stringent credit
policies are applied, and in the case of Atlas Copco Customer
Finance, the norm is to retain security in the equipment until full
payment is received. No major concentration of credit risk exists
in Atlas Copco and the provision for bad debt is deemed sufficient
based upon known cases and general provisions for losses based
on historical loss levels incurred. See also note 27.

Risks to reputation

The Group’s reputation is a valuable asset which can be affected
in part through the operation or actions of the Group and in part
through the actions of external stakeholders. The Atlas Copco
Group avoids actions that could pose a risk to the Group’s good
reputation, and takes numerous measures to ensure its reputation
is maintained.

To ensure good business practice in all markets, managers are
repeatedly educated about Atlas Copco’s Business Code of Prac-
tice. From time to time, Atlas Copco encounters customers, for
instance in the mining industry, who are exposed to problems con-
cerning environmental and human rights issues. To support its
operations in such situations, the Group has developed a cus-
tomer assessment checklist. The results can be used for evaluation
of reputation and sustainability risks.

Risks to the Group’s reputation may also arise from the rela-
tionship with suppliers not complying with internationally
accepted ethical, social, and environmental standards. Supplier
evaluations are regularly conducted in accordance with a check-
list based on the United Nations Global Compact. Efforts may be
made to assist suppliers who show a willingness to overcome a
failure to meet Atlas Copco’s expectations. However, if there is no
demonstrated improvement, Atlas Copco will discontinue the
business relationship.

Risks of corruption and fraud

The Group is aware of the risk of being defrauded by external or
internal parties and has internal control routines in place aimed at
preventing and detecting deviations that may be the result of such
activities, such as internal audits and an ethical helpline. During
the latter part of the year, a training package relating to detection
of fraud was developed, which will be launched throughout the
Group. The Internal Audit & Assurance function is established

Risk categories Possible risks to Atlas Copco

Risk management

Market

Changes to customer investment levels, lack of
i funding for customers, competitor behavior

Monthly reports, diversified structure, leading
| market position

Product development

Lack of new products, legislation, increased energy

. Continuous investments

| costs

Production Interruptions or lack of capacity at own facilities or at Multi-purpose equipment, wide supplier network,
| suppliers, quality, rising costs, pollution | environmental certifications

Distribution Interruptions at delivery centers Continuous monitoring of efficiency, training

Acquisitions and divestments

Integration problems, costs, goodwill impairments

Acquisitions Process Competence Group supports
. inall acquisitions

Financial Currency and interest rate fluctuations, credit losses, Financial risk exposure policy, hedging, adjustments
. difficulties to raise funding . of prices and costs, long-term loans
Reputation Ethical and other violations internally, at suppliers or Education in Atlas Copco Business Code of Practice,

| customers

| supplier and customer assessments

Corruption and fraud

Fraud by internal or external parties, corruption in
| some markets

Internal audit function, ethical helpline, employee
| training

Legal Product and patent liability claims, commercial and Monthly, quarterly and yearly legal risk exposure
. financial agreements | reviews
Insurable Physical damage to all insurable assets and interests Customary insurance program, extensive risk

| management surveys

Financial reporting

Internal reports could fail to give fair view of true
. financial position and results

Internal audits and other control procedures,

| external audits

Health and safety

. Accidents, illness, pandemics

Health and safety standards, workplace programs

Environmental (covered in sections on
production and product development)

. Increased energy costs, pollution

Product development, environmental certifications

Atlas Copco 2009
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to ensure compliance with the Group’s corporate governance,
internal control and risk management policies, see further Inter-
nal Control section in the Corporate Governance Report.

Itis clear that corruption and bribery exist in markets where
Atlas Copco conducts business. To avoid the risk of creating an
unhealthy loyalty or breaking laws, employees should refrain from
giving or receiving anything of more than a token value to or from
any stakeholder. The Group has established training modules to
increase awareness of such unacceptable behaviour and thereby to
help them avoid it.

In Transparency International’s Corruption Perceptions
Index for 2009, the vast majority of the 180 countries included
scored below five on a scale from 0 (perceived to be highly cor-
rupt) to 10 (perceived to have low levels of corruption).

Legal risks

Responsibility for monitoring and steering the legal risk manage-
ment within the Group rests with the legal function. In addition
to a continuous follow-up of the legal risk exposure carried out
within the operative and legal structures with focus on areas of
special concern, an in depth review of all companies within the
Group is performed yearly. With particular consideration to the
trends within identified risk areas, the result is compiled, ana-
lyzed, and reported to both the Board and to the external auditor.

The conclusion for the business year 2009 was that the poten-
tial legal risk exposure to the Atlas Copco Group has been on the
same level as in 2008, primarily reflecting the leveling out on a low
level of the number of plaintiffs in respiratory cumulative trauma
product liability cases in the United States. Considering the size
of the business operations of the Group and the fact that Group
products have so far only been linked with an actual impairment
in one of these cases, the actual level of the overall risk exposure
remains low.

Atlas Copco’s business operations are affected by numerous
commercial and financial agreements with customers, suppliers,
and other counterparties, and by licenses, patents and other
intangible property rights. This is normal for a business like Atlas
Copco’s and the company is not dependent upon any single
agreement or intangible property right.

Insurable risks

Atlas Copco has a customary insurance program in place to pro-
tect all insurable assets and interests of the Group and its share-
holders. Each company within the Group is responsible for man-
aging and reporting its insurance-related matters in accordance
with guidelines of the Group’s insurance program.

The Atlas Copco Group Insurance Program is provided by
the Group in-house insurance companies Industria Insurance
Company Ltd. and Atlas Copco Reinsurance S. A., which are
retaining part of the risk exposure. In addition, reinsurance
capacity is purchased from leading reinsurers in cooperation with
international insurance brokers. The scope of insurable risks cov-
ered by the insurance program includes properties, various types
of liabilities, goods in transit and financial lines.

In connection with the insurance program, loss prevention
standards have been developed through a large number of risk
management surveys. Focused on physical damage to the Group’s

facilities and the financial consequences thereof, these take place
on a frequent basis. The various findings of the surveys are sum-
marized in a grading schedule, which gives the management con-
trol over and an overview of the risk exposure throughout the dif-
ferent sites. By way of control and conformity in terms of level of
risk management, the probability of events that can cause mate-
rial damage and severely impact the business operation of the
Atlas Copco Group is reduced.

Financial reporting risks

Atlas Copco subsidiaries report their financial position regularly
in accordance with internal reporting rules which are in line with
International Financial Reporting Standards (IFRS). The
Group’s financial position, based on those reports, is reported in
accordance with IFRS and applicable parts of the Annual
Accounts Act as stated in RFR 1.2 “Supplementary Rules for
Groups”. The risk related to the communication of financial
information to the capital market is that the reports do not give a
fair view of the company’s true financial position and results of
operations. In order to minimize this risk, the Group has several
internal procedures in place to ensure compliance with Group
instructions, standards, laws and regulations, see further Internal
Control section in the Corporate Governance Report.

Health and safety risks

The Group assesses and manages health and safety risks regularly
with the aim to prevent and reduce work-related accidents and
sickness rates, and to create a working environment that promotes
the well-being of employees. This is done for example through
training and by encouraging Atlas Copco companies to imple-
ment the OHSAS 18001 standard for occupational health and
safety.

Atlas Copco recognizes the risk that serious diseases and pan-
demics can interrupt business operations and harm employees.
Workplace programs to reduce the impact of HIV/AIDS are in
place in southern Africa, where employees can join up to receive
testing, awareness training, and consultation and treatment if
necessary. Regarding the new pandemic influenza (HI1N1), all
Atlas Copco companies were instructed to follow medical direc-
tives and instructions to reduce the risk of personnel being
infected. Locally implemented measures included providing
opportunities for vaccination during work hours and procuring
hand disinfectant liquids for rest rooms in the workplace.



Parent Company

Atlas Copco AB is the ultimate Parent Company of the Atlas
Copco Group and is headquartered in Stockholm, Sweden. Its
operations include holding company functions as well as part of
Group Treasury.

Earnings

Profit after financial items totaled MSEK 10 656 (4 550). The
increase is primarily related to dividends from subsidiaries, but also
from sale of Group companies. See also note A4. Profit for the
period after appropriations and taxes amounted to MSEK 10 562
(6 081). Undistributed earnings totaled MSEK 35483 (27 475).

Financing

The total assets of the Parent Company were MSEK 108 537

(108 709). At year end 2009, cash and cash equivalents amounted
to MSEK 9 264 (3 587) and interest-bearing liabilities, excluding
post-employment benefits, to MSEK 65 953 (71 128) whereof the
main part is Group internal loans. The increase in cash and cash
equivalents is the result of ongoing efforts to concentrate liquidity
to Atlas Copco AB, to obtain more efficient liquidity manage-
ment. Equity represented 38% (31) of total assets.

Personnel
The average number of employees in the Parent Company was
96 (96).

Fees and other remuneration paid to the Board of Directors,
the President, and other members of Group Management, as well
as other statistics and the guidelines regarding remuneration and
benefits to the management of the Group as approved by the
Annual General Meeting 2009 are specified in note 5.

The Board proposes to the Annual General Meeting 2010 that
the guidelines shall be applied for another year, with the amend-
ment that participation in the proposed performance-based long-
term incentive program requires own investment in Atlas Copco
shares for Group Executive Management and division presidents.

Risks and factors of uncertainty

Atlas Copco completed a multi-currency bond issue program in
the second quarter of 2007, in order to adjust the balance sheet to a
more efficient structure. The higher indebtedness increases the expo-
sure to changes in interest rates, whereas the borrowings partially
hedge the currency exposure of net assets of foreign subsidiaries.
See also Risk Factors and Risk Management on pages 19-22.

Shares and share capital
At year end, Atlas Copco’s share capital totaled MSEK 786 (786)
and a total number of 1229 613 104 shares divided into
839394 096 class A shares and 390 219 008 class B shares were
outstanding. Net of shares held by Atlas Copco, 1215909 704
shares were outstanding. Class A shares entitle the owner to one
vote while class B shares entitle the owner to one tenth of a vote.
Investor AB is the single largest shareholder in Atlas Copco AB.
At year end 2009 Investor held a total of 204 384 326 shares,
representing 22.3% of the votes and 16.6% of the capital.

There are no restrictions which prohibit the right to transfer
shares of the Company nor is the Company aware of any such
agreements. In addition, the Company is not party to any agree-

ment that enters into force or is changed or ceases to be valid if
the control of the company is changed as a result of a public take-
over bid. There is no limitation on the number of votes that can be
cast at a General Meeting of shareholders nor are there any
employee pension funds or similar employee organizations which
hold shares and are, thereby, eligible to vote.

As prescribed by the Articles of Association, the General
Meeting has sole authority for the election of Board members,
and there are no other rules relating to election or dismissal of
Board members or changes in the Articles of Association. Corre-
spondingly, there are no agreements with Board members or
employees regarding compensation in case of changes of current
position reflecting a public take-over bid.

Share Repurchases

In 2008, 7 697 500 series A shares were repurchased for MSEK
699 and 2 822 500 series B shares were divested for MSEK 246 in
accordance with Annual General Meeting resolutions; all related

to commitments and obligations under the performance stock
option plans. No shares were repurchased or divested in 2009.

As per December 31, 2008 and 2009 Atlas Copco held
11275000 series A shares and 2 428 400 series B shares, each with
a quota value of approximately SEK 0.64 and corresponding to
1.1% of both the share capital and the total number of shares.
The series A shares are held to fulfil the obligation to provide
shares under the performance stock option plans of 2006, 2007
and 2008, and the series B shares are held for the purpose of being
divested over time to cover costs related to the performance stock
option plans. See note 20 and A14 for further information.

Appropriation of Profit

The Board of Directors proposes to the Annual General Meeting
that a dividend of SEK 3.00 (3.00) per share, equal to MSEK 3 648
(3 648), be paid for the 2009 fiscal year and that the balance of
retained earnings after the dividend be retained in the business as
described on page 97.

Share Repurchases, Proposal to
the Annual General Meeting

In order to be able to continuously adapt the capital structure to
the capital needs of the company and thus contribute to increased
shareholder value the Board of Directors will propose to the
Annual General Meeting 2010 that a mandate be approved for the
repurchase of a maximum of 5% of the total number of shares
issued by the company, excluding shares held at the time of the
Annual General Meeting.

Personnel Stock Option Program

The Board of Directors will propose to the Annual General
Meeting 2010 a performance-based long-term incentive program.
For Group Executive Management and division presidents, parti-
cipation in the program requires own investment in Atlas Copco
shares. It is proposed that the program is covered as before through
the repurchase of the company’s own shares.
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Compressor Technique

The business area strengthened its position as a world-lead-
ing provider of compressed air solutions in 2009. Investments
in product development continued and complementary busi-
nesses were acquired to extend the offering and improve the
market presence. Demand was very weak and measures to
adjust capacity and costs had to be implemented to sustain
efficiency and profitability.

® 26% organic order decline.
o Aftermarket held up well.

¢ Resilient business model with sustained
healthy profitability.

Significant events and structural changes

In May, Stephan Kuhn was appointed President of the Compres-
sor Technique business area. He succeeded Ronnie Leten, who
was appointed President and CEO of the Group. Stephan Kuhn
started his career at Atlas Copco in 1995 and most recently he
headed the Surface Drilling Equipment division until May 2008,
when he left for a position outside the Group.

Following the weak demand, the actions to adapt capacity
and costs initiated in the fourth quarter 2008 continued during
the year. This resulted in a further reduction of the workforce of
approximately 1 800 people, primarily in manufacturing. Three
manufacturing sites, in France, Czech Republic and Switzerland,
were consolidated or restructured. Costs affecting comparability
related to these actions were MSEK 234 (93).

In December, the construction of a new production facility
in China was initiated. The facility is to be completed in late 2010
and enables assembly and packaging of the entire range of turbo
compressors and expansion turbines.

In November 2008, Atlas Copco announced the acquisition
of the European compressor rental business of Aggreko plc.
The business fits well with the already existing rental operations
and broadens the customer base in Europe. This acquisition was
finalized in March. In January, a UK distributor was acquired.
In September, a compressor service provider was acquired in the
Czech Republic.

In December, an agreement was reached to acquire Quincy
Compressor, based in the United States. Quincy Compressor
designs and manufactures reciprocating compressors, rotary
screw compressors and vacuum pumps, which are sold through
anetwork of independent distributors under the Quincy brand.
The acquisition supports Atlas Copco’s profitable growth in
North America and China. Quincy had a turnover in 2009 of
MUSD 125. The acquisition is expected to be closed in the first
quarter of 2010.

Business development

The demand for compressed air equipment was very weak
throughout the year, following the drastic change in the economic
situation in the end of 2008.

Orders received of large stationary industrial compressors were
significantly below the high level of 2008. Sales of small to
medium-sized compressors also decreased substantially, but did
not decrease as much as for the large compressors as sales already
started to slow down at the end of 2008. Customers continued to
favor energy efficient Variable Speed Drive (VSD) compressors, as
well as compressors with integrated features such as dryers and
coolers. The least negative development for industrial stationary
compressors was recorded in many of the emerging markets, but
also Australia did relatively well. Demand from public services
and utilities as well as from food and textile held up slightly better
than average.

Demand for air treatment equipment, such as compressed air
dryers, coolers and filters, declined more moderately than demand
for industrial compressors, reflecting an increased focus on com-
pressed air quality.

Orders received of gas and process compressors and expand-
ers declined sharply. The decline was most pronounced in North
America and Europe, while it was less negative in many emerging
markets, e.g. China and India. Demand related to oil and gas as
well as energy recovery held up relatively better.

Demand for portable compressors from the construction
industry and construction-related customers, such as equipment
rental companies, was down in all regions, even if Asia and South
America saw less pronounced declines.

The specialty rental business, primarily rental of oil-free and high-
pressure equipment, recorded negative growth in most markets.

The aftermarket business — sales of service and spare parts —
held up well with only a moderate decline in the developed mar-
kets and continued growth in the emerging markets. Notably, the
extended offering of products developed to bring energy savings
to customers performed very well.

Revenues totaled MSEK 32 524 (35 587), down 18% in volume.
Operating profit decreased to MSEK 5 752 (7 291), corresponding
to amargin of 17.7% (20.5). The operating profit includes MSEK
234 in restructuring costs. Previous year included restructuring
costs of MSEK 93 and a capital gain of MSEK 19 from the divest-
ment of rental operations in Spain. The adjusted operating margin
was 18.4% (20.7). The operating margin was positively affected by
cost reductions, a favorable sales mix and price increases. Restruc-
turing costs and low capacity utilization, i.e. under-absorption of
fixed cost and inventory adjustments, affected the margin nega-
tively. The return on capital employed was 45% (57).

Sustainable product development

The business area continuously develops equipment, aftermarket
products and services to help improve customers’ productivity in
their compressed air and gas applications. In the product develop-
ment process, a lot of attention is given to improving the reliabil-
ity, air quality and energy efficiency of the new products, since
these are important features for customers. Lower production
cost and environmental impact are other important aspects and
all components used are evaluated from an environmental, qual-
ity, design and cost-efficiency perspective.



Key figures
2009 2008
Orders received 29 680 36 511
Revenues 32524 35587
Operating profit 5752 7 291
Operating margin, % 177 20.5
Items affecting comparability -234 74
Adjusted operating profit 5986 7 365
Adjusted operating margin, % 18.4 20.7
Return on capital employed, % 45 57
Investments 659 1194
Average number of employees 14277 15303
Sales bridge
Orders
received Revenues
2007 35005 31900
Structural change, % +1 +1
Currency, % +1 +1
Price, % +2 +2
Volume, % 0 +7
Total, % +4 +11
2008 36511 35587
Structural change, % 0 0
Currency, % +7 +8
Price, % +1 +1
Volume, % -27 -18
Total, % -19 -9
2009 29680 32524

One of the most important product launches made in 2009 was a

new range of oil-free compressors with a unique certification from

the German TUYV institute. The compressors were certified to

have “net zero energy consumption” under certain design condi-

tions, meaning all the electrical energy input can be recovered and

used for heating water.

Another launch was a new oil-free scroll compressor, which

targets sensitive applications for example in hospitals, laborato-

ries and breweries. The range of quality air products were

extended with more environmental friendly integrated dryers. The

multiple brand strategy was strengthened by the introduction of

several non-Atlas Copco-branded industrial compressors. The

Quincy branded compressor range will further bolster the

multiple brand product ranges. The portable compressor range

was updated with several new machines, for example an open-

frame compressor intended for oil and gas applications in remote

areas. The high-pressure portable compressor range was equipped
with a new energy-efficient compressor element. The compressors,

offered to customers within the rental and construction indus-

tries, meet the latest exhaust emission and noise directives for off-

highway vehicles.

In the first quarter of 2009, the range of large oil-injected

screw compressors, successfully launched during 2008, received
the P&A Best Product 2008 Award, one of European industry’s
highest honors. The main reason was the energy efficiency of the

new product line.

Share of Group revenues

Compressor Technique, 51%

-

Share of Group operating profit

Compressor Technique, 60%

o

Revenues by customer category

Other, 9%

Service, 10%
Mining, 8%

Process industry, 25% Manufacturing, 35%

Construction, 13%

Revenues by geographic area

Asia/ North America,
Australia, 28% 14%

Africa/
Middle East, 11%

South America,
Europe, 40% 7%

Revenues and operating margin
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Compressor Technique,
including Prime Energy from 2006.
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The Compressor Technique business area consists
of seven divisions in the following product areas:
industrial compressors, compressed air treatment
products, portable compressors, generators, gas and
process compressors, service, and specialty rental.

Business area management
On February 2, 2010

Business Area President: Stephan Kuhn Stephan Kuhn

Compressor Technique’s divisions are:

¢ Qil-free Air, President Chris Lybaert
 Industrial Air, President Ray Lofgren

e Specialty Rental, President Horst Wasel

® Portable Air, President Geert Follens

® Gas and Process, President André Schmitz
e Airtec, President Paul Frigne

* Compressor Technique Service, President Nico Delvaux Geert Follens

The operations

The Compressor Technique business area develops, manufactures,
markets and services oil-free and oil-injected stationary air com-
pressors, portable air compressors, oil and gas boosters, gas and
process compressors, turbo expanders, generators, air treatment
equipment (such as compressed air dryers, coolers, and filters) and
air management systems. The business area has in-house resources
for basic development of its core technologies. In addition, the
business area offers specialty rental services of mainly compressors
and generators. Development, manufacturing, and assembly are
concentrated in Belgium, with other units situated in Brazil, China,
France, Germany, Great Britain, India, Italy, the Netherlands,
New Zealand, and the United States.

Vision and strategy

The vision is to be First in Mind—First in Choice® as a supplier
of compressed air solutions, by being interactive, committed, and
innovative and offering customers the best value. The strategy is
to further develop its leading position in the field of compressed
air and grow the business profitably by capitalizing on its strong
market presence worldwide, improving market penetration in
Asia, North America, the Middle East, and Eastern Europe, and
continuously developing improved products and solutions to sat-
isfy demands from customers. The local presence is further
enhanced by establishing the multiple brand concept in more mar-
kets. The strategy encompasses giving a continuous focus to the
aftermarket business as well as developing businesses within
focused segments such as compressed and liquid natural gas, air
treatment equipment, and compressor solutions for trains, ships,
and hospitals. The ambition is to continue to grow the aftermar-
ket business, to further strengthen the position in the specialty
rental business, to develop new businesses — such as low-pressure
blowers, high-pressure natural gas and air compressors, and nitro-
gen compressors. Growth should primarily be organic, supported
by selective acquisitions.

Chris Lybaert Ray Lofgren Horst Wasel

André Schmitz Paul Frigne Nico Delvaux

Strategic activities

* Increase market coverage and invest in people in sales, service
and support

» Establish presence in new markets

* Develop new sustainable products and solutions offering better
value to customers

* Extend the product offering, including new compressors, air
treatment equipment and services

+ Extend the offering, development, and marketing of aftermar-
ket products and services

* Focus through a specialist organization, providing uniform
service in all markets

The market

The global market for compressed air equipment and related
aftermarket products and services is characterized by a diversified
customer base. The products are used in a wide spectrum of
applications in which compressed air is either used as a source of
power, mainly in the manufacturing and construction industries,
or as an integrated part of the industrial processes — active air. An
important customer segment is assembly operations, where
compressed air is used to power assembly tools. In industrial
processes, clean, dry and oil-free air is needed for applications
where the compressed air comes into direct contact with the end
product, e.g., in the food, pharmaceutical, electronics, and textile
industries. Apart from the process and manufacturing industries,
industrial compressors are used in applications as diversified as
snow making, fish farming, on high-speed trains, and in hospitals.
Diesel-driven portable compressors and generators are reliable
power sources for machines and tools in the construction sector as
well as in numerous industrial applications. Gas and process
compressors and expanders are supplied to various process
industries, such as air separation plants, power utilities, chemical
and petrochemical plants, and liquefied natural gas applications.
The most important customer segments are the manufacturing
and process industries, which together represent close to two



thirds of revenues. The construction industry is also an important
segment, primarily for portable compressors and generators.
Customers are also found among utility companies and in the
service sector.

Stationary industrial air compressors and associated air-
treatment products and aftermarket activities represent about
65-70% of sales. Large gas and process compressors represent
approximately 10% and the balance is portable compressors,
generators and specialty rental, some 20-25% of sales.

The aftermarket business represented 32% (27) of total revenues.

Market trends

* Energy efficiency — focus on the life-cycle cost of
compressed air equipment

* Increased environmental awareness — energy savings
and reduction of CO; emissions

* Workplace compressors with low noise levels

Demand drivers

* Investments in machinery
* Industrial production

+ Construction activity

* Energy costs

Market position
Compressor Technique has a leading market position globally in
most of its operations.

Competition

Compressor Technique’s largest competitor in the market for com-
pressors and air treatment is Ingersoll-Rand. Other competitors
are Kaeser, Hitachi, Gardner-Denver, Cameron, Sullair, Parker
Hannifin, Doosan Infracore, and regional and local competitors.
In the market for gas and process compressors and expanders, the
main competitors are Siemens and MAN Turbo.

* Quality Air — air treatment equipment

* Outsourcing of maintenance and monitoring of

compressed air installations
* Energy auditing of installations
» New applications for compressed air
* Specialty rental

PRODUCTS AND APPLICATIONS

Rental, 6%

Share of revenues

Equipment, 62%

Aftermarket, 32%

Atlas Copco offers all major air compression technologies and is able
to offer customers the best solution for every application.

Stationary industrial compressors are
available with engine sizes ranging from
1.5-15 000 kW.

Piston compressors

Piston compressors are available as oil-injected
and oil-free. They are used in general industrial

applications as well as specialized applications.

Rotary screw compressors

Rotary screw compressors are available as
oil-injected and oil-free. They are used in
numerous industrial applications and can fea-
ture the WorkPlace AirSystem with integrated
dryers, as well as the energy-efficient Variable
Speed Drive (VSD) technology.

Oil-free tooth and scroll compressors
Oil-free tooth and scroll compressors are
used in industrial and medical applications
with a demand for high-quality oil-free air.
Some models are available as WorkPlace
AirSystem with integrated dryers as well as
with energy-efficient VSD.

Oil-free scroll compressor

Portable oil-free compressor for rental

Oil-free blowers

Oil-free blowers are available with different
technologies being rotary lobe blowers, rotary
screw blowers and turbo blowers. Oil-free
rotary blowers are used in process industry
applications with a demand for a consistent
flow of low-pressure air, for example waste
water treatment and conveying.

Oil-free centrifugal compressors

Oil-free centrifugal compressors are used in
industrial applications that demand constant
large volumes of oil-free air. They are also
called turbo compressors.

Gas and process compressors

Gas and process compressors are supplied
primarily to the oil and gas, chemical/petro-
chemical process and power industries.The
main product category is multi-stage centrifu-
gal, or turbo, compressors which are comple-
mented by turbo expanders.

Air treatment equipment
Dryers, coolers and filters are supplied to
produce the right quality of compressed air.

Oil-injected screw
compressor for trains

Portable compressors provide compressed
air for applications where flexibility on the
location is needed. They are available with
18-429 kW engine size.

Portable oil-injected screw compressors
Portable oil-injected screw compressors are
primarily used in construction applications
where the compressed air is used as a power
source for equipment, such as breakers and
pneumatic rock drills.

Boosters

When extra high pressure is needed, boost-
ers are used to boost air fed by portable com-
pressors. This high pressure air is mainly used
in the drilling industry and in oil and gas
applications.

Portable oil-free screw compressors
Portable oil-free screw compressors are used
to meet a temporary need for oil-free air,
primarily in industrial applications. The equip-
ment is rented out through the Specialty

Rental division.

Portable generators provide temporary
electricity

Portable generators

Portable generators fulfil a temporary need
for electricity, primarily in construction applica-
tions. Other common generator applications
are power supply for events, emergency
power and power in remote locations.

Lighting towers
Lighting towers provide light during night time

for safe construction operations.
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Construction and Mining Technique

2009 was characterized by very weak demand and the busi-
ness area adapted capacity and costs throughout the organi-
zation. Simultaneously, the market position was strengthened
in many areas as a result of focused activities and introduction
of new products.

© 30% organic order decline.
¢ Service and spare parts showed moderate decline.

® Cost reductions and favorable product mix gave
support to profitability.

Significant events and structural changes

The business area continued with the actions to adapt capacity
and costs which were initiated in the fourth quarter 2008 as the
demand continued to be very weak. The workforce was reduced
with approximately 1 900 people, primarily in the manufacturing
facilities in Sweden, Germany and the United States. Efficiency
activities involving manufacturing structure were carried out
resulting in the consolidation of several product lines. An example
from the United States is that the manufacturing of a range of
surface drill rigs was discontinued in Garland, Texas. Simultane-
ously, the manufacturing of compactors in St. Antonio, Texas,
was closed and moved to the available space in the Garland
facility. Costs affecting comparability related to redundancy

and structural activities were MSEK 143 (110).

In April, the option to acquire the remaining shares in the two
Indian companies Focus Rocbit Pvt and Prisma Roctools Pvt Ltd.
was utilized. A 25% stake in these companies was acquired in
2008. Focus manufactures bits for rotary drilling and Prisma
manufactures bits and hammers for down-the-hole drilling. The
acquisitions add a competitive range of products for customers in
India and other selected markets.

Also in April, a new customer center was opened in Nigeria,
marketing products such as drill rigs and consumables for con-
struction and mining as well as portable and stationary compres-
sors. The Atlas Copco Group has previously been represented in
the country by distributors.

The manufacturing facilities in Nanjing, China, were extended
during the year for the assembly of large surface drilling rigs.

At the end of the year the decision was taken by the business
area management to move from Stockholm, Sweden, to Shang-
hai, China. This decision is in line with the strategy to give special
attention to focused growth markets.

Business development

Mining companies and contractors reduced their capital expendi-
tures significantly and this affected the overall demand for drilling
equipment for underground and open pit mines as well as for
exploration equipment. Order volumes decreased significantly
compared to the high level of 2008 and for many types of equip-
ment the decline was more than 50%. In the beginning of the year
there were several cancellations of orders, but demand stabilized

as the year progressed. At the end of the year the improvement in
metal prices and increased activity in the mining industry resulted
in more inquiries and a slight sequential improvement in orders
received could be noted, albeit from a low level. Geographically,
the demand from Asia and South America was relatively better
than in other regions. Russia was particularly weak.

The demand from the construction industry was also affected
by declining investments in equipment, a trend which started
already early in 2008, primarily in North America and Western
Europe. Order volumes of crawler rigs for surface applications,
such as quarries and road construction, as well as for underground
drilling rigs for infrastructure projects, such as tunneling and hydro-
power, declined in all regions. Sales of light construction equip-
ment, such as breakers and crushers, as well as sales of road con-
struction equipment also declined. The decline in these two product
segments were, however, less pronounced. The best relative devel-
opment for construction equipment was achieved in Asia.

The aftermarket business for both mining and construction
held up relatively well and decreased only moderately, primarily
as the utilization of the equipment declined. The negative devel-
opment was seen primarily in North America and Europe,
whereas solid growth was recorded in Asia. Sales of consumables
declined, partly due to customers reducing their inventory levels.

Revenues decreased 18% to MSEK 25909 (31 660), down
27% in volume. Operating profit decreased to MSEK 3 470
(5 602), corresponding to a margin of 13.4% (17.7). The operating
profit includes MSEK 143 (110) in restructuring costs and the
adjusted operating margin was 13.9% (18.0). The margin was pos-
itively affected by a favorable sales mix with relatively more after-
market revenues, cost reductions, currency and increased prices,
whereas low capacity utilization, i.e. under-absorption of fixed
cost and restructuring costs had a negative impact. Return on
capital employed was 17% (29).

Sustainable product development

A number of new and improved machines and aftermarket prod-
ucts were launched in 2009, all with the aim of increasing custom-
ers’ productivity and efficiency, while at the same time reducing
environmental impact and increasing safety.

Among the new products introduced to mining customers was
a small rig as well as two rock drills for long-hole production drill-
ing. A low profile and an electric underground loader were also
presented to the market. Chinese customers are now offered a
locally designed and manufactured surface drill rig suitable for
both quarries and open pit mining, including coal mining. The
range of drilling consumables for surface drilling was extended
with drill rods and bits with a new thread offering longer service
life as well as with a new range of drill bits for soft rock drilling.

A new range of rollers for road development work was intro-
duced. The new range set new standards in low fuel consumption.
Compared with already fuel efficient predecessors the new rollers
use up to 24% less fuel. In addition, a new software tool to opti-
mise the compaction was launched, which enables customers to
reduce costs and environmental impact even further.



Key figures
2009 2008
Orders received 23 500 30 129
Revenues 25909 31660
Operating profit 3470 5 602
Operating margin, % 134 177
Items affecting comparability -143 -110
Adjusted operating profit 3613 5712
Adjusted operating margin, % 13.9 18.0
Return on capital employed, % 17 29
Investments 854 1213
Average number of employees 12 564 13992
Sales bridge
Orders
received Revenues
2007 27 447 25140
Structural change, % +9 +10
Currency, % -1 -1
Price, % +4 +4
Volume, % +2 +13
Cancellations, % -4 -
Total, % +10 +26
2008 30129 31660
Cancellations, % +2 -
Structural change, % 0 0
Currency, % +6 +7
Price, % +1 +2
Volume, % -31 27
Total, % -22 -18
2009 23500 25909

A new and improved range of handheld breakers was introduced.

This range is equipped with vibration dampening system which

reduces the vibrations with up to 75%. The range of hydraulic

breakers was extended with many new and improved models.

Low-profile underground loader

Share of Group revenues

Construction and
Mining Technique, 41%

=

Share of Group operating profit

Construction and
Mining Technique, 37%

Revenues by customer category

Other, 4%

Serwce 2 Construction, 40%
Mining, 54%

Revenues by geographic area

Asia/ North America,
Australia, 25% 18%
Africa/

Europe, 29% 12%

Middle East, 16% .
~ South America,
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The Construction and Mining Tech-
nique business area consists of eight
divisions in the following product
areas: drilling rigs, rock drilling tools,
loading equipment, exploration equip-
ment, construction tools, and road
construction equipment.

Bjorn Rosengren

Business area
management

On February 2, 2010

Business Area President:
Bjorn Rosengren

Claes Ahrengart
Construction and Mining Technique’s divisions are:

e Underground Rock Excavation, President David Shellhammer
e Surface Drilling Equipment, President Andreas Malmberg

¢ Drilling Solutions, President Robert Fassl

® Road Construction Equipment, President Claes Ahrengart

The operations

The Construction and Mining Technique business area develops,
manufactures, markets and services rock drilling tools, under-
ground rock drilling rigs for tunneling and mining applications,
surface drilling rigs, loading equipment, exploration drilling
equipment, construction tools and road construction equipment.
The business area has its principal product development and
manufacturing units in Sweden, Germany, and the United States,
but also other units in Australia, Austria, Brazil, Bulgaria,
Canada, China, Finland, France, India, Japan, and South Africa.

Vision and strategy

The vision is to be First in Mind—First in Choice® as supplier of
equipment and aftermarket services for rock excavation, road
development, and demolition applications to the mining and con-
struction industries.

The strategy is to grow by maintaining and reinforcing its
leading market position as a global supplier for the mining and
construction industries; by developing its positions in drilling and
loading equipment, exploration drilling, light construction, and
road construction equipment; and by increasing revenues by
offering more aftermarket products and services to customers.

Strategic activities

* Increase market coverage and invest in people in sales, service
and support, with special attention given to focused growth
markets

* Invest in production capacity in strategic growth markets such
as China and India to meet local demand

* Develop new sustainable products and solutions offering
enhanced productivity and safety, while reducing environmental
impact

David Shellhammer

Johan Halling

Andreas Malmberg Robert Fassl

Henk Brouwer Peter Salditt Kobus Malan

e Secoroc, President Johan Halling
e Construction Tools, President Henk Brouwer
e Geotechnical Drilling and Exploration, President Peter Salditt

® Rocktec, President Kobus Malan

 Extend the product offering based on modular design and com-
puterized control systems

* Develop the global service concept/competence and extend the
offering of aftermarket products

* Provide increased support to key customers, take more responsi-
bility for service and aftermarket, and offer global contracts

* Acquire complementary businesses

The market

The total market for mining and construction equipment is very
large and has a large number of market participants offering a
wide range of products and services for different applications. The
Construction and Mining Technique business area, however,
offers products and services only for selected applications within
the mining and construction industries.

The mining sector is a key customer segment that represent
more than half of annual business area revenues. The applications
include production and development work for both underground
and open pit mines as well as mineral exploration. These custom-
ers demand rock drilling equipment, rock drilling tools, loading
and haulage equipment, and exploration drilling equipment.

The other key customer segment is construction, accounting
for slightly less than half of annual revenues. General and civil
engineering contractors, often involved in infrastructure projects
like road building, tunneling or dam construction, demand rock
drilling equipment, rock tools, and compaction and paving equip-
ment, while special trade contractors and rental companies are
important customers for light construction tools such as breakers,
cutters, drills and handheld compaction equipment.

Mining companies and contractors are vital customer groups
for aftermarket products such as maintenance contracts, service
and parts, as well as consumables and rental. The aftermarket
business, sales of consumables, and rental of equipment repre-
sented 51% (44) of revenues.



Market trends
* More productive equipment

* More intelligent products and remote control
* Increased focus on environment and safety

» Customer and supplier consolidation

* Supplier integration forward — aftermarket performance

contracts

Demand drivers
Mining

* Machine investments
* Ore production

Construction
* Infrastructure and public investments

* Non-building construction activity

Market position

The Construction and Mining Technique business area has a

Competition

Construction and Mining Technique’s principal competitor in

most product areas is Sandvik. Other competitors include

Furukawa in the market for underground and surface drilling

equipment and construction tools; Boart Longyear for under-

ground drilling equipment for mining, exploration drilling equip-

ment, and rock drilling tools; Caterpillar Elphinstone for loading

and haulage equipment; and Volvo, Caterpillar, Wirtgen, and

Bomag for road construction equipment.

Consumables, 21%

Share of revenues

Equipment, 49%

Aftermarket, incl. rental 30%

leading market position globally in most of its operations.

PRODUCTS AND APPLICATIONS

Atlas Copco offers a range of products and services

that enhance its customers’ productivity.

Underground rock drilling equipment
Underground drill rigs are used to drill blast
holes in hard rock to excavate ore in mines or
to excavate rock for road, railway or hydro-
power tunnels, or underground storage facili-
ties. Holes are also drilled for rock reinforce-
ment with rock bolts. The business area offers
drill rigs with hydraulic and pneumatic rock
drills. Raise boring machines are used to drill
large diameter holes, 0.6-6.0 meters, which
can be used for ventilation, ore and personnel
transportation.

Underground loading and
haulage equipment
Underground vehicles are used mainly in min-

or waste rock.

Surface drilling equipment

Surface drill rigs are primarily used for blast
hole drilling in open pit mining, quarries, and
civil construction projects, but also to drill for
water, and shallow oil and gas. The business
area offers drill rigs with hydraulic and pneu-
matic rock drills as well as rotary drill rigs.

Rock drilling tools
Rock drilling tools include drill bits and drill

and surface drilling applications, as well as
consumables for raise boring and rotary
drilling.

ing applications, to load and transport ore and/

rods for blast hole drilling in both underground

Exploration drilling and

ground engineering equipment

The business area supplies a wide range of
equipment for underground and surface explo-
ration applications. An extensive range of
equipment for ground engineering, including

systems for overburden drilling, is also offered.

Applications include anchoring, geotechnical
surveying, ground reinforcement, and water
well drilling.

Construction and demolition tools
Hydraulic, pneumatic, and gasoline-powered
breakers, cutters, and drills are offered to con-
struction, demolition and mining businesses.

Compaction and asphalt equipment

The business area offers a range of compac-
tion and asphalt equipment to the road con-
struction market. Rollers are used to compact
all types of soil or newly laid asphalt. Planers
are used for removing asphalt and pavers for
laying out new asphalt. The product range also
includes smaller handheld compaction and
concrete equipment.

Pneumatic rock drill
- down-the-hole hammer

Single drum vibratory roller

Production drill rig for
underground mining

Atlas Copco 2009

31



32

ADMINISTRATION REPORT

Industrial Technique

2009 was a very challenging year for the business area as
demand for industrial tools and assembly systems was very
weak and volumes dropped significantly. Activities to adjust
cost and capacity have been implemented. At the same time,
the business area has introduced new products and strength-
ened its position in the market.

¢ 35% organic order decline.
* Merger of the two Chicago Pneumatic Divisions

e Operating profit and margin negatively affected by low
volumes and restructuring activities.

Significant events and structural changes

In March, the two divisions Chicago Pneumatic Industrial and
Chicago Pneumatic Vehicle Service were merged into one. The
reorganization will strengthen the focus on the Chicago
Pneumatic brand and combines resources from the two divisions.

During 2008, a decision to close the factory in Hemel
Hempstead, Great Britain, was taken and the closure was
finalized in the first quarter of 2009. The production has been
moved to other manufacturing units within the Group and to
sub-suppliers.

The actions to adapt capacity and costs initiated in the fourth
quarter 2008 continued during the year. The workforce was
reduced with more than 700 employees, mostly in North America
and Europe. Several production activities were consolidated and
two facilities, in Germany and in Japan, were closed. Costs affect-
ing comparability related to these actions were MSEK 187 (102).

Business development

The capacity utilization at many of the most important customer
groups was very low throughout the year, which affected the
demand for the business area’s products and services.

Sales of industrial tools to the general manufacturing indus-
try, e.g. electrical appliances, aerospace, and shipyards, declined
sharply in all regions. North America and Europe showed the
largest negative development while the decline in Asia was more
moderate.

Demand for advanced industrial tools and assembly systems
from the motor vehicle industry was also dramatically weaker
than previous year. Volumes declined sharply in important auto-
motive manufacturing markets such as the United States, Ger-
many, France and Japan, whereas emerging markets such as
China and India showed a less negative development.

The vehicle service business, providing large fleet operators
and specialized repair shops with tools, recorded sales clearly
below the previous year’s level in all major regions.

The aftermarket business was also negatively affected by the
low capacity utilization at many of the customers groups and vol-
umes declined, albeit less pronounced than for tools. The sales in
China, for example, were only slightly negative.

Revenues totaled MSEK 5 392 (7 450), down 35% in volume.
Operating profit decreased 81% to MSEK 253 (1 328), corre-
sponding to an operating profit margin of 4.7% (17.8). The oper-
ating profit includes MSEK 187 (102) in restructuring costs and
the adjusted operating margin was 8.2% (19.2). The large drop in
operating profit and margin was primarily caused by the low vol-
umes, which caused under-absorption of fixed costs. Cost reduc-
tions had, however, a gradual positive effect on operating profit.
Return on capital employed was 9% (43).

Sustainable product development

The Industrial Technique product development process focuses
on offering customers increased quality and productivity as well
as improved ergonomics. The business area introduces customers
to tools that are often faster and more powerful than their prede-
cessors, offering the same or improved accuracy and reliability
and lower noise and vibration levels. Environmental aspects are
also considered, resulting in increasingly energy efficient tools, for
example. New products and services are continuously introduced
to the market.

A range of battery powered pistol-grip screwdrivers was
introduced to customers within both the motor vehicle and gen-
eral industry. These screwdrivers are ergonomically developed,
fast, powerful, and communicates to the operator whether or not
the tightening was made according to the preset torque. The range
of pneumatic screwdrivers was complemented with a model suit-
able for very low-torque applications, e.g. in the electronics indus-
try. Several ergonomically designed tools with low vibrations and
improved productivity was added to the range of material
removal tools. A powerful pneumatic impact wrench with a new
forward/reverse functionality was introduces to the vehicle service
market. An electric high-torque nutrunner with a very high
power-to-weight-ratio was introduced for the off-road and truck
segment. A new generation of process monitoring and analysis
software was launched. The software makes it possible for cus-
tomers to continuously improve the tightening process on their
assembly lines.

Pneumatic impact wrench



Key figures

Share of Group revenues

Industrial Technique, 8%

Share of Group operating profit

2009 2008
Orders received 5367 7 407
Revenues 5392 7450 Industrial Technique, 3%
Operating profit 253 1328
Operating margin, % 4.7 17.8
Items affecting comparability -187 -102
Adjusted operating profit 440 1430
Adjusted operating margin, % 8.2 19.2
Return on capital employed, % 9 43 Revenues by customer category
Investments 94 148
Average number of employees 3182 3748 Other, 11% CesREE, 1%
Service, 2%
Sales bridge
Orders
received Revenues Process industry, 2% Manufacturing, 84%
2007 7043 6871
Structural change, % +2 +2
Currency, % +2 +2
Price. % 1 1 Revenues by geographic area
Volume, % 0 +3
Total, % +5 +8 Asia/ North America,
2008 7 407 7 450 Australia, 17% ‘ 21%
Structural change, % 0 0 Africa/
Currency, % +7 +7 MiddlolEastisod South America,
Price, % 0 0 Europe, 54% 5%
Volume, % -35 -35
Total, % -28 -28
2009 5367 5392
Revenues and operating margin
MSEK %
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The Industrial Technique business area consists of four
divisions in the product areas industrial power tools and
assembly systems

Business area management
On February 2, 2010

Business Area President: Mats Rahmstrom

Industrial Technique’s divisions are:

¢ Atlas Copco Tools and Assembly Systems Motor Vehicle
Industry, President Anders Lindquist

* Atlas Copco Tools and Assembly Systems General
Industry, President Tobias Hahn

® Chicago Pneumatic, President Norbert Paprocki
® Tooltec, President Roger Sandstrom

The operations

The Industrial Technique business area develops, manufactures,
and markets high-quality industrial power tools, assembly sys-
tems, and aftermarket products and services. It serves the needs of
industrial manufacturing, such as the automotive and aerospace
industries, general industrial manufacturing, and maintenance
and vehicle service.

Industrial Technique has its product development and manu-
facturing in Sweden, China, France, Hungary, Italy, and Japan and
also has assembly system application centers in several markets.

The brands used for industrial power tools and assembly sys-
tems are Atlas Copco, Chicago Pneumatic, Desoutter, Fuji, and
Rodcraft.

Vision and strategy

The vision is to be First in Mind—First in Choice® as a supplier

of industrial power tools, assembly systems, and aftermarket ser-
vices to customers in the motor vehicle industry, in targeted areas
in the general manufacturing industry, and in vehicle service.

The strategy is to continue to grow the business by building on
the technological leadership and continuously offering products
and aftermarket services that improve customers’ productivity.
Important activities are to extend the product offering, particu-
larly with the motor vehicle industry, and to provide additional
services, know-how, and training. The business area is also
increasing its presence in general industrial manufacturing,
vehicle service and geographically in targeted markets in Asia
and Eastern Europe, and is actively looking at acquiring
complementary businesses.

Mats Rahmstrom Anders Lindquist Tobias Hahn

Norbert Paprocki Roger Sandstrom

Strategic activities

* Increase market coverage and invest in people in sales, service,
and support

* Improve presence in targeted markets

* Develop new sustainable products and solutions, offering better
value to customers and reducing the environmental impact

» Extend product offering, including electric tools for general
industrial manufacturing

* Extend aftermarket offering

The market
The global market for industrial power tools, in the product cate-
gories offered by Atlas Copco, is estimated to be above BSEK 20.

The motor vehicle industry, including sub-suppliers, is a key
customer segment, representing slightly less than half of Indus-
trial Technique’s revenues, and the application served is primarily
assembly operations. The motor vehicle industry has been at the
forefront in demanding more accurate fastening tools that mini-
mize errors in production and enable recording and traceability of
operations. The business area has successfully developed
advanced electric industrial tools and assembly systems that assist
customers in achieving fastening according to their specifications
and minimizing errors and interruptions in production.

In general industry, industrial tools are used in a number of
applications. Customers are found in light assembly, general engi-
neering, shipyards, foundries, and among machine tool builders.
The equipment supplied includes assembly tools, drills, percussive
tools, grinders, hoists and trolleys, and accessories. Air motors are
also supplied separately for different applications in production
facilities.



For vehicle service — car and truck service —and tire and body
shops, the equipment supplied includes impact wrenches,
percussive tools, drills, sanders, and grinders.

There is a growing demand for aftermarket products and
services, e.g., maintenance contracts and calibration services,
that improve customers’ productivity. The aftermarket business,
including sales of consumables, represented 26% (23) of total
revenues.

Market trends

* More advanced tools and systems and increased importance
of know-how and training, driven by higher requirements for
quality and productivity

* More power tools with electric motors, partly replacing
pneumatic tools

* Both general industrial and motor vehicle manufacturing
moving east

* Productivity, ergonomics and environment

CUSTOMER GROUPS, PRODUCTS AND APPLICATIONS

Demand drivers

+ Assembly line investments

* Replacement and service of tools and systems

* Changes in manufacturing methods, e.g., a change from
pneumatic to electric tools

* Industrial production

Market position
Industrial Technique has a leading market position globally in
most of its operations.

Competition

Industrial Technique’s competitors in the industrial tools business
include Cooper Industries, Ingersoll-Rand, Stanley, Uryu, Bosch
and several local and regional competitors.

Share of revenues

Aftermarket, 26% Equipment, 74%

The Industrial Technique business area offers the most extensive

range of industrial power tools on the market.

Motor vehicle industry

The motor vehicle industry primarily demands
advanced assembly tools and assembly sys-
tems and is offered a broad range of electric
assembly tools, control systems and associat-
ed software packages for safety-critical tight-
ening. Specialized application centers around
the world configure suitable assembly sys-
tems. The systems make it possible to view,
collect, and record the assembly data. The
motor vehicle industry, like any industrial
manufacturing operation, also demands basic
industrial power tools.

Vehicle service

The business area offers tools that are tough,
powerful and dependable to meet the de-
mands of the vehicle service professional. The
offering includes impact wrenches, percus-
sive tools, drills, sanders, and grinders.

Pneumatic angle drill

General industrial manufacturing

The business area provides a complete range
of products, services, and production solu-
tions for general industrial manufacturing. It
ranges from basic fastening tools, drills, and
abrasive tools, to the most advanced assem-
bly systems available. A large team of special-
ists is available to support customers in im-
proving production efficiency.

Electric grinding
machines with
mobile power unit

Battery
driven
electric
nutrunner

Electric screwdriver optimized for low

torque assembly with control unit
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Consolidated
Income Statement

For the year ended December 31,

Amounts in MSEK Note 2009 2008
Revenues 4 63762 74177
Cost of sales 7 -42 631 —-47 786
Gross profit 21131 26 391
Marketing expenses —6 806 -7414
Administrative expenses -3845 -3914
Research and development expenses -1410 -1473
Other operating income 8 260 254
Other operating expenses 8 -240 -52
Share of profit in associated companies 14 - 14
Operating profit 4,5,6,7 9090 13 806
Financial income 9 1352 2741
Financial expense 9 -2171 -3435
Net financial items -819 -694
Profit before tax 8271 13112
Income tax expense 10 -1995 -3106
Profit from continuing operations 6276 10 006
Profit from discontinued operations, net of tax 3 - 184
Profit for the year 6276 10 190

Profit attributable to:

—owners of the parent 6244 10157
—minority interest 32 33
Basic earnings per share, SEK i 5.14 8.33
—of which continuing operations 5.14 8.18
Diluted earnings per share, SEK M 5.13 8.33
—of which continuing operations 5.13 8.18
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Consolidated Statement of
Comprehensive Income

For the year ended December 31,

Amounts in MSEK Note 2009 2008
Profit for the year 6276 10 190
Other comprehensive income
Translation differences on foreign operations -1098 5764
—realized and reclassified to income statement - -850
Hedge of net investments in foreign operations 951 -3432
—realized and reclassified to income statement - 656
Cash flow hedges 410 -392
—realized and reclassified to income statement - -
Available-for-sale investments -128 -281
—realized and reclassified to income statement - -33
Income tax relating to components of other
comprehensive income -845 2373
Income tax relating to components of other
comprehensive income, reclassified to income statement - -749
Other comprehensive income for the year, net of tax 10 -710 3056
Total comprehensive income for the year Page 39 5566 13 246
Total comprehensive income attributable to:

—owners of the parent 5540 13212
—minority interest 26 34

Atlas Copco 2009
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Consolidated Balance Sheet

As at December 31,

Amounts in MSEK Note 2009 2008
ASSETS
Non-current assets
Intangible assets 12 12697 12916
Rental equipment 13 2 056 2282
Other property, plant and equipment 13 5993 6353
Investments in associated companies 14 101 121
Other financial assets 15 4064 5119
Other receivables 10 47
Deferred tax assets 10 2381 2690
Total non-current assets 27 302 29528
Current assets
Inventories 16 11377 17 106
Trade receivables 17 12212 15404
Income tax receivables 395 893
Other receivables 18 2826 5306
Other financial assets 15 1530 1659
Cash and cash equivalents 19 12 165 5455
Assets classified as held for sale 3 67 43
Total current assets 40572 45 866
TOTALASSETS 67 874 75394
EQUITY Page 39
Share capital 786 786
Other paid-in capital 5129 5129
Reserves 3885 4589
Retained earnings 15709 13123
Total equity attributable to owners of the parent 25509 23627
Minority interest 162 141
TOTAL EQUITY 25671 23768
LIABILITIES
Non-current liabilities
Borrowings 21,22 21008 26 997
Post-employment benefits 23 1768 1922
Other liabilities 82 124
Provisions 25 576 536
Deferred tax liabilities 10 589 155
Total non-current liabilities 24023 29734
Current liabilities
Borrowings 21,22 2959 1485
Trade payables 4678 6415
Income tax liabilities 428 587
Other liabilities 24 8830 12 031
Provisions 25 1285 1374
Total current liabilities 18180 21892
TOTAL EQUITY AND LIABILITIES 67 874 75394

Information concerning pledged assets and contingent liabilities is disclosed in note 26.
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Consolidated Statement
of Changes in Equity

2008 Equity attributable to owners of the parent
Other Fair Trans-
Share paid-in Hedging value lation Retained Minority Total
Amounts in MSEK capital capital reserve reserve reserve earnings Total interest equity
Opening balance, Jan. 1 786 5075 -62 547 1049 7129 14524 116 14640
Total comprehensive income for the year - - -290 -314 3659 10157 13212 34 13246
Dividends -3662 -3662 -5 -3667
Divestment of series B shares held by Atlas Copco AB 54 192 246 246
Acquisition of series A shares —699 —699 -699
Acquisition of minority shares in subsidiaries 1 1 -4 -3
Share-based payment, equity settled
—expense during the year 52 52 52
—exercise option -47 -47 -47
Closing balance, Dec. 31 786 5129 -352 233 4708 13123 23627 141 23768
2009 Equity attributable to owners of the parent
Other Fair Trans-
Share paid-in Hedging value lation Retained Minority Total
Amounts in MSEK capital capital reserve reserve reserve earnings Total interest equity
Opening balance, Jan. 1 786 5129 -352 233 4708 13123 23627 141 23768
Total comprehensive income for the year - - 302 -128 -878 6244 5540 26 5566
Dividends -3648 -3648 -6 -3654
Acquisition of minority shares in subsidiaries - 1 1
Share-based payment, equity settled
—expense during the year 16 16 16
— exercise option -26 -26 -26
Closing balance, Dec. 31 786 5129 -50 105 3830 15709 25509 162 25671

See notes 10 and 20 for additional information.

Atlas Copco 2009
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Consolidated Statement of Cash Flows

Including discontinued operations

For the year ended December 31,

Amounts in MSEK Note 2009 2008

Cash flows from operating activities
Operating profit 9090 13 806
Adjustments for:

Depreciation, amortization and impairment 7 2470 2080

Capital gain/loss and other non-cash items -126 -81
Operating cash surplus 11434 15805
Net financial items received/paid -1574 44
Taxes paid -1759 -3975
Cash flow before change in working capital 8 101 11874
Changein:

Inventories 5568 -2830

Operating receivables 3324 -1223

Operating liabilities 2177 1062
Change in working capital 6715 -2991
Net cash from operating activities 14816 8883

Cash flows from investing activities

Investments in rental equipment —-769 -1158
Investments in other property, plant and equipment -954 =174
Sale of rental equipment 557 419
Sale of other property, plant and equipment 79 96
Investments in intangible assets -657 -646
Sale of intangible assets 6 1
Sale of investments 13 67
Acquisition of subsidiaries 2 -196 -370
Divestment of subsidiaries 3 25 92
Divestment/acquisition of associated companies 14 4 -12
Investment in other financial assets, net 666 -1141
Net cash from investing activities -1226 -4 393

Cash flows from financing activities

Dividends paid -3652 -3667
Repurchase of own shares - -453
Borrowings 74 3085
Repayment of borrowings -3125 -1604
Payment of finance lease liabilities -101 -67
Net cash from financing activities -6 804 -2706
Net cash flow for the year 6786 1784
Cash and cash equivalents, Jan. 1 5455 3473
Net cash flow for the year 6786 1784
Exchange-rate difference in cash and cash equivalents -76 198
Cash and cash equivalents, Dec. 31 19 12 165 5455

For information on cash flows for continued and discontinued operations, see note 3.
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Notes to the
Consolidated
Financial Statements

MSEK unless otherwise stated
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1 = Significant accounting principles

Atlas Copco AB (also referred to as the “Company”) is a company head-
quartered in Stockholm, Sweden. The consolidated financial statements
comprise Atlas Copco AB and its subsidiaries (together referred to as
the “Group” or Atlas Copco) and the Group’s interest in associates.

Basis of preparation

Statement of compliance

The consolidated financial statements have been prepared in accor-
dance with International Financial Reporting Standards (IFRS) and
interpretations issued by the International Financial Reporting Inter-
pretations Committee (IFRIC), as endorsed by the EU. The statements
are also prepared in accordance with the Swedish recommendation
RFR 1.2 “Supplementary Accounting Rules for Groups” and applica-
ble statements issued by the Swedish Financial Reporting Board. These
detail certain additional disclosure requirements for Swedish consoli-
dated financial statements, prepared in accordance with IFRS.

The accounting principles set out in the following paragraphs,
have been consistently applied to all periods presented in these consol-
idated financial statements and have been consistently applied by
Group companies, unless otherwise stated.

The Annual report for the Group and the Company, including
financial statements, was approved for issuance on February 12,2010
and balance sheet and income statement are subject to the approval of
the Annual Meeting of the shareholders to be held on April 28, 2010.

Functional currency and presentation currency

These financial statements are presented in Swedish krona which is
the functional currency for Atlas Copco AB and is also the presenta-
tion currency for the Group’s financial reporting. Unless otherwise
indicated, the amounts are presented in millions of Swedish kronor.

Basis of measurement
The consolidated financial statements are prepared on the historical
cost basis, except for certain financial assets and liabilities that are
measured at their fair value; financial instruments at fair value
through profit or loss, derivative financial instruments and financial
assets classified as available-for-sale.

Non-current assets and disposal groups held for sale are carried at
the lower of carrying amount and fair value less costs to sell, as of the
date of the initial classification as held for sale.

Use of estimates and judgments

The preparation of financial statements in conformity with IFRS
requires management to make judgments, estimates and assumptions
that affect the application of accounting principles and the carrying
amounts of assets and liabilities. These estimates and associated
assumptions are based on historical experience and various other fac-
tors that are believed to be reasonable under the circumstances. Actual
results may vary from these estimates.

The estimates and assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognized in the period in
which the estimates are revised and in any future periods affected.
Information about significant areas of estimation uncertainty and
critical judgments in applying accounting principles, which can have
significant effects on the financial statements, is found in note 30.

Classification

Non-current assets and non-current liabilities are comprised primar-
ily of amounts that are expected to be realized or paid more than 12
months after the balance sheet date. Current assets and current liabili-
ties are comprised primarily of amounts expected to be settled within
12 months of the balance sheet date.

Changes in accounting principles
These new and amended standards have been applied from 2009:
Amendment to IFRS 7 Improving Disclosures about Financial
Instruments — The adoption of the amended IFRS 7 mainly results in
new disclosure requirements about financial instruments measured at
fair value in the balance sheet. The instruments are divided into three
levels depending on the quality of the inputs used in making the mea-
surements. The classification in levels settles how and which disclo-

sures that are required, where level 3 with the lowest input-quality
requires more disclosures compared to level 1 and 2. These enhanced
disclosures principally affect note 27. In addition, the amendment to
IFRS 7 also impacts the disclosures about liquidity risk. According to
the transition rules, an entity needs not provide comparative informa-
tion for the disclosures required by the amendments in the first year of
application. Still the Group has decided to voluntarily provide com-
parative information for 2008. The revised standard does not change
the recognition and measurement of the amounts reported in the
financial statements.

IFRS 8 Operating Segments —IFRS 8 replaces IAS 14 Segment
Reporting and introduces the “management approach” to segment
reporting. The operating segments are identified based on the internal
reports regularly reviewed by the Group’s Chief Operating Decision
Maker. The Group’s President has been identified as the Chief Oper-
ating Decision maker.

The adoption of IFRS 8 did not require any change in the presen-
tation of the segments as those previously presented correspond to the
operating segments reviewed by the Group’s Operating Decision
Maker, i.e. the business areas. Accordingly, there has been no restate-
ment of previously reported information.

Revised IAS 1 Presentation of Financial Statements—The adoption
of the revised IAS 1 results in items of income and expense that were
previously recognized directly in equity are now reported in a separate
statement that discloses these items as other comprehensive income.
This statement is named statement of comprehensive income and fol-
lows the income statement. The Group has decided to retain the previ-
ously used titles for the other statements. The changes, that only affect
the presentation of the financial statements, have been applied retro-
spectively.

Revised IAS 23 Borrowing Costs — The revised standard requires
capitalization of borrowing costs directly attributable to the acquisi-
tion, construction or production of qualifying assets. The implemen-
tation constituted a change in accounting principle for the Group and
was applicable for qualifying assets for which capitalization of bor-
rowing costs commenced on or after January 1, 2009. The adoption of
this accounting principle has not had any significant impact on the
consolidated financial statements.

Other new and amended IFRS standards and IFRIC interpretations
—The other new or amended IFRS standards and IFRIC interpreta-
tions, which became effective January 1, 2009, have had no material
effect on the consolidated financial statements.

Business combinations and consolidation

The consolidated income statement and balance sheet of the Atlas
Copco Group include all companies in which the Company, directly
or indirectly, has control. Control exists when the Company has the
power, directly or indirectly, to govern the financial and operating pol-
icies of an entity, so as to obtain benefits from its activities. In assess-
ing control, potential voting rights that presently are exercisable or
convertible are taken into account.

The consolidated financial statements have been prepared in
accordance with the purchase method. According to this method,
business combinations are seen as the Group directly acquires the
assets and assumes the liabilities and contingent liabilities of the entity
acquired. The assets acquired and liabilities and contingent liabilities
assumed are recognized in the consolidated financial statements at fair
value when control is established. The cost of a business combination
is measured as the aggregate, at the date of control, of the fair value of
the assets given, liabilities incurred or assumed and equity instruments
issued by the Group to acquire the business. Costs directly attributable
to the business combination are also included in the cost of business
combinations.

Goodwill arising on an acquisition represents the excess of the
cost of the acquisition over the fair value of the net identifiable assets
acquired in the business combination and is recognized in the balance
sheet. Goodwill is not amortized but tested for impairment at least
annually. If the acquired interest in the net fair value, at date of
control, exceeds the cost of the business combination, the Group,
after reassessment, immediately recognizes the excess in profit or loss.

Earnings of entities acquired during the year are reported in the
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1 = Continued

consolidated income statement from the date of control. The gain or
loss from entities divested during the year is calculated on the basis of
the Group’s reported net assets in such entities, including earnings to
the date when control ceases to exist.

Intra-group balances, and any unrealized income and expenses
arising from intra-group transactions, are eliminated in preparing the
consolidated financial statements. Unrealized gains and losses on
intra-group transactions are eliminated, but losses only to the extent
that there is no evidence of impairment.

Business combinations that have occurred since January 1, 2004
have been recognized in accordance with IFRS 3, Business Combina-
tions. Business combinations prior to January 1, 2004, were not restated
when IFRS was adopted and are reported on the basis previously used
by the Group in accordance with Swedish GAAP. According to Swed-
ish GAAP, intangible assets are not separately recognized to the same
extent as according to IFRS 3 and contingent liabilities are not mea-
sured at fair value on initial recognition of business combinations.

Associated companies

An associate is an entity in which the Group has significant influence,
but not control, over financial and operating policies. When the Group
holds 20 to 50% of the voting power, it is presumed that significant influ-
ence exists unless it can be clearly demonstrated that this is not the case.

Holdings in associated companies are reported in the consoli-
dated financial statements in accordance with the equity method from
when significant influence has been established and until significant
influence ceases. Under the equity method, the carrying values of
interests in associates correspond to the Group’s share of reported
equity of associated companies, any goodwill and any other remain-
ing fair value adjustments recognized at acquisition date. The Group’s
profit or loss includes “Share of results of associated companies”,
which comprises of the Group’s share of the associate’s income
adjusted for any amortization and depreciation, impairment losses
and other adjustments arising from the purchase price allocation.
Dividends received from an associated company reduce the carrying
value of the investment.

Atlas Copco’s share of income after tax in associated companies
is reported on a separate line in profit or loss. Unrealized gains and
losses arising from transactions with associates are eliminated to the
extent of the Group’s interest, but losses only to the extent that there is
no evidence of impairment.

Segment reporting

An operating segment is a component of the Group that engages in
business activities from which it may earn revenue and incur expenses,
and for which discrete financial information is available. All operating
segments’ operating results are reviewed regularly by the Group’s Presi-
dent to make decisions about resources to be allocated to the segments
and assess their performance. See note 4 for additional information.

Foreign currency

Foreign currency transactions

Functional currency is the currency of the primary economic environ-

ment in which an entity operates. Transactions in foreign currencies

(those which are denominated in other than the functional currency)

are translated at the foreign exchange rate ruling at the date of the

transaction. Receivables and liabilities and other monetary items

denominated in foreign currencies are translated using the foreign

exchange rate at the balance sheet date. Exchange rate differences on

translation to functional currency are reported in profit or loss, except

when reported in other comprehensive income in the following cases:

+ differences arising on the translation of available-for-sale equity
instruments,

» afinancial liability designated as a hedge of the net investment in a
foreign operation,

* on receivables from or liabilities to a foreign operation that in sub-
stance is part of the net investment in the foreign operation, or

* qualifying hedging instruments in cash flow hedges hedging cur-
rency risk to the extent that the hedges are effective.

Exchange rates for major currencies used in the year-end accounts are
shown in note 27.

Translation of accounts of foreign entities

The assets and liabilities of foreign entities, including goodwill and
fair value adjustments arising on consolidation, are translated to
Swedish kronor at the exchange rates ruling at the balance sheet date.
The revenues and expenses are translated at average exchange rates,
which approximate the exchange rate for the respective transactions.
Foreign exchange differences arising on translation are recognized in
other comprehensive income and are accumulated in a separate com-
ponent of equity as a translation reserve. On divestment of foreign
entities or when the equity or portion of the equity is repatriated, the
accumulated exchange differences, net after impact of currency
hedges of net investments, are recycled through profit or loss, increas-
ing or decreasing the profit or loss on divestments.

Revenue recognition

Revenue is measured at the fair value of the consideration received

or receivable, net of sales taxes, goods returned, discounts and other
similar deductions. Revenue is recognized when recovery of the con-
sideration is considered probable and the revenue and associated costs
can be measured reliably.

Goods sold

Revenue from sale of goods is recognized when the significant risks
and rewards of ownership have been transferred to the buyer, which in
most cases occurs in connection with delivery. When the product
requires installation and installation is a significant part of the con-
tract, revenue is recognized when the installation is completed. Buy-
back commitments can lead to that sales revenue cannot be recog-
nized if the substance of the agreement is that the customer only has
leased the product for a certain period of time. No revenue is recog-
nized if there are significant uncertainties regarding the possible
return of goods.

Services rendered

Revenue from services is recognized in profit or loss in proportion to
the stage of completion of the transaction at the balance sheet dates
or on a straight-line basis providing that a reliable profit estimate can
be made. The stage of completion is determined based on the propor-
tion that costs incurred to date bear to the estimated total costs of the
transaction.

Rental operations

Revenue is derived and recognized from the rental of equipment on a
daily, weekly or monthly basis. Rental income is recognized on a
straight-line basis. Revenue from delivery services, fuel sales, and sales
of parts, supplies and new and used equipment are recognized when
the product or service is delivered to the customer.

Other operating income and expense
Commissions and royalties are recognized on an accrual basis in
accordance with the financial substance of the agreement.

Gains and losses on disposal of an item of property, plant and
equipment are determined by comparing the proceeds from disposal
with the carrying amount of property, plant and equipment and are
recognized net within “other operating income” or ”other operating
expenses”.

Government grants

A government grant is recognized in the balance sheet when there is
reasonable assurance that it will be received and that the Group will
comply with the conditions attached to it. Government grants that
compensate the Group for expenses incurred are recognized in profit
or loss on a systematic basis in the same periods in which expenses are
incurred and in the same way. Grants related to assets are presented by
deducting the grant from the carrying value of the asset.
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Finance income and expenses
Finance income comprises interest income on funds invested, divi-
dend income, gains on the disposal of available-for-sale financial
assets, changes in the fair value of financial assets at fair value through
profit or loss, and gains on hedging instruments that are recognized in
profit or loss for hedging items recognized as financial income. Inter-
est income is recognized as it accrues in profit or loss using the effec-
tive interest method. Dividend income is recognized in profit or loss
on the date that the Group’s right to receive payment is established.
Finance expenses comprise interest expense on borrowings,
unwinding of the discount on provisions, changes in the fair value of
financial assets at fair value through profit or loss, impairment losses
recognized on financial assets, and losses on hedging instruments that
are recognized in profit or loss for hedging items recognized as
financial expense. Borrowing costs that are not directly attributable to
the acquisition, construction or production of a qualifying asset are
recognized in profit or loss using the effective interest method.

Earnings per share

The Group presents basic and diluted earnings per share (EPS) data.
Basic EPS is calculated by dividing the profit or loss attributable to
owners of the Parent Company by the weighted average number of
shares outstanding during the period. Diluted EPS is determined by
adjusting the weighted average number of shares outstanding for the
effects of all dilutive potential shares — which comprise employee
stock options that are settled in shares or that at the employees’ choice
can be settled in shares or cash —and in such case by adjusting the
profit or loss for the difference between cash-settled and equity-settled
treatment of options for which employees can choose settlement in
shares or cash. The options are dilutive if the exercise price is less than
the quoted stock price and the effect on the number of potential
shares increases with the size of the difference.

Intangible assets

Goodwill

Goodwill arising on an acquisition represents the excess of the cost of
the acquisition over the fair value of the net identifiable assets
acquired in the business combination.

Goodwill from acquisitions before January 1, 2004 is carried at
cost less amortization until December 31, 2003 and any accumulated
impairment losses. Goodwill from acquisitions after December 31,
2003 is carried at cost less any accumulated impairment losses.

Goodwill is allocated to cash-generating units and is tested at
least annually for impairment.

Technology-based intangible assets

Expenditure on research activities, undertaken with the prospect of
gaining new scientific or technical knowledge, is expensed in profit or
loss as incurred. Research projects acquired as part of business com-
binations are capitalized and carried at cost less amortization and
impairment losses.

Expenditure on development activities, whereby research findings
are applied to a plan or design for the production of new or substan-
tially improved products or processes, is capitalized if the product or
process is technically and commercially feasible and the Group has
the intent and ability to complete, sell or use the intangible. The
expenditure capitalized includes the cost of materials, direct labor and
other costs directly attributable to the development project. Capital-
ized development expenditure is carried at cost less accumulated
amortization and impairment losses.

Computer software is capitalized and is carried at cost less
accumulated amortization and impairment losses.

Trademarks

Trademarks acquired by the Group are capitalized based on their fair
value at the time of acquisition. Certain trademarks are estimated to
have an indefinite useful life and are carried at cost less accumulated
impairment losses. They are tested at least annually for impairment.
Other trademarks, which have finite useful lives, are carried at cost less
accumulated amortization and accumulated impairment losses.

Marketing and customer related intangible assets

Acquired marketing and customer related intangibles such as cus-
tomer relations and other similar items are capitalized and carried at
cost less accumulated amortization and impairment losses.

Other intangible assets
Acquired intangible assets relating to contract-based rights such as
licenses or franchise agreements are capitalized and carried at cost less
accumulated amortization and impairment losses. Amortization is
calculated using the straight-line method over useful lives or contract
periods whichever is shorter.

Expenditure on internally generated goodwill, trademarks and
similar items is expensed as incurred.

Property, plant and equipment

Items of property, plant and equipment are carried at cost less accu-
mulated depreciation and impairment losses. Cost of an item of prop-
erty, plant and equipment comprises purchase price, import duties
and any cost directly attributable to bringing the asset to location and
condition for use. The Group capitalizes costs on initial recognition
and on replacing significant parts of property, plant and equipment,
when the cost is incurred, if it is probable that the future economic
benefits embodied will flow to the Group and the cost can be mea-
sured reliably. All other costs are recognized as an expense in profit or
loss when incurred.

Rental equipment

The rental fleet is comprised of diesel and electric powered air com-
pressors, generators, air dryers and to a lesser extent general construc-
tion equipment. Rental equipment is initially recognized at cost and is
depreciated over the estimated useful lives of the equipment. Rental
equipment is depreciated to a salvage value of 0-10% of cost.

Depreciation and amortization
Depreciation and amortization is calculated based on cost using the
straight-line method over the estimated useful life of the asset, unless
the useful life is indefinite. Parts of property, plant and equipment
with a cost that is significant in relation to the total cost of the item
are depreciated separately when the useful lives of the parts do not
coincide with the useful lives of other parts of the item.

The following useful lives are used for depreciation and amortization:

Years
Technology-based intangible assets 3-15
Trademarks with definite lives 5-10
Marketing and customer related intangible assets 5-10
Buildings 25-50
Machinery and equipment 3-10
Vehicles 4-5
Computer hardware and software 3-8"
Rental equipment 3-12

1) Comparative periods 3-5
The useful lives and residual values are reassessed annually. Land,

goodwill and trademarks with indefinite lives are not depreciated or
amortized.
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Leased assets

In the course of business, the Group acts both as lessor and lessee.
Leases are classified in the consolidated financial statement as either
finance leases or operating leases. A finance lease entails the transfer to
the lessee of substantially all of the economic risks and benefits associ-
ated with ownership. If this is not the case, the lease is accounted for as
an operating lease.

Accounting for finance leases implies for the lessee that the fixed
asset in question is recognized as an asset in the balance sheet and ini-
tially a corresponding liability is recorded. Upon initial recognition,
the leased asset is measured at an amount equal to the lower of its fair
value and the present value of the minimum lease payments. Fixed
assets under finance leases are depreciated over their estimated useful
lives, while the lease payments are reported as interest and amortiza-
tion of the lease liability. For operating leases, the lessee does not
account for the leased asset in its balance sheet. In profit or loss, the
costs of operating leases are recorded on a straight-line basis over the
term of the lease.

In cases where the Group acts as the lessor under an operating
lease, the asset is classified as rental equipment. The asset is subject to
the Group’s depreciation policies. The lease payments are included in
profit or loss on a straight-line basis over the term of the lease. Under
finance leases where the Group acts as lessor, the transaction is
recorded as a sale with a lease receivable being recorded comprising the
future minimum lease payments and any residual value guaranteed to
the lessor. Lease payments are recognized as interest income and repay-
ment of the lease receivable.

Impairment of non-financial assets

The carrying amount of the Group’s assets, excluding financial assets
within the scope of IAS 39, Financial Instruments: Recognition and
Measurement, inventories, non-current assets and disposal groups
held for sale, plan assets for employee benefit plans and deferred tax
assets, are reviewed at least at each reporting date to determine whether
there is any indication of impairment in accordance with IAS 36,
Impairment of Assets. Excluded assets are accounted for in accor-
dance with the standard applicable for each type of such asset.

If any indication exists of impairment in accordance with IAS 36,
the asset’s recoverable amount is estimated. For goodwill and other
assets that have an indefinite useful life, impairment tests are per-
formed at a minimum on an annual basis. Annual impairment tests are
also carried out for intangible assets not yet ready for use.

An impairment loss is recognized if the carrying amount of an
asset or its cash-generating unit exceeds its recoverable amount. If
largely independent cash inflow cannot be linked to an individual asset,
the recoverable amount is estimated for the smallest group of assets
that includes the asset and generates cash inflows that are largely inde-
pendent, a cash-generating unit. Goodwill is always allocated to a
cash-generating unit or groups of cash-generating units and tested at
the lowest level within the Group at which the goodwill is monitored
for internal management purpose. This is normally at division level.

The recoverable amount is the greater of the fair value less costs to
sell and value in use. In assessing value in use, the estimated future cash
flows are discounted to their present value using a discount rate that
reflects current market assessments of the time value of money and the
risks specific to the asset or cash-generating unit. Impairment losses
recognized in respect of cash-generating units are allocated first to
reduce the carrying amount of any goodwill allocated to the cash-
generating unit (group of units) and then, to reduce the carrying
amount of the other assets in the unit (group of units) pro rata.
Impairment losses are recognized in profit or loss.

An impairment loss in respect of goodwill is not reversed. In
respect of other assets, impairment losses in prior periods are assessed
at each reporting date for any indications that the loss has decreased or
no longer exists. An impairment loss is reversed if there has been a
change in the estimates used to determine the recoverable amount. An
impairment loss is reversed only to the extent that the asset’s carrying
amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortization, if no impairment loss
had been recognized.

Inventories

Inventories are valued at the lower of cost or net realizable value. Net
realizable value is the estimated selling price in the ordinary course of
business less the estimated costs of completion and selling expenses.
The cost of inventories is based on the first-in, first-out principle and
includes the costs of acquiring inventories and bringing them to their
existing location and condition. Inventories manufactured by the
Group and work in progress include an appropriate share of produc-
tion overheads based on normal operating capacity. Inventories are
reported net of deductions for obsolescence and internal profits aris-
ing in connection with deliveries from the production companies to
the customer centers.

Provisions

A provision is recognized in the balance sheet when the Group has a
legal or constructive obligation as a result of a past event, it is proba-
ble that an outflow of economic benefits will be required to settle the
obligation and that it can be estimated reliably. The amount recog-
nized as a provision shall be the best estimate of the expenditure
required to settle the present obligation at the balance sheet date. If
the effect of the expected payment date is material, the provision is
determined by discounting the expected future cash flows at a pre-tax
rate that reflects the current market assessments of the time value of
money and, where appropriate, the risks specific to the liability.

A provision for warranties is charged as cost of sales at the time
the products are sold based on the estimated cost using historical data
for level of repairs and replacements.

A provision for restructuring is recognized when the Group has
approved a detailed and formal restructuring plan and the restructur-
ing has either commenced or been announced publicly. Future operat-
ing losses are not provided for.

A provision for onerous contracts is recognized when the expected
benefits to be derived by the Group from a contract are lower than the
unavoidable cost of meeting its obligations under the contract. The pro-
vision is measured at the present value of the lower of the expected cost
of terminating the contract and the expected net cost of continuing
with the contract. Before a provision is established, the Group recog-
nizes any impairment loss on the assets associated with the contract.

Employee benefits

Defined contribution plans

A defined contribution plan is a post-employment benefit plan under
which an entity pays fixed contributions into a separate entity and will
have no legal or constructive obligation to pay further amounts. Obli-
gations for contributions to defined contribution pension plans are
recognized as an employee benefit expense in profit or loss when due
as employees provide services to the entity during a period.

Defined benefit plans

The Group has a number of defined benefit plans related to pensions
and post-retirement health care benefits in the various countries where
operations are located. The net obligation in respect of defined benefit
plans is calculated separately for each plan by estimating the amount
of future benefits employees have earned in return for their service in
the current and prior periods; that benefit is discounted to determine
its present value and the fair value of any plan assets is deducted.

The cost for defined benefit plans is calculated using the Projected
Unit Credit Method which distributes the cost over the employee’s
service period. The calculation is performed annually by independent
actuaries. The obligations are valued at the present value of the
expected future disbursements, taking into consideration assumptions
such as expected future pay increases, rate of inflation, increases in
medical cost and in mortality rates. The discount rate used is the
equivalent of the interest rate for high-quality corporate or govern-
ment bonds with a remaining term approximating that of the actual
commitments.

Changes in actuarial assumptions and experience adjustments of
obligations and the fair value of plan assets result in actuarial gains or
losses. Such gains or losses, within 10% of the obligation or asset
value, that is within the ‘corridor’, are not immediately recognized.
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Gains or losses exceeding the 10% corridor are amortized over the
remaining estimated service period of the employees.

Plan assets are measured at fair value. Funded plans with net
assets, plans with assets exceeding the commitments, are reported as
financial non-current assets, limited to the amount of accumulated
actuarial losses and the present value of economic benefits available to
the Group from the plan assets.

The interest portion of pension and other post retirement benefit
costs and return on plan assets is not classified as an operating
expense but is shown as interest expense. See notes 9 and 23 for addi-
tional information.

Other long-term employee benefits

The Group’s net obligation in respect of long-term employee benefits
other than pension plans is the amount of future benefit that employ-
ees have earned in return for their service in the current and prior peri-
ods; that benefit is discounted to determine its present value and the
fair value of any related assets is deducted. The discount rate used is
the same as for the defined benefit plans. The calculation is performed
using the Projected Unit Credit Method. Any actuarial gains or losses
are recognized in the period in which they arise.

Termination benefits

Termination benefits are recognized as an expense when the Group is
demonstrably committed, without realistic possibility of withdrawal,
to a formal detailed plan to terminate employment before the normal
retirement date. When termination benefits are provided as a result of
an offer to encourage voluntary redundancy, an expense is recognized
if it is probable that the offer will be accepted and the number of
acceptances can be estimated reliably.

Short-term benefits
Short-term employee benefit obligations are measured on an undis-
counted basis and are expensed as the related service is provided.

A liability is recognized for the amount expected to be paid under
short-term cash bonus plans if the Group has a present legal or con-
structive obligation to pay this amount as a result of past service pro-
vided by the employee and the obligation can be estimated reliably.

Share-based payments

The Group has share-based incentive programs, which have been
offered to certain employees based on position and performance, con-
sisting of share options and share appreciation rights. Additionally,
the Board is offered synthetic shares.

The fair value of share options that can only be settled in shares
(equity-settled) is recognized as an employee expense with a corre-
sponding increase in equity. The fair value, measured at grant date
using the Black-Scholes formula, is recognized as an expense over the
vesting period. The amount recognized as an expense is adjusted to
reflect the actual number of share options that vest.

The fair value of the share appreciation rights, synthetic shares
and options with a choice for employees to settle in shares or cash is
recognized in accordance with principles for cash-settled share-based
payments, which is to recognize the value as an employee expense with
a corresponding increase in liabilities. The fair value, measured at
grant date and remeasured at each reporting date using the Black-
Scholes formula, is accrued and recognized as an expense over the
vesting period. Changes in fair value are, during the vesting period
and after the vesting period until settlement, recognized in profit or
loss as an employee expense. The accumulated expense recognized
equals the cash amount paid (or liability amount transferred to equity
when employees have a choice and choose to settle in shares) at
settlement.

Social security charges are paid in cash. Social security charges
are accounted for consistent with the principles for cash-settled share-
based payments, regardless of whether they are related to equity- or
cash-settled share-based payments. Agreements with banks related to
the share options and rights are accounted for as separate financial
instruments according to IAS 39. Profits and losses on these agree-
ments are reported as financial items.

Financial instruments

Recognition and derecognition

Financial assets and liabilities are recognized when the Group
becomes a party to the contractual provisions of the instrument.
Purchases and sales of financial assets are accounted for at trade date,
which is the day when the Group contractually commits to acquire or
dispose of the assets. Trade receivables are recognized on issuance of
invoices. Liabilities are recognized when the other party has per-
formed and there is a contractual obligation to pay.

Derecognition (fully or partially) of a financial asset occurs when
the rights to receive cash flows from the financial instruments expire or
are transferred and substantially all of the risks and rewards of own-
ership have been removed from the Group. The Group derecognizes
(fully or partially) a financial liability when the obligation specified in
the contract is discharged or otherwise expires.

A financial asset and a financial liability is offset and the net
amount presented in the balance sheet when, and only when, there is a
legally enforceable right to set off the recognized amounts and there is
an intention to either settle on a net basis, or to realize the asset and
settle the liability simultaneously.

Measurement and classification

Financial instruments are, at initial recognition, measured at fair

value with addition or deduction of transaction costs in the case of a

financial asset or a financial liability not measured at fair value

through profit or loss.

Financial instruments are upon initial recognition classified in
accordance with the categories in IAS 39 based on the purpose of the
acquisition of the instrument. This determines the subsequent mea-
surement. The financial instruments are reported as follows:

* Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.
They arise when the Group provides money, goods or services
directly to a debtor with no intention of trading the receivables.
Loans and receivables are subsequently measured at amortized
cost using the effective interest method, less any impairment losses.
Trade receivables are included in this category. In most cases, the
trade receivables are not carried at discounted values due to short
expected time to payment.

* Held-to-maturity investments are non-derivative financial assets
with fixed or determinable payments and fixed maturity that the
Group has the positive intention and ability to hold to maturity.
Held to maturity investments are subsequently measured at amor-
tized cost using the effective interest rate method, less any impair-
ment losses.

* Aninstrument is classified as fair value through profit or loss if it is
held for trading or is designated as such upon initial recognition.
Financial instruments are designated at fair value through profit or
loss if the Group manages such investments and makes purchase
and sale decisions based on their fair value. Financial instruments
at fair value through profit or loss are measured at fair value and
changes therein are recognized in profit or loss.

*  Available-for-sale financial assets are those non-derivative financial
assets that are designated as available for sale. Subsequent to initial
recognition, they are measured at fair value and changes therein
are recognized in other comprehensive income except for impair-
ment losses and foreign exchange gains and losses on available-for-
sale monetary items, which are recognized in profit or loss. When
an investment is derecognized, the cumulative gain or loss in other
comprehensive income is transferred to profit or loss.

*  Financial liabilities are initially measured at fair value less attribut-
able transaction cost and subsequently at amortized cost, using the
effective interest rate method. Borrowing costs are recognized as an
expense in the period in which they are incurred unless they are
directly attributable to the acquisition, construction or production
of a qualifying asset.

* Derivative instruments are measured at fair value. For derivatives
which are not part of hedge accounting (classified as financial
assets or liabilities held for trading), changes in fair value are
reported as operating or financial income or expense based on the

a7
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purpose of the use of the derivatives and whether the instruments
relate to operational or financial items. Fair value changes on
derivatives are recognized in profit or loss unless the derivatives are
designated as hedging instruments in cash flow or net investment
hedges (see section below about hedge accounting). Changes in fair
values of cross currency swaps are divided into three components;
interest is recognized as interest income/expense, foreign exchange
effect as foreign exchange difference and other changes in fair
values are recognized in profit or loss as gains and losses from
financial instruments. Interest payments for interest swaps are
recognized in profit or loss as interest income/expense, whereas
changes in fair value of future payments are presented as gains and
losses from financial instruments. Effects from interest swaps used
for hedge accounting are recognized as interest income/expense.
Changes in fair values of foreign exchange contracts are recognized
as foreign exchange income/expense and the interest component is
recognized in the profit or loss as interest expense.

Fixed or determinable payments and fixed maturity mean that a con-
tractual arrangement defines the amounts and dates of payments to
the holder, such as interest and principal payments.

The effective interest method is a method of calculating the amor-
tized cost of a financial asset or a financial liability and of allocating
the interest income or interest expense over the relevant periods. The
effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial
instrument or when appropriate, a shorter period to the net carrying
amount of the financial asset or financial liability. The calculation
includes all fees and points paid or received between parties to the
contract that are an integral part of the effective interest rate, trans-
action costs and all other premiums or discounts.

Cash and cash equivalents

Cash and cash equivalents include cash balances and short term
highly liquid investments that are readily convertible to known
amounts of cash which are not subject to a significant risk of changes
in value. An investment normally only qualifies as cash equivalent if it
upon acquisition only has three months or less to maturity.

Hedge accounting

In order to qualify for hedge accounting according to IAS 39, the
hedging relationship must be designated, the hedge expected to be
highly effective and the hedge relationship documented. The Group
assesses, evaluates and documents effectiveness both at hedge
inception and on an ongoing basis. The method of recognizing a gain
or loss resulting from hedging instruments is dependent on the type of
hedge relationship, i.e. which type of risk exposure that is secured by
the hedging instrument.

Changes in the fair value of derivatives that are designated and
qualify as fair value hedges are recorded in profit or loss, together with
any changes in the fair value of the hedged asset or liability that are
attributable to the hedged risk. These changes in the fair value of the
hedged asset or liability are recognized in profit or loss to offset the
effect of gain or loss on the hedging instrument.

Based on decisions taken in the Financial Risk Management
Committee, transaction exposure can be hedged using various deriva-
tive instruments. The overriding objective is to attain cash flow or fair
value hedge accounting in the consolidated financial statements. See
note 27 for additional information.

Changes in the fair value of the derivative hedging instrument
designated as a cash flow hedge are recognized in other comprehensive
income to the extent that the hedge is effective and the accumulated
changes in fair value are recognized as a separate component in
equity. To the extent that the hedge is ineffective, changes in fair value
are recognized in profit or loss.

If the hedging instrument no longer meets the criteria for hedge
accounting, expires or is sold, terminated or exercised, then hedge
accounting is discontinued prospectively. The cumulative gain or loss
previously recognized in equity via other comprehensive income
remains there until the forecast transaction occurs. When the hedged

item is a non-financial asset, the amount recognized in equity via
other comprehensive income is transferred to the carrying amount of
the asset when it is recognized. In other cases, the amount recognized
in equiy via other comprehensive income is transferred to profit or
loss in the same period that the hedged item affects profit or loss.

The Group hedges a substantial part of net investments in foreign
operations. Gain or loss on the hedging instrument relating to the
effective portion of the hedge is recognized in other comprehensive
income. Gain or loss relating to the ineffective portion is recognized
immediately in profit or loss. Gains and losses accumulated in other
comprehensive income are included in profit or loss on disposal of
foreign operations.

Impairment of financial assets

Financial assets, except for such assets classified as fair value through
profit or loss, are assessed at each reporting date to determine whether
there is any objective evidence that they are impaired. A financial asset
is considered to be impaired if objective evidence indicates that one or
more events have had a negative effect on the estimated future cash
flows of that asset. An impairment loss in respect of a financial asset
measured at amortized cost is calculated as the difference between its
carrying amount and the present value of the estimated future cash
flows discounted at the original effective interest rate. An impairment
loss in respect of an available-for-sale financial asset is calculated by
reference to its current fair value. Individually significant financial
assets are regularly tested for impairment on an individual basis or in
some cases are assessed collectively in groups with similar credit risks.
In respect of an available-for-sale financial asset, any cumulative loss
previously recognized in other comprehensive income is recognized in
profit or loss. Impairment losses on financial assets of all other cate-
gories are recognized directly in profit or loss.

An impairment loss is reversed if the reversal can be related objec-
tively to an event occurring after the impairment loss was recognized.
For financial assets measured at amortized cost and available-for-sale
financial assets that are debt securities, the reversal is recognized in
profit or loss. For available-for-sale financial assets that are equity
securities, the reversal is recognized in other comprehensive income.

Equity

Shares are classified as equity. Incremental costs directly attributable
to the issue of ordinary shares and share options are recognized as a
deduction from equity, net of any tax effect.

When share capital recognized as equity is repurchased, the
amount of the consideration paid, which includes directly attributable
costs, net of any tax effects, is recognized as a deduction from equity.
Repurchased shares are classified as treasury shares and are presented
as a deduction from total equity. When treasury shares are sold or
subsequently reissued, the amount received is recognized as an
increase in equity and the resulting surplus or deficit on the transac-
tion is transferred to or from other paid-in capital.

Income taxes

Income taxes include both current and deferred taxes in the
consolidated accounts. Income taxes are reported in profit or loss
unless the underlying transaction is reported in other comprehensive
income or in equity. In those cases, the related income tax is also
reported in other comprehensive income or in equity.

A current tax liability or asset is recognized for the estimated
taxes payable or refundable for the current or prior years.

The calculation of deferred taxes is based on, either the differ-
ences between the values reported in the balance sheet and their
respective values for taxation, which are referred to as temporary dif-
ferences, or the carry forward of unused tax losses and tax credits.
Temporary differences related to the following are not provided for:
goodwill not deductible for tax purposes, the initial recognition of
assets or liabilities that affect neither accounting nor taxable profit,
and differences related to investments in subsidiaries and associated
companies to the extent that they will probably not reverse in the fore-
seeable future.

A deferred tax asset is recognized only to the extent that it is
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probable that future taxable profits will be available against which the
asset can be utilized. Deferred tax assets are reduced to the extent that
it is no longer probable that the related tax benefit will be realized. In
the calculation of deferred taxes, enacted tax rates are used for the
individual tax jurisdictions.

Assets held for sale and discontinued operations

The Group classifies a non-current asset or disposal group as held for
sale if its carrying amount will be recovered principally through a sale.
For classification as held for sale, the asset or disposal group must be
available for immediate sale in its present condition and its sale must
be highly probable.

A discontinued operation is a component of the Group’s business
that represents a separate major line of business or geographical area
of operations or is a subsidiary acquired exclusively with a view to
resale.

Classification as a discontinued operation occurs upon disposal
or when the operation meets the criteria to be classified as held for
sale, if earlier. A disposal group that is to be abandoned may also
qualify as a discontinued operation at the date on which it ceases to be
used.

Immediately before classification as held for sale, the measure-
ment of the assets (and all assets and liabilities in a disposal group) is
remeasured in accordance with applicable IFRSs. Then, on initial
classification as held for sale, non-current assets and disposal groups
are recognized at the lower of carrying amount and fair value less
costs to sell. Impairment losses on initial classification as held for sale
and subsequent gains or losses on remeasurement are recognized in
profit or loss. Gains are not recognized in excess of any cumulative
impairment loss.

Non-current assets and disposal group assets and liabilities are
reported separately in the balance sheet. Post-tax profits or losses as
well as gains and losses recognized on measurement to fair value less
cost to sell or on disposal are reported separately in profit or loss for
discontinued operations. When an operation is classified as a discon-
tinued operation, the comparative profit or loss is restated as if the
operation had been discontinued from the start of the comparative
period.

Contingent liabilities

A contingent liability is a possible obligation or a present obligation
that arises from past events that is not reported as a liability or
provision, due either to it being unlikely that an outflow of resources
will be required to settle the obligation or that a sufficiently reliable
calculation of the amount cannot be made.

New and amended IFRS standards and IFRIC interpretations

The following standards, interpretations and amendments to
standards have been issued but have not become effective as of
December 31, 2009 and have not been applied by the Group. The
assessment of the effect of the implementation of these standards and
interpretations could have on the consolidated financial statements is
preliminary.

« Revised IFRS 3 Business Combinations and amended IAS 27
Consolidated and Separate Financial Statements require changes
in consolidated financial statements and accounting for business
combinations. The revised standards are effective for annual peri-

ods beginning on or after July 1, 2009. The revised IFRS 3 will have

an effect on how future business combinations are accounted for.
The changes in the amended IAS 27 will mainly influence the
accounting of future transactions.

« IFRS9 Financial Instruments (not yet adopted by the EU) deals
with classification and measurement of financial assets only. The
standard requires financial assets to be classified on initial recogni-
tion as measured at amortized cost or fair value. IFRS 9 is effective
for annual periods beginning on or after January 1, 2013 but may
be applied earlier. The standard generally requires retrospective
application in accordance with IAS 8 but there are several excep-
tions to this principle and the transitional requirements are exten-
sive. If an entity adopts IFRS 9 for reporting periods beginning
before January 1, 2012 it is not required to restate prior periods.

* Amendment to IFRIC 14 Prepayments of a Minimum Funding
Requirement (not yet adopted by the EU) removes unintended
consequences arising from the treatment of prepayments when
there is a minimum funding requirement. The amendment results
in prepayments of contributions in certain circumstances being
recognized as an asset rather than an expense. It shall be applied
from the beginning of the earliest periods beginning on or after
January 1, 2011, but may be applied earlier. It will only have a
limited impact on the consolidated financial statements.

The following amended IFRS standards and new IFRIC interpreta-

tions are not expected to have any impact on the consolidated finan-

cial statements:

* Amendments to IFRS 2 Group Cash-settled Share-based Payment
Transactions (not yet adopted by the EU)

* Revised IAS 24 Related Party Disclosures (2009) (not yet adopted
by the EU)

* Amendments to IAS 32 Classification of Rights Issues

*  Amendments to IAS 39 Financial Instruments: Recognition and
Measurement: Eligible Hedged Items

» Improvements to IFRSs (April 2009) (not yet adopted by the EU)

« IFRIC 12 Service Concession Arrangements

« IFRIC 15 Agreements for the Construction of Real Estate

« IFRIC 16 Hedges of a Net Investment in a Foreign Operation

« IFRIC 17 Distributions of Non-cash Assets to Owners

» IFRIC 18 Transfers of Assets from Customers

« IFRIC 19 Extinguishing Financial Liabilities with Equity
Instruments (not yet adopted by the EU)
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The following summarizes the significant acquisitions during 2009 and 2008:

Number of

Closing date Country Business area Revenues' employees”
2009 Sep. 8 Servis. A.C. s.r.o. Czech Republic Compressor Technique 10 10
2009 April 1 Focus and Prisma India Construction & Mining 93 104
2009 Jan. 12 Compressor Engineering Great Britain Compressor Technique 40 39
2008 Nov. 203 Aggreko Belgium and others Compressor Technique 91 25
2008 Aug. 8 Industrial Power Sales U.SA. Industrial Technique 2) 61

Gulf Atlantic Equipment and

2008 May 23 Compressed Air Products U.S.A. Compressor Technique 2 60
2008 May 2 Hurricane and Grimmer U.S.A. Compressor Technique 146 90
2008 April 30 Fluidcon Indonesia Construction & Mining 68 223

" Annual revenues and number of employees at time of acquisition.

2 Distributor of Atlas Copco products. No revenues are disclosed for former Atlas Copco distributors.
3 The acquisiton was finalized on March 1, after anti-trust approval in all relevant countries.

The above acquisitions were made through the purchase of 100% of shares and voting rights or through the purchase of the net assets of the acquired
operations. In the case of the former associated companies Focus and Prisma, the remaining 75 % share was acquired. The Group received control over the
operations upon the date of acquisition. No equity instruments have been issued in connection with the acquisitions. All acquisitions have been accounted

for using the purchase method of consolidation.

The amounts presented in the following tables detail the carrying amounts and fair value adjustments aggregated by business areas, as the relative
amounts of the individual acquisitions are not considered significant. The fair value adjustments related to intangible assets are amortized over 5-10 years.

The pre-acquisition carrying amounts were determined based on the applicable IFRSs immediately before the acquisition. The Group is in the process
of reviewing the final values for the acquired businesses but any adjustments are not expected to be material. Similar adjustments from 2008 acquisitions

are described under each business area.

CompressorTechnique

Carrying Fairl/;aluf Recognized values
amounts ments 2009 2008
Intangible assets 48 48 338
Property, plant and
equipment 35 13 48 46
Other assets 13 -3 10 75
Cash and cash
equivalents 8
Interest-bearing loans
and borrowings -1 -1 -4
Other liabilities and
provisions 4 -10 -6 -143
Net identifiable assets 51 48 99 320
Minority interest 3
Goodwill 55 —69
Consideration paid 154 254

The Compressor Technique business area made two acquisitions in 2009.
It also completed the acquisition of the European oil-free air compressor
rental business of Aggreko plc, which supports the growth of the Specialty
Rental division’s core business, rental of oil-free air equipment. This acqui-
sition was initiated in November 2008 and was subject to final approval by
anti-trust authorities in certain countries. For those businesses included in
the acquisition, which have been approved and completed during 2009, the
consideration paid amounted to 112 and goodwill of 62 and intangible
assets of 10 were recorded on the purchase.

In January 2009, the business area acquired Compressor Engineering
Ltd, a UK distributor and service provider for compressed air equipment
with customers throughout the Northamptonshire and Manchester areas.
It offers complete packages in the supply, installation and maintenance
of compressors and related equipment. This acquisition is part of Atlas
Copco’s strategy of getting closer to the customers and strengthening the
aftermarket business. The consideration was 37 and customer-related
intangible assets of 33 were recorded on the purchase.

In the third quarter, Servis A.C. s.r.0., a compressor service provider in
North Moravia in the Czech Republic, was acquired. This acquisition will
strengthen the presence and service to customers in the area and also pro-
vide an opportunity for increased sales of compressed air equipment and
aftermarket products. The consideration paid amounted to 6 and intangi-
ble assets of 5 were recorded on the purchase.

As of December 18, 2009, Atlas Copco has agreed to acquire Quincy
Compressor from EnPro Industries, Inc. for approximately BSEK 1.4.
Quincy Compressor had revenues in 2009 of BSEK 1.0 (MUSD 125), with
an operating profit margin of about 7%, and has approximately 400
employees. The Group expects the transaction to close in the first quarter
of 2010.

Certain final adjustments related to acquisitions from 2008 have
been made.

Construction and Mining Technique

Carrying Fai;("';::: Recognized values
amounts ments 2009 2008
Intangible assets 20 20 18
Property, plant and
equipment 15 3 18
Other assets 30 30 5
Cash and cash
equivalents 2 2 1
Interest-bearing loans
and borrowings -9 -9 -7
Other liabilities and
provisions -33 -7 -40 4
Net identifiable assets 5 16 21 25
Goodwill 21 50
Consideration paid 42 75

In 2009, the Construction and Mining Technique business area acquired the
remaining 75 % of the shares in Focus Rocbit Pvt Ltd and Prisma Roctools
Pvt Ltd, India. Focus is a manufacturer of bits for rotary drilling and Prisma
makes bits and hammers for down-the-hole drilling. These acquisitions
therefore strengthen the Group’s position in the market for drill bits and
hammers. Goodwill of 16 and intangible assets of 19 were recorded on the
purchase.

The consideration paid for acquisitions noted in the table above does
not include contingent consideration not yet paid of 16.

Some minor adjustments related to the acquisitions from 2008 have
been recorded. The goodwill of 35 related to the acquisition of Fluidcon
which was initially calculated has been increased by 5 with a corresponding
increase in deferred tax liabilities of 5.
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Industrial Technique

The Industrial Technique business area made no acquisitions during 2009.

Some minor adjustments related to the acquisition of Industrial Power

Carrying Fa';‘,'jﬂ:ﬁ Recognized values Sales, Inc. from 2008 have been recorded resulting in an increase of good-
amounts ments 2009 will of 2. The goodwill which was initially calculated totaled 40.

Intangible assets 2

Property, plant and

equipment 3

Other assets 27

Cash and cash equivalents 1

Interest-bearing loans

and borrowings -8

Other liabilities and

provisions -19

Net identifiable assets - 6

Goodwill 2 45

Consideration paid 2 51

Total fair value of acquired assets and liabilities

Group
recognized values

Carrying Fair value

amounts  adjustments 2009 2008
Intangible assets 68 68 358
Property, plant and equipment 50 16 66 53
Other non-current assets -16 -16 -2
Inventories 20 -3 17 16
Receivables 39 39 93
Cash and cash equivalents 2 2 10
Interest-bearing loans and borrowings -10 -10 -19
Other liabilities and provisions -24 -24 -100
Deferred tax liabilities, net -5 -17 -22 -58
Net identifiable assets 56 64 120 351
Minority interest 3
Goodwill 78 26
Consideration paid 198 380
Cash and cash equivalents acquired -2 -10
Net cash outflow 196 370

Other non-current assets include the adjustment for former capital participation in associated companies, see also note 14. The goodwill recognized on
acquisitions is primarily related to the synergies expected to be achieved from integrating these companies into the Group’s existing structure. The total
consideration paid for all acquisitions was 198 including directly related costs of 3. For all acquisitions, the outflow totaled 196 after deducting cash and
cash equivalents acquired of 2. Consideration paid does not include contingent consideration not yet paid.

Transaction costs related to in-process acquisitions (i.e. closing in 2010) amounted to 9 and were expensed as incurred.

Contribution from businesses acquired in 2009 and 2008 by business area

Compressor Construction and
Technique Mining Technique Industrial Technique Group

2009 2008 2009 2008 2009 2008 2009 2008
Contribution from date of control
Revenues 81 179 66 89 - 46 147 314
Operating profit - 28 6 6 - 1 6 35
Profit for the year 5 21
Contribution if the acquisition
had occurred on Jan. 1
Revenues 95 307 85 129 - M 180 547
Operating profit 2 51 9 8 - 2 il 61
Profit for the year 8 34
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3 = Assets held for sale, divestments and discontinued operations

Divestments

There were no significant divestments during 2009. As part of the
Specialty Rental business strategy to focus on its core business, the
Compressor Technique business area divested Guimera S.A. in February
2008. The gains on divestments are reported under other operating
income. See note 8.

The following table presents the carrying value of the divested operations
on the date of divestment.

Carrying value of assets and liabilities
for divestments including discontinued operations

2009 2008
Intangible assets - 10
Rental equipment - 74
Other property, plant and equipment - 4
Inventories 2 3
Receivables 21 7
Other liabilities and provisions - -198
Deferred tax liabilities, net - -50
Net identifiable assets 23 -150
Capital gain 2 204
Translation differences recycled - -3
Goodwill - 41
Consideration and cash received 25 92

The consideration received in 2009 and 2008 was primarily for the divest-
ment of Guimera.

Assets held for sale

The Industrial Technique business area restructured certain operations
in Japan and accordingly reclassified certain properties as assets held

for sale during 2009 which amounted to 31 at year end 2009. There have
been partial divestments of the buildings and equipment in Great Britain
which were classified as assets held for sale in 2008 while the remaining
portion totaling 36 is still classified as such due to the difficult market
conditions during the year. The total assets held for sale are measured at
their carrying value amounting to 67 (43). The estimated net realizable
value is reviewed on a regular basis.

Discontinued operations
The Group completed the sale of the equipment rental operations in
North America in November 2006 which were reported as discontinued
operations. Final tax assessments related to this divestment were received
in 2008 and resulted in a gain of 184. The cash flow from discontinued
operations was —41. There were no effects from discontinued operations
in 2009.

Basic and diluted earnings per share amounted to SEK 0 (0.15).



4 = Segment information

Construction Common
Compressor and Mining Industrial group
2009 Technique Technique Technique functions Eliminations Group
Revenues from external customers 32312 25840 5376 234 63 762
Inter-segment revenues 212 69 16 52 -349 -
Total revenues 32524 25909 5392 286 -349 63 762
Operating profit 5752 3470 253 -441 56 9090
— of which share of profit in associated companies 1 -1 -
Net financial items -819
Income tax expense -1995
Profit from discontinued operations, net of tax" -
Profit for the year 6276
Non-cash expenses
Depreciation/amortization/impairment 117 945 207 257 -56 2470
Other non-cash expenses -2 -64 -23 93 4
Segment assets 19450 23081 3650 3773 -1528 48 426
—of which goodwill 1938 5783 533 8254
Investments in associated companies 101 101
Unallocated assets 19347
Total assets 67 874
Segment liabilities 8337 4459 1110 2380 -1177 15109
Unallocated liabilities 27 094
Total liabilities 42203
Capital expenditures
Property, plant and equipment 673 887 95 169 -53 1771
—of which assets leased 14 33 1 48
Intangible assets 216 342 74 25 657
Total capital expenditures 889 1229 169 194 -53 2428
Goodwill acquired 55 21 2 78
Construction Common
Compressor and Mining Industrial group
2008 Technique Technique Technique functions Eliminations Group
Revenues from external customers 35225 31376 7426 150 74177
Intersegment revenues 362 284 24 45 -715 -
Total revenues 35587 31660 7 450 195 -715 74177
Operating profit 7291 5602 1328 -388 -27 13806
— of which share of profit in associated companies 1 3 10 14
Net financial items -694
Income tax expense -3106
Profit from discontinued operations, net of tax" 184
Profit for the year 10 190
Non-cash expenses
Depreciation/amortization/impairment 959 832 193 149 -53 2080
Other non-cash expenses 164 114 32 -42 268
Segment assets 24134 27282 4889 6484 -1649 61140
— of which goodwill 2018 5825 556 8399
Investments in associated companies 4 15 102 121
Unallocated assets 14133
Total assets 75394
Segment liabilities 9880 5728 1479 5829 -2 455 20461
Unallocated liabilities 31165
Total liabilities 51626
Capital expenditures
Property, plant and equipment 121 1276 151 444 -100 2982
—of which assets leased 17 63 3 83
Intangible assets 240 238 142 26 646
Total capital expenditures 1451 1514 293 470 -100 3628
Goodwill acquired -69 50 45 26

) See note 3 for information on discontinued operations.
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4. Continued

The Group is organized in three separate, focused but still integrated busi-
ness areas, each operating through divisions. The business areas offer dif-
ferent products and services to different customer groups. They are also
the basis for management and internal reporting and are regularly
reviewed by the Group’s Chief Operating Decision Maker, which has been
identified as the Group President. The adoption of IFRS 8 did not require
any change in the presentation of the segments as those previously pre-
sented corresponded to the operating segments reviewed by the Group
President. Accordingly, there has been no restatement of previously
reported information.

All business areas are managed on a worldwide basis and their role is
to develop, implement, and follow up the objectives and strategy within its
business. The following describes the business areas:

» The Compressor Technique business area develops, manufactures, mar-
kets, distributes, and services oil-free and oil-injected stationary air com-
pressors, portable air compressors, oil and gas boosters, gas and process
compressors, turbo expanders, generators, air treatment equipment,
and air management systems. The business area has in-house resources
for basic development in its core technologies, and offers specialty rental
services.

» The Construction and Mining Technique business area develops, manu-
factures, markets and services rock drilling tools, underground rock
drilling rigs for tunneling and mining applications, surface drilling rigs,
loading equipment, exploration drilling equipment, construction tools
and road construction equipment.

» The Industrial Technique business area develops, manufactures, and
markets high-quality industrial power tools, assembly systems, and
aftermarket products and services. It serves the needs of industrial
manufacturing, such as the automotive and aerospace industries, gen-
eral industrial manufacturing, and maintenance and vehicle service.

Geographical information

Common group functions includes those operations which serve all busi-
ness areas or the Group as a whole and is not considered a segment. The
accounting principles of the segments are the same as those described in
note 1. Atlas Copco inter-segment pricing is determined on a commercial
basis.

Segment assets are comprised of property, plant and equipment,
intangible assets, other non-current receivables, inventories and current
receivables. Segment liabilities include the sum of non-interest bearing lia-
bilities such as operating liabilities, other provisions and other non-current
liabilities. Capital expenditure includes property, plant and equipment and
intangible assets but excludes the effect of goodwill, intangible assets and
property, plant and equipment through acquisitions.

Revenues from external customers are
comprised of the following categories:

2009 2008

Sale of equipment 36 996 47 312
Service (incl. spare parts, consumables

and accessories) 24503 24 497

Rental 2263 2368

63 762 74177

The revenues presented are based on the location of the customers while non-current assets are based on the geographical location of the assets. These
assets include non-current assets other than financial instruments, deferred tax assets and post-employment benefit assets.

By geographic area/country Revenues Non-current assets
2009 2008 2009 2008
North America
U.S.A. 6647 9000 2654 3081
Other countries in North America 3717 4920 311 376
10 364 13920 2965 3457
South America
Brazil 2826 3000 389 305
Other countries in South America 2894 3084 143 114
5720 6084 532 419
Europe
Belgium 720 862 1579 1723
France 2406 2867 657 289
Germany 3360 3837 121 1639
Italy 1913 2371 1219 1335
Sweden 1579 1835 8436 8399
Other countries in Europe 13309 17 403 1382 1500
23 287 29175 14484 14 885
Africa/Middle East
South Africa 2268 2895 190 167
Other countries in Africa/Middle East 5511 5408 184 222
7779 8303 374 389
Asia/Australia
Australia 3020 3548 213 123
China 6796 6374 1048 1104
India 2478 2220 475 449
Other countries in Asia/Australia 4318 4553 655 725
16612 16 695 2391 2401
63 762 74177 20 746 21551




5 = Employees and personnel expenses

Average number

Women in Atlas Copco Board and Management, %

2009 2008
of employees
Women Men Total Women Men Total 2009 2008
Parent Company Parent Company
Sweden 50 46 96 52 44 96 Board of Directors excl. union representatives 33 33
Subsidiaries Group Management 25 25
North America 889 3115 4004 723 3939 4662
South America 331 1948 2279 323 1994 2317 Absence due to illness, %
Europe 2489 12068 14557 2801 14056 16857 2009 2008
—of which Sweden 691 3076 3767 736 3683 4419
Africa/Middle East 403 1953 2356 469 1998 2467 Parent Company 1.0 1.8
Asia/Australia 1356 6437 7793 1491 6229 7720 Swedish companies 3.4 3.6
. . Long-term absence due to illness,
Total in subsidiaries 5468 25521 30989 5807 28216 34023 in % of total absence 326 345
5518 25567 31085 5859 28260 34119 Group 2.1 2.3
Remuneration and other benefits Group Parent Company
2009 2008 2009 2008
Salaries and other remuneration 10 281 11572 129 108
Contractual pension benefits 728 615 19 16
Other social costs 2330 2368 51 55
13339 14555 199 179
Pension obligations to Board members and Group Managementn 24 25 24 25
) Refers to former members of Group Management.
Remuneration and other benefits to the Board Total fees incl. Adj. due to
Value of value of change in Total Total
synthetic  Number of synthetic stock price expense expense
shares at shares at Other shares atgrant  and accrual recognized recognized
KSEK Fee grantdate  grantdate fees? date 2009 period? 20093 20083
Chair of the Board:
Sune Carlsson 731 750 9885 170 1651 515 2166 1337
Vice Chair:
Jacob Wallenberg 268 275 3624 60 603 187 790 489
Other members of the Board:
Staffan Bohman 219 225 2965 110 554 156 710 459
Christel Bories 219 225 2 965 - 444 156 600 274
Margareth @vrum 219 225 2965 - 444 156 600 274
Johan Forssell 219 225 2965 110 554 156 710 274
Ulla Litzén 219 225 2965 230 674 156 830 579
Anders Ullberg 219 225 2965 120 564 156 720 469
Other members of the Board previous year 75
Union representatives (4 positions) 36 36 36 47
Total 2349 2375 31299 800 5524 1638 7162 4277
Total 2008 2287 2625 25914 690 5602 -1325 4277
) Refers to fees for membership in board committees. 2 Refers to synthetic shares received in 2008 and 2009.
3 Provision for synthetic shares as at December 31, amounted to MSEK 5 (1).
Remuneration and other benefits to Group Management Total Total
Recognized expense expense
Base Variable costs for stock Other Pension recognized recognized
KSEK salary compensation? options, SARS3 benefits4 fees 2009 2008
President and CEO
Ronnie Leten, from June, 1 4958 1736 284 515 1562 9055 -
Gunnar Brock, until May, 31 3792 2 6542 3636 134 1377 11593 20440
Other members of Group Management
(7 positions) 19110 7493 8398 1726 6178 42 905 38175
Total 27 860 11883 12318 2375 9117 63553 58615
Total 2008 28 686 13134 4705 2748 9342 58615
Total remuneration and other benefits to
the Board and Group Management 70715 62 892

) Refers to variable compensation earned 2009 to be paid in 2010.
2 The CEOQ has exercised the option to have his compensation for 2009 as an additional pension contribution.
3) For information on share based payments, see note 23.
4 Refers to vacation pay, company car, medical insurance, house allowance, transfer allowance and disability pension.
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5 = Continued

Remuneration and other fees for members of the Board, the President
and CEO, and other members of the Group Management

Principles for remuneration to the Board and Group Management

The principles for remuneration of the Board and Group Management are
approved at the Annual General Meeting of the shareholders. The deci-
sions approved by the 2009 meeting are described in the following para-
graphs.

Board members
Remuneration and fees are based on the work performed by the Board.
The remuneration and fees approved for 2009 are detailed in the table on
the previous page. The remuneration to the President and CEO, who is a
member of Group Management, is described in the following sections.

The Annual General Meeting decided that each Board member can
elect to receive 50% of the 2009 gross fee before tax, excluding other com-
mittee fees, in the form of synthetic shares and the remaining part in cash.
The number of shares is based upon an average end price of series A shares
during ten trading days following the release of the first quarterly interim
report for 2009. The share rights are earned 25% per quarter as long as the
member remains on the Board. After five years, the synthetic shares give
the right to receive a cash payment per synthetic share based upon an aver-
age price for series A shares during 10 trading days following the release of
the first quarterly interim report of the year of payment. The Board mem-
bers will receive dividends on series A shares until payment date in the
form of new synthetic shares. If a Board member resigns their position
before the stipulated payment date as stated above, the Board member has
the right to request a prepayment. The prepayment will be made twelve
months after the date from when the Board member resigned or otherwise
the original payment date is valid.

All Board members accepted the right to receive synthetic shares. The
number and costs at grant date and at the end of the financial year are dis-
closed by Board member in the table on the previous page.

Group Management

The Group Management consists of the President and the other seven

members of the Management Committee. The compensation to the Group

Management shall consist of base salary, variable compensation, possible

long term incentive (personnel options), pension premium and other bene-

fits. The following describes the various guidelines in determining the
amount of remuneration:

» Base salary is determined by position, qualification and individual per-
formance.

» Variable compensation is dependent upon how certain quantitative and
qualitative goals set in advance are achieved. The variable compensa-
tion is maximized to 70% of the base salary for the Group President,
50% for Business Area Presidents and 40% for other members of the
Management Committee.

» Performance related personnel option program for 2009 as approved by
the Board. See note 23.

» Pension premiums are paid in accordance with a defined contribution
plan with premiums ranging between 25-35% of base salary depending
on age.

* Other benefits consist of company car and private health insurance.

» For the expatriates, certain benefits are paid in compliance with the
Atlas Copco expatriate employment policy.

A mutual notice of termination of employment of six months shall apply.

Compensation for termination is maximized to an amount corresponding

to 24 months base salary.

The Board has the right to deviate from the principles stated above if
special circumstances exist in a certain case. No fees are paid to Group
Management for board memberships in Group companies nor do they
receive compensation for other duties that they may perform outside the
immediate scope of their duties.

President and CEO

The variable compensation can give a maximum of 70% of the base salary.
The variable compensation is not included in the basis for pension benefits.
According to agreement, the CEO has the option to receive variable com-
pensation in the form of cash payment or as a pension contribution.

The President and CEO is a member of the Atlas Copco Airpower n.v.
pension plan and the contributions follow the Atlas Copco pension policy
for Swedish Executives, which is a defined contribution plan. He is entitled
to retire at the age of 60. The contribution is age related and is 35% of the
base salary and includes provisions for a survivors” pension. These pension
plans are vested and are lifetime payments upon retirement.

Other members of the Group Management

Members of the Group Management employed in Sweden have a defined
contribution pension plan, with contribution ranging from 25% to 35% of
the base salary according to age. The variable compensation is not
included in the basis for pension benefits. Members of the Group Manage-
ment not based in Sweden also have a defined contribution pension plan.
These pension plans are vested and are lifetime payments upon retirement.
The retirement age is 65.

Option/share appreciation rights, holdings for Group Management
The stock options/share appreciations rights holdings as at December 31,
are detailed below:

Stock options/share appreciation rights holdings as at Dec. 31, 2009

Grant year 2006 2007 2008 20097 Total
CEO until May 31 117500 117500 117 500 - 352500
CEO from June 1 50525 50525
Other members of
Group Management 205625 205625 293750 126313 831313

) Estimated grants for the 2009 stock option program.
See note 23 for additional information.

Termination of employment

The CEO is entitled to a severance pay of 12 months if the Company ter-
minates the employment and a further 12 months if other employment is
not available.

Other members of the Group Management are entitled to severance
pay, if the Company terminates their employment. The amount of sever-
ance pay is dependent on the length of employment with the Company and
the age of the executive, but is never less than 12 months and never more
than 24 months salary.

Any income that the executive receives from employment or other
business activity, whilst severance pay is being paid, will reduce the amount
of severance pay accordingly.

Severance pay for the CEO and other members of Group Manage-
ment is calculated only on the base salary and does not include variable
compensation. Severance pay cannot be elected by the employee but will
only be paid if employment is terminated by the Company.

Remuneration committee

In 2009, the Chair of the Board, Sune Carlsson, Vice Chair, Jacob Wallen-
berg, and Board Member Anders Ullberg were members of the remunera-
tion committee. The committee proposed compensation to the President
and CEO for approval by the Board. The committee also supported the
President and CEO in determining the compensation for the other mem-
bers of Group Management. In addition, two members of the Board par-
ticipated in a committee regarding repurchase and sale of own shares for
option program and synthetic shares.



6 = Remuneration to auditors

Audit fees and consultancy fees for advice or assistance other than

audit were as follows:

2009 2008
KPMG
—Audit fee 58 53
-Other 15 19
Other audit firms
—Audit fee 5 6
78 78

Other fees to KPMG are primarily consultancy for tax and accounting

matters.

7. Operating expenses

Amortization, depreciation and impairment 2009 2008
Product development 379 319
Trademark 40 33
Marketing and customer related assets 142 131
Other technology and contract based assets 147 121
Goodwill 16 -
Buildings 161 113
Machinery and equipment 865 778
Rental equipment 720 585

2470 2080

Amortization and impairment of intangible assets are recognized in the
following line items in the income statement:

2009 2008
Internally Internally
generated  Acquired generated  Acquired
Cost of sales 27 20 28 12
Marketing expenses 5 205 3 165
Administrative
expenses 34 16 30 16
Research and
development
expenses 359 58 295 55
425 299 356 248

Impairment charges for 2009 totaled 39 (7) of which 23 (-) were classified
as development expenses, 10 (7) as marketing expenses and 6 () as cost of
sales. Impairment charges were recorded for capitalized development costs
and for goodwill amounting to 23 and 16 respectively. The goodwill
impairment charge of 16 relates to two small acquisitions where the

activities have been discontinued.

Cost of sales

The amount of inventories recognized as expense amounted to 32 688

(37 668).

Personnel expenses

Total personnel expenses amounted to 13 339 (14 555), see note 5.

8 = Other operating income and expenses

2009 2008
Other operating income
Commissions received 26 42
Income from insurance operations 122 74
Capital gain on sale of fixed assets 31 54
Capital gain on divestment of business 2 20
Exchange-rate differences - 21
Other operating income 79 43
260 254
2009 2008
Other operating expenses
Capital loss on sale of fixed assets =27 -10
Exchange-rate differences -158 -
Other operating expenses -55 -42
-240 -52

The gain on divestment of business for 2008 was related to the sale of
Guimera in Spain. See note 3 for more information. Other operating
income increased in part due to government grants received in China.
The operating profit includes —106 (28) of realized and -2 (-47) of
unrealized foreign exchange hedging result which were previously recog-

nized in equity.

Information related to the changes in fair value of financial instru-

ments using a valuation technique is included in note 27.

Atlas Copco 2009
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9 = Financial income and expense

2009 2008

Interest income
—held-to-maturity investments 6 14
—assets held for trading 13 21
—bank deposits 95 101
—loans and receivables 240 255
Dividend income
—other financial assets 1 1
Net foreign exchange gain 19 -
Change in fair value
—financial assets to fair value through profit or

loss 930 1377
—ineffective part of fair value hedge 47 -
Capital gain
—disposal of available-for-sale financial assets - 33
— gain on repatriation of subsidiary equity - 939
—other financial assets 1 -
Financial income 1352 2741
Interest expense
—financial liabilities measured at amortized cost -1240 -1510
— liabilities held for trading - -36
— derivatives for fair value hedge 198 -
— pension provision, net -120 -88
Net foreign exchange loss - -126
Change in fair value
—financial assets to fair value through profit or

loss -53 -49
—ineffective part of fair value hedge - -33
—related to other liabilities -862 -1583
Impairment loss
—loans and receivables -94 -10
Financial expense 2171 -3435
Net finance costs -819 -694

The downturn in interest rates had a positive impact on the reduced inter-
est costs during 2009 from 1 510 to 1 042, including the effect of interest
rate swaps. The corresponding negative impact on the interest income was
partly offset by the strong cash flow during the year.

The fair value of derivatives has decreased from 1 377 to 930, mainly
due to the effect of shorter time to maturity on the interest rate swaps in
the fair value hedges of bonds issued by Atlas Copco. The corresponding
gain related to the long-term loans in the hedge is included in the change in
fair value of —862 on other liabilities. The change in fair value from finan-
cial instruments entered into in connection with the personnel stock
option programs amounted to 9 (-49).

The gain in 2008 of 939 represented accumulated translation differ-
ences, previously reported in equity, on the portion of equity in subsidi-
aries which was repatriated and accordingly reclassified to the income
statement.

The gain in 2008 on disposal of available-for-sale assets was from the
sale of shares in the divested rental business operations and include 33 pre-
viously recognized in equity.

The financial income and expenses above include the following in respect
of assets (liabilities) not at fair value through profit or loss:

2009 2008
Total interest income on financial assets 354 370
Total interest expense on financial liabilities -1240 -1510

Atlas Copco 2009

The following table presents the net gain or loss by financial instrument
category:

2009 2008
Net gain/loss on
—financial assets to fair value through profit or
loss 890 4578
—loans and receivables, incl. bank deposits 241 347
— available-for-sale financial assets - 33
- held-to-maturity investments 6 14
—other liabilities -2 081 -5 545
—fair value hedge 245 -33
-699 -606
Other financial expense
—interest expense on pension provisions, net -120 -88
Net finance costs -819 -694

The gain on financial assets to fair value through profit or loss include
foreign exchange gains of 960 (3 265) while foreign exchange losses of
941 (3 391) are included in loss on other liabilities.

1 0 = Taxes

Income tax expense 2009 2008
Current taxes -2 095 -3194
Deferred taxes 100 88

-1995 -3106

The following is a reconciliation of the companies’ weighted average tax
based on the national tax for the country as compared to the actual tax
charge:

2009 2008
Profit before tax 8271 13112
Weighted average tax based on national rates -2512 -4077

—-in % 30.4 311
Tax effect of:

Non-deductible expenses -167 -201
Imputed interest on tax allocation reserve - -10
Withholding tax on dividends -133 -45
Tax-exempt income 838 1306
Adjustments from prior years:

—current taxes -28 47
—deferred taxes =72 -79
Effects of tax losses/credits utilized 120 21
Change in tax rate, deferred tax 15 25
Tax losses not valued -86 -68
Other items 30 -25
Income tax expense -1995 -3 106
Effective tax in % 241 23.7

The effective tax rate amounted to 24.1% (23.7). The capital restructuring
executed in the end of 2006 and the tax-exempt gain in connection with
repatriation of equity in subsidiaries contribute positively to the lower
effective tax rate.

Previously unrecognized tax losses/credits and deductible temporary
differences which have been recognized against current tax expense
amounted to 120 (21). No material unrecognized tax losses/credits or tem-
porary differences have been used to reduce deferred tax expense. There is
no significant deferred tax expense arising from a write-down of a previ-
ously recognized deferred tax asset.



1 O = Continued

Deferred taxes relating to temporary differences between carrying value and tax base of directly held shares in subsidiaries and associated companies
have not been recognized. For group companies, the Parent Company controls the realization of the deferred tax liability/asset and realization is not in the
foreseeable future. The following reconciles the net liability balance of deferred taxes at the beginning of the year to that at the end of the year:

Change in deferred taxes 2009 2008
Net balance, Jan. 1 2535 9
Business acquisitions -22 -58
Divestment, discontinued operations - 50
Charges to profit for the year 100 88
Tax on amounts recorded to equity -842 2401
Translation differences 21 45
Net balance, Dec. 31 1792 2535

The deferred tax assets and liabilities recognized in the balance sheet are attributable to the following:

Deferred tax assets and liabilities 2009 2008

Assets Liabilities Net balance Assets Liabilities Net balance
Intangible assets 36 870 -834 43 643 -600
Property, plant and equipment 248 449 -201 294 756 -462
Other financial assets 2 226 -224 - 210 -210
Inventories 751 4 747 879 7 872
Current receivables 119 25 94 100 41 59
Operating liabilities 382 8 374 331 4 327
Provisions 226 B) 221 233 1 232
Post-employment benefits 181 8 173 231 12 219
Borrowings 998 2 996 1645 - 1645
Loss/credit carry forwards 759 - 759 511 - 511
Other items m 424 -313 326 384 -58
Deferred tax assets/liabilities 3813 2021 1792 4593 2058 2535
Netting of assets/liabilities -1432 -1432 - -1903 -1903 -
Net deferred tax balances 2381 589 1792 2690 155 2535

Other items primarily include tax deductions (tax allocation reserve etc.) which are not related to specific balance sheet items.

At December 31, 2009, the Group had total tax loss carry-forwards of 4 023 (3 331) of which no deferred tax assets had been recognized of 1234
(1450) as it is not considered probable that future taxable profit will be available from which the Group can utilize the benefits. There is no expiration date
for utilization of the tax losses for which no deferred tax assets have been recorded.

Changes in temporary differences during the year that are recognized in
the income statement are attributable to the following:

2009 2008

Intangible assets 85 -35
Property, plant and equipment -83 -99
Other financial assets -1 -68
Inventories =107 136
Current receivables 37 -3
Operating liabilities (5 70
Provisions -22 36
Post-employment benefits -35 -1
Borrowings 130 -335
Other items -155 -57
Changes due to temporary differences -156 -356
Loss/credit carry-forward 256 444
100 88

Atlas Copco 2009
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1 O = Continued

Consolidated Statement of Comprehensive Income

2009 2008

Other comprehensive income for the year Before tax Tax AfterTax Before tax Tax AfterTax
Attributable to owners of the parent
Translation differences on foreign operations -1092 -487 -1579 5763 1365 7128
—realized and reclassified to income statement - - - -850 -565 -1415
Hedge of net investments in foreign operations 951 -250 701 -3432 906 -2526
—realized and reclassified to income statement - - - 656 -184 472
Cash flow hedges 410 -108 302 -392 102 -290
—realized and reclassified to income statement - - - - - -
Available-forsale investments -128 - -128 -281 - -281
—realized and reclassified to income statement - - - -33 - -33

141 -845 -704 1431 1624 3055
Attributable to minority interest
Translation differences on foreign operations ) -6 1 1
135 -845 -710 1432 1624 3056
1 1 = Earnings per share
Basic earnings per share Diluted earnings per share

Amounts in SEK 2009 2008 2009 2008
Earnings per share 5.14 8.33 5.13 8.33
— of which continuing operations 5.14 8.18 5.13 8.18
- of which discontinued operations - 0.15 - 0.15

The calculation of earnings per share presented above is based on profits and number of shares as detailed below.

Profit for the year attributable to owners of the parent 2009 2008
Profit for the year 6244 10 157
- of which continuing operations 6244 9973
— of which discontinued operations - 184

Basic earnings per share
Basic earnings per share are calculated based on the profit for the year attributable to owners of the parent and the basic weighted average number of
shares outstanding.

Diluted earnings per share
Diluted earnings per share are calculated based on the profit for the year attributable to owners of the parent and the diluted weighted average number of
shares outstanding and, if dilutive, by adjusting the profit for the year for the difference between cash-settled and equity-settled treatment of options for
which employees can choose settlement in shares or cash.

The dilutive effects arise from the stock options that are settled in shares or that at the employees’ choice can be settled in shares or cash in the share
based incentive programs.

The stock options have a dilutive effect when the average share price during the period exceeds the exercise price of the options. The dilutive effect
increases in proportion to the increase in the difference between the average share price during the period and the exercise price of the options. The exercise
price is adjusted by the value of future services related to the options when calculating the dilutive effect.

Average number of shares outstanding 2009 2008
Basic weighted average number of shares outstanding 1215909 704 1219099 275
Effect of employee stock options 434544 716123
Diluted weighted average number of shares outstanding 1216 344 248 1219815398

Potentially dilutive instruments

As of December 31, 2009 Atlas Copco has four outstanding employee stock option programs, of which the exercise price for three programs for 2009 and
2008 exceeded the average share price for ordinary shares, SEK 81 (86) per share. These three programs are, therefore, considered anti-dilutive and are not
included in the calculation of diluted earnings per share. If the average share price exceeds the strike price in the future, these options will be dilutive.
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1 2 = Intangible assets

Internally generated
intangible assets

Acquired intangible assets

Other Other
technology Marketing technology
Product and contract Product and customer  and contract
2009 development based development Trademark related based Goodwill Total
Cost
Opening balance, Jan. 1 2444 450 64 1847 1301 781 8414 15 301
Investments 539 66 52 657
Business acquisitions 48 20 78 146
Disposals -89 -2 -3 -6 -100
Reclassifications 22 -5 24 41
Translation differences -90 -1 =27 -64 -35 -208 -435
Closing balance, Dec. 31 2826 498 64 1820 1282 836 8284 15610
Amortization and
impairment losses
Opening balance, Jan. 1 1314 159 25 140 377 355 15 2385
Amortization for the period 343 59 13 40 142 88 685
Impairment charge for the
period 23 16 39
Disposals -89 -1 -3 -3 -96
Reclassifications -1 3 2
Translation differences -54 -5 -7 -19 -16 -1 -102
Closing balance, Dec. 31 1536 215 38 173 497 424 30 2913
Carrying amounts
Atdan. 1 1130 291 39 1707 924 426 8399 12916
At Dec. 31 1290 283 26 1647 785 412 8254 12 697
Internally generated
intangible assets Acquired intangible assets
Other Other
technology Marketing technology
Product and contract Product and customer  and contract
2008 development based development Trademark related based Goodwill Total
Cost
Opening balance, Jan. 1 1746 340 63 1715 830 614 7915 13223
Investments 495 100 51 646
Business acquisitions 50 314 -6 26 384
Divestments -3 -13 -41 -57
Disposals -7 -4 -1
Reclassifications 5 -1 1 24 19
Translation differences 198 28 1 85 169 102 514 1097
Closing balance, Dec. 31 2444 450 64 1847 1301 781 8414 15 301
Amortization and
impairment losses
Opening balance, Jan. 1 892 103 13 92 208 237 13 1558
Amortization for the period 306 50 13 26 131 71 597
Impairment charge for the
period 7 7
Divestments -1 -5 -6
Disposals -7 -3 -10
Reclassifications 2 -1 3 9 13
Translation differences 116 1 -1 17 40 41 2 226
Closing balance, Dec. 31 1314 159 25 140 377 355 15 2385
Carrying amounts
Atdan. 1 854 237 50 1623 622 377 7902 11 665
At Dec. 31 1130 291 39 1707 924 426 8399 12916

Other technology and contract-based intangible assets include computer software, patents and contract-based rights such as licenses and franchise
agreements. All intangible assets other than goodwill and trademark with indefinite lives are amortized. For information regarding amortization and
impairment, see notes 1 and 7. See notes 2 and 3 for information on acquisitions and divestments.
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1 2 = Continued

Impairment tests for cash-generating units with goodwill and for
intangible assets with indefinite useful lives

Atlas Copco reviews the carrying value of goodwill and intangible assets
with an indefinite useful life, certain trademarks, for impairment on at least
an annual basis. The impairment tests (including sensitivity analyses) are
performed as per September 30 each year. In addition to the annual
review, an assessment is made to determine whether there is any indication
of impairment at each reporting date.

The accompanying table presents the carrying value of goodwill and
trademarks with indefinite useful lives allocated by division.

Acquired businesses are historically integrated with other Atlas Copco
operations soon after the acquisition which also includes the related cash
flows. Therefore, the Group prepares impairment tests at the divisional level
which has also been identified as the cash-generating units (CGU). The
recoverable amounts of the CGUs have been calculated as value in use
based on management’s five-year forecast for net cash flows where the most
significant assumptions are revenues, operating profits, working capital,
capital expenditures and discount rates.

The revenue growth for the five-year forecast is estimated for each of the
divisions based on their particular market position and the characteristics
and development of their end markets. The forecasts assigned represent
management’s assessment and are based on both external and internal
sources. The revenue forecasts are individual for each division. They vary
from negative to positive the first year, and are positive going forward. The
perpetual percentages for the period after five years vary and the weighted
average is three percent. Better demand and measures to improve the effi-
ciency are expected to support margin expansion. The groups average
weighted cost of capital in 2009 was 7.4% after tax (approximately 9.9%
before tax) and has been used in discounting the cash flows to determine
the recoverable amounts.

Effective January 1, 2010 the group will use a weighted average cost
of capital of 8.0% after tax (approximately 10.5% before tax).

Carrying value of goodwill and intangible assets with indefinite useful lives by cash generating unit

2009 2008
Trademarks Goodwill Trademarks Goodwill
CompressorTechnique
Oil-free Air 264 276
Industrial Air 1036 1100
Specialty Rental 92 34
Portable Air 30 64
Gas and Process 152 164
Compressor Technique Service 332 347
Business area level 32 33
- 1938 - 2018
Construction and Mining Technique
Underground Rock Excavation 45 45
Surface Drilling Equipment 134 147
Drilling Solutions 248 248
Road Construction Equipment 1225 4448 1225 4448
Secoroc 132 123
ConstructionTools 575 609
Geotechnical Drilling and Exploration 188 192
Business area level 13 13
1225 5783 1225 5825
Industrial Technique
Tools and Assembly Systems Motor Vehicle Industry 134 141
Tools and Assembly Systems General Industry 56 58
Chicago Pneumatic 114 338 120 346
Tooltec - 6
Business area level 5 5
14 533 120 556
1339 8254 1345 8399




1 3 = Property, plant and equipment

Construction

Buildings Machinery and in progress Rental

2009 and land equipment and advances Total equipment
Cost
Opening balance, Jan. 1 3685 9676 698 14 059 411
Investments 494 871 -379 986 785
Business acquisitions 9 25 34 41
Disposals -39 -463 -502 -921
Reclassifications -34 -52 -16 -102 13
Translation differences -165 -284 -1 -450 -6
Closing balance, Dec. 31 3950 9773 302 14 025 4023
Depreciation and impairment losses
Opening balance, Jan. 1 1496 6210 7706 1829
Depreciation for the period 145 860 1005 720
Impairment charge for the period 16 5 21
Business acquisitions 9 9
Disposals -19 -407 -426 -579
Reclassifications -9 -19 -28 M
Translation differences -65 -190 -2565 -14
Closing balance, Dec. 31 1564 6468 8032 1967
Carrying amounts
Atdan. 1 2189 3466 698 6353 2282
At Dec. 31 2386 3305 302 5993 2 056
" In accordance with IFRS 5, fixed assets related to operations in Japan were reclassified as assets held for sale during the fourth quarter. See note 3 for additional information.

Construction
Building Machinery and in progress Rental

2008 and land equipment and advances Total equipment
Cost
Opening balance, Jan. 1 2930 8125 438 11493 3548
Investments 378 1222 224 1824 1158
Business acquisitions 10 8 18 36
Divestments -19 -19 -169
Disposals -41 -396 -437 —745
Reclassifications? =27 -118 -13 -158 -1
Translation differences 435 854 49 1338 294
Closing balance, Dec. 31 3685 9676 698 14 059 4111
Depreciation and impairment losses
Opening balance, Jan. 1 1242 5357 6599 1642
Depreciation for the period 13 778 891 585
Business acquisitions 1 1
Divestments -15 -15 -95
Disposals -27 -368 -385 -434
Reclassifications? -7 -99 -106 -10
Translation differences 175 546 721 141
Closing balance, Dec. 31 1496 6210 7706 1829
Carrying amounts
Atdan. 1 1688 2768 438 4894 1906
At Dec. 31 2189 3466 698 6353 2282

2 |In accordance with IFRS 5, fixed assets related to operations in Great Britain were reclassified as assets held for sale during the third quarter. See note 3 for additional information.

The tax assessment values for Group properties in Sweden amount to 273 (269) and pertain exclusively to buildings and land. The corresponding net book

value of these is 332 (285). For information regarding depreciation, see notes 1 and 7. See note 22 for information on finance leases.
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1 4 = Investments in associated companies

Accumulated capital participation 2009 2008
Opening balance, Jan. 1 121 71
Acquisitions of associated companies - 12
Acquisition of subsidiary -16 -1
Divestment of associated company -4 -
Dividends -2 -2
Profit for the year after income tax - 14
Translation differences 2 27
Closing balance, Dec. 31 101 121

Summary of financial information for associated companies

Profitfor  Percentage

Country Assets Liabilities Equity Revenues the year of capital
2009
Focus Rocbit Pvt. Ltd. India - - - 3 1 25
Prisma Roctools Pvt. Ltd. India - - - 2 - 25
Qingdao Qianshao Pneumatic Tool Manufacturing Tech Ltd. China 12 1 1 8 =1 25
ShanghaiToku International Co. Ltd. China 15 9 6 47 - 50
Toku-Hanbai KK Japan 132 48 84 261 - 50
Others 20 20 - 30 -
101 -
2008
ABAC Air Compressors SA Pty Ltd. South Africa 4 1 3 7 1 50
Focus Rocbit Pvt. Ltd. India 15 3 12 il 3 25
Prisma Roctools Pvt. Ltd. India 5 2 3 5 - 25
Qingdao Qianshao Pneumatic Tool Manufacturing Tech Ltd. China 14 2 12 9 - 25
ShanghaiToku International Co. Ltd. China 16 10 6 53 3 50
Toku-Hanbai KK Japan 135 51 84 315 8 50
Others 12 M 1 25 -1
121 14

The above table is based on the most recent financial reporting available and represents Atlas Copco’s share of the respective company.

In 2008, Atlas Copco (India) Ltd. acquired 25% interest in Focus Rocbit Pvt. Ltd. and Prisma Roctools Pvt. Ltd. in India, in order to strengthen the
Group’s position in the market for drill bits and hammers. Atlas Copco exercised its option to acquire the remaining shares in both companies in 2009. In
2008, the Group also acquired the full interest in a former associated company in Australia, whereby it became a wholly owned subsidiary.

In 2009, the 50% interest in the South African company of ABAC was sold.

1 5 « Other financial assets

2009 2008 The available-for-sale investments consist of shares in RSC Holdings
Incorporated which derive from the divestment of the rental operations in
Non-current 2006, see note 27 Other financial market/price risk for further details.
Pension and other similar benefit assets (note 23) 562 157 The change in fair value of derivatives is primarily due to the shorter
Derivatives time to maturity during 2009.
) ) See note 22 for information on finance leases and note 27 for addi-
~ not designated for hedge accounting L 9 tional information on fair value derivatives.
— designated for hedge accounting 1298 1695
Available-for-sale investments 549 713
Held-to-maturity securities 185 45
Other shares and investments 6 13
Finance lease receivables 700 1549
Other financial receivables 754 638
4064 5119
Current
Held-to-maturity investments
—government bonds 219 329
Finance lease receivables 585 863
Other financial receivables 726 467
1530 1659
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1 6 = Inventories

2 0 = Equity

2009 2008

Raw materials 503 658
Work in progress 2353 3352
Semi-finished goods 2891 4068
Finished goods 5630 9028
11377 17 106

Provisions for obsolescence and other write-downs of inventories recorded
as cost of sales amounted to 508 (380). Reversals of write-downs which
were recognized in earnings totaled 108 (101).

1 7. Trade receivables

Trade receivables are reported net of provisions for doubtful accounts and
other impairments totaling 621 (548). Provisions for doubtful accounts
and impairment losses recognized in the income statement totaled 339
(342). For credit risk information see note 27.

1 8 « Other receivables

2009 2008
Derivatives
—not designated for hedge accounting 46 1765
— designated for hedge accounting 109 589
Financial assets classified as loans and
receivables
—other receivables 2016 2227
—accrued income 184 21
Prepaid expenses 471 514
2826 5306

The decrease in fair value of derivatives is due to decreased level of deriva-
tives held, primarily for SEK/EUR exposure as well as the strengthening
of the Swedish krona to the EUR for the remaining holdings of deriva-
tives.

Other receivables consist primarily of VAT claims and advances to
suppliers. Prepaid expenses and accrued income include items such as rent,
insurance, interest, premiums and commissions.

See note 27 for additional information on fair value derivatives.

1 9 = Cash and cash equivalents

2009 2008

Cash 2 959 1844
Cash equivalents 9206 3611
12165 5455

Cash and cash equivalents totaled 12 165 (5 455) at December 31. During
2009, cash equivalents had an average effective interest rate of 1.26% (3.83).
The increase in cash equivalents was the result of continued profitability in
combination with the significant release of cash tied up in working capital.
Guaranteed, but unutilized, credit lines equaled 7 207 (7 738).
See note 27 for additional information.

Shares outstanding,

2009 and 2008 A shares B shares Total
Opening balance,
Jan. 1 839 394 096 390219008 1229613104
Total shares
outstanding, Dec. 31 839394096 390219008 1229613104
—of which held by

Atlas Copco -11 275000 -2428400 -13703400
Total shares
outstanding, net of
shares held by
Atlas Copco, Dec. 31 828119096 387 790608 1215909 704

The Parent Company’s, Atlas Copco AB’s, share capital amounted to SEK
786 008 190 distributed among 1 229 613 104 shares, each with a quota
value of approximately SEK 0.64 (0.64). Series A shares entitle the holder
to one voting right and series B shares entitle the holder to one-tenth of a
voting right per share.

Repurchases of shares

Number of shares Carrying amount

2009 2008 2009 2008
Opening balance, Jan. 1 13703400 8828400 121 704
Sales of B shares - -2822500 - -192
Repurchase of A shares - 7697500 - 699
Closing balance,
Dec. 31 13703400 13703400 121 121
Percentage of total
number of shares 1.1% 1.1%

The 2009 AGM approved a mandate to repurchase on one or more occa-
sions a maximum of 5 570 000 series A shares on the NASDAQ OMX
Stockholm to be able to fulfill the obligations under the performance stock
option plan 2009 and in relation to the synthetic shares offered as part of
the Board remuneration. The AGM also approved a mandate to sell a
maximum of 1445 000 series B shares held by Atlas Copco on NASDAQ
OMX Stockholm on one or more occasions to cover costs, including social
insurance charges, cash settlements, or performance of alternative incen-
tive solutions in countries where allotment of employee stock options is
unsuitable, in accordance with the obligations in the 2006 and 2007 perfor-
mance-based employee stock option plans. The mandates are valid until
the AGM 2010. No shares were repurchased or divested in 2009.

The 2008 AGM approved a resolution to repurchase a maximum of
10% of the total number of shares issued by Atlas Copco on the NASDAQ
OMX Stockholm. This mandate was valid until the 2009 AGM. Share
repurchases of 4 875 000 series A shares were made during the third quar-
ter 2008 for the specific purpose of covering the commitments under the
2008 personnel stock option program and in relation to the synthetic
shares offered as part of the Board remuneration. The 2007 AGM
approved a mandate to sell series B shares held by Atlas Copco and pur-
chase series A shares which was executed in 2007 and 2008 where in the
first quarter of 2008, 2 822 500 shares were sold and purchased in accor-
dance with this resolution.

The series A shares are held for possible delivery under the 2006, 2007
and 2008 personnel stock option programs.

The total number of shares of series A and series B held by Atlas Copco
are presented in the preceding table. The series B shares held can be divested
over time to cover costs related to the personnel stock option programs.
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2 O = Continued

Reserves
Consolidated equity includes certain reserves which are described as
follows:

Hedging reserve
The hedging reserve comprises the effective portion of net changes in fair
value for certain cash flow hedging instruments.

Translation reserve

The translation reserve comprises all exchange differences arising from the
translation of the financial statements of foreign operations, as well as
from the translation of liabilities that hedge the company’s net investments
in foreign subsidiaries.

Fair value reserve

The fair value reserve comprises the cumulative net change in the fair value
of available-for-sale financial assets until the investments are derecognized
or impaired.

See note 27 for information on capital management.

Appropriation of profit

The Board of Directors proposes a dividend of SEK 3.00 (3.00) totaling
SEK 3647729 112 (3 647 729 112). For further information see appropria-
tion of profit on page 97.

The proposed dividend for 2008 of SEK 3.00 totaling 3 647 729 112 as
approved by the AGM on April 27, 2009 was accordingly paid by Atlas
Copco AB.

2 1 = Borrowings

2009 2008
Carrying  Notional Carrying  Notional
amount amount amount amount
Non-current
Medium Term Note
Program 11 456 10 841 12125 11571
Other bond loans 7219 6792 8238 7188
Other bank loans 4357 4265 6616 6616
Less: current portion of
bank loans -2 095 -2 095 -89 -89
Total non-current loans 20937 19803 26 890 25286
Finance lease liabilities 71 71 107 107
21008 19 874 26997 25393
Current
Current portion of bank
loans 2095 2095 89 89
Short-term loans 815 815 1327 1327
Finance lease liabilities 49 49 69 69
2959 2959 1485 1485
23967 22833 28482 26 878

See note 22 for information on finance leases.

The Company has outstanding loans consisting of a MSEK 2 000 3-year
bond issue, a MSEK 3 000 5-year bond issue, a MEUR 600 7-year bond
issue, and a MUSD 800 10-year bond issue. This is complemented by loans
from the European Investment Bank and the Nordic Investment Bank.
Atlas Copco has a long-term debt rating of A-/A3. During the year, bank
loans of MSEK 2 000 were repaid and bonds of MSEK 360 of the 5-year
bond issue were repurchased.

The company has commercial paper programs for short-term borrow-
ings in the United States, Sweden, and certain European countries. The
maximum amounts available under these programs total MUSD 1 500 and
MSEK 6 000 corresponding to a total of MSEK 16 810 (17 606). As of
December 31, 2009 and 2008 there were no outstanding balances under
these programs. These programs have a K1 rating in Sweden and an A2/P2
rating internationally.

Other than standard undertakings such as negative pledge and pari
passu, the various interest-bearing loans and borrowings do not contain
any financial covenants.

The difference between carrying amount and nominal amount on the
borrowings is due to the fair value adjustment resulting from the decrease
in market interest rates as compared to the nominal interest rates for the
loans which are designated as hedged items in fair value hedges.

Additional information about the Group’s future maturities of loan
liabilities, exposure to interest rate and foreign currency risk is detailed in
note 27.

The Atlas Copco Group’s short-term and long-term loans are
distributed among the following currencies:

Distribution of current and non-current borrowings

2009 2008

Local Local

currency currency
Currency (millions) MSEK % (millions)  MSEK %
EUR 969 10013 42 953 10441 37
SEK 6044 6044 25 7926 7926 28
usD 1016 7319 31 1098 8494 30
Other 591 2 1621 5
23967 100 28482 100




22 = Leases

Operating leases - lessee

The leasing costs of assets under operating leases amounted to 717 (573) and
are derived primarily from rented premises, machinery, computer and office
equipment. The office and factory facilities under operating leases typically
run for a period of 10 to 15 years. Future payments for non-cancelable oper-
ating leasing contracts fall due as follows:

2009 2008
Less than one year 502 525
Between one and five years 875 883
More than five years 407 325
1784 1733

Operating leases - lessor

Atlas Copco has equipment which is leased to customers under operating
leases. Future payments for non-cancelable operating leasing contracts fall
due as follows:

2009 2008

Less than one year 232 219
Between one and five years 257 394
More than five years 32 56
521 669

Finance leases - lessee
Assets used under finance lease are comprised primarily of vehicles.

Assets utilized under finance leases

Machinery and Rental
equipment equipment
Carrying amounts, Jan. 1, 2009 163 6
Carrying amounts, Dec. 31, 2009 125 17
Carrying amounts, Jan. 1, 2008 131 7
Carrying amounts, Dec. 31, 2008 163 6
Future payments will fall due as follows:
2009 2008
Minimum lease Minimum lease
payments Interest Principal payments Interest Principal
Less than one year 57 8 49 77 8 69
Between one and five years 76 9 67 109 14 95
More than five years 4 - 4 13 1 12
137 17 120 199 23 176

Finance leases — lessor

The Group offers lease financing to customers via Atlas Copco Customer Finance and certain other subsidiaries. Future lease payments to be received fall

due as follows:

2009

2008

Present value
of minimum

Present value
of minimum

Gross lease Gross lease

investment payments investment payments

Less than one year 664 585 1002 863
Between one and five years 754 680 1628 1503
More than five years 18 15 40 36
1436 1280 2670 2402

Unearned finance income 1561 258
Unguaranteed residual value 5] 10
1436 1436 2670 2670
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23 « Employee benefits

The net pension obligations have been recorded
in the balance sheets as follows:

2009 2008
Financial assets (note 15) -562 -457
Post-employment benefits 1768 1922
Other provisions (note 25) 66 70
Total, net 1272 1535

Atlas Copco provides post-retirement defined benefit pensions and
benefits in most of its major locations. The most significant countries in
terms of size of plans are Belgium, Canada, Germany, Great Britain, Italy,
Norway, Sweden, Switzerland and the United States. Some plans are
funded in advance with certain assets or funds held separately from the
Group for future benefit payment obligations. Other plans are unfunded
and the benefits from those plans are paid by the Group as they fall due.

The debt financial markets were more stable at year end 2009 as com-
pared with 2008. The post-retirement plans were, however, affected by plan
changes and workforce reductions, resulting in settlements of 14 and
curtailments of 12. Asset performance was improved in 2009 but remains
on a relatively low level.

In Japan, the largest defined benefit pension scheme was closed and
replaced by a defined contribution resulting in a plan settlement of both
the defined benefit obligation of 64 and the plan asset of 62.

Adjustments in respect of minimum funding requirements have
increased in 2009 due to the funded status in Canada where the company is
limited in its ability to recover the surplus. The effects of this were, how-
ever, largely offset by actuarial gains in the pension expense. The adjust-
ments in minimum funding for 2008 related to the Swiss pension plans
were reversed in 2009.

The plans in Belgium cover early retirement, jubilee and termination
indemnity benefits. All plans are unfunded.

In Canada, Atlas Copco provides a pension plan, a supplemental

retirement pension benefit plan for executives, both funded and two
unfunded plans, a post retirement benefit plan and a post employment
plan.

The German plans include those for pensions, early retirements,
jubilee and death benefits. All plans are unfunded.

There is a final salary pension plan in Great Britain and the plan is
funded. The plan has the largest defined benefit obligation of all plans and
represents 26% of the total defined benefit obligation of the Group.

In Italy, Atlas Copco provides a statutory termination indemnity benefit
(TFR) which pays a lump sum benefit to members when they leave the com-
pany. The plan is unfunded. After the 2007 reform, the TFR plan was con-
verted from defined benefit plan to defined contribution for future service.

The Norwegian companies offer a final salary scheme that is insured.
Additionally, an unfunded early retirement plan is provided.

In Sweden, there are three defined benefit pension plans. The ITP plan
is a final salary pension plan covering the majority of salaried employees in
Sweden. Atlas Copco finances the benefits through a pension foundation.
Atlas Copco has also obligations for family pensions for salaried employ-
ees, which are funded through a third party insurer. This plan is accounted
for as a defined contribution plan as insufficient information is available
for calculating the net pension obligation. The other plan relates to a group
of employees earning more than 10 income base amounts who has opted
out from the ITP plan. The plan is insured. The third plan subject to IAS
19 relates to former senior employees now retired. These pension arrange-
ments are provided for in the balance sheet.

In Switzerland, the Group offers a cash balance plan where a mini-
mum return is promised. These arrangements are funded.

In the United States, Atlas Copco provides a pension plan, a post
retirement medical plan and a number of supplemental retirement pension
benefits for executives. The pension plan is funded while the other plans are
unfunded.

The actual return on plan assets totaled 81 (—54). Of the total benefit
expense of 346 (281), 226 (193) has been charged to operating expense and
120 (88) to financial expense.

Post-employment benefits

Funded Unfunded Other

2009 pension pension unfunded Total
Defined benefit obligations 4893 1536 266 6 695
Fair value of plan assets -4 852 -4 852
Present value of net obligations 41 1536 266 1843
Adjustment in respect of minimum funding requirement 55 55
Unrecognized actuarial gains (+) / losses (-) -706 57 6 -643
Recognized liability for defined benefit obligations -610 1593 272 1255
Other long-term ser