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Vacon's products represent truly clean technology. Approximately one third o € | in the world is
used by electric motors which power, for example, escalators, elevator 1\ Mme opellers, pumps,
and conveyor belts. When an AC drive is used to control the electric m ergy the motor

~ consumes can be savi estimated that globally nez ned by electric
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Shekhar Kubal, Product Marketing
Director, is in charge of the product
marketing of Vacon’s general
purpose AC drives portfolio.
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PASSION FOR SAVING AND PRODUCING ENERGY

Vacon's operations are driven by a passion to
develop, manufacture, and sell the best AC
drives in the world - and nothing else. AC drives
are used in the control of electric motors and in
the production of renewable energy. Vacon has
R&D and production units in Finland, the USA,
China, and Italy. The company has sales offices
in 27 countries. In 2010, Vacon's revenues were
EUR 338.0 million and the company employed
an average of 1,301 people around the world.
Vacon Plc's shares (VAC1V] are listed on the
NASDAQ OMX Helsinki.

YEAR 2010 IN BRIEF

An AC drive is a device that is used to control the speed
of an electric motor in all industry segments and civil
engineering. Furthermore, the AC drive is a key product
in the production of renewable energy. With AC drives,
it is possible to obtain significant energy savings and
produce clean energy from renewable sources, such as
the sun and wind.

Vacon was established in Vaasa, Finland in 1993.
It was founded by 13 bold entrepreneurs who shared a
passion to develop and manufacture the best AC drives
in the world. The year 2010 was the company’s 17th year
of operations.

Global presence

Vacon has production and R&D units in Finland, the USA,
China, and Italy. The company has sales offices in 27
countries, and it uses several sales channels to sell its

Jan 25 May 24

products. Vacon's sales channels are original equipment
manufacturers (OEMs), system integrators, brand label
customers, distributors, and direct sales to end users.

Vacon supplies AC drives to nearly all industry seg-
ments and to civil engineering. Typical customer sectors
include machine manufacture, water treatment, building
automation, marine and offshore industry, renewable
energy generation, and mining. AC drives are used, for
example, in pumps, fans, elevators, escalators, conveyors,
compressors, as well as wind and solar power plants.

Vacon's largest customersinclude Eaton, Honeywell,
KONE, Konecranes, Rockwell Automation, Schindler, and
The Switch. Vacon is the seventh largest manufacturer of
AC drivesinthe world and the largest company concentrat-
ing solely on AC drives. Vacon estimates that its market
share of the global AC drives market (USD 9 billion, Frost
and Sullivan) is approximately 5%.

May 25 Sep 16

Vacon reforms its
organization

The Vacon Drives
Conference is organized in
Bangkok, Thailand

Vacon investsin solar
energy products

Vacon donates EUR 100,000 to
Finnish universities



Financial targets and shareholders

Vacon's goalis to achieve revenues of EUR 500 million in
2014. Its profitability target is an operating profit of 14%
and a return on equity of a minimum of 30%. Vacon Plc's
shares are listed on the NASDAQ OMX Helsinki. At the end
of 2010, Vacon had 4,687 shareholders, of which 65.3%
were institutions or private investors operating in Finland
and 34.7% were nominee-registered and foreign owners.
The closing price of Vacon's share on the last day of 2010
was EUR 39.00, and the company’s market capitalization
was EUR 593.4 (406.1 million in 2009).
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Vacon's plant in the USA
receives a gold-level LEED
environmental certificate

Vacon introduces a new
AC drive in Germany

Vacon supplies AC drives for
Glaston's glass tempering
machines

Vacon and F-Secure
join forces for industrial
automation security research

Vacon and KONE sign
a supplier agreement
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BACK ON THE GROWTH TRACK

The year 2010 was very two-sided. In January-
February, the AC drives market was still in a
downturn in the wake of the global financial
crisis, and visibility was poor. Nevertheless,
the market recovered even faster than | and
my colleagues dared to expect. Clear signs of
an upward turn could be seen as early as the
second quarter of the year. In terms of order
volume, the third quarter was the bestin Vacon's
history so far.

In 2010, our orders increased to EUR 358 million in Jan-
uary-December (EUR 256 million in 2009). Revenues
increased to EUR 338 million (EUR 272 million]. Growth
of revenues was slowed down by the inability of electron-
ics component suppliers to meet the strongly increased
demand. Renewable energy applications accounted for
approximately 18% of our revenues. Our profitability de-
veloped as expected, and the company’s operating profit
was EUR 28.6 million (EUR 22.5 million).

Our production capacity is sized for future growth.
During the past three years, we have been replacing and
expanding our production capacity. The expansion of our
plantin Finland was completed in 2008, new facilities were
inaugurated in China atthe end of 2010, operations in the
USA moved to a new facility at the beginning of the year,
and a new plant will be completed in Italy in 2011,

Theyear 2010 saw us get up to speed. | want to extend
my thanks to, most of all, all Vacon employees who put the
company back on the growth track with theiruncompromis-
ing attitude. Fora company like Vacon, it is also extremely
important to work with the best possible partnersin sales,
productionand R&D. l also want to thank all our partners
for contributing to our success in 2010.

In 2011, Vacon aims to once again grow faster than
the market, and we are more than well equipped to ac-
complish that.

We have succeeded in creating a globaland effectively
functioning company with a stable and diverse clientele,
a strong product portfolio and the best experts in the
industry. In accordance with our strategy, we utilize all
sales channels possible, which proved to be an excellent
choice both in time of recession and in the subsequent
strong growth period.




We have established our own sales offices in 27 coun-
tries. The positive market development encourages us
again to think about establishing new sales offices in the
near future.

We have determinedly developed our procurement
functions in order toimprove our profitability while main-
taining high quality. In 2010, we purchased more than 30%
of the materials needed in production from so-called
low-cost countries. Our goal is to increase this to 60%
by 2014.

Our business operations are based on technology that
is in enormous demand globally. The AC drive is a key
product in improving energy efficiency in both industry
and civil engineering. It is also a key product in energy
production utilizing renewable sources of energy and in
water management processes. Knowing that the world is
suffering from shortage of energy, global warming, and
the lack of clean water, it is justified to believe that our
products will be in high demand long into the future. One
central challenge for us is to increase the recognition of
AC drives technology, particularly in emerging countries
with strong development potential.

I believe that the economic cycles of the global economy
will change more and more rapidly in the future. As a
dedicated AC drives manufacturer, we are in an excel-
lent position to react to changes quickly and, by doing
that, gain a competitive advantage. Being able to use the
changes to our advantage calls for courage to seize new
opportunities - even if we are the first to do so.

Vacon's outlook for 2011 is good. Our goal is to make
it excellent. At the same time, we will focus on building
the prerequisites for making Vacon one of the leading
AC drives manufacturers in the world - perhaps not the
largest, but the best. Achieving this goal requires that we
take steps to grow. We already took one significant step in
2010 when we separated the global management of our
company from the operative management of the parent
company and assigned more authority and responsibility
to our regional management.

To achieve our ambitious goals we must quickly and
wisely take advantage of the opportunities offered by the
market. A good example of future growth opportunities
is the AC drives, or rather inverters, used in the produc-
tion of solar energy. This area of business got off to a

brilliant start last year and we expect it to grow strongly
in the coming years.

Other good examples of our new growth areas are
medium voltage AC drives and various productized main-
tenance services which we are currently looking into.

According to our calculations, the amount of energy
saved in 2010 in various industrial and civil engineering
applications by means of Vacon's AC drives was approxi-
mately 35 TWh. At the same time, approximately 15 TWh
of wind or solar energy was produced with the help of our
products. It is my vision that, one day, Vacon's products
will provide savings of one percentin the electricity used
around the world and produce five percent of electricity
from renewable sources of energy. When will this hap-
pen? | don't know, but | do know that we are headed in
the right direction.

Wishing you success in 2011,

Vesa Laisi
President and CEO, Vacon Plc
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GROWING MARKETS

The global AC drives market picked up con-
siderably in 2010, compared to 2009. In the
first quarter, growth was still slow but from
the second quarter on, the market saw strong
growth. According to the Frost & Sullivan mar-
ket research company, the global AC drives
market grew by approximately 8% in 2010. The
total value of the market was approximately
USD 9 billion.

In 2010, Vacon's revenues increased by 24.3%, so once again
the company was able to increase its market share. It is
now estimated at about 5%. In terms of revenues, Vacon
is one of the seven largest AC drives manufacturers in
the world. The company’'s main competitors are global
conglomerates for which AC drives are just one product
among many. Vacon is the world's largest company focusing
solelyon AC drives. This focus and the subsequent agility
and ability to respond to customers' needs provide a clear
competitive advantage for Vacon.

According to Frost & Sullivan, geographically speaking,
the largest AC drives market in terms of revenues is the
Asia Pacific (APAC) region with a share of 43.4%. Cor-
respondingly, the share of Europe was 25.3% and North
America 22.6%. In 2010, the order volume increased by
19% in the Asia Pacific region, 4% in Europe, and 4.5% in
North America.

Ordersin 2010 concentrated on lower power products
with smaller sales margins than those of the more pow-
erful and more advanced units. This contributed to the
development of Vacon's profitability in 2010.

Investments in the development of energy efficiency
made in industry and civil engineering continued to in-
crease in 2010, but they did not succeed in compensating
for the 2009 market decline of approximately 16% (Frost
& Sullivan).

In 2010, the market grew by 4% in terms of revenues
in Europe and North America and by 12% in the Asia Pacific
region. By 2014, the global AC drives market is expected
to reach USD 11.8 billion in terms of revenues, with an
increase of 31.1% from 2010 (Frost & Sullivan).

Growth in several industry segments

The AC drives market can also be viewed by industry seg-
ment. The products are used almost everywhere in indus-
try, civil engineering, and energy production. According
to Frost & Sullivan, the largest industry segments using
AC drivesin 2010 were machine manufacture, pulp, paper
and packaging, food, construction engineering, materials
handling, energy production, water management, vehicle
and transportation, and oiland gas production. The market
in the marine and cement industry did not return to the
pre-2009 level since projects requiring extensive invest-
ments were postponed from 2010. Nevertheless, growth
was strong in other segments.

The rapid growth in demand resulted in a shortage of
materials in the global components market. Vacon was also
hit by the components shortage, and customer deliver-
ies slowed down in the second half of 2010 in particular.
Vacon expects the availability of components to return to
the normal level in the first half of 2011.



Market trends

Vacon is expecting the AC drives market to experience
strong growth in the medium term. Growth is driven by
the increasing concern for the sufficiency of energy and
the state of the environment. More efficient use of energy
is a precondition for global growth and the development
of prosperity. Governmental decision-makers are also
working to direct the industry towards using more energy-
efficient operating methods. Illustrative of this are the 2020
objectives of different countries which aim to reach the
goals agreed oninthe UN Climate Change Conference in
Copenhagen (COP 2009). Central to reducing greenhouse
emissions is the development of energy efficiency and the
production of renewable energy.

For example, the European Union passed directive
2005/32/EC, with gradual effect, which sets the energy ef-
ficiency requirements for electrical motors. This legislation
plays a partinincreasing the utilization rate of AC drives
within the European Union in the coming years.

Geographically, the strongest growth is forecast to
take place in the BRIC countries (Brazil, Russia, India,
and China), and of these, China and India in particular. In
Europe, the strongest growth area, at least in the short
term, would seem to be Germany. The economic chal-
lenges faced by European countries create uncertainty
in market development. In North America, growth is
expected to continue to be stable due to, most of all, the
development of energy efficiency and the increase in the
production of renewable energy.

Asthe focus of growth in the AC drives market is shifting
to the powerfully growing areas, the focus of production is
also moving to Asia, in particular. AC drives manufactur-
ers want to have a presence in the growth markets and,
atthe same time, take advantage of the competitive edge
provided by lower production costs.

From a technological perspective, AC drives are ex-
pected to be cheaper, more reliable, easier to apply, more
energy efficient, and offer better performance in the future.

New, more economical materials are gaining ground and,
as a result, products are becoming easier to customize
with software solutions.

Competing or substitute technical solutions do not
exist for AC drives and are not within sight. Therefore,
Vacon's view is that the market will inevitably continue
to grow in the future. Vacon's unique position as an inde-
pendent and focused AC drives manufacturer offers the
company excellent prerequisites to grow faster than the
market in the future.
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STRATEGY - OBJECTIVES, CHOICES, AND COMPETENCE

Vacon’s goal is to achieve revenues of EUR 500
million in 2014. The company's long-term profit-
ability targetis an operating profit of 14% and a
return on equity of a minimum of 30%.

Vacon has succeeded in growing approximately two times
faster than the market during the past five years and, at
the same time, in maintaining a good level of profitability.
These continue to be the company’s goals. In order for
the company to achieve the long-term growth and profit-
ability targets after 2014, the company’s strategy must be
monitored and developed on an on-going basis.

Safeguarding growth long into the future requires,
among other things, that new future growth opportuni-
ties areidentified and used wisely and at the right time. A
good example of future growth opportunities is renewable
energy and especially solar energy, which became one
of the company’s focus areas in 2010. Two other areas in
which Vacon sees growth potential are higher power and
highervoltage AC drives and more efficient productization
and marketing of maintenance services. In these areas,
Vacon is carrying out R&D.

The core of Vacon's business operations remains
unchanged and is supported by four strategic priorities:
product leadership, 100% focus on AC drives, a multi-
channel sales network, and a global presence.

Product leadership

For Vacon, product leadership means an extensive and
competitive product portfolio and excellent product and
application competence among its personnel. In 2010,
Vacon introduced to the market a new Vacon 100 Motor
Mountable product. At the same time, the power ranges
of the existing products were expanded. In addition, Vacon
invested considerably in the R&D of and competence de-
velopmentin products used in the production of wind and
solar power. In 2011, the company will expand the offering
of the new existing product generation on the market and
continue investing in products used in the production of
renewable energy.

Focus on AC drives

Vacon is one of the world's largest companies focusing
solely on the design and manufacture of AC drives. This
focus offers Vacon a clear competitive advantage since it
provides Vacon's customers with the best expert service
inthe industry every time, whether related to sales, cus-
tomer service or service and maintenance.

Multi-channel sales

Multi-channel sales have always been the core of Vacon's
sales and marketing strategy. The company sells its
products to original equipment manufacturers (OEMs],
systemintegrators, brand label customers, distributors,
and end customers. Utilizing several different distribution
channels in each geographical area or industry segment

offers Vacon true competitive advantage. This has benefited
the company both in the economic downturn and in the
rapid recovery of the market since sales did not rely on
one channel only. For a company focusing solely on AC
drives, multi-channel sales is an opportunity and true
competitive advantage.

Global presence

Vacon operates production and R&D units in four countries
and has sales offices in a total of 27 countries. Extensive
presence on different continents enables the company
to place production close to the customer, thus hedg-
ing against currency risks. An extensive sales network
offers sales the local touch they need. The new recently
established sales companies succeeded in 2010 in grow-
ing their operations and profitability, allowing Vacon to
continue expanding its sales network.

Strategic know-how
Inrecentyears, Vacon has invested heavily in the develop-
ment of acommon hardware and software platform for AC
drives. Vacon's other strategic areas of expertise include
product portfolio management, customer relationship
management, mass customization, global sourcing as well
as information and communication technology tools.
Eacharea of expertise is continuously developed and
monitoredin orderto ensure the company has the required
competence for implementing its strategy.
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GOALS FOR 2014

v v
Profitable growth 500 MEUR EBIT > 14% ROE > 30%
v v
100% focus on AC drives Product leadership Multi-channel sales Global presence and
international operations
v v b 4 v
AC drives expertise Common product Customer relationship Mass customization Global ICT infrastructure
platform design and management and global sourcing and applications
product portfolio
management
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100% FOCUS ON AC DRIVES

Vacon's business is divided into three functions: R&D, production and logistics,
and sales and marketing.

Vacon's customers have operations around the world and in nearly all
industry segments.

13
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CUSTOMER-DRIVEN R&D IS A PRIORITY

For Vacon, 2010 was a breakthrough year in
terms of products aimed at utilizing solar en-
ergy. In addition, new generation products were
brought to the market and customer-driven R&D
collaboration continued to be strong.

- Traditionally, Vacon is seen as a manufacturer of AC
drives products used for controlling the speed of electri-
cal motors and various types of processes. Nevertheless,
the year 2010 showed that the importance of AC drives
isalsoincreasing in energy production, and especially in
the production of energy from renewable sources, says
Timo Kasi, Vacon's Vice President, Global R&D.

In 2010, Vacon made significantinvestments in devel-
oping AC drives technology used in wind mills. Another
notable groundbreaking field for Vacon was the inverter
product portfolio developed for the needs of solar power
plants. In the second half of 2010, Vacon introduced the
Vacon 8000 Solar product family with a power range up to
one megawatt. The planis to further expand the product
portfolio in 2011.

- For our own solar inverter R&D projects, we will
install a battery of 400 solar panels on the roof of our plant
inVaasain 2011. The combined power of the solar panels
will be approximately 50-60 kilowatts. In addition to being
used for R&D, the solar panels will produce electricity for
Vacon's own needs, thus supporting the energy saving
objectives of the plant, says Timo Kasi.

A new decentralized AC drive on the market

In November 2010, Vacon introduced to the market the
new Vacon 100 Motor Mountable AC drive which can be
mounted on a motor or machine and which, in Vacon's
product portfolio, represents the principle of decentralized
use. AC drives designed in accordance with this principle
can be placed as close to the motor as possible, usually
on top of the motor or the device to be controlled.

- The Vacon 100 Motor Mountable is a good example
of product development at Vacon's different R&D units.
This robust product family with die-cast frames was de-
signed by Vacon's R&D team in Italy using Vacon's shared
global technology, software, and component solutions.
What is interesting about the product is, among other
things, the fact that there are no equivalent products on
the market in terms of performance. Equipment design-
ers and manufacturers can gain significant cost savings
with this product since separate electrical rooms, long
shielded motor cables, and equipment cabinets are not
needed, says Andrea Perin, the Country Manager for
Vacon in Italy.

Good results through design partnership
Research and development are one of Vacon's corner-
stones which is why the company invests a significant
portion of its revenues, or approximately 6%, in R&D. In
2010, the number of new product development personnel
increased considerably.

In its global R&D organization, Vacon works in close
design partnership with many original equipment manu-
facturers, system integrators, and brand label customers.
Partnerships with these customers bring in more than
50% of Vacon's revenues.

- The year 2010 was characterized by powerful, cus-
tomer-driven product development. Illustrative of this is
the supplier agreement Vacon signed with the elevator
and escalator manufacturer KONE at the end of 2010.
This is anindication of customers trusting our expertise
and our ability to offer customer-driven design. In this
case, we were able to provide the customer with a product
solution to improve the energy-efficiency of elevators,
says Timo Kasi.

In 2010, R&D also contributed to the securing of mate-
rials availability. - Allin all, 2010 was a year of significant
growth for us. The brisk increase in demand after the
recession weakened the availability of materials, and this
also reflected in the everyday operations of our R&D. We
worked hard to ensure the availability of materials, try-
ing to find alternative components for our products and
ensure that the high quality and competitiveness of the
products did not suffer. To a large extent, the measures
taken consisted of securing R&D, testing, verifying, and
obtaining approvals, Kasi summarizes.
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IMPROVING THE EFFICIENCY OF PLANTS

Vacon develops its global plant operations
through increasingly effective production and
logistics solutions. Vacon's plants on different
continents provide an opportunity to be closer
to the customer and to serve them better. In
order to streamline operations in these plants,
Vacon restructured its global production orga-
nization in 2010.

Interms of production and logistics operations, 2010 was
achallenging year for Vacon. At the beginning of 2010, the
global economy was in recession, which caused many
subcontractor chains all over the world to reduce their
production capacity. Since the recession eased up quicker
than expected, some subcontractors and component sup-
pliers were unable to respond to the rapid growth. This also
caused Vacon difficulties in obtaining sufficient quantities
of components and materials for its plants.

In the second half of 2010, Vacon focused specifically
on ensuring cost-efficient availability of the components
and materials needed and further intensified collabo-
ration with the subcontracting chain and component
manufacturers.

Extensive logistics services and networks
Vacon's plants are located in Europe, Asia, and North
America. Plants, procurement networks, and customers

located in different parts of the world require well-designed
and well-implemented logistics solutions. Vacon's logistics
operations have been designed to match the company’s
growth targets.

- As an entity, the logistics chains are diverse. All
phases in the logistics operations must work together
seamlessly, from the delivery of components to the plant
to the delivery of finished products to customers, says
Magdalena Grand, Director, Global Logistics.

- Transportation of components or products must
be as efficient and environmentally friendly as possible.
Therefore, we must find solutions that take distances into
account and minimize total costs. This can be achieved
through compatible local and global procurement op-
erations and manufacturing products near the customer,
Grand points out.

Sometimes there can be interruptionsin afunctioning
logistics chain that we have no control over. These kinds
of situations include local or regional emergencies.

- In the event of an unexpected interruption or prob-
lem in one link of the logistics chain, we must apply
other solutions. For example, in 2010, the eruption of
the Eyjafjallajokull volcano forced us to find alternative
transportation for materials normally transported by
air. Other local or more far-reaching exceptional situa-
tions may also break the transportation chain. We must
be prepared for these situations with special plans and
measures, says Grand.

Review of Vacon's plant
operations in 2010

Vacon's plants are located in Finland, China,
the USA, and lItaly.

e The plantin Finland has invested heavily in

starting the volume production of new generation
products. R&D and production of Vacon's products
for the production of solar energy is centralized

in the plant in Vaasa.

e Vacon operated two plants in China in 2010, with

the new plant being commissioned while the old
one was still being used. In December 2010, all
plant operations were transferred to the new
facilities.

e The new plantin Chambersburg, PA, USA, was

commissioned in November 2009, and the port-
folio of products manufactured at the plant was
expanded in 2010. In October 2010, Vacon's plant
in the USA was awarded the LEED Gold Building
certificate issued by US Green Building. The cer-
tificate is granted for environmentally conscious
construction and operations.

In Italy, the construction of a new plant began in
the summer of 2010. The plant will be commis-
sioned in the second half of 2011. Production in
Italy focused on starting volume production of the
Vacon 100 Motor Mountable, introduced in 2010.
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MARKET PICKED UP DURING THE YEAR

Signs of recovery visible in the AC drive market
in the first half of 2010 got stronger as the year
went on. Multi-channel sales turned out to be
the force which pulled us through the challeng-
ing market situation. In Asia, growth continued
throughout the year.

Globally, Vacon has 27 sales offices and thousands of
partners, including system integrators, distributors,
retailers, original equipment manufacturers as well as
brand label customers who sell Vacon's products under
their own brands. Vacon's marketing and sales are based
on using multiple channels, which is one of the most im-
portant cornerstones of the strategy. “The importance of
multi-channel sales is undisputable. As a manufacturer
focusing on one specific business, we must be able to sell
our products through several sales channels in order to
ensure access to markets,” says Pertti Rajamaki, who
has been working as Regional General Manager in the
Asia Pacific region for several years. In May 2010, he was
also appointed Managing Director of Vacon's subsidiary
in China. "Multi-channel sales offer us an extensive sales
coverage, more controlled cash flow, and better predict-
ability. We can also minimize risks in changing market
situations,” says Rajamaki.

Ten years of growth in China

Vacon has been operating in China for ten years. Locals
have also noticed the strong growth in recent years:
in January 2010, the market research company China
Industrial Control granted Vacon, as the only supplier of
low voltage AC drives, the esteemed Gongkong Decade
of Growth award.

Another delightful event for Rajamaki is the new
24,000 m? plant and office building which was completed
in Suzhou at the end of 2010. “The new plant allows us
to more than double our production volume. There is
alsoroom for a possible expansion on the same plot,” he
says. “Investments in the new product line, a significant
increase in the number of personnel, and an increase in
customer training guarantee that 2011 in the new, great
plant will be a busy and challenging, but | believe it will
also be rewarding.”

Technology and services to meet customer needs
One of Vacon's global OEM customers is the elevator and
escalator manufacturer KONE, with which Vacon signed
a supplier agreement in November 2010. The agreement
between Vacon and KONE, which just celebrated its 100th
anniversary, covers new energy-efficient AC drives which
have been designed in close collaboration. The agreement
was made against the backdrop of KONE's 2008 objective
of reducing the energy consumption of its elevators by
50%. KONE reached this target in 2010 by, among other
things, utilizing the new solution created by Vacon which
feeds the energy created by the descent and ascent of
elevators back into the grid of the building. This provides
energy savings of up to 35% of the elevator’s total energy
consumption.

“Our partnership with KONE is a good example of
Vacon's ability to develop technology and products which
are suited to the new market and customer needs. Vacon
creates solutions that only a dedicated AC drives house
can provide,” says Heikki Hiltunen, Vacon's Executive
Vice President.

Globally strengthened position

In 2010, Vacon strengthened its position globally in all main
market areas and was clearly the world's largest company
solely focusing on the AC drives technology. Demand
for low and medium power AC drives in particular grew
strongly. Improved demand and the sales efforts by the
company manifested as an extensive increase in orders
received in all market areas.

In the second half of 2010, Vacon carried out a cus-
tomer satisfaction survey on the company’s organization,
products, and services, which provided a lot of feedback.
Measures have been taken on the basis of the feedback
and their implementation will be monitored in 2011.

Vacon believes that growth in the AC drives market
will continue in both electrical motor applications and
technology for the production of renewable energy, i.e.
wind and solar power. Based on market research and
its own view, Vacon estimates its global market share at
approximately 5%.

Revenues by distribution channel in 2010

. M Direct 5ales ..o 8.0%
14.9%

Distributors

B Original equipment manufacturers.. 26.0%
I Brand label customers..........ccccc..... 20.2%
System integrators ..............ccccccooene. 31.0%
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APPLICATIONS OF VACON'S AC DRIVES

Vacon supplies AC drives to nearly all segments of industry and civil engineering. Typical
segments include machine manufacture, water treatment, building automation, construction
engineering, marine and offshore, renewable energy production, and mining. AC drives are
used, for example, to control pumps, fans, elevators, escalators, conveyors, and compressors.
On the following pages are some examples of our customer applications.
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Barka 2 turns sea water into pure drinking water

Nearly 40% of the world's population suffers
from a shortage of clean water. Since 97% of
all water is salty, salt removal is an important
process which ensures the availability of water
in the future. Vacon's AC drives help turn sea
water into drinking water at the Barka 2 water
treatment plan in the Sultanate of Oman.

Non-potable sea or brackish water can be turned into
drinking water as well as water suitable for irrigation,
industrial processes, and other uses by removing salt
and other minerals from raw water.

There are thousands of salt removal plants in the
world, the largest of which are located in the Arabian
peninsula. On the coast of Oman, 50 kilometers northeast
of the capital Muscat, stands a new 678 MW power plant,
including a salt removal plant, with a daily capacity of
120,000 m*®. Vacon has supplied the plant with AC drives
with a total power of more than 13 MW. The majority of
these control various pumps and mixers.

Vacon's AC drives have a significant role in producing
high-quality drinking water at Barka 2, which uses reverse
osmosis to remove salt from sea water. Since salt removal
consumes more energy than traditional water treatment,
Vacon's AC drives provide the plant with considerable
benefits, such as:

® energy savings

e optimized adjustments

e improved process reliability
e prolonged life of equipment
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Energy-conscious giants of the Caribbean

Oasis of the Seas and its sister ship Allure of
the Seas are currently the largest cruise liners
in the world. Their design was based on the ef-
ficient utilization of energy and a small carbon
footprint per passenger. Vacon's AC drives
control the air-conditioning systems delivered
by Koja Marine.

Oasis of the Seas and Allure of the Seas are massive,
361-meter-long floating wonderlands. They are larger
and more diverse than any cruise liners designed before
but still, they consume energy 15-25% more efficiently
than their predecessors and the carbon footprint per
passenger is small.
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HVAC systems usually account for about 30% of the
energy consumed by ships. The entire air-conditioning
systems on the new luxury liners were designed in a
large collaboration project in which the main contrac-
tor was Koja Marine, a well-known Finnish supplier of
air-conditioning systems for luxury liners. The company
designed space-saving air-conditioning systems which
guarantee maximum comfort for passengers. According
to the owner, the energy savings amount to nearly 30%.

Vacon, Koja Marine's long-term partner, supplied ap-
proximately 350 AC drives for each giant ship. AC drives
adjust fans steplessly, using the energy needed in air-
conditioning efficiently.

Vacon's AC drives:

e adjust the temperature, ventilation, and humidity
level in public areas, maintaining good air quality on
the ship

e adjust the operations of the fans in accordance with
the carbon dioxide amount measured in public areas
to allow for optimal energy consumption



Consumption of renewable energy on the increase

Research institutes estimate that investments
in the production of renewable energy will grow
from the 2009 level of USD 9 billion to USD 150
billion by 2020, and to USD 200 billion by 2030.
Products manufactured by Vacon are used in
the production of both wind and solar energy.

In the spring of 2010, Vacon bought a small Spanish
company specializing in the design of solar inverters. As
aresult, laterin the year Vacon introduced to the market
the Vacon 8000 Solar inverter, operating in the 10 kW to
1 MW range, for solar power plants. Vacon 8000 Solar is

animportant link between solar panels and the electricity
grid: it converts the DC power from solar panels into AC
power that can be fed into the grid.

In 2010, Vacon obtained valuable experience in the solar
energy market through various customer applications
in which the power ranges varied between a few dozen
kilowatts to several megawatts. So far, over 200 MW of
solarenergy applications have been supplied in Europe. A
significant part of these have been supplied to the Czech
Republic. Deliveries have also been made to Italy, Spain,
Belgium, Finland, Australia, and China.

One of the customer applications is the Vetreria di
Borgonovo glassware factory, established in the 1950s,
located nearthe town of Piacenza in northern Italy. Vacon's
1 MW solar inverter was connected to the solar panels
mounted on the roof of the factory. Vacon's Multimaster
software makes it possible to connect one to eight inverter
modules, based on the amount of sunshine, and thus
ensures that the glassware factory's solar power plant
operates with the best possible efficiency.
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Gondola across the Olympic scenery

Peak 2 Peak is a gondola connecting the Whis-
tler Mountain and Blackcomb Mountain ski
resorts in Canada. Whistler Mountain is among
the highest and most well-known mountains
in North America and the main location of the
2010 Vancouver Olympics. Vacon's technology
is used in the control of the gondola.

The Peak 2 Peak Gondola is a so-called 35S Gondola sys-
tem, a combination of a gondola cabin and a ropeway with
three ropes that can be operated in both directions. The
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total travel distance of the gondola is 4,400 m, the length
of unsupported span is 3,024 m and the highest point
from the ground is 436 m. The top speed of the gondola
is 7.5 meters per second, or 27 km per hour, and the ride
time across the Fitzsimmons Valley is 11 minutes. The
gondola connecting the two mountains enables skiers
to enjoy skiing on the slopes of both resorts in the same
day, which was not as convenient previously.

The manufacturer of the gondola is the Doppelmayr/
Garaventa Group, which is the world quality and technology
leader in ropeway engineering and a long-term partner

of Vacon's subsidiary in Austria. Vacon supplied Vacon
NX Common DC bus products to the Peak 2 Peak project.
Vacon's technology offers several benefits, such as:

e taking advantage of energy generated by braking

¢ no distortion in the electrical grid (< 5% THDI)

e local customer support, minimal maintenance need
flexible AC drives systems

e aredundant system due to parallel units



CHINA SHippi

CHINA. SHieppig

A shore power system feeds electrical power to ships at the port of Shanghai

Forelectrical equipment to function reliably and
efficiently, pure sinusoidal AC power is needed.
Shanghai, the second largest portin the world,
has a movable 2,000 kVA shore power supply
system equipped with Vacon's AC drives which
is used to feed electrical power to ships docked
in the port.

While at the port, ships usually produce the electricity they
need with their own diesel generators, creating exhaust
fumes and noise. Thus in most ports, ships must use
expensive high-quality fuel to reduce emissions.

- For detailed customer reference stories, please see www.vacon.com > Media Center > Articles > Reference Stories

So far, only afew ports in the world have taken advan-
tage of shore power supply systems in which low-emission
and noise-free electricity from the country’s national
grid can be fed to the docked ships via a transformer or
a cable.

Shanghai is an important import and export harbor
for China, and every day an average of 170 large ships and
several smallervessels arrive at the port. The electricity
grid standards in ships coming from different parts of the
world vary, and supplying the wrong type of electricity
may damage the ship’s electrical equipment. Therefore,

the port of Shanghai uses a movable, 2,000 kVA shore
power supply system equipped with Vacon's AC drives
to convert the requirements of the ship’s grid in terms of
voltage and frequency.

The solution is environmentally friendly and offers a
number of benefits, such as:

e reduced pollution and noise level

e low energy consumption and minimal vibration

e efficient, accurate, and stable supply of electricity
e long life
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ADMINISTRATION AND MANAGEMENT
- THE ROAD TO SUCCESS

Vacon Group operates in accordance with the principles for good corporate governance
and complies with the Corporate Governance Code 2010 for Finnish listed companies,
which is available on the website of the Finnish Securities Market Association at
www.cgfinland.fi.
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CORPORATE GOVERNANCE STATEMENT

Compliance with the Corporate Governance Code
of Finnish Listed Companies

Vacon Plc adheres to the Finnish Corporate Governance
Code for listed companies, effective from October 1, 2010,
in its entirety. This Corporate Governance Statement has
been compiled in accordance with Recommendation 54
of the Corporate Governance Code. The Corporate Gov-
ernance Code in full is available on the Securities Mar-
ket Association website at www.cgfinland.fi. The com-
pany's Corporate Governance Statement is available on
the company's website at www.vacon.com > Investors >
Corporate governance. Vacon Plc's shares are listed on
the NASDAQ OMX Helsinki.

Description of internal monitoring and
risk management systems relating to the
financial reporting process

Monitoring systems

Vacon Plc's Board of Directors is responsible for the ap-
propriateness of management and operations of the Vacon
Group. Vacon Plc's Presidentand CEOQ is, with the support
of the Group’s Management Team, responsible for arrang-
ing the monitoring mechanisms for internal monitoring,
risk management, internal audit, accounting, and financial
administration. The guidelines cover the entire Vacon
Group. The monitoring systems aim to ensure the legal-
ity of operations, compliance with rules, and reliability of
financial reporting in the company.
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Internal monitoring

The Group'sannual strategy process determines the strategy
and also Vacon Group's targets, main actions, and budget
for the next financial year. Vacon Plc’'s Board of Directors
approves the strategy and the annual business plan. The
Group’s Management Team meets monthly, and regularly
monitors and covers the Group’s financial situation and
the implementation of the business plan. Furthermore,
each function monitors the meeting of its targets in its
management team on a monthly basis. Vacon Plc's Board
of Directors receives weekly reports on Group-level orders,
and the monthly performance is covered in Board meet-
ings. Inthe Board meetings, Vacon Plc's Presidentand CEO
presentsin his monthly report the key financial figures and
the most significant events and trends affecting the Group’s
business operations and its development.

Vacon Group's financial performance is monitored
monthly through a Group-wide consolidation and reporting
system. In addition, the goal is to integrate all of Vacon's
subsidiaries into the same ERP system. Currently, 91% of
revenues are reported through a common ERP system.

The reporting system covers the income statements,
balance sheet figures, and key figures of the Group, parent
company, and subsidiaries, and, in addition to this, produc-
tion indexes for the plants. The orders received by the plants
and sales companies as well as invoicing are monitored
in the Group on a daily basis. Comparison figures used in
all monitoring are the budget, the actual figures from the
previous year, and the current year's forecasts.

The Group's financial administration and financial of-
ficers of the subsidiaries form a network which monitors the
financial management of the Group. The Group's financial
reporting process adheres to the guidelines authored by the
Group in compliance with legislation and requirements set
by the International Financial Reporting Standards (IFRS)
and other requirements set for listed companies.

Internal audit

The purpose of Vacon's internal audit is to ensure that the
company implements its strategy in accordance with the
agreed operational principles and processes. The internal
audit coversall Group functions in both the parent company
and subsidiaries. The internal audit ensures that the finan-
cial reports published by the company provide materially
accurate information on the company's financial situation
and thatthe company adheres to good governance by com-
plying with laws and regulations, operates effective risk
management, and manages its funds appropriately.

The Board of Directors approves the annual internal
audit plan and receives regular reports on the internal
audits completed. The internal audit also assists the Board
of Directors in monitoring and managing the company.
Special audits are also performed as needed. The targets
of internal audit are always selected for one year at a time,
and the extent of financial auditing carried out in the units
in question, the diversity of the unit's operations, and ex-
perience basis cumulated in the company are taken into
account. Vacon seeks to carry out an internal audit in the



major subsidiaries once a year and in sales companies at
three-year intervals.

The company's Group Business Controllerisin charge
of the internal audit, reporting to the Group's CFO, and, if
needed, the Group Business Controller always has a direct
connection to the President and CEO and the Board of
Directors. Primarily the Group's own resources are used
for the internal audit, although, if needed, an independent
third party is used in more demanding audits. When needed,
internalaudit offers corrective process instructions to units
and implements operating methods and processes proven
in the Group to the subsidiaries.

Risk management

Vacon's risk management is governed by the risk manage-
ment policy approved by the Board of Directors, defining
the objectives, principles, roles and responsibilities of risk
management. The company's risk management aims to
ensure that business objectives are met and the continuity
of business operations is secured. Risk management is
part of the management of the Group's business opera-
tions, itis proactive and aims to take all fundamental risks
into account.

Identifying and assessing risks are important parts
of the risk management process. Risks are identified at
two-year intervals at a highly detailed level, and action
plans are created for the most important risks which are
monitored monthly.

The underlying principle is that risk management is
spread throughout all levels of the organization. Every
employee is encouraged to identify risks, assess them, and
report them. Employees are expected to report any risks
either to their immediate superior or to the Group's CFO,
who is in charge of the development of risk management
methods, implementation of risk management, risk report-
ing, and insurance programs. Vacon Group's Management
Team assesses risks regularly, revises risk reporting, if
necessary, and reports to the Board of the parent company
on the company’s key risks.

Vacon has defined the following objectives in its risk
management policy, and in all decision-making, they aim
to:

e ensure the safety of Vacon Group's personnel,
customers, and third parties

e ensure the safety and high quality of Vacon's
products and operating methods

e comply with local and international laws,
regulations, and recommendations

e ensure that risks are identified and taken into
account in decision-making

e ensure the continuity of business operations
and sustainable growth

e protect Vacon's brand and reputation.

A thorough risk survey was completed in 2010 in col-
laboration with Aon. The greatest risks identified were the

risks associated with suppliers and interruptions in the
operations. In addition, the availability of components was
ranked high in the risk survey due to the current market
situation. Detailed knowledge of the guidelines applied in
different countries was also identified. Vacon updated its
own continuity plan for the Vaasa plant and is working to
update the continuity plans for the plants in China and the
USAin 2011.

Vacon Group's risk policy is explained to all personnel
anditisalsoincludedinthe orientation of new employees.
More information about risk management is available to
employees, for example, on the Group’s intranet. Vacon Plc
describes the significant near-term risks and uncertain-
ties associated with the business operations in its Interim
Reports and Board of Directors’ report.

Insiders
Vacon Plc observes the guidelines for insiders aimed at
listed companies approved by the NASDAQ OMX Helsinki. In
addition, Vacon Plc applies its own insider guidelines, which
insome areas set stricter requirements for handling insider
information than those of the NASDAQ OMX Helsinki.
Vacon Plc maintains a public register of insiders in the
SIRE system of Euroclear Finland Oy. The company's public
permanent insiders, based on their position as stated in
the Securities Market Act, comprise the Board of Direc-
tors, the President and CEO, and the auditor. In addition to
these, under a decision of the parent company’s Board of
Directors, other public permanent insiders are the Group
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Management Team, the secretary to the parent company's
Board of Directors, as well as the spouses or registered
partners of all the above, minors, and other family members
who have lived inthe same household for at least one year.
Vacon Plc’s company-specific insiders include personnel
inthe treasury and communications departments and the
executive assistants of senior management. The Group also
maintains insider registers for individual projects.

The duration of Vacon Plc's silent period is 21 days.
The silent period ends upon the publication of an Interim
Report or financial statements release. During the silent
period, Vacon Plc's permanent insiders are not allowed
to trade in the company’s securities. The company does
not comment on the market outlook and does not meet
financial market or media representatives during the silent
period. Also, Vacon Plc does not purchase its own shares
during this period.

Audit

Inaccordance with Vacon Plc's Articles of Association, the
company has a minimum of one and a maximum of two audi-
torsand ata maximum the same number of deputy auditors.
The auditors must be public accountants or accounting
firms authorized by the Central Chamber of Commerce of
Finland. The auditors elected by Vacon Plc's Annual General
Meeting are the authorized public accountants KPMG Oy Ab
and the principal auditor appointed by KPMG for the financial
year was Petri Kettunen, APA. In addition to the duties in
accordance with current regulations, he also reports on
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his observations in the audit to Vacon Plc’'s management.
The scope and contents of the audit are defined to take into
account the fact that the company does not have its own
internal audit organization.

Description of the composition and
operations of the Board of Directors and its
committees

Composition and term of office

of the Board of Directors

According to the Articles of Association, Vacon Plc’'s Board
of Directors has at least five and at most seven members
chosen by the Annual General Meeting. The members of
Vacon Plc's Board are elected by the Annual General Meeting
foraterm of oneyearatatime. The Articles of Association
do not stipulate a maximum age limit for Board members
nor do they limit the number of terms of office. The Board
elects a chairman and deputy chairman for one term of
office from among its members.

Vacon Plc's Annual General Meeting held on March 23,
2010, decided that the Board of Directors should have seven
members. Pekka Ahlgvist, Jari Eklund, Jan Inborr, Mika
Vehvildinen, and Riitta Viitala were re-elected as Board
members. Juha Kytola and Panu Routila were elected as new
Board members. Jan Inborrwas re-elected Chairman and
Mika Vehvildinen was elected Vice Chairman of the Board
of Directors at the organization meeting of the Board.

Duties of the Board of Directors

The tasks and duties of Vacon Plc's Board of Directors are
defined on the basis of the Limited Liability Companies Act,
the company’s Articles of Association, and the Board of Di-
rectors’rules of procedure. The Board of Directors attends
to the company’s administration and the arrangement of
its operations. The Board is responsible for overseeing the
proper supervision of accounting and control of financial
matters. The Board of Directors is also responsible for the
tasks of the Audit Committee in accordance with Recom-
mendation 27 of the Corporate Governance Code for Finnish
listed companies. The company's Board of Directors has
approved written rules of procedure on the duties of the
Board, matters to be discussed, as well as meeting and
decision-making procedures.

The Board revises its rules of procedure each year so
that they conform to good principles of corporate governance
at all times. In accordance with the rules of procedure,
Vacon Plc's Board of Directors:

confirms Vacon Plc's and Vacon Group's

long-term objectives and strategy

approves the Group’s business plan, budget,

and financial plan, and monitors how these

are implemented

e decides on individual major and strategically
important investments and approves the investment
programs of Group companies



e monitors the Group’s financial performance
and how its goals are achieved

e appoints Vacon Plc's President and CEOQ, Executive
Vice President, and the members of the Group
Management Team, and decides on the composition
of the subsidiaries’ Boards of Directors

e decides on the principles for bonus and incentive
schemes

e reviews and adopts the Interim Reports, Group's
and parent company'’s financial statements,
and Board of Directors’ report

e confirms Vacon Group's values.

Evaluation of independence

At the beginning of 2010, Vacon Plc's Board of Directors
evaluated the independence of Board members in rela-
tion to the company in accordance with Recommendation
15 of the Corporate Governance Code for Finnish listed
companies.

Based on this evaluation, the Board declares that all
members of the Board are independent of the company
and that all Board members with the exception of Panu
Routila are independent of the major shareholders of the
company.

Decision-making

Vacon Plc's Board of Directors shall always act in the inter-
ests of the company and in such a way that its operations
are not liable to result in an unjustified advantage for any

shareholder or other party at the expense of the company or
another shareholder. ABoard memberis disqualified from
being present when the Board considers mattersinvolving
the Board memberin question and the company. The chair-
man of the Board of Directors is responsible for convening
Board meetings and for the meeting procedures. When votes
are taken, the majority opinion is the Board's decision and,
in the case of a tie, the chairman has a casting vote. In an
election of persons, a tie is decided by drawing lots.

Meeting practice and self-assessment
Vacon Plc's Board of Directors convenes approximately
ten times per year. In addition to the Board members, the
company's Presidentand CEO and CFO attend Board meet-
ings. The Board of Directors has not allocated special areas
of focus for its members to monitor business operations.
Matters are presented at meetings by the President and
CEO of Vacon Plc or, at his request, by another member
of the Group Management Team. According to the Board
of Directors’ rules of procedure, the President and CEO
ensures that the Board obtains sufficient information to
assess the operations and financial situation of the Group.
In addition, the parent company's President and CEO also
supervises the implementation of the Board's decisions
and reports to the Board on any deficiencies or problems
in implementation.

The Board evaluates its work and procedures by car-
rying out a self-assessment once a year.

The Board had 11 full meetings in 2010. The average
attendance percentage illustrating the participation of
members in the work of the Board was 97% in 2010.

Attendance of the members of the Board of Directors in
meetings:

Board of Remuneration and

Jan 1-Dec 31, 2010 Directors  Nomination Committee

Members of the
Board of Directors,
December 31, 2010

Pekka Ahlqvist 1/1 2/2
Jari Eklund 11/11 4[4
Jan Inborr 1/1 6/6
Juha Kytél3 9/9
Panu Routila 8/9
Mika Vehvildinen 1/1 44
Riitta Viitala 10/11

Former members of the Board:

Mauri Holma 2/2
Veijo Karppinen 2/2 2/2
Total 97% 100%
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Fees and other benefits of the members of the
Board of Directors
Vacon Plc's Annual General Meeting decides each year
on the fees and principles for reimbursing expenses to
the members of the Board of Directors. Fees to the Board
members are paid as monetary compensation.

The fees paid to the members of Vacon Plc's Board
of Directors in accordance with the 2010 Annual General
Meeting were as follows:

e monthly fee for the Chairman, EUR 2,500

e monthly fee for each Board member, EUR 1,250

e bonus depending on the company’s result, which
may be a maximum of EUR 2,500/month for a Board
member and a maximum of EUR 5,000/month for the
Chairman.

The Board members are entitled to per diem allowances
and reimbursement of travel expenses in accordance with
Vacon Plc's general travel policy.

Committees

Vacon Plc's Board of Directors has set up a combined Re-
muneration and Nomination Committee, made up of three
members of the Board. The committee prepares matters
and makes recommendations for the Annual General Meet-
ing and the Board to decide on. The Board of Directors has
confirmed the central duties and operating principles of
the Remuneration and Nomination Committee in written
rules of procedure.
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The duties of the Remuneration and Nomination Com-
mittee include, among other things, creating forms of
remuneration that boost motivation and also take into ac-
count the special characteristics of Vacon. The committee
also prepares proposals for Vacon Plc's Annual General
Meeting concerning the election of members to the Board
of Directors and compensation for the Board of Directors.
It identifies successor candidates for the members of the
Board and proposes members for the Board of Directors
to the Annual General Meeting.

The committee members in 2010 were Jan Inborr,
Jari Eklund, and Mika Vehvilainen. The Remuneration and
Nomination Committee held six full meetings in 2010. The
average attendance percentage illustrating the participa-
tion of the members in the work of the committee was
100% in 2010.

Vacon Plc has a Corporate Governance working group
that meets once a year to review and develop matters
controlled by the Corporate Governance Code for Finnish
listed companies in the company. The Board of Directors
approves the Corporate Governance Statement prepared
by the working group. The working group comprises one
member of the Board, the Board's secretary, President
and CEQ, CFO, and a representative of Investor Rela-
tions. The company has not established a separate Audit
Committee but the Board of Directors is in charge of the
Committee’s tasks.

President and CEO and other management

President and CEO

Vacon's Board of Directors appoints the parent company’s
President and CEO and defines in writing the terms of
service of the President. The President and CEQ prepares
matters to be decided at the meetings of Vacon Plc's Board
of Directors and is responsible for executing the Board's
decisions. The Presidentand CEO is responsible for Vacon
Plc's administration and is Chairman of the Group Man-
agement Team.

In 2010, the company’'s President and CEQ was Vesa
Laisi. If Vacon Plc terminates the President’'s employment
contract, the company will pay the President severance
compensation equivalent to the salary for the six-month
period of notice and 18 months’ salary. The retirement
age for the President and CEO is 60 years. The company
has taken out pension insurance for the President and
CEO, on the basis of which the pension to be paid is 60% of
the salary that the pension is based on. The pension ends
when the President and CEO turns 65. The salary that the
pension is determined on is based on the average monthly
salary calculated from the TyEL employee pension earn-
ings basis from the last four years. The members of the
Management Team have an equivalent pension age and
pension insurance.



Group Management Team

The Board of Directors has appointed the Vacon Group's
Management Team which supports the President and
CEO in the preparation of strategic issues, the handling of
significant and by nature fundamental operative matters
as well as ensuring internal communications.

Vacon Group's Management Team prepares and guides
the development of the Group’s processes and business
operations and the Group’s shared functions. The Manage-
ment Team handles, in particular, the company’s strategy,
budget, major procurements and projects, Group structure
and organization as well as major policies of administration
and the HR policyissues. The Management Team consists
of the parent company’s President and CEO and Group-
level senior management. The Management Team is not
anadministrative body as stipulated by the Limited Liability
Companies Act. The subsidiaries report to regional sales
managers. The regional sales managers and manufactur-
ing plant directors report directly to designated members
of the Management Team.

In 2010, the Vacon Group’s Management Team con-
sisted of:

e Vesa Laisi, President and CEO

e Heikki Hiltunen, Executive Vice President

e Tuula Hautamaki, Vice President, Human Resources

e Jukka Kasi, Vice President, Business Development

e Timo Kasi, Vice President, R&D

e Jari Koskinen, Vice President, Global Production
Operations

e Eritkka Soderstrom, CFO

Salaries and benefits paid to the President
and senior management
Vacon Plc's Board of Directors approves the salaries, bo-
nuses, and other benefits of the parent company’s President
and CEO and the Group Management Team annually. The
total remuneration of the President and the Management
Team consists of a fixed monthly salary and a bonus. The
basis on which the bonus is determined is the same for the
President and the Management Team. The bonus amount
depends on the meeting of the Group's revenues, operat-
ing profit, and working capital targets. The performance-
based bonus may be an amount equivalent to six months’
salary at a maximum. The President and CEO and the
Management Team participate in Vacon Plc's share-based
incentive system.

The incentives for Vacon Plc's President and CEO for
the years 2008-2010 were as follows:

e the bonus amount equals four months' salary when
revenues, operating profit, and turnover of working
capital in each year are in accordance with the com-
pany's strategy

e the share-based bonusis 7,200 shares per year when
revenues, operating profit, and turnover of working
capital in each year are in accordance with the com-
pany's strategy.

The President and CEO’s annual earnings, including the
monthly salary and bonuses, were EUR 337,000 in 2010.
The Executive Vice President’'s annual earnings were EUR
277,000 in 2010.

Salaries and other benefits paid
to the Management Team

EUR thousand 2010 2009 2008

Salaries and other
short-term employee

benefits 1,342 1,616 1,570
Share-based payments 154 1,015
Total 1,496 2,138 2,585

Bonus scheme for personnel

Vacon Plc's Board of Directors approves the bonus for all
personnel in the parent company every year. In 2010, a
total of approximately EUR 848,000 was paid to personnel
in bonuses.
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Jan Inborr

chairman

born 1948, B.Sc. (Econ.).
Soldino Oy, CEO

Board member since 2002

Previous positions:
Worked in various
positions at the Ahlstrom
companies in 1972-2008

Board member at:
Enics AG, BaseN Oy,
Mervento Oy, Pricasting
0Oy, Symbicon Oy [chair],
Valucast Oy

No Vacon Plc shares
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Pekka Ahlqgvist
member

born 1946, M.Sc. ([Eng.), MBA
Board member since 2004

Previous positions:

Vice President, Automa-
tion, Wartsila Corporation
2006-2007, Vice President,
Power Plants, Wartsila
Corporation, 2001-2006,
and President of Wartsila
NSD Finland Oy 1999-2001.
Various management posi-
tions at the ABB Group in
Finland, China, and Thailand
1987-1999. Management
positions in Oy Kymi-
Stromberg Ab, Instrumen-
tarium Oy, Oy Stromberg Ab
and Teollisuuss&ats Oy in
1972-1986

Board member at:
Pemamek Oy

No Vacon Plc shares

Jari Eklund

member

born 1963, M.Sc. [Econ.)
Investment Director,
Tapiola Insurance Group
Board member since 2001

Previous positions:
Various positions in the
Tapiola Group since 1993.
Research Manager at
Kansallis-Osake-Pankki
1988-1993, Assistant

at University of Vaasa
1987-1988

Board member at:
Seligson & Co Qyj,
Itkka-Yhtyma Oyj (member
of supervisory board),
Mortgage Society of
Finland

No Vacon Plc shares

Juha Kytola

member

born 1964, M.Sc. [Eng.)
CEO, Wartsila Finland Oy;
Director at Delivery Center
Ecotech, global environ-
mental technologies
Board member since 2010

Previous positions:
Management and expert
positions at the Wartsila
Group since 1989, e.g.
Research and Develop-
ment Manager for 4-stroke
engines and development
2003-2005, and manage-
ment positions in produc-
tion 2005-2008

Board member at:

Oy Merinova Ab,
Ostrobothnia Chamber
of Commerce (chair)

No Vacon Plc shares

Panu Routila
member

born 1964, M.Sc. (Econ.)
President and CEO,
Ahlstrom Capital Oy
Board member since 2010

Previous positions:
Managing Director of
Alteams Oy, a Kuusakoski
Group company,
2002-2007, Director of
Outokumpu Copper's
Drawn Products division
1995-2002, management
positions of financial
administration abroad
for a total of seven years.
Management positions at
Partek 1986-1995

Board member at:
Enics AG (chair),

A&R Carton AB,

Elbi Elektrik (chair),

AC Cleantech Manage-
ment Oy (chair), Ripasso
Energy AB

No Vacon Plc shares

Riitta Viitala

member

born 1959, PhD. (Econ.)
Professor, Head of Depart-
ment of Management,
University of Vaasa

Board member since 2008

Previous positions:
Positions at the University of
Vaasa since 1999, Training
Manager, Chydenius Institute
of the University of Jyvaskyla
1997-1998, education and
development positions at the
Central Ostrobothnia and
Helia Universities of Applied
Science 1989-1996, Person-
nel Development Manager
at the Finnish Postal Service
1983-1989, Administration
Manager, Tapio Laakso Oy
1982-1983

Board member at:
Ilkka-Yhtyma Oyj, I-Mediat
Qy, Vaasan Sahko Oy, Board
member at the Vaasa division
of the Ostrobothnia Chamber
of Commerce

No Vacon Plc shares

Mika Vehvildinen

member

born 1961, M.Sc. (Econ.)
CEQ, Finnair Oyj

Board member since 2009

Previous positions:
Several management posi-
tions in sales, marketing,
strategy, and business
development with Nokia in
Asia, North America, and
Europe since 1991. Chief
Operating Officer of Nokia
Siemens Networks until
the end of 2009

Board member at:
Ilmarinen Mutual Pension
Insurance Company,
Supervisory Board

The Finnish Fair Corpora-
tion, Supervisory Board
Service Sector Employers
PALTA, Board of Directors

No Vacon Plc shares

Stefan Wikman
secretary

born 1956, LL.M. (Law)
Partner of Roschier
Attorneys Ltd

Previous positions:

KWH Plast Ltd, Manag-
ing Director 1991-1994,
member of the group man-
agement in KWH Group
Ltd 1990-1994, general
counsel of KWH Group Ltd
1986-1989. Lawyer at the
Union Bank of Finland,
lawyer and partner of the
law firm V. Niinikangas Ky

Board member at:
Harry Schaumans
Stiftelse (chair)

Delegation member at:
Stiftelsen fér Abo

Akademi, Stiftelsen for
Osterbottens hogskola

No Vacon Plc shares



Vesa Laisi

President and CEO

born 1957, M.Sc. (Eng.J,
M.Sc. (Econ.]

Employed by the company
since 2002.

Previous positions:
Director, Sales and Market-
ing of Vaisala Corporation
2000-2002, Vice President
of ABB Industry Oy
1995-2000, Profit Center
Manager at ABB Industry
Oy 1993-1995, Director,
Sales and Marketing at ABB
Industry Oy 1988-1993,
Product Engineer at Strom-
berg UK Ltd 1986-1988,
and Development Engineer
at Stromberg Electronics
factory 1982-1986

Board member at:
Finnfacts (chair), The
Federation of Finnish
Technology Industries, The
Switch Engineering Oy, VNT
Management Oy

Vacon Plc’s shares:
13,006

Heikki Hiltunen
Executive Vice President,
Products and Markets, and
Deputy to the CEO

born 1962, B.Sc. (Eng.)
Employed by the company
since 2002.

Previous positions:
Managing Director of Tel-
labs Oy and Vice President
& General Manager for Eu-
rope, the Middle East, and
Africa (EMEA)] of Tellabs
International 2000-2002.
Sales, marketing and R&D
director at Honeywell
Industrial Automation in
Finland, the USA, and Ger-
many 1992-2000. Various
positions in project, R&D
and product marketing at
Ahlstrom Automation Oy
1986-1992

Board member at:
Aspectum Oy, Hockey-Team
Vaasan Sport Oy (chair)

Vacon Plc’s shares:
9,948

Tuula Hautamaki
Vice President, Human
Resources, Information
Technology and Process
Development

born 1964, M.Sc. (Eng.),
M.Sc. (Econ.)

Employed by the company
since 2000

Previous positions:
Process Develop-

ment Manager at ABB
Substation Automation

Oy 1996-2000, Quality
Manager at ABB Transmit
Oy 1994-1996, Product
Manager at ABB Power Oy
1991-1994, and Design En-
gineer at ABB Voimansiirto
Oy 1989-1991

Vacon Plc’s shares:
10,478

Jukka Kasi

Vice President, Corporate
Development, and Vice
President, Vacon Drives
Finland

born 1966, M.Sc. [Eng.)
Employed by the company
since 1997.

Previous positions:

Vacon Suzhou Drives Co.
Ltd Managing Director
2007-2008, Vacon Plc Vice
President, Component
Customers 2003-2006,
Vacon Plc Vice President,
R&D 1999-2003, Vacon
Plc Project Manager
1997-1998, Product Devel-
opment Manager at ABB
Transmit Oy 1996-1997,
Project Manager at ABB
Power 1994-1996, USA:
frequency converter
designer 1992-1994, ABB
Small AC drives: product
design 1990-1992

Vacon Plc’s shares:
55,503

Timo Kasi

Vice President, R&D

born 1966, M.Sc. (Eng.)
Employed by the company
since 1999

Previous positions:

Vice President, R&D,

at Vacon Plc since 2003,
R&D Manager [control
technology] at Vacon Plc
1999-2003, ABB Transmit
Oy: Product Development

Manager tasks 1993-1999,

ABB Relays: Project
Manager 1992-1993, ABB
Relays: product design
1990-1992

Vacon Plc’s shares:
8,082

Jari Koskinen

Vice President, Production
born 1960, M.Sc. (Econ.),
MBA

Employed by the company
since 1994.

Previous positions:
Vacon Suzhou Drives Co.
Ltd. Managing Director
2005-2007, Business
Controller at ABB Cor-
porate Research Finland
Oy 1993-1994, Business
Controller at ABB's Small
AC Drives profit center
1989-1993, and various
positions at Tietobotnia
Oy 1981-1989 [e.g. Project
Manager, ADP Program-
mer and System Planner)

Vacon Plc’s shares:
362,403

Eriikka Soderstrom
Vice President, Finance
and Control and CFO

born 1968, M.Sc. (Econ.)
Employed by the company
since 2009.

Previous positions:

CFO at Oy Nautor Ab,
Corporate Controller at
Nokia Siemens Networks,
various financial manage-
ment positions at Nokia
Networks (e.g. Director,
Business Control and
acting CFO)

Vacon Plc’s shares:
1,092

Shareholdings on December 31, 2010.
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RESPONSIBILITY - A CLEAR COMPETITIVE ADVANTAGE

Vacon looks at its corporate responsibility from three perspectives:
financial, ecological, and social. Each area is developed in
accordance with the principles of sustainable development.
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VACON DEVELOPS SUSTAINABLE ENERGY
SOLUTIONS FOR THE FUTURE

Increasing global energy consumption, global warming,
and decreasing clean water supplies are trends affecting
the entire world. Vacon sees its products in a significant
role in the search for answers to challenges posed by the
changing world, and the demand for our products will
increase in the future.

Vacon's operations are based on more efficient utiliza-
tion of energy and developing sustainable energy solutions
for future needs. From the responsibility perspective,
Vacon's operations are defined by two significant future
objectives:

e Vacon's products are used to save 1% of the
world's electricity consumption

e Vacon's products are used to produce 5% of the
world's renewable energy

Aglobal company, Vacon develops its operating methods
from the perspectives of ecological and social well-being
and profitable growth. In its global operations, Vacon's
unambiguous policy has always been, and will always be,
compliance with both local and international laws, rules,
and regulations.
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Vacon's corporate responsibility reporting

The objective of Vacon's corporate responsibility reporting
is to openly disclose the company's principles and operating
policies. Corporate responsibility reporting is developed
to better serve the information needs of stakeholders in-
terested in Vacon. Currently, environmental responsibility
reporting covers, as applicable, Vacon's production units
in Finland, China, the United States, and Italy. Financial
responsibility reporting covers the entire Group. Social
responsibility reporting covers the entire Group, as ap-
plicable. The main focus continues to be on operations in
Finland, since the majority of personnel work in Finland.
Vacon develops the extent of reporting in accordance with
the principles of sustainable development. The corporate
responsibility section of the 2010 Annual Report applies
the G3 version of the GRI (Global Reporting Initiative)
guidelines, and according to self-assessment, it meets
the criteria of application level C.

Ongoing dialog with stakeholders

Vacon is an active and reliable party that engages in on-
going dialog with its stakeholders. This dialog is used in
the development of business operations, and it helps in
understanding the development of society better. Open
and active communication and being approachable are
integral to Vacon's way of operating.

Customers. Vacon's customers include, among others,
global original equipment manufacturers whose solutions
make everyday life easier for people in different parts
of the world. Vacon develops AC drives solutions for the
needs of its customers to improve process functionality
and to save energy.

Personnel. Professional personnel who are committed to
developmentis animportant asset for the achievement of
Vacon's goals. Vacon invests in competence development
and continuous training. Vacon works in different parts of
the world to ensure improved well-being, job satisfaction,
and occupational safety for its personnel.
Shareholders and investors. Vacon is a listed company
and its owners expect profitable growth and success in
the global market. Shareholders and investors require that



the company manages its risks well and has a functioning
governance system. From the shareholders’ point of view,
Vacon is a company that develops and offers solutions to
global challenges regarding sustainable development.
Subcontractors and partners. Vacon's products represent
high technology. The company purchases the components
and materials forits products from a subcontractor net-
work spread around the world. Subcontractors must oper-
ateinan ecologically, socially, and financially responsible
manner. They must also commit to Vacon's responsibil-
ity requirements. Compliance with the requirements is
monitored as part of supplier evaluations.

Media. The media is an important stakeholder and is
central to providing other stakeholders with information
on Vacon's operations. Proper management of media
relations calls for active, reliable, and transparent com-
munications regarding the company’s operations.
Other stakeholders. Vacon is a locally significant party
in the countries in which it operates, creating jobs and
well-being directly and indirectly. Vacon works in ongoing
and open collaboration with authorities, organizations,
schools, universities, and research institutions.

Vacon's key themes

Development of sustainable energy solutions
Vacon develops and offers products for the develop-
ment of energy-efficiency and production of renewable
energy. Vacon operates responsibly and produces clean
technology. Solutions produced by Vacon help achieve
global climate objectives and improve living conditions
around the world.

Vacon's AC drives significantly reduce the energy
consumption of electrical motors in the world. AC drives
also playanimportantrole in the processes of renewable
energy production and water treatment to make clean
drinking water.

Well-being and profitable growth

Vacon's financial responsibility aims to create profitable
growth.Vacon's goalis to expand its business operations
and create jobs and well-being for people.

Vacon strives to ensure profitability with a long-term
growth strategy, by complying with good corporate gover-
nance inits business operations, and by regularly assessing
risks. The outlook for growth is favorable since there is an
increasing need for sustainable energy solutions.

As aglobalactor, Vacon values a competentand healthy
personnel, now and in the future.

Eco-efficient operations

Vacon's solutions help achieve sustainable development
objectives. Inits own operations, Vacon strives to improve
the life cycle of its products by promoting the environmental
friendliness of its products and services.

Design plays a major part in the environmental impact
of a product’s entire life cycle. Vacon manufactures its
products as efficiently as possible from both an envi-
ronmental and materials perspective. Subcontractors
are also required to operate responsibly and manage
environmental matters appropriately.

39

<
>
O
o
=z
o
—
(¢}
>
z
=z
c
>
[
2
m
o
o
2
=
N
o
=)
v

o
=1
]
o
o
2
=
m
£l
m
(]
-
=]
=z
v
@
-
S
<




Vacon uses a relevance matrix to view issues importantin A
terms of corporate responsibility. The review was carried
outinternally. Vacon's goalis to carry out a relevance as-
sessment with its primary stakeholders as well.

Development
of sustainable
energy solutions

Influence
in society
Profitable
Brand and growth
corporate image Competence
development
Employer
image
Use of
materials
Energy-
efficiency of
production
Logistics

Relevance from stakeholders' perspective

Impact on Vacon

\
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PROFITABLE AND SUSTAINABLE GROWTH

Financial targets were reached in terms

of revenues and result

In 2010, Vacon reached its target of revenues growth. In
addition, the company’s result improved from the previ-
ous year. Cash flow was weaker than in the previous year,
which was due to the funds tied to working capital.

Market-specific development

Despite the uncertainty in the world economy, the year
2010 was favorable for Vacon. The company succeeded in
increasing its market shares through determined devel-
opment efforts and maintaining competitiveness. Vacon
Group's revenues increased to EUR 338.0 million (EUR
272.0 million in 2009). The greatest growth was experi-
enced in the Asia Pacific region where revenues grew by
44.8% compared to the previous year, to EUR 50.5 mil-
lion (EUR 34.9 million). Revenues from North and South
America increased by 30.1% to EUR 60.3 million (EUR 46.3
million). In Europe, the Middle East, and Africa, revenues
increased by 19.1% from the previous year, to EUR 227.3
million (EUR 190.8 million).

The Group's operating profit for the financial year was
EUR 28.6 million (EUR 22.5 million], or 8.5% of the rev-
enues. Result before taxes was EUR 27.5 million (EUR 22.0
million). The share of operating profitincreased by 26.8%
from the previous year. Profit for the financial year was

EUR 19.1 million (EUR 16.1 million), showing an increase
of 18.7% compared to the year before.

The amount of Vacon Group's liquid assets was EUR
18.4 million (EUR 17.2 million). Gross capital expenditure
was EUR 15.9 (18.2] million.

Vaconwas a significant tax payerin 2010 as well. Dur-
ing the financial period, the amount of taxes paid by Vacon
was EUR 8.5 million (EUR 5.9 million). In addition, Vacon's
employees paid taxes on their income from Vacon.

International recognition
At the beginning of 2010, the market research company

China Industrial Control granted Vacon a Gongkong De-
cade of Growth award. According to the organization, the

Vacon's economic impact

Sales income from customers: EUR 338.0 million

Government grants: EUR 0.2 million

¥

Other items: EUR 0.2 million VACON

New loans: EUR 12.3 million /

characteristics all recognized companies have in common
include innovative thinking, a dedicated attitude, sharp
market know-how, and a drive for new technologies. Vacon
has become a significant actor in its field in the Chinese
market within the past decade.

Long-term objectives

Vacon's long-term financial goal is to achieve revenues
of EUR 500 million and an operating profit (EBIT) of 14%
in 2014. Vacon has set an annual target for return on
equity (ROE] of a minimum of 30%. We believe that Vacon
will continue to be an excellent employer in the future
as well.

Purchases: EUR 233.8 million

Y

Salaries and other personnel remuneration: EUR 52.5 million

Donations to universities: EUR 0.1 million

\

Taxes and social expenses: EUR 20.8 million

Net financial expenses to creditor: EUR 1.1 million

>

Dividends to investors: EUR 15.2 million

»

Business acquisitions and expansion investments: EUR 15.9 million

»

I

Loan repayments to financiers: EUR 3.2 million

»
'
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AC DRIVES - A KEY TO ENERGY-EFFICIENCY

Vacon develops and offers AC drives solutions in order to
reach global sustainable development objectives. Vacon
strives to continuously improve the eco-friendliness of its
products throughout their life cycle and to manufacture
them as efficiently as possible for the benefit of the envi-
ronment.

The impact of Vacon's products on energy consump-
tion is manifold compared to the resources required to
manufacture drives. The amount of energy saved by using
an AC drive during its entire life cycle is many times the
energy consumed in the manufacture of the drive and its
components.

According to our calculations, the amount of energy
saved invarious industrial and civil engineering applications
by means of Vacon's AC drives was approximately 35 TWh
in 2010. At the same time, approximately 15 TWh of wind or
solar energy was produced with the help of our products.

Vacon's AC drives enable companies and society to
reduce the generation of greenhouse gases, particularly
carbon dioxide. AC drives are used in all industry seg-
ments and civil engineering; for example, in the processes
of renewable energy production and water treatment. In
addition, AC drives help reduce the mechanical stress on
electrical motors.

Vacon produces the best solutions in energy technology.
When planning and building the infrastructure of developing
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countries, applying the best technology is the solution for
a sustainable future. AC drives, using energy efficiently,
represent such technology since they can improve the
standard of living of communities in many ways.

Tangible improvements in the company's
operations in 2010

In September 2010, Vacon's subsidiary in the USA was
awarded the LEED® Gold environmental certificate for its
plantin Chambersburg, Pennsylvania. LEED certification is
awarded by the Green Building Certification Institute (GBCI).
The LEED program covers the design, construction, and
functions of eco-efficient buildings for the duration of the
building's entire life cycle.

In September, Vacon signed the voluntary energy-effi-
ciency agreement of Finland’s Ministry of Employment and
the Economy. The company is aiming for energy savings of
20% in operations at the Vaasa plant by 2016. Vacon is also
working to reduce its energy consumption on each unit
manufactured as the business volume increases. Improv-
ing energy-efficiency is tied to the company management
objectives.

In 2010, energy savings of 20% were achieved by renew-
ing the lighting of Vacon's plant in Vaasa. Energy-efficiency
is also pursued by means of other remodeling investments
and streamlining operations related to daily production.

Solutions reducing the energy consumption of the property
play a significant role in meeting the objectives. Vacon is
currently investigating the opportunity to utilize solar energy
in heating the plant in Vaasa.

Environmental management system

Vacon's plant in Vaasa has an ISO 14001 environmental
system certified by SGS-FIMKO. In 2011, Vacon's plant in
China will also implement the ISO 14001 system. Vacon's
goal is to ensure a uniform and efficient environmental
performance with the system.

Product design to meet environmental objectives
Vacon sets strict environmental requirements on its new
products. In the concept phase of design, Vacon uses the
Design for Environment check list which provides guidance
in the efficient use of materials and resources.

AC drives are made of plastic, steel, aluminum, electronic
components, cables, and circuit boards. Vacon complies
with the EU’s RoHS directive which restricts the use of
hazardous materials in electrical and electronic products.
All of Vacon's products have been RoHS compliant since
2000. Vacon is committed to taking care of recycling and
appropriate reuse of its products as required by the EU’s
WEEE directive.



Manufacturing takes the environment

into consideration

Vacon's operating model is modern: only the final assembly
and testing of the product takes place at Vacon's facilities.
The company’s manufacturing process does not pollute
the air, water, or soil. Energy is consumed by assembly as
well as testing the finished products. Feeding energy pro-
duced in testing back into the electrical grid is done using
Vacon's own AC drives technology. The feedback reduces
the amount of energy to be purchased and the environ-
mental impact of production. Vacon Group's production
processes consumed about 16,368 MWh of energy in 2010
(14,215 MWh in 2009). 89% of the energy consumed at the
Vaasa plant is produced without creating carbon dioxide
emissions, and the share of renewable energy is 52%.

The sorting and recycling of various types of waste
are organized efficiently at the company’s business loca-
tions. Currently, 95% of the waste generated is reused
or recycled.

Vacon's business areas have their individual environ-
mental objectives, and the development managers are in
charge of meeting the objectives and implementing an op-
erating method aligned with the objectives. Environmental
matters are part of the company’'s annual evaluation. The
personnel’s environmental competence is developed by
means of regular training.

In 2010, no environmental accidents or cases of ex-
ceeded reference values were reported in any phase of
production. Production did not release any emissions into
the air or discharges into water systems.

Key figures for the Vacon Group's production process

2010 2009 2008 2007
Consumption of electrical power, MWh 16,368 14,215 12,413 10,800
Electricity fed back into the test grid, MWh* 19676 20000 16,000 14,000
.Iié“cycling of electronics waste, tons - 276 I 150
Other recyclable material, tons 297 35 315 218
.I.-‘Igzardous waste, tons 65 29 59 47

*Vacon's internal test network recycled a larger amount of energy than the amount of the energy purchased.
Electrical energy generated during the AC drives loading tests was fed back to the grid. The electrical grid was

only used for covering the energy lost in test system dissipation.
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PASSION FOR EXCELLENCE

Vacon's personnel policy is rooted in the company's strong
values. Vacon's objective is to be the best in its industry.
Reaching this objective requires ongoing competence de-
velopment and taking care of the well-being of personnel.
As aresponsible employer, Vacon takes care of the physical
and mental well-being of its personnel and in various ways
monitors job satisfaction and managerial performance.

Vacon's values
Vacon's values create a foundation for work ethics.

Customer first

We start from the customer’s needs. Our way of working
is flexible, and we make sure we provide the best possible
service to the customer. We treat all our customers, both
internal and external, with the same respect.

People in focus

Ourway of working is based on honesty and fair play. Respect
for the individual, mutual trust, and concern for others are
a natural part of social interaction.

Entrepreneurship and a drive for achievement

Our way of working is based on internal entrepreneurship:
we take responsibility, we have courage, and we take the
initiative. We are committed to reaching our goals. At the
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same time, we are open to new challenges. Our operations
are effective and we improve them continuously.

Passion for excellence

We are dedicated to the quality of our products, services, and
our way of working. We offer our best possible expertise to
the customer. We create innovative solutions. Our products
use the most appropriate technology.

Ethical guidelines and human rights
Inallits operations, Vacon adheres to laws and regulations,
acts ethically and with integrity, and produces high-quality
work. Vacon takes responsibility for the environment and
respects human rights in all operations, and requires that
its partners do the same.

Vacon Group is committed to complying with universally
accepted human rights, children’s rights, and employees’
rights. This means that Vacon is committed to:

¢ providing a healthy and safe working environment and
preventing risks relating to health and safety

e respecting freedom of association, and the freedom of
being a member of a trade union

¢ not discriminating against job applicants and employ-
ees inany way. In line with this, the company does not
discriminate against minorities on the basis of race,

gender, social status, origin, religion, or political or
other membership in compensation, recruiting, access
to training, and promotion.
e complying with laws and industry norms in terms of
working hours and compensation
refraining from using child labor [children under 14
years of agel, forced labor, or any kinds of punishment
prohibiting corruption and bribery in all operations.
Vacon and its employees do not pay or accept bribes or
unlawful payments.

Vaconisinthe process of developing an orientation program
which will contain a commitment, to be signed by each par-
ticipant, to comply with the company's ethical guidelines and
respect human rights in all operations.

Personnel policies and working conditions
The foundation of employee well-being at Vacon is a good
working community and valuing the individual. Responsi-
bility for personnel is seen, among other things, as a good
personnel policy, equality in the working community, and
a motivating work atmosphere. Occupational safety and
health at the Vaasa plant are managed in accordance with
the OHSAS 18001 system.

Vacon builds and promotes strong and encouraging
team spirit and wants to be the best AC drives provider on



the market. Vacon's goal is to create conditions in which
the personnel are willing and able to commit to long-term
development and growth with the company.

Ergonomics is one of the challenges in the field, which
iswhy surveys are continuously carried out by occupational
health care. In 2010, the ergonomic condition of the office
personnel's workstations was improved by means of ad-
justment and new office chairs. Collaboration continuing
throughout the entire company has succeeded in stopping
the trend of increasing musculoskeletal problems. Efforts
to make factory work lighter and reduce the frequency of
heavy lifting have succeeded.

Well-being through collaboration

Vacon stresses the importance of proactive occupational
health care. Occupational health care participates closely
in the achievement of the personnel well-being objectives.
Each Vacon employee is entitled to have a pre-employment
medical examination, which provides valuable information
for strengthening one’s well-being.

Vacon has launched a voluntary Aino Active pilot project
inwhich teams from production and office staff participate.
The Aino Active project covers matters relating to mental
well-being and coping, weight management, and lifestyle
choices.

The third Aslak rehabilitation course offered to Vacon's
employees ended in 2010. The goal of the Aslak course was
the long-term improvement and maintenance of working
ability. Vacon will continue to organize Aslak courses for
its employees.

From temporary layoffs to hiring again

Atthe beginning of 2010, the economic situation in the global
market was weak. The company wanted to refrain from lay-
ing employees off in order to retain top competence. This
succeeded well, and only temporary layoffs were needed to
pull through the weakened economy. In Finland, 160 office
staff members were temporarily laid off for a maximum of
14 workdays. A reduced work week was implemented in
both the USA and ltaly.

In the second half of 2010, the market showed clear
signs of picking up. During the year, the number of Vacon
personnel grew by 111 people. The majority of the new em-
ployees were employed in R&D positions in Finland, China,
and the USA.

Job satisfaction and development discussions

Job satisfactionis monitored annually through a job satisfac-
tion survey. The response rate for the 2010 job satisfaction
survey was fairly high, 93.1%. The results of the survey
were consistent with the results of the previous years,

and no significant changes have taken place. According to
the survey, the personnel consider the following to be the
company's strengths:

Strong employer image

e Trustin the company's success now and in the future
e Vacon's goals are well known

e The company’s values and goals are meaningful

e Taking personal responsibility

e Orientation and induction in new positions

According to the job satisfaction survey, the following should
be improved:

e Efficiency of the company’s decision-making
and commitment to decisions made

e |evel of efficiency and quality of work in
different departments

e Competitiveness of pay

e Meaningfulness and challenges of work

Vacon's management has taken into account the results

of the job satisfaction survey and will work continuously to
improve job satisfaction.
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Job satisfaction is also coveredin face-to-face develop-
ment discussions between superiors and employees annually.
Development discussions play a central role when surveying
how employees feel they are coping in their jobs and what
development wishes they have.

Professional development

Vacon is an international company with top expertise and
ambitious objectives. From the point of view of profes-
sional competence, Vacon's challenge is to retain its cur-
rent expertise and strengthen employee competence e.g.in
renewable energy.

At Vacon, competence development is based on the
company'’s strategic objectives and mapping of develop-
ment needs. Systematic measures are taken to develop and
strengthen strategic competence. Development is pursued
with various methods such as on-the-job learning, coaching
and training, job rotation, and self-study.

Product competence, world-class production plant
competence, and competence in multi-channel sales are
the top three areas of competence development at Vacon.
Vacon invests in competence management since it will have
a significant role in our future success.

In 2010, Vacon completed the Urapolku (Career Path)
project to develop and streamline career advancement
opportunities for Vacon's personnel. The project exam-
ined, among other issues, career paths for specialists and
personnel mobility between different business areas or
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different countries. It generated a process model that helps
allVacon employees better plan their careers and develop-
ment, and supports competence at Vacon as a whole. One
of the opportunities offered by Vacon that aims to expand
professional competence is to work as a posted employee
in another country.

Orientation and development programs
Currently, Vacon's top three training programs aim to improve
the personnel’s product, sales, and marketing competence
in terms of AC drives.

In addition to extensive training programs, Vacon also
organizes separate training courses on various topics,
including the Six Sigma program for quality improvement,
the JET management program, and a variety of training
programs in financial administration, technology, languages,
communication, and HR management.

A mentoring program aimed at experts and a coaching
program aimed at superiors are being planned. These aim
to provide superiors with tools for empowering management
and for the development of managing oneself and one's
working methods.

Occupational safety

Vacon aims to be a pioneer in occupational safety matters
and to develop a working environment with zero accidents.
Employees and the management jointly develop occupational
safety on an ongoing basis.

At Vacon, occupational safety is a matter shared by
everyone. Everyone has the responsibility and obligation
to reportissues that potentially interfere with occupational
safety. The superior's task is to promote and monitor the
processing of employee initiatives. Superior responsibility
was one of the main themes in 2010 manager coaching.

In 2010, Vacon's occupational safety committee had 12
members. The occupational safety manager was the chair-
person of the occupational safety committee. The employees
elected the actual labor protection delegates by casting a
vote. In addition, the occupational safety committee consists
of experts in electrical installation and fire safety.

The occupational safety committee convenes at least four
times peryear. If needed, occupational health care attends
the meetings of the occupational safety committee. The
committee handles accidents at work and reviews preven-
tive and corrective measures taken in order to prevent new
similar accidents.

The committee also participates annually in the com-
pany's risk assessment, processing of the job satisfaction
survey results, promoting of employee initiatives, ongoing
ergonomic solutions, and various development projects.

Vacon systematically assesses the harm and hazards
caused by work and working conditions using a compre-
hensive risk assessment model. The company also uses
external experts to complement its own expertise in risk
assessment.



Proactive management of well-being at work

Vacon takes determined measures to promote occupational
health and safety matters. For example, Vacon launched a
program called Tydkuntoon, based on proactive manage-
ment of well-being at work, in the operations in Finland in
2010. The program focuses on providing sufficient and timely
support for the personnel’s well-being at work, identifying
signs of reduced well-being in a timely manner as well as
effectively addressing development needs relating to one’s
duties and work arrangements.

In 2010, the program focused on the superiors’ respon-
sibility in the management and supervision of people. The
model aims to address issues that weaken one's working
condition and increase absences due to illness and take
determined action to improve the situation.

In 2010, the Vaasa plant completed a sizeable remodeling
project to considerably improve ventilation in the workplace.
Based onthe results of the job satisfaction survey, a plan was
also compiled to reduce the noise level in the workplace.

Meetings and training go online

Ina company like Vacon, with operations on three different
continents and across a number of time zones, online tools
and Web conferences are everyday matters. Online solutions
make communications across the globe significantly easier.
The majority of internal meetings, briefings, and training
sessions take place through Vacon's internal IT network.

Presentations are mostly recorded and available online for
later viewing and listening. The solutions make it possible
to save time and reduce travel, which is well aligned with
the objectives of sustainable development.

Work-Llife balance

One of the main themes of Vacon's personnel strategy
is comprehensive well-being. In addition to professional
competence, it comprises mental, physical, and social
well-being.

The theme in 2010 was mental well-being. Mental well-
being consists of satisfaction with one’s life and work, a
positive basic attitude, being active, and accepting oneself.
An important foundation of mental well-being is work that
matches the employee’s goals and professional skills. A
happy employee is motivated and committed.

Vacon understands thata person’s well-being is the sum
of many parts. The company wants to take good care of all
aspects of well-being.

Remuneration and benefits

Vacon wants to provide its competent personnel with not
only competitive remuneration but also a healthy and fair
working environment. Remuneration at Vacon is based on
the work requirement level and personal performance.
Remuneration and employment contracts are based on
generalagreements and individual solutions. Allemployees

are automatically enrolled in a bonus scheme based on the
company's sales result and profit earned.

All of Vacon's employees in Finland are covered by the
company's voluntary sickness expense insurance. Employ-
ees who have worked at Vacon for more than ten years are
entitled to one extra paid week of vacation. All of Vacon's
employees around the world are entitled to the use of vaca-
tion timeshares owned by the company.

Collaboration with educational institutions

Vacon offers comprehensive school students opportunities
to work in working life familiarization and internship posi-
tions. For students at universities of applied sciences and
institutes of higher education, as well as those in the final
stages of their studies, Vacon offers summerjobs and thesis
work positions. Vacon also creates and maintains relation-
ships with students by participating in student events and
fairs and by organizing company visits or lectures. Vacon
supports various student events related to Vacon's field
of operation. Vacon collaborates especially with students
of technology.
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Social influence and sponsorship

Among Vacon's most important social and European chan-
nels of influence are the Federation of Finnish Technology
Industries and the Confederation of Finnish Industries EK.
Inaddition to industry and employment organizations, Vacon
participates in the CleanTech Finland network which pro-
motes the success of the best clean technology companies
and cleantech expertise from Finland in the international
market.

The Baltic Sea is close to the hearts of Finns, and its
well-being is also important to Vacon. Vacon has pledged
to donate to the Baltic Sea Action Group (BSAG) AC drives
for a water purification project in the Baltic area.

Vacon is the main cooperation partner of the Sail Train-
ing Association Finland [STAF). Vacon supports the Sails for
Environment environmental protection program of STAF.

Sponsorship has always been one of Vacon's marketing
methods. Vacon supports young, emerging collaboration
partnerswho succeed in their own sector and share similari-
ties with Vacon's values and corporate culture.

In sports, Vacon sponsors the Finnish Alpine Ski Team
to success. Locally, Vacon partners with Hockey-Team
Vaasan Sport Oy.
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Vacon supports Finnish higher education. In 2010, Vacon
made donations of EUR 100,000 in total to Aalto University,
the Lappeenranta University of Technology, the Tampere
University of Technology, and the University of Vaasa in order
to develop technical education.

Social responsibility key figures

Accidents at work 13

Close calls 40

Personnel key figures

2010 2009
Group employees, average, persons 1,301 1,231
Average age of personnel, years 36.2 36.1
Average years of service 5.7 5.6

Gender distribution 2010

Level of education 2010

7\

M Secondary school.................. 23.3%
Vocational education ............... 24.3%

M Bachelor's degree or

engineering qualification............ 34.4%
M Master'sdegree . .................. 16.3%
Licentiate or doctoral degree ......... 1.7%

New recruitment by region 2010

| | Europe, the Middle East, and Africa ...57.3%
Asia Pacific................... 36.4%
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Personnel by region 2010 Personnel 2007-2010
2010 2009 2008 2007
-
M Europe, the Middle East, and Africa . . .69.1% Number of personnel at the end of the period 1,339 1,228 1,197 869
Asia Pacific. ... 24.5% Europe, the Middle East, and Africa, % 69.1 71.2 74.6 81.9
B North and South America ............ 6.4% D :
North and South America, % 6.4 6.6 6.7 0
Asia Pacific, % 24.5 22.2 18.7 18.1
Women, % 27.2 27.5 29.2 28.4
Personnel by function 2010 Men, % 72.8 72.5 70.8 71.6
- Share of R&D personnel, % 15.0 13.8 13.0 11.6
’ B Products and Markets . ............. 38.7%
Production.......... ... ... ... ..., 41.7%
WRAD ... 15.0%
B Administration ... 4.6% Personnel turnover 2007-2010
2010 2009 2008 2007
Personnel turnover by region 2010 New employees 368 236 300 313
Employees whose employment ended 263 184 168 119
Total turnover, % * 23.6 17.1 19.6 24.9
M Europe, the Middle East, and Africa ...20.1%
North and South America ........... 24.4% “h | incl N N
W Asio Pacific . 33.1% The total turnover includes both new employees and those whose employment ended.

The figures include all employment relationships that started or ended during the year in
question, irrespective of the nature or duration of employment, excluding the effects of a
business acquisition.
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Application levels of the GRI Reporting Guidelines*

Application level C C+
G3 profile information To be reported: . Vacon Plc reports on corporate
()
1.1,2.1-2.10,3.1-3.8 T E > responsibility in accordance with
S v%w . . .
3.10-3.12, 4.1-4.4, 414-4.15 g2 ¢ GRI Reporting Guidelines
Description of the G3 governance system Not required 2 § < Application Level C.
()
G3indicators A minimum of ten indicators are reported, including at least one indicator for each of the fol- - E
lowing areas: social responsibility, economic responsibility, and environmental responsibility.
* For more information, please see www.globalreporting.org
GRI content index Application of GRI Comments Pages
Strategy and analyses
1.1 gStatement from the CEO X 26—7
Organizational profile
: Name of the organization X
Primary brands, products, and/or services X
i Operational structure of the organization X
Location of organization’s headquarters and the countries where the organization X
operates
: Nature of ownership and legal form X
i Markets served X
i Scale of the reporting organization X
i Significant changes during the reporting period regarding size, structure, or ownership i X
Awards received in the reporting period X 17,19, 41, 43
Report profile, scope and boundary
3.1-3.3 Reporting period, date of most recent previous report, and reporting cycle P iCorporate responsibility is reported annually as part of the Annual : 38
Report. For more information, please see Vacon's website.
3.4-3.5 Contact point for questions regarding the report or its contents, process for defining X Stakeholder engagement underway 38,109
report content
:3.6-3.8 : Boundary of the report X 38
3.10-3.1 Re-statements of information provided in earlier reports and significant changes from - No significant changes in the reporting scope or measurement
previous reporting scope or measurement methods methods.
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GRI content index Application of GRI Comments Pages g
c
GRI content index i
i3.12 i GRI content index EX {50-53 §
3
Governance, commitments, and engagement §
o
L-4.4 Governance structure of the organization, mechanisms for shareholders and X 27-35 ;,
employees to provide recommendations or directions to the Board of Directors S
o
o
Stakeholder engagement g
m
414-415 Definition of stakeholder groups and stakeholder engagement practices P i The principal stakeholders have been defined. 4-5 o
Stakeholder engagement underway. S
Economic responsibility z
Economic performance 2
C :ECI Direct economic value generated 41
C (EC2 Financial implications and other risks and opportunities for the organization’s Vacon develops products and solutions for solving the challenges 15,19
activities due to climate change posed by climate change.
C {EC3 Coverage of the organization’s defined benefit plan obligations P i Vacon adheres to the legislation of the countries in which it operates {33
also regarding pension obligations.
C {ECs4 Significant financial assistance received from government P 41
Market presence and economic impacts
A ECS Range of ratios of standard entry level wage compared to local minimum wage P i For more information, please see Ethical guidelines and human L
at significant locations of operation rights.
C {ECé6 Spending on locally-based suppliers at significant locations of operation P iVacon aims to make strategically effective procurements and invests {7, 10-11, 17
in a global network.
C {EC7 Procedures of local hiring P 45
Environmental responsibility
Materials
C (ENI Materials used by weight or volume 43
C {EN2 Percentage of materials used that are recycled input materials 43
Energy
C (EN3 Direct energy consumption by primary energy source
A PENS {Energy saved due to conservation and efficiency improvements
A {EN6 Initiatives to provide energy-efficient or renewable energy based products and
; i services, and reductions in energy requirements as a result of these initiatives
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GRI content index Application of GRI Comments Pages
Water
C {EN8 Total water withdrawal by source P i Not material in Vacon's operations since Vacon's processes do not 43
use water.
Emissions, Effluents, and Waste
C {EN16 éTotaldirectand indirect greenhouse gas emissions by weight P éThe emissions are mainly generated by the production of the energy 43
: i iused.Vacon's products and solutions reduce energy requirements :
: i and the generation of greenhouse gases. :
i Total weight of waste by type and disposal method 143
Products and services
Initiatives to mitigate the environmental impacts of products and services 42
Percentage of products sold and their packaging materials that are reclaimed by - éVacon isin the process of launching a project to utilize recycled :
i category i iproducts.
Compliance
A EN28 Monetary value of significant fines and total number of non-monetary sanctions for - iNonein 2010.
noncompliance with environmental laws and regulations
Transport
A {EN29 i Significant environmental impacts of transporting products and other goods and i - i The majority of internal meetings, briefings, and training sessions
H i materials used for the organization’s operations, and transporting members of the i itake place through Vacon's internal IT network.
iworkforce .
Overall
| A EN30 gTotal environmental protection expenditures and investments by type P Development of production and logistics is underway. 4-5
Social responsibility
Product responsibility
: Life cycle stages in which health and safety impacts of products and services X Health and safety matters are a material part of Vacon's risk 29
iare assessed for improvement i imanagement. ‘
i Compliance with product safety legislation and regulations : 29,38
C iPR3 Type of product and service information required by procedures - iVacon's product information complies with the product information
H criteria of all the major market areas. H
Practices related to customer satisfaction, including results of surveys measuring X 19
i customer satisfaction P ;
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GRI content index Application of GRI Comments Pages g
=z
Employment g
C iLAT i Total workforce by employment type (full-time/part-time), employment contract PP L44 E
: ‘ ([permanent/term), and region P =]
......... : RS =
C iLA2 i Total number and rate of employee turnover by age group, gender, and region P48, 49 S
LA3 Benefits provided to full-time employees that are not provided to temporary or X 47 7
part-time employees 3
...................................... 3
A PLAS Percentage of total workforce represented in formal joint management-worker X 45 3
health and safety committees g
C :LA7 : Rates of injury, occupational diseases, lost days, and absenteeism by region PP 148 E
C iLA10 i Average hours of training per year per employee by employee category PP L4647 ﬁ
LAT Programs for skills management and lifelong learning that support the continued P 45 a
employability of employees and assist them in managing career endings 2
A PLA12 Percentage of employees receiving regular performance and career development X 45,46 =2
reviews
LA13 Breakdown of governance bodies and employees according to gender, age group and 534,44,48
H i minority group membership H
Human rights
C iHR1-HR2 {Percentage of significant suppliers and contractors that have undergone screening i P i Please see the Ethical Guidelines applicable to all of Vacon's Lhd
fon human rights and actions taken i isuppliers. ‘
A HR3 %Totalhours of employee training on policies and procedures concerning aspects of P Human rights training is included in Vacon's orientation program. 44
: i human rights that are relevant to operations, including the percentage of employees | :
itrained P ;
C iHR4 %Totalnumber of incidents of discrimination and actions taken : None in 2010. Please see the Ethical Guidelines. 44
C gHRé—HR7 EOperationsidentified as having a significant risk of incidents of child labor or forced P None in 2010. Please see the Ethical Guidelines. AA
: i labor, and measures taken to contribute to the elimination of child labor or forced o i
i labor
Society
C %SOS %Percentage of employees trained in the organization’s anti-corruption policies and P Please see the Ethical Guidelines. AA
; i procedures - ;

The GRI Guidelines core indicators EC8, EN4, EN11-12, EN17, EN19-21, EN23, PR6, PR9, LA4-5, LA8, LA14, HR5, S01-2, S04-5, and SO8 have not been reported.

Content index key

Indicator type Level of GRI reporting
C =Core indicator X =reported in accordance with GRI
A = Additional Indicator P = Reported in part

- = Not reported for 2010
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BOARD OF DIRECTORS" REPORT JANUARY 1 - DECEMBER 31, 2010

General review of 2010

The global AC drive market picked up in 2010 significantly
compared to 2009. According to the market research com-
pany Frost & Sullivan, the estimated growth of the AC drive
markets was approximately 8% in 2010. The growth was
attributable to the overall recovery of the global economy
and investments in the production of renewable energy
and the improvement of energy efficiency both in industry
and civil engineering. The value of the AC drive market in
2010 was approximately USD 9 billion.

Market growth continued to be strongest in the Asia
Pacific region. In North America and EMEA (Europe, the
Middle East and Africa), growth was more moderate.
According to the research company Frost & Sullivan, the
AC drive market grew by approximately 12% in the Asia
Pacific region in 2010. In Europe and North America,
the growth rate was at 4%. In Europe, Germany was the
engine for growth.

Among the industries, the construction industry, pro-
duction of renewable energy, and machine manufacture
grew the most. In fields requiring sizeable investments,
such as shipbuilding, growth was still slow.

Vacon's business operations developed strongly dur-
ing 2010. Demand for small products with lower mar-
gins increased, which affected the development of the
company'’s relative operating profit. Vacon also created
significant new customer relationships. The most notable
of which was the supplier agreement signed with KONE
Group on new AC drives utilizing energy efficiently. The
products have been designed in close collaboration with
the customer.

In 2010, the total value of orders received by the Group
amounted to EUR 358.2 million (EUR 256.1 million], an
increase of 39.9% from the previous year. The Group’'s
order book stood at EUR 52.1 million at the end of 2010
(EUR 32.0 million). The order book increased by EUR
20.1 million from the beginning of the year but declined
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from the highest values of the year as delivery capacity
improved. Vacon's revenues for 2010 totaled EUR 338.0
million (EUR 272.0 million), an increase of 24.3% from
the previous year.

The 2010 operating profit was EUR 28.6 million (EUR
22.5 million), which equals 8.5% (8.3%) of the Group's
revenues. The increase in operating profit was boosted
by the clearincrease in revenues. Growth of the operating
profit percentage was slowed down in October-December,
just as throughout the year, by the concentration of sales
on lower power, lower margin products and by a provision
recognized in the 2010 result due to a lawsuit regarding the
customs practices of the subsidiary in China. Furthermore,
the development of the operating profit was affected by
the component costs of electronics which increased as
a result of spot market purchases. The company also
invested in growth in 2010 by recruiting new personnel
for R&D and production in particular. This has increased
the company's fixed costs.

Vacon's result was weakened by the lawsuit pending
against the subsidiary in China. A Chinese prosecutor is
demanding that Vacon pays EUR 3.2 million in compensa-
tion. Altogether, the costs relating to the customs issue
amount to EUR 3.8 million in the 2010 result. Excluding
these non-recurring items, Vacon's operating profit would
have been EUR 32.4 million (9.6%] in 2010.

Vacon is expecting the AC drive market to grow sig-
nificantly in the medium-term. Driving growth is the
increasing concern for the sufficiency of energy and the
state of the environment. More efficient use of energy
is a condition for the development of global growth and
well-being. Public decision-makers are also working to
direct the industry towards using more energy-efficient
operating methods. In addition, additional investments to
increase the share of renewable energy in global energy
production are expected.

Result

The Group's revenues grew 24.3% in 2010 to EUR 338.0
million (EUR 272.0 million in 2009). Revenues of the par-
ent company Vacon Plc totaled EUR 260.4 (206.3) million.
Consolidated operating profitwas EUR 28.6 (22.5) million
and profit for the period was EUR 19.1 (16.1) million. Earn-
ings per share (EPS] increased to EUR 1.22 (1.01).

The Group’s cash flow from business operations was
EUR 15.9 (37.1) million. The consolidated balance sheet
total was EUR 203.3 (145.6) million. Vacon's equity ratio
was 46.0% (56.5%). Gearing was 10.7% (2.0%). Return on
investments was 27.0% (23.1%) and return on equity (ROE])
was 22.1% (20.5%).

Key figures:

2010 2009 2008
Revenues, MEUR 338.0 272.0 293.2
Operating profit, MEUR 28.6 225 34.6
Operating profit, % of revenues 8.5 8.3 11.8
Return on equity, % 221 20.5 34.3
Equity ratio, % 46.0 56.5 51.1

Global position

Vacon strengthened its global position in 2010. Based on
market surveys, the company estimates that its market
share is about five percent.

Vacon's revenues by region were as follows in 2010:
Europe, the Middle East and Africa in total 67.2% (70.1%
in 2009), North and South America 17.8% (17.0 %), Asia
Pacific 14.9% (12.8%).

Vacon's 2010 revenues by distribution channel were
as follows: direct sales 8.0% (9.8%), original equipment
manufacturers 26.0% (25.0%), distributors 14.9% (13.0%],
brand label customers 20.2% (19.4%), and system integra-
tors 31.0% (32.9%).



Business strategy

An AC drive is a device that is used to control the speed
of an electric motor in all industry segments and civil
engineering. Furthermore, an AC drive is a key product
in the generation of renewable energy. AC drives can
provide significant energy savings and generate clean
energy from renewable sources such as the sunand wind.
This creates a solid base for long-term growth in the AC
drives business. By focusing solely on AC drives, Vacon
aims to grow profitably and much faster than the average
growth rate in the sector.

Vacon's goal is to reach revenues of EUR 500 million
and operating profit of 14% by the end of 2014. The targeted
return on equity isa minimum of 30%. The core of Vacon's
business operations remains unchanged andis supported
by four strategic priorities: product leadership asa com-
petitive strategy, 100% focus on AC drives, a multi-channel
sales network, and a global presence.

For Vacon, product leadership means an extensive
and competitive product portfolio and excellent product
and application competence among personnel. In 2010,
Vacon introduced to the market a new Vacon 100 Mo-
tor Mountable product and, concurrently, increased the
power ranges of the existing products. In addition, Vacon
invested considerably in the R&D of and competence de-
velopment in its products for the production of wind and
solar power. In 2011, the company will expand the new
product generation offering already on the market and
continue investing in products used in the production of
renewable energy.

Vaconis one of the world's largest companies focusing
solely on the design and manufacture of AC drives. This
focus offers a clear competitive edge for Vacon since it
provides Vacon's customers with the best expert service
inthe industry every time, whether related to sales, cus-
tomer service or service and maintenance.

Multi-channel sales are at the core of Vacon's sales
and marketing strategy. The company sells its products
to original equipment manufacturers (OEMs], system

integrators, brand label customers, distributors, and end
customers. Utilizing several different sales channels in
each geographical area orindustry segment offers Vacon
atrue competitive edge. This has benefited the company in
both the economic downturn and the rapid recovery of the
market since sales have not relied on one channel only.
Foracompany focusing solely on AC drives, multi-channel
sales is an opportunity and true competitive advantage.

Vacon operates production and R&D units in four
countries and sales offices in a total of 27 countries.
Extensive presence on different continents enables the
company to place manufacturing close to the customer,
thus hedging against currency risks. An extensive sales
network offers sales the local touch it needs. The new
recently established sales companies succeeded in 2010
in growing their operations and profitability, and Vacon
continues to expand its sales network.

In recentyears, Vacon has invested heavily in the de-
velopment of a common hardware and software platform
for AC drives. Vacon's other strategic areas of expertise
include product portfolio management, customer relation-
ship management, mass customization, global sourcing
as well as information and communication technology
tools.

Each area of expertise is continuously developed and
monitored in orderto ensure the company has the required
competence for implementing its strategy.

Changes in corporate structure

Vaconacquired a majority in a small Spanish R&D company
in March 2010. The organizational change of the Vacon
Group parent company became effective on June 1, 2010.
Vacon Plc divided into two functional entities: the Vacon
Drives Finland profit unit, and global Group management.
Concurrently, the company renewed the organizational
structure of its Products and Markets area. At the end of
2010, Vacon's own sales network comprised 24 subsidiar-
ies aswellas branch offices in Romania, Ukraine, United
Arab Emirates, Thailand, and Slovakia.

Investments

The Group's gross investments totaled EUR 15.9 million
(EUR 18.2 million) in 2010. Expenditure focused mainly on
increasing and maintaining production capacity and on
standardizing and developing information systems. Dur-
ing 2010, a new factory was completed in China, and the
construction of a new factory was launched in Italy.

Research and development
R&D expenditure in 2010 totaled EUR 20.8 million (EUR
17.6 million), and EUR 4.8 million (EUR 5.4 million] of this
was capitalized as development costs. The share of R&D
costs of the Group's revenues was 6.2% (6.5%).

Development of new products continued according to
plans. In 2010, Vacon made significant investments into
developing AC drive technology used in wind power plants.
Another notable groundbreaking field for Vacon was the
inverter product portfolio developed for the needs of solar
power plants. In the second half of 2010, Vacon introduced
the Vacon 8000 Solar product family with a power range of
up to one megawatt. In November, the company released
its latest product, the Vacon 100 Motor Mountable, which
has been received well by the market. R&D is focused
on improving cost efficiency, functionality, use of space,
user-friendliness, energy-efficiency, and visual features.
The company also invested in growth by recruiting new
personnelin R&D.

Vacon has R&D units in Finland, China, the USA, and
ltaly.

Financial instruments valued at fair value

Inthe financial statements, forward exchange contracts
arevalued at fairvalue. The principles used are described
in more detail in the accounting principles and notes to
the financial statements.
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Personnel
Vacon's personnel policy is rooted in the company's strong
values. Vacon's objective is to be the best in its industry.
Reaching this objective requires ongoing competence
development and taking care of personnel well-being. As a
responsible employer, Vacon takes care of the physical and
mental well-being of its personnel and, in various ways,
monitors job satisfaction and managerial performance.
Vacon's personnelincreased by 111 people during 2010.
Atthe end of December, the Group employed 1,339 people
(1,228, of whom 687 (627) were in Finland and 652 (601
in other countries. The number of personnel by function
is as follows: sales and marketing 39% (39%), production
42% (42%), R&D 15% (14%) and administration 4% (5%).
The average age of personnel was 36.2 (36.1) years. The
average length of employmentwas 5.7 (5.6) years. 27.2%
(27.5%) of employees were women and 72.8% (72.5%)
were men.

Personnel key figures:

2010 2009 2008

Average number

during the year 1,301 1,231 1,131
Salaries and wages
during the year, MEUR 52,5 429 424

Bonus scheme

Vacon wants to provide its competent personnel with not
only competitive remuneration but also a healthy and fair
working environment. Remuneration at Vacon is based on
the work requirement level and personal performance.
Remuneration and employment contracts are based on
generalagreements and individual solutions. Allemploy-
ees are automatically enrolled in a bonus scheme based
on the company's sales result and profit earned. Group
management and some of Vacon's personnel also belong
to a long-term share bonus scheme.
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Competence

Vacon is an international company with top expertise
and ambitious objectives. From the point of view of pro-
fessional competence, Vacon's challenge is to retain its
current expertise and strengthen competence e.g. in
renewable energy.

At Vacon, competence development is based on the
company's strategic objectives and mapping of develop-
ment needs. Systematic measures are taken to develop and
strengthen strategic competence. Developmentis pursued
by means of various methods, such as on-the-job learning,
coaching and training, job rotation, and self-study.

One of the main themes of Vacon's personnel strategy
is comprehensive well-being. In addition to professional
competence, it comprises mental, physical, and social
well-being. Vacon understands thata person’'s well-being
is a sum of many parts. The company wants to take good
care of all aspects of well-being.

Employee well-being

The starting point of employee well-being at Vacon is a good
working community and valuing the individual. Respon-
sibility for personnel is visible, among other things, in a
good personnel policy, equality in the working community,
and a motivating work atmosphere. Occupational health
and safety at the Vaasa plantare managed in accordance
with the OHSAS 18001 system.

Job satisfaction is monitored annually through a job
satisfaction survey. Vacon's management takes into ac-
count the results of the job satisfaction surveys and works
continuously to improve job satisfaction.

In 2009, Vacon's operations in Finland launched an
ongoing program for proactive promotion of well-being
atwork. The program focuses on providing adequate and
timely support for the personnel’'s well-being at work,
identifying signs of reduced well-being as well as effectively
addressing development needs relating to employees’
duties and work arrangements.

Environment

Vacon develops and offers AC drive solutions in order to
reach global sustainable development objectives. Vacon
strives to continuously improve the eco-friendliness of its
products throughout their life cycle and to manufacture
them as efficiently as possible.

The impact of Vacon's products on energy consump-
tion is manifold compared to the resources required to
manufacture the products. The energy consumed in the
manufacture of an AC drive and its components is many
times smaller than the amount of energy that is saved by
using the AC drive during its entire life cycle.

Vacon's plantinVaasahasan SO 14001 environmental
system certificate from SGS-FIMKO. In 2011, Vacon's plant
in Chinawillalso implement the ISO 14001 system. Vacon's
goal is to ensure uniform and efficient environmental
performance by means of the system.

Energy-efficient improvements were
implemented at Vacon's plants in 2010

In September 2010, Vacon's subsidiary in the USA was
awarded the LEED® Gold environmental certificate for its
plantin Chambersburg, Pennsylvania. LEED certification
is awarded by the Green Building Certification Institute
(GBCI). The LEED program covers the design, construc-
tion, and functions of energy-efficient buildings for the
duration of a building's entire life cycle.

In September, Vacon signed a voluntary energy-effi-
ciency agreement with Finland’s Ministry of Employment
and the Economy. The company is working towards 20%
energy savings in the Vaasa plant's operations by 2016.
Vaconis alsoworking to reduce its energy consumption on
each unit manufactured as the business volume increases.
Improving energy-efficiency is tied to the company man-
agement objectives.

In2010, 20% energy savings were achieved by renewing
the lighting at Vacon's plant in Vaasa. Energy-efficiency



is also pursued by means of other renewal investments
and streamlining operations related to daily production.
Solutions reducing the energy consumption of property
play a significant role in meeting objectives. Vaconis cur-
rently investigating an opportunity to utilize solar energy
in heating the plant in Vaasa.

Vacon promotes environmental protection
Vacon sets strict environmental requirements on its new
products. In the concept phase of design, Vacon uses the
Design for Environment check list, which provides guidance
in the efficient use of materials and resources.

AC drives are made of plastic, steel, aluminum, elec-
tronic components, cables, and circuit boards. Vacon
complies with the EU’s RoHS directive which restricts
the use of hazardous materials in electrical and elec-
tronic products. All of Vacon's products have been RoHS
compliant since 2000. Vacon is committed to taking care
of recycling and the appropriate reuse of its products as
required by the EU's WEEE directive.

Vacon applies a modern operating model: only the
final assembly and testing of the product takes place at
Vacon's facilities. The company’'s manufacturing pro-
cess does not pollute the air, water, or soil. Energy is
consumed by assembly as well as testing the finished
products. Feeding energy produced in testing back into
the electrical grid is done using Vacon's own AC drive
technology. Feedback reduces the amount of energy to be
purchased and the environmental impact of production.
Vacon Group's production processes consumed about
16,368 MWh of energy in 2010 (14,215 MWh in 2009). 89%
of the energy consumed at the Vaasa plant is produced
without creating carbon dioxide emissions, and the share
of renewable energy is 52%.

The sorting and recycling of various types of waste
are organized efficiently at the company’s business loca-
tions. Currently, 95% of the waste generated is reused
or recycled.

Vacon's business areas have their individual environ-
mental objectives, and the development managers are in
charge of meeting the objectives and implementing an op-
erating method aligned with the objectives. Environmental
matters are part of the annual evaluation the company
carries out. The personnel’s environmental competence
is developed by means of regular training.

In 2010, no environmental accidents or cases of ex-
ceeded reference values were reported in any phase of
production. Production did not release any emissions into
the air or discharges into water systems.

Board Report in relation to

other environmental reporting

The Annual Report published by the company contains a
corporate responsibility section that includes a section
on the environment.

Company ownership
and corporate governance

Shares and shareholders

In April 2010, the parent company paid dividends of EUR
10.6 million, or EUR 0.70 per share [69% of the earnings
per share in the 2009 financial year].

Vacon's market value stood at EUR 593.4 million at the
end of December (EUR 406.1 million). The closing price
of the share on December 31, 2010, was EUR 39.00. The
lowest price in January-December was EUR 24.90, and
the highest was EUR 39.75.

A total of 2,670,146 Vacon shares (17.6% of the share
stock] were traded during 2010, or in monetary terms,
EUR 86.4 million. Vacon had 4,687 registered shareholders
according to the shareholder register dated on December
31, 2010. The number of nominee registered shares and
those registered by foreigners totaled 34.7% (28.9%) of
the shares.

Own shares

On December 31, 2010, Vacon Plc held a total of 80,565 of
its own shares, which it had acquired at an average price
of EUR 21.48. This is 0.5% of the share capital and voting
rights, so it has no major impact on the distribution of
ownership or voting rights in the company.

Board of Directors and President and CEO
The members of the Board of Directors until the Annual
General Meeting held on March 23, 2010, were Pekka
Ahlqvist, Jari Eklund, MauriHolma, Jan Inborr, Veijo Karp-
pinen, Mika Vehvildinen, and Riitta Viitala. Pekka Ahlqvist,
Jari Eklund, Jan Inborr, Mika Vehvildinen, and Riitta Viitala
were re-elected as Board members, and Juha Kytola and
Panu Routila were elected as new Board members. Jan
Inborr was re-elected Chairman and Mika Vehvilainen
was elected Vice Chairman of the Board of Directors at
the organization meeting of the Board of Directors. The
term of office for Board members continues until the end
of the following Annual General Meeting.

Vacon's President and CEO throughout the financial
year was Vesa Laisi and Executive Vice President was
Heikki Hiltunen.

Auditors

In accordance with the decision of the Annual General
Meeting, the company’s auditors are the authorized public
accountants KPMG Oy Ab and the principal auditor ap-
pointed by them is Petri Kettunen, APA.

Risk management

Vacon Group's risk management is part of the manage-
ment process for the company’s business operations.
Risk management aims to ensure that the risks relating
to business operations have been thoroughly surveyed
and are effectively controlled. The goalis to minimize any
damage arising from the risks and to identify the risks
in managing the business. Risk management activities
aim to ensure profitable growth for the company. More
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information about key risks and risk management at Vacon
are provided in the notes to the financial statements and in
the risk management section of the Annual Report.

Dividend policy

The dividend policy adopted by Vacon's Board of Directors s to
propose a dividend thatis in line with the company’s financial
performance. The goal is to distribute approximately 50% of
the period’s net profit in dividends. The financing required
for growth in operationsis taken into account when deciding
on the dividend.

Risks and factors causing uncertainty

in the near future

Risks typical of Vacon's business operations have to do with,
among other things, uncertainty in demand and increased
price competition, losing customers, goodwill, availability
of raw materials and components as well as currency rate
fluctuations. The most topical short-term risk has to do with
the availability of raw materials and components, which has
posed challenges to the company’'s production and slowed
down product deliveries. Risks relating to suppliers and
interruption of operations were also highlighted in the lat-
est risk review.

Vacon's order book is traditionally shortin terms of time
and therefore itis not associated with significant risks relat-
ing to scheduling or cancellations of deliveries. The share of
products delivered for the production of renewable energy
in Vacon's revenues is growing continuously. Risks typical
of this business include longer delivery and payment times,
which increases risks related to extending credit to custom-
ers and order cancellations.

Worldwide, Vacon has thousands of customers. The share
of the ten largest customersinVacon's revenues is less than
50%. Vacon does not fund customer projects. The company
continuously evaluates its customers’ creditworthiness and
ability to fulfill their commitments.
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Vacon is capable of adapting its production capacity to
market demand. The company estimates that its financial
assets and withdrawable credit commitments are at a suf-
ficient level for safequarding liquidity.

Vacon's balance sheet includes EUR 9.1 million of good-
will, which is mainly attributable to the business acquisition
completed at the beginning of 2008. Goodwill is tested an-
nually in order to detect possible impairment.

Price changes, availability, and the quality of raw materials
and components may affect the company’s profitability and
scope of operations. Purchase agreements for raw materials
and components are mainly annual agreements that contain
price and exchange rate clauses for changes in the global
market prices for raw materials and other materials. The
cyclical changesin the global economy may restrict the busi-
ness opportunities for certain component suppliers.

The most significant financial risks affecting the com-
pany's profit are currency risks. Exchange rate fluctuations
may impact the business operations, although international-
izing operations reduce the relative importance of individual
currencies. The most significant currency risks proportionate
to the euro are associated with the US dollar and the Chi-
nese renminbi. The Group applies IAS 39 compliant hedge
accounting for cash flow hedging with respect to operative
currency exposure.

Alawsuitis pending against Vacon's subsidiary in China.
A Chinese prosecutor is demanding that Vacon pays EUR
3.2 million in compensation, which was recognized in the
result as a provision for the last quarter of 2010. The court
proceedings will begin in March 2011, and the court's decision
is expected in the second quarter of 2011.

Outlook for 2011

Vacon estimates that the AC drive market will grow by 6-10%
in 2011, Investments in improving energy-efficiency and the
production of renewable energy support strong growth in all
market areas. Market growth is expected to be the strongest
in the Asia Pacific region. Solid growth is also forecast in

the EMEA region and North America. Demand for Vacon's
productsis expected to grow in allindustry sectors. Demand
for higher power products is also expected to recoverin 2011.
The economic hardships of certain countries in Europe will
create uncertainty in terms of economic growth in the euro
area. The problems in the availability of raw materials and
components that interfered with the company's deliveries
in 2010 are forecast to continue during the first months of
2011. Vacon expects the availability of raw materials and
components to improve by mid-2011.

Market guidance for 2011

Vacon estimates thatits 2011 revenues will increase 10-20%
and its operating profit percentage is expected to rise from
2010. Earnings per share are expected to improve from
2010.

Vacon's goal is to reach revenues of EUR 500 million
and operating profit of 14% by the end of 2014. The targeted
return on equity is a minimum of 30%.

Most of this growth will be organic, but Vacon does
not exclude the possibility of further acquisitions. Organic
growth will be financed by cash flow from operations. In the
case of further acquisitions, gearing can be increased to a
maximum of 60%.

Board proposal
for distribution of profit

At the end of the financial year, the distributable equity of
the parent company stands at EUR 59.9 million. The Board
of Directors proposes to the Annual General Meeting to
be held on March 22, 2011, that a dividend of EUR 1.00 per
share be paid from the parent company’s profit of EUR 20.1
million for the financial year 2010 and that the remainder of
the profit for the year be transferred to retained earnings.
According to this proposal, a total of EUR 15.2 million would
be paid in dividends.



CONSOLIDATED FINANCIAL STATEMENTS
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KEY FIGURES

IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS
2010 2009 2008 2007 2006 2010 2009 2008 2007 2006
Per share data Group’s financial ratios
Earnings per share, EUR 1.22 1.01 1.51 1.37 1.04 Revenues, MEUR 338.0 272.0 293.2 232.2 186.4
Equity per share, EUR 5.90 5.25 4.88 4.13 3.42 Change in revenues, % 24.3 -7.2 26.3 24.6 24.3
Dividend per share, EUR *) 1.00 0.70 0.65 0.75 0.65 Operating profit, MEUR 28.6 22.5 34.6 29.2 23.1
Dividend payout ratio, % *) 82.13 69.02 42.94 54.59 62.57 Change in operating profit, % 26.8 -35.0 18.5 26.4 27.6
Effective dividend yield, % *) 2.6 2.6 3.5 2.7 2.5 Operating profit as % of revenues 8.5 8.3 11.8 12.6 12.4
Pricefearningsratio ... 320 283020204 731 Profitbefore taxes, MEUR 275 20 36 88 227
Profit before taxes
Share price development as % of revenues 8.1 8.1 mAa 12.4 12.2
Lowest during the year, EUR 24.90 15.30 17.00 24.60 17.70 Return on equity, % 22.1 20.5 34.3 36.5 337
Highest during the year, EUR 39.75 28.90 32.44 38.00 26.99 Return on investments, % 27.0 231 37.0 41.2 451
Closing price at end of year, EUR 39.00 26.70 18.30 28.00 2610 'ﬂte[_ezt_[_beari:/lgEUR o8 » 1 . -
Average price for the year, EUR 32.49 21.51 26.65 30.01 22.60 get 1ao! ';‘es' o ) e 'm ;6'6
Market capitalization, MEUR 593.36 40611 278.00 426.50 397.10 Wea:_”g' o CMEUR : O L ’27'2 721'
Trading volume, share 2,670,146 4,493,871 4915722 8,241,357 4,439,458 oruing C_ap':a . MEU ZEZ 3 & s 8
Trading volume, % 17.6 29.6 323 54.1 290  Fauityratio. % _ : 26.9 ol o2 617
Adivsted b Gross capital expenditure,
Justed average number MEUR ***) 15.9 18.2 1.2 9.1 8.5
of shares during : «
the financial year **) 15,213,083 15,204,263 15,238,236 15,226,997 15,209,303 Gross capital expenditure
as % of revenues 4.7 6.7 3.8 3.9 4.6
Number of shares
at end of year **) 15,214,435 15,209,989 15,193,188 15,232,188 15,213,428 R&D costs, MEUR 208 17.6 17.0 14.3 12.6
Own shares 80,545 85,011 101,812 62,812 81,572 R&D costs as % of revenues 6.2 6.5 5.8 6.2 6.7
Personnel at the end
of the period 1,339 1,228 1,197 869 675
Order book, MEUR 52.1 32.0 48.0 34.8 29.7
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*

*k

is 15,214,435.

ok

of TB Wood's.

The 2010 dividend is the Board of Directors’ proposal to the Annual General Meeting.

The average number of shares in the financial period was 15,213,083. The number of shares outstanding

The 2008 figure for gross capital expenditure does not include the acquisition of the AC drives business



CALCULATION OF KEY FIGURES

Profit for the financial year attributable to equity holders of the parent company
Adjusted average number of shares

Earnings per share =

Total equity - non-controlling interests
Adjusted number of shares at the end of the year

Equity per share =

Dividend for the financial year
Adjusted number of shares at the end of the year

Dividend per share =

Dividend for the financial year x 100
Profit for the financial year attributable to equity holders of the parent company

Dividend payout ratio, % =

Dividend per share x 100

Effective dividend yield, % =
ectve digendyierd, % Adjusted closing share price at end of year

<
>
o
=
z
)
—
o
>
z
=z
c
>
—
)
m
o
o
o
=
N
o
o
v

o
z
>
=z
o
>
r
)
=
>
=
m
<
m
=z
=
»n

Adjusted closing share price at end of year
Earnings per share

Price/earnings ratio =

Profit for the financial year x 100
Total equity, average of the beginning and end of the year

Return on equity, % =

(Profit before taxes + interest and other financial expenses) x 100

Return on investments, % = - — —
’ Balance sheet total - non-interest-bearing liabilities, average of the beginning and end of the year

Total equity x 100

Equity ratio, % = -
ity ’ Balance sheet total - advances received

(Interest-bearing liabilities - cash, bank balances, and financial assets) x 100

Gearing, % = .
9. % Total equity
Working capital = Inventories + non-interest-bearing current receivables - non-interest-bearing current liabilities
R&D costs = R&D costs recorded in the income statement (including costs

covered with subsidies) and capitalized development expenses

Market capitalization Number of shares outstanding at end of year x closing share price

Number of shares traded during the year x 100
Adjusted average number of shares

Trading volume, %
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CONSOLIDATED STATEMENT OF INCOME (IFRS)

Consolidated income statement (IFRS)

EUR thousand Note Jan 1-Dec 31, 2010 % Jan 1-Dec 31, 2009 %
Revenues 4.5 338,032 100.0 272,036 100.0
Other operating income 6 435 276
Change in inventories of finished goods and work in progress 6,645 -961
Materials and services 7 -186,664 -138,141
Employee benefit related expenses 9 -64,869 -53,558
Depreciation/amortization 10 -11,086 -9.604
Other operating expenses 8 -53,907 -47,507
Operatmgprofn28,5868522,51.183
Financial income 13 1,084 949
Financial expenses 13 -2,142 -1,513
B e 27' - P B 5 1'977 ................. e
Income taxes 14 -8,477 -5,923
Prof|tfortheper|od ...................................................................................................................................... 19'053 [y S—— ; 6,051. ................. o5

Attributable to:

Equity holders of the parent company 15 18,524 15,420
Non-controlling interests 528 634
Earnings per share calculated on profit belonging to the equity holders 15
of the parent company:
Basic earnings per share, EUR 1.22 1.01
Diluted earnings per share, EUR 1.22 1.01

Consolidated statement of comprehensive income (IFRS)

EUR thousand
Profit for the period 19,053 16,054
Other items in the statement of comprehensive income:

Cash flow hedging -65 -73
LTEENSIUONGIIErENce | e e RS DA
Comprehensive income total 20,457 15,918

Attributable to:
Equity holders of the parent company 19,928 15,284
Non-controlling interests 528 634
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION (IFRS)

s
O
o
z
o
—
(¢}
Assets Equity and liabilities z
z
c
EUR thousand Note Dec 31,2010 % Dec 31,2009 % EUR thousand Note Dec 31,2010 % Dec 31, 2009 % =
X
Non-current assets Equity attributable to equity holders y
Goodwill 16 9,102 8,140 of the parent company 2
Development costs 16 12,634 9,134 Share capital 25 3,059 3,059 3
. o
Other intangible assets 16 11,145 13,282 Share premium 4,966 4,966 v
m
Property, plant, and equipment 17 20,660 18,473 Other reserves 63 51 z
Financial receivables 20 0 173 Own shares -2,646 -2,646 3
Deferred tax assets 14 4,817 3,340 Retainedearnings 84,268 o, ThA01 F
wn
Other financialassets . 2 3837 o 5307 ... el A >
62,193  30.6 57,849 39,7 Z
Non-controlling interests 1,551 0.8 1,512 1.0 g
Current assets ¢
Inventories 29 31881 19,287 Total equity 91,261 44.9 81,343 55.9
Trade and other receivables 23 90,820 51,285
Cash and cash equivalents 24 18,392 17,172 Non-current liabilities
....................................................................................... 141093 69487744 R Doforred tax liabilitios " 5304 4623
Employee benefits 27 1,603 1,495
Total assets 203,286 100.0 145,593 100.0 Interest-bearing liabilities 28 9,852 12,408
Otherliabilities e et 1T e, 0 e
16,973 8.3 18,526  12.7
Current liabilities
Trade and other payables 29 62,415 36,092
Income tax liabilities 6,471 1,328
Provisions 30 7,857 1,920
Interest-bearing liabilities . ... 28 | 18,307 ) 6,384 ...
95,062 46.8 45,724 31.4
Total liabilities 112,025 55.1 64,250 4441
Total equity and liabilities 203,286 100.0 145,593 100.0

65




CONSOLIDATED STATEMENT OF CASH FLOWS (IFRS]

Jan 1-Dec 31, Jan 1-Dec 31,

EUR thousand 2010 2009
Cash flow from operating activities
Profit for the period 19,052 16,054
Adjustments:
Depreciation/amortization 11,085 9,604
Financial income and expenses 1,057 564
Taxes 8,477 5,923
Other adjustments =198 547
Changes in working capital:
Change in inventories -11,498 2,076
Change in non-interest-bearing receivables -36,241 9,681
Change in non-interest-bearing liabilities 30,504 =792
Interest received 489 215
Interest paid -891 -935
Other financial items -1,566 -115
Taxes paid -4,348 -5,679
et flowfromoperatmg S 15'925 37'143 .

Cash flow from investing activities

Acquisition of subsidiary =727 0
Investments in tangible and intangible assets -13,695 -16,129
Proceeds from the disposal of tangible and intangible assets 0 1,382
Other investments 0 -2,326
Repayments on loan receivables 790 0
Proceeds from the divestiture of other investments _........... |ESEEEEE. 2l ............... 283,
Net cash flow from investing activities -13,351 -16,490

Cash flows from financing activities

Proceeds from long-term borrowings 173 0
Repayments on long-term loans -3,043 -3,291
Proceeds from short-term borrowings 12,083 0
Repayments on short-term loans -5,794
Dividends paid -10,416
Net cash flow from financing activiti -19,501
Change in liquid funds 363 1,152
Liquid funds at the beginning of the period 17,172 15,715
Translation differences for liquid funds 857 305
Liquid funds at the end of the period 18,392 17,172
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

=

O

o

=z

o

—

o

Equity attributable to equity holders of the parent company g

Share Other Own Retained Non-controlling Total z

EUR thousand Share capital premium reserves shares earnings Total interests equity z

Equity on Dec 31, 2008 3,059 4,966 51 -2,646 68,713 74,143 1,351 75,494 E

2

Dividends paid -9,989 -9,989 -476 -10,465 3

Total comprehensive income 7

for the period 15,284 15,284 634 15,918 2

Share bonuses 277 277 277 z

OHNTENANGES | e et e e AL Mo S 2 2

Equity on Dec 31, 2009 3,059 4,966 51 -2,646 74,401 79,831 1,512 81,343 4

:

<

Dividends paid -10,647 -10,647 -522 -11,169 Z

2

Comprehensive result o
for the financial period 19,928 19,928 528 20,456
Share bonuses 560 560 560
T RGeS e e e 20 3 3 ] N
Equity on Dec 31, 2010 3,059 4,966 63 -2,646 84,268 89,710 1,551 91,261
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. General information

The Vacon Group is a global company providing a compre-
hensive set of AC drives and related services. Vacon Plc
and its subsidiaries focus exclusively on AC drives.
Vacon Plcis a Finnish public limited company that has
been established inaccordance with the laws of Finland. The
company's registered office is in Vaasa, and its registered
address is Runsorintie 7, 65380 Vaasa, Finland. Copies
of the consolidated financial statements are available at
www.vacon.com or from Vacon Plc's headquarters.
Vacon Plc's Board of Directors approved these financial
statements for publication at its meeting on February 1,
2011. According to the Finnish Limited Liability Companies
Act, the shareholders at the Annual General Meeting have
the option to approve or reject the financial statements after
they have been published. The Annual General Meeting
may also decide on amending the financial statements.

2. Accounting principles for the
consolidated financial statements

Accounting principles for financial statements

The consolidated financial statements have been prepared
in accordance with the International Financial Reporting
Standards (IFRS), applying the IAS and IFRS standards in
force on December 31, 2010, as well as the SIC and IFRIC
interpretations. International Financial Reporting Standards
refer to the standards and their interpretation to be applied
inthe community as provided in the Finnish Accounting Act
and the provisions issued on the basis of this act, and in
regulation [EC) No 1606/2002 of the European Parliament and
of the Council on the application of international accounting
standards. Notes to the consolidated financial statements
have also been preparedinaccordance with Finnish legisla-
tion regarding accounting and limited liability companies.
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Vacon adopted the IFRS standards on January 1, 2004,
untilwhich date reporting was conducted in accordance with
the Finnish Accounting Standards [FAS). For the transition,
Vacon applied the First-Time Adoption of the IFRS standard,
which allows certain transitional exceptions for the retrospec-
tive application of individual standards. The most significant
exception applied was using the FAS-compliant financial
statement carrying amounts as the consolidated goodwill
carrying amounts in the IFRS transition balance sheet.

Financial statementinformation is presented in thousands
of eurosand itis based on the original acquisition cost unless
otherwise stated in the accounting principles below.

Estimates

When preparing the IFRS-compliant consolidated financial
statements, the company’'s management is required to make
estimates and assumptions. These affect the amount of as-
sets, liabilities, income, and expenses to be recorded. The
estimates and assumptions are based on historical experi-
ence and other justifiable assumptions that are believed to
be reasonable under the circumstances that serve as the
foundation for assessing the items entered in the financial
statements. The final figures may differ from these estimates.
The estimates concern the feasibility of realizing certain
assets, the useful economic lives of tangible and intangible
assets, the setting of provisions relating to the business op-
erations, goodwill, deferred tax assets, and determination of
contingentassets and liabilities. For goodwill, the anticipated
income and interest rate used in testing for impairment
contain estimates. The estimate of future taxable income
creates a basis for stating deferred tax assets.

Principles of consolidation

The consolidated financial statements include the parent
company and all companies in which the parent company
has the majority of votes or other controlling interest. The
financial results of subsidiaries acquired or established
during the year are consolidated from the date of acquisition

or establishment. The consolidated financial statements
have been prepared using the acquisition cost method. All
payments to be made to complete an acquisition are recog-
nized at the time of acquisition. The identifiable assets and
liabilities of acquired companies have been valued at fair
value at the time of acquisition. The difference between the
price paid for the company and its net assets valued at fair
value constitutes goodwill. As allowed by IFRS 1, acquisitions
made before the adoption of IFRS have not been adjusted to
complywith IFRS principles; instead, they remain at the FAS
compliant values at the time of adoption. In 2010, the Group
implemented the revised IFRS 3 Business Combinations
standard. In accordance with the standard transition rules,
business combinations with an acquisition date earlier than
the mandatory adoption of the standard are not adjusted.

Intra-group business transactions, receivables, liabilities,
non-realized margins, and intra-group profit distribution
have been eliminated in the consolidation. The allocation of
profit or loss from the financial period to the shareholders
of the parent company and the non-controlling interests is
presented in the income statement. The allocation of the
comprehensive income to the shareholders of the parent
company and the non-controlling interests is presented in
the statement of comprehensive income. The share of the
non-controlling interestsis presented as an individual item
under total equity. In the consolidated financial statements,
the changes in Group companies’ accumulated depreciation
have beendivided into change in deferred taxes and profit for
the period. In the consolidated statement of financial position,
the accumulated depreciation difference has been divided
into deferred taxes and non-restricted equity. In 2010, the
Group adopted the amended IAS 27 Consolidated and Separate
Financial Statements standard. As a result of the standard
amendment, a subsidiary’s losses can be allocated to non-
controlling interests even when they exceed the amount of
investment by the non-controlling interests.



Foreign currency items

The figures concerning the financial performance and position
of the Group’s business units are measured in the currency in
the main business environment of each unit ("business cur-
rency’). The consolidated financial statements are presented
using euro, which is the business and presentation currency
of the Group's parent company.

Separate companies’ transactions carried out in foreign
currencies are recorded in the business currency at the ex-
change rate of the transaction date. On the balance sheet date,
monetary items denominated in foreign currencies are valued
atthe exchange rate at the year-end. Translation differences
from business transactions are presented in the sales and
purchases translation differences. Translation differences
from interest-bearing liabilities and receivables are presented
in their net amounts in financial income and expenses.

The income statements of Group companies whose busi-
ness currency or financial statement currency is not the
euro are translated into euros using the average rate for
the financial year, and balance sheets using the rate on the
balance sheet date.Translation differences arising from the
different exchange rates used in the income statement and
balance sheet have been recorded in the other items in the
comprehensive income statement. Translation differences
arising from applying the acquisition cost method and the
resulting currency exchange rates have also been recorded as
a separate item in the comprehensive income statement.

The cash flows of foreign subsidiaries have been trans-
lated into euros at the average exchange rate of the financial
year.

Financial assets and liabilities

Financial assets

The Group's financial assets are classified according to the
IAS 39 Financial Instruments: Recognition and Measurement
standard into the following categories: financial assets at fair
value through profit and loss, loans and other receivables,
and available-for-sale financial assets. Financial assets are

classified according to their purpose when acquired and at
the time of their acquisition. Purchases and sales of financial
assets are recognized on the transaction date.

An item in financial assets is classified in the category
‘financial assets at fair value through profit and loss’ if it has
been acquired for trading purposes or if it is classified as
recognized at fair value through profit and loss when origi-
nally booked. Derivatives that do not fulfill the conditions for
hedge accounting as stated in IAS 39 are presented in this
category.

‘Loans and other receivables’ are assets other than de-
rivative assets that involve fixed or definable payments, are
not quoted on the active markets, and that the Group does
not hold for trading purposes. They are valued at amortized
acquisition cost. On the balance sheet, they are included in
short-term or non-current assets according to their nature.
Loans and other assets are presented as non-current assets
if they mature in over 12 months.

Available-for-sale financial assets are assets other than
derivative assets that have been specifically allocated to this
category or have not been classified inany other category. They
are included under non-current assets. Available-for-sale
financial assets comprise shares and holdings in investment
funds. They are valued at fair value if the fair value can be
reliably determined.

Cash and cash equivalents

Cashand cash equivalents comprise cash and bank deposits.
The credit limit for the Group’s cash pooling is included under
current interest-bearing liabilities, if the net limit is in use.

Financial liabilities

Financial liabilities are entered in the accounts initially at fair
value. Transaction costs are included in the original carry-
ing amount of financial liabilities. Subsequently, all financial
liabilities are measured using the effective interest rate
method at amortized cost. Financial liabilities are included
under current and non-current liabilities.

Derivative instruments and hedge accounting
Derivative contracts are originally booked at acquisition
cost, which matches their fair value. In subsequent financial
statements, derivative contracts are valued at fair value.
Publicly quoted market prices and rates as well as generally
used measurement models are used to define the fair value
of derivatives. The information and assumptions used in the
measurement models are based on verifiable market prices
and values. The fair values of derivative contracts expiring
within a year are shown on the balance sheet under current
receivables or liabilities, and contracts with longer maturity
under non-current receivables or liabilities.

The Group applies IAS 39 compliant hedge accounting
for cash flow hedging with respect to operative currency
exposure. In this case, the Group, when initiating hedge ac-
counting, documents the relationship between the item to
be hedged and the hedging instrument, the method used to
measure effectiveness, and the hedging strategy inaccordance
with the Group's risk management policy, so that these meet
all IAS 39 requirements for hedge accounting. The hedging
instruments used are foreign exchange forwards. For those
hedging relationships that meet the hedge accounting criteria,
the effective portion of the change in the fair value of the hedg-
ing instrument is recorded in shareholders” equity and any
remaining ineffective portionis recognized through profitand
loss. The cumulative change in fairvalue, which is entered in
other items in the comprehensive income statement, is rec-
ognized through profit and loss at the moment the anticipated
cash flow is recognized in the income statement.

The Group does notapply hedge accounting to interest rate
swaps and foreign currency denominated loans that hedge
foreign currency denominated netinvestments in foreign busi-
ness units. Changes in the fair value of hedging instruments
are recorded in financial items in the income statement.

If the derivative instruments do not meet the criteria
for hedge accounting specified in IAS 39, the change in
the fair value of the derivative instrument is recognized
immediately in the income statement.
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Goodwill and other intangible assets

The goodwill generated from acquisitions consists of the
difference between acquisition cost and identifiable net
assets valued at fair value. Goodwill has been allocated to
cash generating units. Goodwill and intangible assets with
an unlimited economic life, if there are any, are tested an-
nually for impairment.

Testing for impairmentis done by comparing the amount
of recoverable cash to its carrying amount. A unit's recov-
erable amount is determined from cash flow predictions
discounted to their present value. The discount rate used
in the calculation is based on the business unit's return on
equity requirement. The ROE requirement comprises three
components: the risk-free interest in each country, the general
risk premium in the share market, and the beta coefficient,
which measures the level of risk of operations. The discount
rate used is defined so that the equity structure is debt-free.
The discount rate used in the calculations is defined before
taxes. More information about the sensitivity of the amount
of recoverable cash to changes in the assumptions used is
given in Note 16.

Otherintangible assets include software licenses, com-
puter programs, subscription fees, customer relationships
and technology developed. They are valued at historical
cost and are amortized on a straight-line basis over their
expected useful lives.

The depreciation periods for intangible assets are:

Software licenses, computer programs

and membership fees ... 3-5years
Customer relationships and
technology developed ..., 3-7 years

Any subsequent expenses associated with intangible assets
are capitalized only ifitis likely that the future financial benefit
will flow to the company and if the acquisition cost can be
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reliably determined. Otherwise the costs are recognized as
expenses as they are incurred.

R&D costs

R&D costs are recognized as expenses as they are incurred.
Development costs that meet the criteria specified in IAS 38
are capitalized in intangible assets and amortized over their
effective life span, but no later than in five years. Capitalized
expenses include direct material costs, labor costs, and
related overheads.

A product designed to replace an existing product re-
mains at the research stage until it has been tested and
found feasible in prototype testing and is therefore likely
to become available for sale later. After that, it moves on to
the development stage and the expenses are capitalized on
the balance sheet.

Expenses related to products developed for new product
portfolios are not capitalized since the future benefits of such
products are difficult to estimate. The expenses for products
developed for a specific customer are also not capitalized.

Property, plant, and equipment

Machinery and equipment represent the largest component
of property, plant, and equipment. On the balance sheet these
are valued at original acquisition cost less accumulated
depreciation.

Ordinary maintenance and repair costs are booked as
expensesas incurred. Significant modernization and improve-
ment investments are capitalized and depreciated over the
remaining economic life of the related main asset.

Property, plant, and equipment are depreciated on a
straight-line basis over their economic useful life.

The depreciation schedule for property, plant, and equip-
ment is as follows:

Machinery and equipment........ccooviiiniinnennn 3-15years
Othertangible assets ... 5-10 years

Gains or losses from the sale or disposal of property, plant,
and equipment are recorded in the income statement.

Impairment

The carrying amount of assets is assessed on each balance
sheet date to identify potential impairment. If there are any
indications of impairment, the recoverable amount of the
asset is estimated to be the higher of the net sales price or
the value in use. Impairment is recognized if the carrying
amount exceeds the recoverable amount.

Leases
Leasing agreements where the Group has an essential part
of the risks and benefits inherent in ownership are classified
as finance leases. At the commencement of the lease, they
are entered on the balance sheet at an amount that equals
the fairvalue of the leased property at the commencement of
the lease or a lower present value of the minimum lease pay-
ments. The leasing fees are divided into financial expenses and
loanrepayment. Financial expenses are allocated to financial
periods during the leasing period so that the interest rate for
the remaining debt will be the same for each financial period.
The corresponding leasing liabilities less financial expenses
are included in interest-bearing liabilities. The interest rate
portion of financing is recognized in the income statement
during the leasing period. Property, plant, and equipment
acquired under finance leasing contracts are depreciated
over the lesser of the useful life of the asset or duration of
the lease period.

Leasing agreements that are not finance leases constitute
operating leases. These fees will be recognized as expenses
in equal installments over the leasing period.

Inventories

Inventories are entered on the balance sheet at the ac-
quisition cost or at the lower net realizable value using
the FIFO method.



The acquisition cost of finished goods and work in prog-
ress includes raw materials, direct salaries, and other
direct expenses as well as the appropriate share of indirect
production costs, excluding interest expenses. Net realizable
value is the estimated sales price in ordinary activities less
the costs associated with the sale of products.

Trade and other receivables

Trade and other receivables are recognized at original value.
Uncertain receivables are assessed on the basis of the risk
involved in individual items. Credit losses are recorded as
expenses in the income statement, and on the balance sheet
the amount is deducted from the value of receivables.

Pension schemes

In Group companies, pension schemes are arranged in
different ways depending on the pension legislation and
practices of the country in question. As a rule, the pension
arrangements represent contribution plans. In addition, the
pension schemes of some foreign subsidiaries represent
defined benefit plans.

Payments for contribution plans are recorded as expenses
for the period to which they are allocated. The present value
of defined benefit plansis determined using a method based
onan anticipated benefit unit, and the assets covered by the
arrangement have been valued at fair value on the balance
sheet date. Actuarial gains and losses are recorded in the
income statement during the average remaining years of
employment of the personnel participating in the plan to
the extent that it exceeds 10% of the present value of the
defined benefit plan or the higher fair value of the assets
covered by the plan. At the time of transition on January 1,
2004, all actuarial gains and losses were recorded under
shareholders’ equity.

Revenues

Sales are recognized in connection with the transfer of
ownership-related risks and benefits to the buyer. Gener-
ally, the risks and benefits are transferred at delivery. Sales
adjustment itemsinclude cash discounts as well as exchange
rate profits and losses on sales.

Operating profit

The concept of operating profit is not defined in IAS 1: Pre-
sentation of Financial Statements. The Group has defined it
as follows: Operating profit is the net sum of revenues plus
other operatingincome less purchase costs adjusted with the
change ininventories of finished goods and work in progress
and the expensesarising from production for own use, less
employee benefit costs, depreciation, amortization, and any
impairment losses, and other operating costs. All other
income statement items except those mentioned above are
shown beneath operating profit. Exchange differences are
included in the operating profit provided that they originate
from items related to business operations; otherwise, they
are recorded under financial items.

Government grants

Subsidies received from the government or other parties
are recognized as income in the income statement, with
matching expenses recorded. Subsidies are recorded as
deductions from the corresponding expenses. Subsidies
associated with tangible and intangible assets are deducted
from the asset acquisition price and the net acquisition cost
is capitalized on the balance sheet.

Equity compensation benefits

The Group has a share bonus scheme that offers key person-
nelthe opportunity to receive company shares in three earning
periods of one calendaryear as a reward forachieving their
personaltargets. The earning periods are the calendaryears
2008, 2009, and 2010. The share bonus has been recorded as
anexpense andasanincrease in equity. The amount recorded

as expenses during the earning period has been determined
on the basis of the market value on the day the shares were
awarded. The terms of the share bonus scheme are given
in more detail in Note 26 ‘Share-based payments’.

Provisions

Items related to contracts and other effective obligations that
are likely torequire financial resources are recorded on the
balance sheet as provisions, if theiramount can be reliably
assessed. Currently, these only include warranty provisions
and any negative contracts and outstanding reclamations.
The anticipated future warranty costs of delivered products
are recorded as warranty provisions. Realized warranty
costs, with changes in warranty liability taken into account,
are recorded in the income statement in the period during
which they are incurred.

Income taxes

Taxes in the consolidated income statement include the
Group companies’ taxes paid and accrued corresponding
to the financial result for the period on the basis of taxable
income calculated in accordance with each company’s local
tax regulations, adjustments to taxes from previous financial
periods, and changes in deferred taxes.

The recorded deferred tax receivables and liabilities
include the temporary differences between the Group com-
panies’ taxes and the balance sheet, as well as differences
arising in connection with Group elimination. To calculate
deferred tax assets and liabilities, the tax rate used is the
following year’'s tax rate approved for the country in question
on the balance sheet date or a tax rate which has been in
practice approved on the reporting period closing date. The
most significant tax assets and liabilities consist of tax losses
carried forward, appropriations, capitalizations of develop-
ment costs, non-current asset items allocated at acquisition,
financial instruments, and Group eliminations.
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Deferred tax assets from tax losses carried forward
arerecordedin caseswhereitis likely that the loss can be
used against the taxable income in future financial years.
Deferred tax liabilities are recorded in full.

Contingent liabilities and contingent assets

A contingent liability is a potential obligation generated
as a result of prior events, the existence of which is only
confirmed when an uncertain event outside the Group's
control is materialized. A contingent liability is also an
existing obligation which is not likely to require the fulfill-
ment of the payment obligation or the size of which cannot
be reliably determined. A contingent liability is presented
in the notes.

Acontingent assetis an asset item generated asa result
of prior events, the existence of which is only confirmed
when one or more uncertain event not completely under
the Group's control materializes or fails to materialize in
the future. A contingent asset is presented in the notes
to the financial statements if it is likely that the company
will gain financial benefit from it.

The presentation principle regarding contingent li-
abilities and assets has been harmonized in the Group.
The comparison data from last year has been updated.

Application of revised and amended standards
and interpretations in 2010

In 2010, the Group implemented the revised IFRS 3 Business
Combinations standard. The revised standard contains
several changes important for the Group. In accordance
with the revised standard, an acquisition method continues
to be applied in business combinations. However, certain
changes have been made to the method compared to the
previous IFRS 3 standard. For example, all payments
made to complete an acquisition are recognized in the
fair values of the acquisition date and some contingent
payments classified as liabilities are later measured at
fair value in the comprehensive income statement. For
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each acquisition, it is possible to choose whether the
valuation of the non-controlling shareholders’ share is
based on fair value or on their proportionate share of the
net assets of the object of acquisition. All costs related
to the acquisition are recognized as expenses. Thus the
standard amendments affect the value of goodwill to
be recognized from acquisitions and the sales results
of business operations. The standard amendments will
also affect items to be measured through profit and loss
in both the acquisition period and those financial periods
during which additional sales price is paid or additional
acquisitions are completed. In accordance with the stan-
dard transition rules, business combinations with the
acquisition date prior to the mandatory adoption of the
standard are not adjusted.

In 2010, the Group also adopted the amended IAS 27
Consolidated and Separate Financial Statements standard.
The amended standard requires that the effects of changes
in a subsidiary’s ownership be recognized directly in the
Group's equity when the parent company’'s controlling
interest is maintained. If the controlling interest in the
subsidiary is lost, the possible remaining investment is
measured at fair value through profitand loss. As a result
of the standard amendment, losses of a subsidiary can
be allocated to non-controlling interests even when they
exceed the amount of investment by the non-controlling
interests.

3. Acquired business operations

In March 2010, the Group acquired a majority (85%) of
GlobalInver Sonne S.L, a small Spanish company, in order
to promote its own technology for utilizing solar energy.
The sales price was EUR 0.8 million.

The values of acquired assets and debts taken out as
liabilities at the acquisition date were as follows:

Acquisition cost EUR thousand

Cash price 483
Contingent sales price 329
Fair value of net assets acquired 145
Goodw|uéé7

ltemization of acquired net assets Recognized values

Tangible assets 1
Inventories 50
Receivables, total 33
Cash and cash equivalents 73
Tota[assets ..................................................................... 157
Total liabilities 12
Acqwrednetassets .......................................................... 145

Impact on cash flow

Cash price -483
Contingent sales price -329
Cash funds received 143

Net payment for acquisition
from cash funds 340

The Group is committed to paying EUR 0.3 million as
contingent consideration, of which EUR 0.2 million is
tied to certain technical procedures and EUR 0.1 million
to the revenues of 2010 and 2011 and orders received. If
the Solar business exceeds the budgeted revenues and
order quantity of the Vacon 8000 Solar products by 30%,
the contingent consideration of EUR 0.1 million will be
paid in full.



4. Segment information

Vacon has one business segment, which is AC drives.
Figures for the segment are equal to the figures for the
entire Group. Vacon's operations are organized into the
following functions: Products and Markets, Production,
Research & Development, Finance and Administration,
Human Resources, and IT and Process Development and
Business Development. To ensure that the organization
is customer-oriented, operations are controlled by dis-
tribution channels: distributors, system integrators, end
customers, original equipment manufacturers (OEMJ, and
brand label customers.

Geographical details

The Group operates in three geographic areas: EMEA
(Europe, the Middle East, and Africal, the Americas [North
and South Americal, and APAC (Asia Pacific]. Revenues
are presented by customers’ locations and assets by
location.

Non-current assets are presented without financial
instruments, deferred tax assets, assets related to ben-
efitsarrangements following the end of employment, and
rights arising from insurance contracts.

Geographical areas, revenues from external customers:

EUR thousand 2010 2009

EMEA 227,260 190,837

Americas 60,251 46,308

APAC 50,521 34,891

.1._ Ota[ .............................................. 338 0 32 ................ 272 03 6 .
Revenues

from external Non-current

2010, EUR thousand customers assets
Finland 67,709 31,742
Other countries 270,323 25,634
Tota[ .............................................. 338 032 ................... 5 7376
Revenues

from external Non-current
2009, EUR thousand customers assets
Finland 57,975 29,789
Other countries 214,061 24,720
Tota[ .............................................. 272 036 .................. 54509

Group income from one customer amounted to approxi-
mately EUR 41.3 million in 2010 (EUR 30.7 million in 2009,
which equaled 12.2% (11.3%) of the Group's revenues.

5. Long-term projects

Consolidated revenues recognized from long-term projects
are not included in income in 2010 (EUR 45,000 in 2009).

6. Other operating income

EUR thousand 2010 2009
Rentalincome 192 252
Government grants 195 0
LU SR F— 24
Total 435 276

7. Materials and services

EUR thousand 2010 2009
Materials and consumables

Purchases during

the financial year 186,769 134,329

Change in inventories -5,585 1,095
Externalservices ... S 2 - 2,717
Total 186,664 138,141
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8. Other operating expenses 10. Depreciation and amortization 13. Financial income and expenses
EUR thousand 2010 2009 EUR thousand 2010 2009 EUR thousand 2010 2009
Delivery costs and commissions 8,556 6,370 Depreciation by asset group Interest income from loans
Sales and marketing expenses 10,255 8,757 Intangible assets and other receivables 139 186
Rents 8,005 7,750 Development costs 1,298 979 Exchange rate gains on loans
Administrative expenses 15,195 12,900 Intangible rights 4,257 3,986 andotherreceivables 1.029 30
Othercosts 189 11730 Otherintangibleassets ! 909300 arevmaed stamerined
Total 53,907 47,507 Total 6,064 5,274 acquisition cost -343 -159
Other financialincome ... .. 25 R
Property, plant, and equipment Total 1,084 949
9. Employee benefit related expenses .Machineryandequipment ... Sy 4330
Total 5,022 4,330 Interest expenses on financial loans
EUR thousand 2010 2009 valued at amortized acquisition cost -632 -667
Salaries 50,918 42,198 Total depreciation, amortization, Exchange rate losses on loans
Share bonuses granted paid in and impairment charge 11,086 9,604 and other receivables -1,383 -804
shares 560 252 Other financial expenses -127 -42
Share bonuses granted paid in cash 1,055 462 Total T -2142-1513
Pensions . ’
Defined benefit plans 602 359 11 AUdItor S fees Financial income and expenses, total -1,058 -564
Contribution plans 7,473 6,224 EUR thousand 2010 2009
Otherindirect personnelcosts .. 4262 4003 Auditfees 151 136 : -
Total b4 869 53558 Ton coneuliing e " Itgms above the operating profit include exchange rgte
: differences of EUR -1,090,000 from hedge accounting
Office personnel 808 763 ?g.t.hfl.r..s.?.r.v.'.?.‘?? ............................................... 22?1;% delrivative Fontracts and of EUR 704,0[];] fr(.jm trade re-
Factory personnel 493 468 ceivables (in 2009, EUR 118,000 from derivative contracts
Averagenumberofpersonnel1301 """"""" 1231 and EUR -312,000 from trade receivables].
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12. R&D costs

The income statementincludes research and development
costs recorded as expenses of EUR 16.0 million in 2010

(EUR 12.2 million in 2009).



14. Income taxes

Change in deferred tax assets and liabilities during financial year:

EUR thousand 2010 2009 ltems entered in ltems entered Translation
Taxes based on the taxable income 2010, EUR thousand Jan 1 income statement in equity difference Dec 31
for the financial year -9,345 -5,518 Deferred tax assets:
Taxes on the previous year 107 -50 Employee benefits 27 15 42
Deferredtaxes ... DONNIEN -39% Tax losses carried forward 2,123 201 2,925
Total -8,477 -5,923 Internal margin from inventories 905 628 1,633
.Othertemporary differences . 285 ! 882 . [ 07|
Calculation of taxes Total 3,340 1,476 0 0 4,817
Profit before taxes 27,529 21,976
Taxes calculated in accordance Deferred tax liabilities:
with domestic tax rate 7,158 5,714 Property, plant, and equipment 10 -10 0
Impact of foreign subsidiaries’ Capitalized intangible assets 3,316 686 4,002
differing ltax rates Al 12l Accumulated depreciation difference 1,278 66 21 1,365
Tax-free |nc§me 122 - Other temporary differences 19 -27 -15 -23
Non-deductible expenses 1154 294 G A623 ......................... S 5344
Unrecognized deferred tax assets
from tax losses 1,146 425
Taxes on the previous year 107 50 Deferred taxes, net -1,283 761 15 -21 -528
Other items -341 -336
Taxesin the income statement 8477 5923 200% EURthousand
Deferred tax assets:
Deferred tax assets and liabilities Employee benefits 52 -2 27
EUR thousand 2010 2009 Tax losses carried forward 1,299 824 2,123
Net deferred tax liability is allocated Internal margin from inventories 1,051 -146 905
on the balance sheet as follows: Other temporary differences ... 188 0 285
Deferred tax assets Total 2,585 755 0 0 3,340
Deferred tax liability
Deferred tax liabilities:
Gross change in deferred taxes Property, plant, and equipment 51 -4 10
recorded on the balance sheet: Capitalized intangible assets 2,438 878 3,316
Deferred taxes Jan 1 -1,283 -946 Accumulated depreciation difference 999 271 8 1,278
Items entered in income statement 761 -355 Other temporary differences 43 2 -26 19
Tanelation differonces By 5 e 3531 ........................ 1110 ......................... R — 4623
ltems entered in equity . BLa 15 26
Deferred taxes Dec 31 -528 -1,283 Deferred taxes, net -946 -355 26 -8 -1,283
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15. Earnings per share

Basic earnings per share are calculated by dividing the
profit for the financial period attributable to the equity
holders of the parent company by the weighted average
number of shares outstanding during the year. At the
end of financial years 2009 and 2010, the Group had no
diluting instruments.

EUR thousand 2010 2009

Profit for the financial year
attributable to equity holders
of the parent company

18,524

Number of shares

Weighted average number of

shares during the year 15,213,083 15,204,263

Basic earnings per share, EUR 1.22 1.01
1.22 1.01

Diluted earnings per share, EUR
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16. Intangible assets

Other Other

Development intangible intangible
EUR thousand Goodwill costs rights assets Total 2010 Total 2009
Acquisition cost, Jan 1 8,140 16,132 22,067 2,383 48,722 41,336
Increases 667 4,783 1,627 715 7,792 8,152
Decreases 0 -452
Transfers between items -16 -16 -2
Translation differences 294 350 109 767 -312
Acqu|smoncostDec31 ................................. 9102 ............. 20929 .............. 24028 .............. 3207 57266 ............. 48722 .
Accumulated amortization, Jan 1 0 -6,998 -10,362 -805 -18,165 -13,409
Accumulated amortization
on decreases and transfers 5 5 454
Amortizations
for the financial year -1,298 -4,257 -509 -6,064 -5,273
Translation differences -13 -49 -162 63
Accumulatedamort\zahon Dec31 ...................... D -82% ............. _14727 ............. -1363 ............. - 24386 ............. -18165 .
Carrying amount, Dec 31,2010 9102 | 12634 9301 1844 32880
Carrying amount, Dec 31, 2009 8,140 9,134 11,705 1,578 30,557

Capitalized development costs refer to such development
costs that meet the criteria specified in the IAS 38 standard.
Otherintangible assets include software licenses, computer
programs, subscription fees, customer relationships, and
technology developed.

Impairment testing of goodwill in
cash-generating units
Goodwill is tested annually in accordance with IFRS. Vacon
Group goodwill has been allocated to eight cash-generating
units.

Allocating and testing goodwill at the level of cash-
generating units also helps to plan and monitor the Group's
operations.

Impairment of goodwill is tested by comparing the re-
coverable amount of cash of a cash-generating unit with its
balance sheetvalue. Aunit's recoverable amount is determined
from cash flow predictions discounted to their presentvalue.
The cash flows in turn are based on the five-year forecast
drawn up by the unit's management. The forecast takes into
account only the unit’s organic growth. The basis used for
calculating long-term growth is an annual growth of two
percent, except for India where three percent is used due to
a higher inflation rate than in Western countries.

The Group's goodwill is distributed among eight business
units (the Netherlands, Spain, Italy, Sweden, Germany, the
USA, and India). According to the annual impairment tests,
the recoverable amount of cash of the cash generating units
exceeds their carryingamounts, so the impairment tests have
not resulted in impairment losses being recorded.



Sensitivity analysis

Decline in forecasted operating profit

Management estimates of the future profitability of op-
erations have a key impact on the results of impairment
testing. The estimated growth in business operations and
the operating profit margin affect profitability. The reduc-
tion in forecasted operating profit that would result in the
recoverable amount of the subsidiaries corresponding to
the carryingamount of net assets, varies from unit to unit
between -5% and -66%.

Changes in the company’s markets, the global economy,
and interest rates are reflected in the growth and profit-
ability forecasts for the business units and in the related
risk and requirements for returns. The assumptions made
for the impairment tests are based on the management

17. Property, plant, and equipment

view of the development of the coming financial periods
on the closing date. The forecasts and assumptions have
been drawn up to carry out impairment tests. The fore-
casts and other assumptions are reviewed constantly
and can change.

Advance

Machinery payments and Other
o Land and and  construction tangible

Rise in discount rate EUR thousand water areas equipment in progress assets Total 2010 Total 2009
The discount rate used in calculations also has a major Acquisition cost, Jan 1 132 43,759 1,363 121 45,375 39,062
impact when determining the recoverable amount. Calcu- Increases 3,261 4,543 7 7,811 7,518
lations show that depending on the unit, the subsidiaries Decreases -266 1,139 -1,405 -1,006
can withstand a rise of 1.5-55.6 percentage points in the Transfers between items -78 -9 -87 -22
discount rate before taxes before their recoverable amount Translation differences 907 63 6 976 177
corresponds to the carrying amount of net assets. Acquisition cost, Dec 31 132 47,583 4,821 134 52,670 45,375
Goodwill has been allocated to the following Accumulated depreciation, Jan 1 0 -26,894 0 -8 -26,902 -22,735
cash-generating units: Accumulated depreciation on

decreases and transfers 259 259 94
EUR thousand 2010 2009 Depreciation for the financial year -5,009 -12 -5,021 -4,323
Subsidiaries 9,102 8.140  Translationdifferences ..o s SO - . AL 62

Accumulated depreciation, Dec 31 0 -31,989 0 -21 -32,010 -26,902
Main @assUMPtioNS USed IN IMPair Nt LS iNg: oo et et e ettt e

Carrying amount, Dec 31,2010 ... 182 19994 4821 A8 20,5

2010 2009 Carrying amount, Dec 31, 2009 132 16,865 1,363 13 18,473

Growth in revenues on average
[p.a., five-year forecasts) 5-16 % 5-35%
Pretax discount rate 953-19.60% 9.03-17.10 % Property, plant, and equipment include assets acquired through financial leasing agreements.
Longft.erm growth Lo 2-3% Machinery and Machinery and
Goodwill allocated, EUR 2010, EUR thousand equipment Total 2009, EUR thousand equipment Total
thousand 2102 8140 “Acquisition cost 1,160 1,160 Acquisition cost 1.160 1,160
carnying vaiue: EOR ousand PRS0 3BT Accumulateddepreciation 1060 1060 Accumulated depreciation 1120 1120,
Result of impairment test Carrying amount 0 0 Carrying amount 40 40
[recoverable amount vs.
carrying value) Exceeds Exceeds
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18. Breakdown of financial assets and liabilities by measurement category

Financial assets/

liabilities recognized Financial liabilities

at fair value through Loans and other Available-for-sale  valued atamortized Carrying amounts of
2010, EUR thousand profit and loss receivables financial assets acquisition cost  balance sheet items Fair value Note
Non-current financial assets
Other financial assets 393 3,444 3,837 3,837 21
Current financial assets
Trade and other receivables 87,518 87,518 87,518 23
Derivative contracts in hedge accounting 328 328 328 23
Cashand cash eqUIVALENTS e 18 e 18,392 .. 18302
Carrying amount by measurement category 328 106,303 3,444 0 110,075 110,075
Non-current financial liabilities
Interest-bearing liabilities 9,852 9,852 9,852 28
Current financial liabilities
Interest-bearing liabilities 18,309 18,309 18,309 28
Derivative contracts in hedge accounting 503 503 503 29
Trade and oD e Py A s e 39026 39126 .. 126 27,
Carrying amount by measurement category 503 0 0 67,287 67,790
2009, EUR thousand
Non-current financial assets
Financial receivables 173 173 173 20
Other financial assets 1,935 3,372 5,307 5,307 21
Current financial assets
Trade and other receivables 49,213 49,213 49,213 23
Derivative contracts in hedge accounting 43 43 43 23
Cash and cash equivalents 17172 17172

Carrying amount by measurement category 43 68,493 3,372 0 71,908

Non-current financial liabilities

Interest-bearing liabilities 12,408 12,408 12,408 28
Current financial liabilities

Interest-bearing liabilities 6,384 6,384 6,384 28
Derivative contracts in hedge accounting 292 292 292 29
Ta0e anGONer Payables ettt 22886 22884 22884 29
Carrying amount by measurement category 292 0 0 41,676 41,968 41,968

The carrying amount of the financial receivables correspond to the maximum credit risk on the balance sheet date.
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19. Fair value hierarchy of financial assets and liabilities valued at fair value

Fair values at the end of the financial period

EUR thousand Dec 31,2010 Level 1 Level 2 Level 3

Financial assets recognized at fair value through profit and loss

Forward exchange contracts 362 362

of which in cash flow hedge accounting 328 328

Available-for-sale financial assets

ShareINVestMents rerrrrennererercccsssmmmmnssssnsscssesmssssssssseseee: DO | 3,448

Total 4,134 0 690 3,444

Liabilities valued at fair value

Interest rate swaps 222 222

Forward exchange contracts 628 628

of which in cash flow hedge accounting 503 503

e e e R . e G S
Fair values at the end of the financial period

EUR thousand Dec 31, 2009 Level 1 Level 2 Level 3

Financial assets recognized at fair value through profit and loss

Forward exchange contracts 49 49

of which in cash flow hedge accounting 43 43

Available-for-sale financial assets

T e tS 3372 s e e 3.372.

Total 3,464 0 92 3,372

Liabilities valued at fair value

Interest rate swaps 479 479

Forward exchange contracts 333 333

of which in cash flow hedge accounting 292 292

o R G : 1040

Fair values at hierarchy level 1 are based on the quoted
prices of completely identical asset items or liabilities in
an active market.

The fairvalues of level 2 instruments are to a significant
extent based on inputs other than quoted prices included
in level 1; however, they are based on information that is
observable for the asset item either directly or indirectly.

The Group uses market value reports compiled by Nordea
Bank and Sampo Bank in determining the fair value of
these instruments.

The fair values of level 3 instruments are based on
acquisition cost since their fair value cannot be reliably
determined.
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20. Financial receivables 22. Inventories 24. Cash and cash equivalents

EUR thousand 2010 2009 EUR thousand 2010 2009 EUR thousand 2010 2009
Long-term loans receivables Materials and consumables 14,068 8483  Cashandcashequivalents 827 A
At the beginning of period, Jan | 173 158 Finishedgoods 17813 10804 Total 18392 17172
Increases 0 580 Total 31,881 19,287

Decreases ) 173 Thes,

Atthe end of period, Dec 31 0 173 Inventories were written down by EUR 563,000 to accom-

modate for non-marketable assets in 2010 (2009: EUR
173,000). Non-marketability deductions primarily cover

21. Reconciliation of other spare parts and replacement units.
financial assets valued at fair value
in accordance with level 3 23. Trade and other receivables
EUR thousand 2010 2009
Available-for-sale EUR thousand 2010 2009
| ) Loans and other receivables
nvestment funds: :
At the beginning of period, Jan 1 1,700 1,441 ~ radereceivables DT
Other loan receivables 2174 1,097
INCreases . vreeeeerrerrenrserennene- U2 I 259., :
At the end of period, Dec 31 1,848 1,700 Otherreceivables  ..........0T70 2,656,
Other unquoted holdings: Total 0018 49.213
At the beginning of period, Jan 1 1,672 1,654
Financial assets recognized at fair value
Increases 0 18 !
through profit and loss
Decreases -76 0 . )
......................... Derivative contracts in hedge
At the end of period, Dec 31 1,596 1,672 accounting 328 43
ST R
Available-for-sale financial assets are investments in un-
quoted shares and they are measured at acquisition cost, Accrued income and prepayments 2,974 2.030
since their fair value cannot be determined reliably. Total2974 ........... 2030

Other receivables

At the beginning of period, Jan 1 1,935 245
Increases /decreases ... saz 1,690
At the end of period, Dec 31 393 1,935
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25. Notes relating to shareholders’ equity

Share
Number of Number of ~ Share capital, Own shares, premium
shares own shares EUR EUR  reserve, EUR Total, EUR
Jan1,2009 o 12295000 0812 3,059,000 . T2,646015 . 4,966,488 . 5,379,473
Shares issued as share
bonuses Apr 22, 2009 15,801
Shares issued as share
bonuses Dec 3, 2009 e, 1000 e e
Dec3l, 2009 . .........1529%000 8501 3059000 . "2,646,015 4,966,488 5,379,473
Shares issued as share
bonuses Apr22, 2010 A e e
Dec 31,2010 15,295,000 -80,565 3,059,000 -2,646,015 4,966,488 5,379,473

Vacon's share capital is EUR 3,059,000, divided into
15,295,000 fully paid shares. As stated in the Articles
of Association, the minimum capital is EUR one million
(1,000,000) and maximum capital is EUR four million
(4,000,000). Vacon has one share series. Each share has
a nominal value of EUR 0.20 and each share confers one
vote at the Annual General Meeting.

Under the authorization given at the Annual General
Meeting on March 25, 2004, the company repurchased
95,260 of its own shares, and under the authorization
given at the Annual General Meeting on March 26, 2008,
it repurchased 60,000 of its own shares. 13,688 shares
were issued as a share bonus on April 21, 2006; 18,760
shares on April 12, 2007; 19,500 shares on April 8, 2008,
1,500 shares on December 23, 2008; 15,801 shares on
April 22, 2009; 1,000 shares on December 3, 2009; and
4,446 shares on April 22, 2010, after which the company
holds 80,565 shares.

The Board of Directors’ valid authorizations are pre-
sented in the section Shares and shareholders on page
105.

26. Share-based payments

Share bonus scheme 2008, 2009, and 2010

The Board of Directors of Vacon Plc decided at its meeting
in February 2008 on a new share bonus scheme as part
of the incentive scheme for Vacon Group key personnel.
The goals of the bonus scheme are to bring together the
goals of owners and key personnel to raise the value of
the company, to commit key personnel to the company,
and to offer them a competitive bonus system based on
ownership.

The share bonus scheme offers the target group the
opportunity to receive a bonus of company shares for
three earnings periods of one calendar year by achieving
targets set for these periods. The earnings periods are
the calendar years 2008, 2009, and 2010.

The Board of Directors decides each year on which
key personnel belong to the target group and on their
maximum bonus. The maximum bonus is stated as a
number of shares. The number of Vacon Plc shares to be
given underthe incentive scheme is altogethera maximum
of 135,000 shares for the three earnings periods and, in
addition, an amount will be paid in cash that is required

for taxes and similar expenses on the shares when the
shares are given. The recipients of the share bonus are
also entitled to any dividends accumulated during the
earnings period. The extent to which the targets set for
the earnings period are met determines how much of the
maximum bonus is paid to the key personnel. The targets
set are linked to indicators for the Group's strategic goal
of profitable growth, which are revenues, operating profit,
and working capital in proportion to revenues.

Any bonuses paid under the share bonus scheme are
paid by the end of Aprilin the year after the end of the earn-
ings period as a combination of shares and cash. Shares
paid as abonus must be held for two years after the end of
the earnings period. If the employment relationship of the
recipient of the bonus ends during this two-year period,
the shares must be returned to the Group. An exception
may be made to this rule by a decision of the Board of
Directors of Vacon Plc. If a bonus of shares is paid under
the scheme, members of the Management Team must
hold half of the shares earned under the scheme until
the holding equals the value of their gross annual salary.
This number of shares must be held until the employment
relationship ends.

All key personnel belonging to the target group and
decided on by the Vacon Group Board of Directors must
have a current ongoing employment relationship at a
company belonging to Vacon Group. Belonging to the
target group for the share bonus scheme does not affect
other terms of employment.

The share bonus scheme has three earnings periods of
one calendaryear, which begin on January 1, 2008, January
1, 2009, and January 1, 2010, and end on December 31, in
the respective year. The amount of the bonus to be paid
is determined after the end of the earnings period by the
end of April based on the extent to which the targets have
been met. If the fiscal year for the company had changed
before December 31, 2010, the Board would have had the
right to change the earnings period correspondingly.
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Nature of arrangement: Share bonus scheme

Date of issue

2010-2012
2010
Feb 19,2008

2009-2011
2010
Feb 19,2008

2008-2010
2010
Feb 19,2008

Implementation

Shares and cash

Shares and cash

Shares and cash

Maximum number of shares offered as share bonus during the earning period, share 50,963 44,100 35,100
Share price at time of issue, EUR 26.01 26.01 26.01
Agreed earning period (no. of years) 1 1 1
Agreed period (years] for prohibition on transfer after the earning period 2 1 0
Share price on valuation date, EUR 39.00 32.01 20.30
Assumed participation 91% 100% 100%
Realization of profit-based terms and conditions in the earning year 96% 10% 45%
No. of shares issued under the scheme 48,669 4,502 15,801
Value of shares being issued on valuation date, EUR thousand 1,898 144 321
Share to be paid in cash (for taxes] calculated with the value on balance sheet date and assumed dividend, EUR thousand 2,454 188 425
Total cost of shares issued based on value at the time of issue, EUR thousand 1,266 117 411
Total cost of the share bonus scheme, EUR thousand 3,720 305 836
Share value adjusted with anticipated participation, EUR thousand 1,152 117 411
Consolidated income statement includes 1/3 of the sum in employee benefits and increase in equity, EUR thousand 384 39 137
Remaining amount to be recognized in future financial years after taking the anticipated participation into

consideration, EUR thousand 768 39 0
Amount to be paid in cash adjusted with anticipated participation, EUR thousand 2,246 189 425
Consolidated income statement includes 1/3 of the sum in employee benefits and liabilities, EUR thousand 853 72 130
Remaining amount to be recognized in future financial years after taking the anticipated participation into

consideration, EUR thousand 1,402 59 0
Costs from the share bonus system recorded during the period as employee benefits, EUR thousand 1,237 m 267

The amount recognized as cost from the share bonus scheme during the financial year was based on real financial profit and the probability at which the conditions based on the
result will be met. During the year, these conditions were met. The amount payable in cash changes until the handover of the shares, after which the allocations on remaining

years will be final.
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27. Employee benefits

The Group has different pension arrangements to cover
employee pension security in different parts of the world.
Pension security is based on each country’s local legisla-
tion and standard practices. In Finland, pension security
is largely provided in accordance with the Employees’
Pensions Act [TyEL]. In some countries, supplementary
pensions increase the pension security.

EUR thousand 2010 2009

Reconciliation of employee
benefit-related assets and liabilities

Current value of unfunded obligations 1,233 1,155
Current value of funded obligations 1,326 1,157
Fair value of assets -940 -800
Non-recorded actuarial gains [-)

ORIOSSES [H) e e oL IR 7.
Net liabilities on the balance sheet 1,603 1,495

Distributed on the balance sheet

as follows:

Employee benefit assets -956 -817
Employee benefit liabilities [72999) 2312
Net liabilities on the balance sheet 1,603 1,495

Defined benefit pension costs in
the income statement are determined

as follows:

Labor costs during the year -515 -286
Interest expenses -100 -84
Expected income from assets covered
bythearrangements . BOSRlS| 20
Total -602 -350

Changes in the current value
of the liability are as follows:

Liability at start of year 2,312 1,985
Current service cost 157 170
Interest expenses 100 68
Actuarialgains [-]andlosses [+] NS L 8.
Total 2,559 2,312

Changes in the fair values

of plan assets are as follows: 2010 2009
Fair value of plan assets

at start of year -817 -576
Anticipated return -13 -19
Actuarial gains (-] and losses (+) 10 -89
Payments by employer to scheme -136 -133

i pl i e
atend of year -956 -817

Plan assets are invested in bonds.

Key actuarial assumptions, Dec 31 2010 2009
Discount rate, % 4.42-8.15  4.25-5.25
Expected return on assets, % 4.75 5
Assumed future pay raise, % 3-6 2-3.5
Assumed increase in pensions, % 0.25-2 0.25-2

The Group forecasts that it will pay EUR 0.7 million to
defined benefit pension plans in 2011.

28. Interest-bearing liabilities

Long-term liabilities measured
at amortized acquisition cost

EUR thousand 2010 2009
Bankloans e B 98%2 . 12,408
Total 9,852 12,408

Interest-bearing non-current liabilities by currency:

EUR thousand 2010 2009
Euro-denominated 7,956 8,012
USD-denominated ... Laaah8del 4396
Total 9,852 12,408

Current financial liabilities measured
at amortized acquisition cost

EUR thousand 2010 2009
Repayment of bank loans

in following year 2,844 3,054
Other loans 15,465 3,330
e 1 83[) . S

Interest-bearing current liabilities by currency:

EUR thousand 2010 2009
Euro-denominated 13,765 1,838
USD-denominated 2,844 3,016
CNY-denominated 1,700 1,525
CZK-denominated | 0o
Total 18,309 6,384
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29. Trade and other payables

30. Provisions

EUR thousand 2010 2009 Warranty Other Total

Financial liabilities valued EUR thousand provision  provisions 2010

at amortized acquisition cost Jan 11,2010 1,920 0 1,920

Trade payables 35,110 20,771 Increase

Other current liabilities ... 4016 . 2113 Inprovisions LA 347

Total 39126 22884  Usedprovisions 1920 0. c1920
Dec 31,2010 4,430 3,427 7,857

Financial liabilities recognized Warranty provision

at fair value through profit and loss

R Jan 1, 2009 1,555

Derivative contracts Increase in provisions 1,920

inhedge accounting ! 503 . 292 P |

Total 503 299 Used provisions -1.555
Dec 31,2009 1,920

Advance payments received 4,757 1,695

Salary and personnel expenses 12,751 6,453

Otheraccrued expenses oo B ...4768  TheGroupissuesawarranty forits products. Any defects

Total 22,786 12,916 discovered during the warranty period will be repaired at

84

the company’s expense or the customer will be provided
with a corresponding product. The warranty provision is
based on experience of faulty products in earlieryears. The
warranty provision is expected to be used during the follow-
ingyear. The provision resulting from the lawsuit pending
against the subsidiary in China is EUR 3.4 million.

31. Risks and risk management

Risk management supports Vacon’s growth
Vacon's risk managementis governed by the risk manage-
ment policy approved by the Board of Directors, defining
the objectives, principles, roles and responsibilities of risk
management. The company's risk management aims to
ensure that business objectives are met and the continuity
of business operations is secured. Risk management is
part of the management of the Group's business opera-
tions, itis proactive and aims to take all fundamental risks
into account.

Identifying and assessing risks are important parts
of the risk management process. Risks are identified at
two year intervals at a highly detailed level, and action
plans are created for the mostimportant risks which are
monitored monthly.

The underlying principle is that risk management is
spread throughout all levels of the organization. Every
employee is encouraged to identify risks, assess them,
and report them. Employees are expected to report any
risks either to their immediate superior or to Vacon Plc's
CFO who is in charge of the development of risk man-
agement methods, implementation of risk management,
risk reporting, and insurance programs. Vacon Group's
Management Team assesses risks regularly, revises risk
reporting, if necessary, and reports to the Board of the
parent company on the company’s key risks.



Vacon has defined the following objectives in its risk man-
agement policy and all decision-making is aimed at these:

e ensuring the safety of Vacon's personnel, its customers,
and third parties;

e ensuring the safety and high quality of Vacon's products
and operating methods;

e complying with local and international laws, regulations,
and recommendations;

e ensuring that risks are identified and taken into account
in decision-making;

e ensuring the continuity of business operations and
sustainable growth; and

e protecting Vacon's brand and reputation.

Athorough risk survey was completed in 2010 in collabora-
tion with Aon. The greatest risks identified were the risks
associated with suppliers and interruptions in the opera-
tions. In addition, the availability of components was ranked
high in the risk survey due to the current market situation.
Detailed knowledge of guidelines in different countries was
alsoidentified. Vacon updated its own continuity plan for the
Vaasa plant and strives to update the continuity plans for the
plants in China and the USA in 2011.

Vacon Group's risk policy is explained to all personnel
and it is also included in the orientation of new employees.
More information about risk management is available to
employees, for example, on the Group’s intranet. Vacon Plc
describes the significant near-term risks and uncertainties
associated with business operations in its Interim Reports
and Board of Directors’ report.

Vacon has defined several potential risks that may have
animpact on future profitability and development. The most
significant of these are:

e The risk that Vacon's products or operations cause
injury to its personnel or damage to the property of cus-
tomers or third parties and thus endanger the continua-
tion of their business operations.

e The risk that Vacon's R&D fails or development projects
for new products are delayed or products fail to meet
customer requirements in terms of performance or
price/quality ratio.

e The risk that an unexpected accident endangers the
delivery capability of Vacon’s factories.

e The risk that, due to an unexpected accident, financial
situation or problems with capacity, Vacon's main sup-
pliers, component and software suppliers are unable to
deliver their products on time and in accordance with
the agreed quality criteria.

e The risk that, during the manufacturing process and
testing of a product, its components or software, a qual-
ity defect is not noticed, resulting in a major increase in
quality costs or the recall of all the supplied products.

e The risk that continuous competition and R&D invest-
ments by competitors in the AC drive market cause
greater selling price erosion than anticipated or even the
loss of key Vacon customer accounts.

e The risk that as demand rises, the global market prices
for certain materials and components rise more sharply
than expected.

e The risk that exchange rates change strongly in relation
to each other.

Afew risks are examined and analyzed separately below.

Management of business risks
Administrative risk
Vacon has operations worldwide. It has subsidiaries, branch
offices, or representatives in 27 countries and manufactur-
ing operations in Finland, China, the USA, and ltaly. For this
reason, itisimportant that the Group has clearadministrative
guidelines. The company has defined the Group's adminis-
trative guidelines with different functions that have different
tasks and duties.

The objective of these isto ensure that all major matters
and decisions are consistent and in line with the company’s
objectives.

Risks relating to business operations, sales, and result
The risks relating to markets, products, customers, goods
suppliers, and components are monitored regularly as part
of normal business processes. These risks are also assessed
and monitored as part of the Group’s strategy processes.

Supplier risk

Vacon is dependent for its materials and components on its
suppliers and their ability to supply products at the right time
and in accordance with the agreed quality criteria. On aver-
age, 56% of the Group's total costs are for components and
materials: see the table ‘Breakdown of costs and revenues'’.
Thisand the ability of suppliers to expand their own capacity
may create a risk for Vacon.

Itis essentialthat, interms of efficient logistics and invest-
ments, suppliers are able to meet quality and environmental
requirements and supply goods at the right time. For this
reason, suppliers, their products, and other services are
monitored regularly. All the company’s suppliers are audited
at least once every two years.

Breakdown of costs and revenues Jan 1 - Dec 31, 2010

% of total costs % of revenues

Materials 56.40% 51.63%
Services 1.77% 1.62%
Delivery costs and

commissions 2.76% 2.53%
Employee benefit related

expenses 20.96% 19.19%
Sales and marketing

expenses 3.31% 3.03%
Rents 2.59% 2.37%
Administrative expenses 4.91% 4.50%
Other income

and expenses 3.70% 3.39%
Depreciation/amortization . 398% . 3.28%
Total 100.00% 91.54%
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Asset and liability risks

Vacon Plc aims to prevent damage with proactive risk
management actions. Itis particularly important to protect
production plants. Vacon Plc has taken out global insur-
ance schemes against property, business interruption,
transport, and liability risks. The Group’s parent company
administers all the global insurance schemes relating to
the company’s operations. Management of otherinsurance
is spread among the different companies.

Management of financial risks

The Group is exposed to several financial risks in its
normal business operations. The objective of risk man-
agement in the Group is to minimize the harmful impact
of changes on the Group's financial result. The Board of
Directors of the parent company approves the Group’'s
general principles for risk management, and the finance
function at the Group’s parent company is responsible
for their practical implementation. The finance function
identifies and assesses risks and obtains the instruments
required to protect against the risks. Hedging transactions
are carried out in accordance with the written risk man-
agement principles approved by Group management. The
Group uses foreign exchange forwards, foreign currency
loans, and interest rate swaps in its risk management.
Derivative contracts are signed for hedging purposes,
and hedge accounting, as defined in IFRS, is applied to
them when they hedge the cash flow from operations.
Hedge accounting is not applied to derivative contracts
that protect net investments.

Foreign exchange risk

The company has business operations in 27 countries.
The Group supplies its products and services directly and
through partners to a total of more than 100 countries.
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This means that the Group is exposed to foreign exchange
risks arising from exports and imports, from internal
transactions, financing for non-Finnish subsidiaries, and
currency-denominated shareholders’ equity.

The Group’s biggest currency risks, however, arise
from exports and imports. The Group’s biggest invoicing
currency, apart from the euro, is the US dollar, which ac-
counts directly orindirectly for some 17.6% (17.0%) of the
Group’s invoicing. The other invoicing currencies are the
Swedish krona, the Norwegian krone, the Danish krone,
the British pound, the Russian ruble, the Czech koruna,
the Chinese renminbi, the Indian rupee, the Australian
dollar, the Canadian dollar, the Mexican peso, the Arab
Emirates dirham, and the South Korean won. Of these,
the Asian currencies account for approximately 14.9%
(12.8%) of the Group's invoicing and the European non-euro
currencies for 10.1% (11.4%). Invoicing directly related to
euro accounted for 57.4% (58.8%]) in 2010. Currency-linked
purchases in the Group account for approximately 16.1%
(12.9%) of revenues.

Inaccordance with the Group's finance policy, money
transactions between the Group’s parent company and
subsidiaries are made in the subsidiary’s business cur-
rency. This being the case, the transaction risk focuses
almost entirely on the Group’s parent company, and thus
the Group’s non-Finnish subsidiaries are not exposed to
any significant transaction risk. In accordance with the
Group’s finance policy, binding delivery and purchase
contracts are hedged in full. In addition, forecasted cur-
rency-denominated cash flows in the parent company are
hedged for six months for about 70% of the estimated cash
flow. Vacon has foreign currency denominated assets and
liabilities on the balance sheet, such as foreign currency
loans, trade receivables and payables, and cash flows
in currencies other than the Group’s business currency.
The main principle is to hedge in full against this balance
sheet risk. The hedging instruments used are foreign
exchange forwards.

The tables below show the transaction positions in
the Group’s main currencies.

2010, EUR thousand usD GBP SEK NOK AUD CzK DKK CNY
Forecasted items 9,656 1,292 3,096 571 609 785 1,826 -485
Assets 28,072 1,293 1,149 228 2,676 11,976 1,381 -3,838
Liabilities -5,923 -52 -43 -46 -14 -12 0 6,676
Hedging -26,867 -1,933 -2,844 -513 -3,176 -5,024 -2,147 0
i e (. .
2009, EUR thousand usD GBP SEK NOK AUD CzZK DKK CNY
Forecasted items 6,688 1,016 2,033 458 214 664 1,189 -353
Assets 15,887 1,203 750 307 2,188 1,467 593 -3,160
Liabilities -7,217 -7 -34 -2 -3 -5 -0 2,337
HEdging . 9093 1782 883 806 2280 188 1209 0
Net position 6,264 429 896 258 119 268 573 -1.176




The table below shows the effect of the euro strengthen-
ing or weakening by 10% against the US dollar, British
pound, Swedish krona, Norwegian krone, Australian dol-
lar, Czech koruna, Danish krone, and Chinese renminbi
when all other factors remain unchanged. The sensitivity
analysis is based on the foreign currency denominated

Transaction risk

Strengthening of euro, 10%

assets, liabilities, and forecast items on the balance sheet
date. The sensitivity analysis also takes into account the
effect of foreign currency derivatives that net the impact
of changes in exchange rates. The tax impact has not
been accounted for.

Weakening of euro, 10%

Dec 31, 2010, Equity (other Equity (other

EUR thousand comprehensive income) Profit for period comprehensive income) Profit for period
usD 409 =779 -500 952
GBP 58 5 -71 -6
SEK 122 36 -149 -44
NOK 26 4 -32 -5
AUD 45 1 -56 -2
CzK 0 -631 0 771
DKK 70 0 -85 0
CNY 0 -258 0 315

Transaction risk

Strengthening of euro, 10%

Weakening of euro, 10%

Dec 31, 2009, Equity (other Equity (other

EUR thousand comprehensive income) Profit for period comprehensive income) Profit for period
usD 72 -33 -87 40
GBP 53 19 -64 -1
SEK 89 15 -108 -18
NOK 18 0 -22 0
AUD 8 0 -10 0
CZK 36 0 -43 -1
DKK 49 7 -60 -9
CNY 0 75 0 -91

The translation position consists of investments in non-
Finnish subsidiaries. The general principle is not to hedge
the translation position, but Vacon may try to reduce the
variation in the amount of the Group’s shareholders’ equity
asaresultof the translation risk with hedging transactions.
The Group's Board of Directors decides on the hedging
policy. The most significant exchange rate risks relating
to foreign net investments come from the equity of the
subsidiaries in the USA and China.

The table below shows the Group’'s most significant
translation position.

Translation position  Translation position

EUR thousand Dec 31,2010 Dec 31, 2009
D USD . ush
Capitalinvested 8,382 7,774
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Interest rate risk

Changes in the level of market interest rates may affect
the Group's financing costs, the revenue from financial
investments, and the valuation of financial derivative
instruments. The Group's gearing and balance sheet
structure are such thatinterest rate risk is low. The Group
hedges against interest rate risks through its choice of
interest rate periods for loans. Some of the loans have
been hedged to fixed rates. The Group's Board of Directors
decides on the hedging policy and this is implemented by
the finance function.

The total amount of credit on the balance sheet date
was EUR 12.7 million, and this was 100% variable inter-
est rate (EUR 17.0 million on December 31, 2009, with
100% variable interest rate). On the balance sheet date,
the Group had outstanding interest rate swaps worth
EUR 5.7 (11.9) million. Hedge accounting is not applied to
interest rate swaps.

The average interest rate of loans was 1.0% (0.8%). The
loan agreements contain normal covenant terms.

Customer credit risks
Creditrisks relating to commercial operations are primarily
the responsibility of the operative units. A credit policy has
been defined for the sales organization that governs the
delivery and payment terms granted to customers, how
these are monitored, and the collection of payment.

Country risk is continuously monitored and limits
are set for granting credit in areas where the political or
financial situationis unstable. The risk is also reduced by
using letters of credit and paymentsin advance. Some 86%
(87%) of the Group's receivables are from OECD countries,
which represent a low country risk.

During the financial year, credit losses recognized in
the income statement totaled EUR 0.3 million (EUR 0.9
million in 2009). The credit losses were due to an unex-
pected change in a customer’s financial environment.
The Group monitors the liquidity of its customers on an
ongoing basis and is active in collection.

Breakdown of trade receivables

The table below shows the impact on the result of a by due date, EUR thousand 2010 2009
one percentage point change in interest rates. Not yet due 63,054 36,186
1-90 days after due date 13,037 8,569

Interest rate sensitivity, 91-180 days after due date 1,033 569
EUR thousand Dec 31,2010  Dec 31, 2009 181-270 days after due date 381 71
Interest rate rises, 271-365 days after due date 69 65
! percentage point Over3¢5daysafterduedate 0 0

Variable interest loans -126 -154 Total 77574 45460
JInterestrate swaps B - I

Net impact on result -70 -35
Interest rate decreases, When the Group invests cash funds and enters into deriva-
1 percentage point . |

Variable interest loans 75 59 tive contracts, it only accepts as counterpartysuch partner

Interest rate swaps 1 38 banks that are approved by the Board of Directors.
Netlmpactonresult ................................ . AR o
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Liquidity risk
The Group continually assesses and monitors the amount
of financing required by operations so that the Group has
sufficient liquid funds to finance operations and to repay
loans as they mature. The Group maintains immediate
liquidity with cash management solutions such as Group
accounts and bank credit facilities. The amount of unused
credit facilities on December 31,2010, was EUR 28.1 (EUR
27.9) million, of which the amount of committed credit facili-
tieswas EUR 2.2 million, the amount of open-ended credit
facilities EUR 16.5 million and the amount of facilities to
be renewed annually EUR 9.4 million. Surplus liquid funds
areinvested in partner banks. Liquid funds on December
31,2010, totaled EUR 18.4 (17.2) million.

The following table shows a maturity analysis based
on the contracts made. The figures are not discounted and
include interest payments and repayment of capital.
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(9]
Dec 31, 2010, EUR thousand Carrying amount Cash flow Lessthan 1year 1-2 years 2-5years Equity management z
Bank loans 12,696 -12,910 -3,017 -9.8%4 The objective of the Group's equity management is to )%
Trade payables and other short-term debts 39,126 -39,126 -39,126 support business operations through an optimal equity %
Financial commitments -118 -118 structure by ensuring normal operating conditions and to §
Checkcreditfacility 3695 3695 3895 increase shareholder value. The goal is to obtain the best g
Total 65,517 -65,849 -55,956 -9.894 possible profit. The optimal equity structure also ensures 3
Foreign exchange forwards the small cost of capital. Most of the Group's growth is m
in hedge accounting organic, but Vacon does not exclude the possibility of ac- E
= Payable cash flows “47.368 ~47,368 quisitions. Organic growth will be financed by cash flow 2
- Recelvable cash flows 47,022 47,022 from operations and, in the case of further acquisitions, @
Interestrate SWaps s 222 L TRAD L O, . gearing can be increased to a maximum of 60%. E
Total _ _ 222 -986 522 4 The Group's interest-bearing net liabilities at the end 7
Contracts of suretyship. maximum 10,569 Ll 392 1538 £ 2010 amounted to EUR 9.8 million [EUR 1.6 million on @
) Dec 31, 2009) and gearing was 10.7% (2.0%). Gearing is
Dec 31, 2009, EUR thousand Carrying amount Cash flow Lessthan 1year 1-2 years 2-5years calculated by dividing interest-bearing liabilities by total
Bank loans 17,042 -17,317 -4,746 -2,783 -9,788 ) [T . . .
equity. Net liabilities include interest-bearing liabilities
Trade payables and other short-term debts 22,884 -22,884 -22,884 less cash and cash equivalents
Financial commitments -266 -150 -116 Gearing was as follows: ‘
Check creditfacility e 1790 LI00 LT00 A
Total 41,676 -42,217 -29,530 -2,899 -9,788
. EUR thousand 2010 2009
Foreign exchange forwards —
in hedge accounting Interest-bearing liabilities 28,161 18,792
- Payable cash flows -18,583 14,284 Cash and cash equivalents -18,392 -17172
- Receivable cash flows 18,260 -18,583 Net liabilities 7.769 1:620
Interestrateswaps 479 64l Al6 165 -0 Tetalequlty 51343
Total 479 964 739 165 60 Gearing. % 107 2.0

Contracts of suretyship, maximum -7,102 -6,396 -348 -357

89




32. Operating leases

Minimum rents for irrevocable operating leases:

EUR thousand 2010 2009
In one year 7,419 7,096
In more than one and less than five years 23,062 23,164
In more than five years 13,860 18,898
T e 443A1 ................... 491 G
33. Contingent liabilities and assets
EUR thousand 2010 2009
Collateral and contingencies given on one’'s own behalf

Contract guarantees 7,830 4446

Financial commitmentin capital investment funds 118 266
R aaaanoaey 7948 .................... 4712 .
Collateral and contingencies given on behalf of others

Contract guarantees 275 828
LSUBTAMEES o reeveensrnmnscenrsssssssssnssssessnsnescensnnnne- g 2,442,
Total 3,987 3,270

An agreement has been reached on EUR 20 million credit facilities on which the Group
companies have jointly provided a contingency. The parent company has a pending tax
proceeding regarding the tax inspection of transfer pricing.
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34. Related party transactions

Vacon Group has a related party relationship with its associated companies, Board
members, the parent company’s President and CEO, the Management Team and their
immediate families, and companies in which the said persons have a controlling interest
or in which they exercise significant control.

The Group’s control in its parent company and subsidiaries is as follows:

Parent company Group
The Group's parent company is Vacon Plc, Vaasa, Finland holding % votes (%)
Group subsidiaries:
Vacon GmbH, Essen, Germany 100 100
Vacon Benelux B.V., Gorinchem, the Netherlands 100 100
Vacon SpA, Reggio Emilia, Italy 100 100
Vacon Drives Ibérica S.A., Terrassa, Spain 100 100
Vacon Drives (UK] Ltd, Leicestershire, UK 70 70
Vacon AB, Solna, Sweden 100 100
Vacon AT Antriebssysteme GmbH, Leobersdorf, Austria 70 70
ZAQ Vacon Drives, Moscow, Russia 100 100
Vacon France SAS, Saint Pierre du Perray, France 70 70
Vacon AS, Holmestrand, Norway 80 80
Vacon Benelux NV/Sa, Heverlee, Belgium 100 100
Vacon Suzhou Drives Co. Ltd., Suzhou, China 100 100
Vacon Drives & Control Pvt Ltd, Chennai, India 100 100
Vacon Pacific Pty Ltd, Melbourne, Australia 93 93
Vacon Inc., Chambersburg, PA, USA 100 100
Vacon s.r.l., Naturns, Italy 100 100
TB Wood's (India) Pvt. Ltd., Bangalore, India 100 100
Vacon s.r.o., Prague, Czech Republic 100 100
Vaasa Control de Mexico, Mexico City, Mexico 100 100
Vacon Drives A/S, Sgnderborg, Denmark 100 100
Vacon Korea Ltd, Seoul, South Korea 100 100
Vacon Canada Inc, Stratford, Ontario, Canada 100 100
Vacon America Latina Ltda, Sdo Paulo, Brazil 100 100
Vacon Solar S.L., Manresa, Spain 85 85




Management cash-based employment benefits:

EUR thousand 2010 2009

Salaries and other short-term benefits 1,342 2,059

Benefits to be paid on dismissal 1,606 1,538

Post-employment benefits 990 598

Sharecbased benefits e 184, .56

Total 4,092 4,761

Management salaries and fees:

EUR thousand 2010 2009
Vesa Laisi, President and CEO 337 479
Heikki Hiltunen, Executive Vice President 277 388

Board members:

Jan Inborr, Chairman 30 57
Pekka Ahlgvist 15 28
Jari Eklund 15 28
Juha Kytéla 1
Panu Routila 1
Mika Vehvilédinen, vice-chairman 15 "
Riitta Viitala 15 28
Mauri Holma 4 28
Veijo Karppinen 4 28
Kalle Heikkinen 17
. ; 341092

The retirement age of the parent company’s President and CEO is 60 years. The com-
pany has taken out pension insurance for the President and CEO, on the basis of which
the pension to be paid is 60% of the salary that the pension is based on. The pension
ends when the President and CEO turns 65. The salary that the pension is determined
onis based on the average monthly salary calculated from the TyEL employee pension
earnings basis from the last four years. The members of the Management Team have

an equivalent pension age and pension insurance.
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PARENT COMPANY'S FINANCIAL STATEMENTS




INCOME STATEMENT OF THE PARENT COMPANY (FAS]

EUR thousand Note  Jan 1-Dec 31, 2010 %  Jan 1-Dec 31, 2009 %
Revenues 2 260,409 100.0 206,272 100.0
Change in inventories of finished goods and work in progress 722 -738
Other operating income 3 228 264

Materials and services

Materials and consumables
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Purchases during the financial year -151,251 -115,424

Change in inventories 2,658 -1,110
CEXIEINALSEIVICES | e ses e es oo s et eee s seeasenrenrs s es e Ssstaasent st see st BB eeeeeereerenereerereneeeneneeseeeen 20T e,
-153,373 -58.9 -118,631 -57.5

Personnel expenses 4 -39,769 -32,238

Depreciation/amortization 7 -5,560 -4,988
OENEr OPETANG BXPENSES | et e B e 08008 .
Operating profit 23,616 9.1 11,879 5.8
Financialincome and eXpenses | et 7 G OO 300 s
Profit before appropriations and taxes 26,676 10.2 15,786 7.7

Appropriations 10 -240 -998
O S e D . 12 4 SO
Profit for the period 20,074 7.7 11,790 5.7
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BALANCE SHEET FOR THE PARENT COMPANY (FAS)]

Dec 31 Dec 31, Dec 31 Dec 31
Assets, EUR thousand Note 2010 % 2009 % Equity and liabilities, EUR thousand Note 2010 % 2009 %
Non-current assets Equity 18,19
Intangible assets 12 Share capital 3,059 3,059
Intangible rights 4,540 5,310 Share premium 4,966 4,966
.Other long-termexpenditure e e e 008 Retained earnings S 38,686
5,779 3.9 6,318 5.7 Profit for period 20,074 11,790
Shareholderseqmty,total ................................................. 67928 ..... E - 58502 R
Tangible assets 13
Land and water areas 132 132 Accumulated appropriations
Machinery and equipment 9131 10,396 Depreciation difference 20 4,601 3.1 4,361 4.0
Other tangible assets 42 42
Construction in progress 1,724 1,178 Liabilities 21
.......................................................................................... 110297411748 e oo o
Loans from financial institutions 9,796 12,296
Investments 14 Other non-current liabilities 173 0
Investmente i Group companics - 15,799 Ty e — 9%9 ....... P R 122% ..... S
Receivables from Group companies 19,926 18,067 Current liabilities
Other shares and investments 3,352 3,280 Loans from financial institutions 16,539 4,553
JOtherreceivables e e 13 e 196 Advance payments received 0 1
39,090 261 36,197 329 Trade payables 28,101 17,365
Totalnon-currentassets 55,898 373 54,263 493 Other current liabilities 3,445 4,433
Provisions 3,104 1,609
Currentassets . Accrued expenses and deferredincome .22 Ll 1L S
Inventories 67,381  45.0 35,015 318
Materials and consumables 6,569 3,911
Finished goods 3783 3,031 Total liabilities 77,351  51.6 47,312 429
.......................................................................................... 1 032369694263 Total equity and liabilities e oet] oo 10476 100.0
Current receivables 16
Trade receivables 71,530 37,899
Loan receivables 2,363 1,612
Other receivables 3,234 1,813
.repaid expenses and accruedincome . 17 . G
78,868  52.6 42,315 38.4
Cash and cash equivalents 4,792 6,654
Total current assets 93,982  62.7 55,911 50.7
Total assets 149,880 100.0 110,174 100.0
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CASH FLOW STATEMENT FOR THE PARENT COMPANY (FAS)

EUR thousand

Jan 1-Dec 31,2010 Jan 1-Dec 31, 2009

Cash flow from operating activities

Profit for period 20,074 11,790
Adjustments:
Depreciation/amortization 5,560 4,988
Financial income and expenses -3,061 -3,907
Appropriations 240 998
Taxes 6,362 2,998
Other adjustments -30 317
...................................................................................................... ; 914617184
Changes in working capital:
Change in current receivables -35,752 7,881
Change ininventories -3,381 1,848
Change in non-interest-bearing liabilities 18280 17
9,013
Interest received 475
Interest paid -835
Dividends received 3,647
Other financial items 108

Taxes paid

Cash flow from operating activities

Cash flow from investing activities

Investments in tangible and intangible assets -4,303 -5,596

Loans granted -2,159 -1,492

Other investments -1,554 -1,139

Repayments on loan receivables 1,138 2,209

Sold shares in subsidiaries 0 14

Purchased shares in subsidiaries -1,052

Proceeds from the divestiture of other investments . 281 565
Cash flow from investing activities -6,492

Cash flow from financing activities

Proceeds from long-term borrowings 173 0

Repayments on long-term loans -1,969 -3,076

Proceeds from short-term borrowings 14,005 2,990

Repayments on short-term loans =3, 123 -6,551

DIVIGENTSPAId e 0847 9876
Cash flow from financing activities -1,561 -16,514

Change in liquid funds -1,862 3,400

Liquid funds at the beginning of the period 6,654 3,253

Liquid funds at the end of the period 4,792 6,654
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NOTES TO THE FINANCIAL STATEMENTS OF THE PARENT COMPANY

1. Accounting principles
for financial statements

General accounting principles

The financial statements of Vacon Plc have been prepared
and presented in accordance with the Finnish Accounting
Standards (FAS) and other laws and regulations in force in
Finland.

When preparing the financial statements, the company’s
managementis required by the regulations in force and good
accounting practice to make assessments and assump-
tions that affect the valuation and allocation of the financial
statement items. Although the assessments are based on
the latest available information, the final figures may differ
from these assessments.

Revenues

Sales are recognized in connection with the transfer of
ownership-related risks and benefits to the buyer. Usually,
salesarerecognized at the date of delivery. Sales adjustment
items include cash discounts as well as exchange rate profits
and losses on sales.

Long-term projects are partially recognized as income
for the financial period in cases that involve fixed-price con-
tracts the outcome of which can be reliably assessed. The
percentage-of-completion required in long-term projects is
measured from the share of the to-date costs of the estimated
total costs of the project, i.e. using the cost-to-cost method.
If it is likely that the overall costs of the project will exceed
the overall income, the expected losses are immediately
recognized as expenses.

Other operating income

ltems booked as other operating revenues are gains on the
sale of assets, subsidies received and other regular revenues
not related to sales of goods or services such as rents.
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Foreign currency items

Business transactions in foreign currencies are recorded at
the exchange rates on the transaction date. Receivables and
payables on the balance sheet date are valued at the average
exchange rate on the balance sheet date. Exchange rate dif-
ferences associated with sales and purchases are recorded as
adjustments to these items. Exchange rate gains and losses
related to financial operations are recorded under financial
income and expenses.

Derivative contracts

Foreign currency items are hedged with forward contracts.
Open hedging instruments for foreign currency items are
valued at fair value on the balance sheet date and recorded
under sales adjustment items or financial items, based on
theitem to be hedged, in the income statement. Interest rate
derivatives are used to manage interest rate exposure. Inter-
est swaps are measured on the basis of the interest rates
of the balance sheet date. The accounting principles for the
consolidated financial statements contain more details about
the use of financial instruments.

Pension arrangements

Statutory and any supplementary pension obligations are
covered through payments to pension insurance companies
and recorded as determined by periodic actuarial calculations
prepared by those institutions.

Leasing and rental liabilities

Leasing payments are treated as rent expenses. Unpaid
leasing and rental fees are recorded under leasing and
rental liabilities in the notes to the parent company financial
statements.

Collateral and contingent liabilities

The presentation method for collateral and contingent Li-
abilities has been harmonized and thus the comparison data
from 2009 has been reviewed.

Income taxes

The company’s taxes include taxes paid and accrued cor-
responding to the financial result for the period on the basis
of taxable income calculated in accordance with Finnish
tax regulations, and adjustments to taxes from previous
financial periods.

R&D costs

R&D costs are recorded under expenses. R&D grants received
are entered as deductions under the relevantitems. The ac-
counting principles for the consolidated financial statements
have more details about capitalizing R&D expenses.

Fixed assets and depreciation

Fixed assets are measured on the balance sheet at their origi-
nalacquisition cost less accumulated planned depreciation.
Planned depreciation is calculated on a straight-line basis
for the items on the original acquisition cost, based on the
estimated useful economic life. The depreciation schedule
in accordance with the consolidated accounting principles

is as follows:
Intangible @ssets ..o 3-5years
Machinery and equipment......cccccceveeeieieennn, 3-15years
Other tangible assets ..o 5-10years
Investments

Long-term investments are valued at acquisition cost. When
disposing of anon-currentinvestment, the difference between
sales price and current balance sheetvalue isrecognized as
an expense or income.

Investments in subsidiaries are valued at acquisition cost
on the balance sheet. Investments in associated companies
are presented as other long-term investments on the bal-
ance sheet. Associated companies are companies in which
Vacon has 20-50% of the voting rights or in which Vacon
has a significant but not controlling interest. During the
2010 financial year, Vacon had no investments in associated
companies.



Inventories

Inventories are valued at the acquisition cost or the net
realizable value, whichever is lower. The acquisition cost
has been determined using the FIFO method. The acquisi-
tion cost of finished goods and work in progress includes
raw materials, direct salaries, and other direct expenses
as well as the appropriate share of indirect production
costs, excluding interest expenses. When applying the
lowestvalue principle, the value is based on the estimated
sales price in ordinary activities less the costs associated
with the sale of products.

Provisions

ltems related to contracts and other effective obligations
that are likely to require financial resources are recorded
on the balance sheet as provisions, if their amount can
be reliably assessed. These items currently include only
warranty provisions and any negative project margins. The
anticipated future warranty costs of delivered products
are recorded as warranty provisions. Realized warranty
costs, with changes in warranty liability taken into account,
arerecorded inthe income statementin the period during
which they are incurred.

Dividends and own shares
Dividends proposed by the Board of Directors are not
recorded in the financial statements until they have been
approved by the Annual General Meeting.

When purchasing the company’s own shares, the
amount paid for them, including the direct purchase costs,
is recorded as a decrease in shareholders’ equity.

2. Revenues

Revenues are divided into three geographical market
areas: EMEA (Europe, the Middle East, and Africal, Ameri-
cas [North and South America) and APAC (Asia Pacific
region). Revenues are divided according to the location
of customers.

4. Personnel expenses

EUR thousand 2010 2009
Wages, salaries, and bonuses 32,770 26,182
Pension costs 5,249 4,266
Other personnel costs 1,751 1,789
gl 39 B 32238

EUR thousand 2010 2009 Management salaries and fees

Revenues by market area President and CEQO and his deputy 614 867
EMEA 181,677 149.223  Members of the Board of Directors 120 227
Americas 51,915 37,152 Total 734 1,095
APAC 26,818 19,897

Total 260,409 206,272

Projects recognized using the
percentage-of-completion method

Revenue recognized as income 0 45

Salaries and fees of the President and CEO, his deputy
and Board members are presented in note 34 to the
Consolidated Financial Statements.

5. Average number of personnel

3. Other operating income 2010 2009
Office personnel 346 326

EUR thousand 2010 2009 Factory personnel ! AU 340,

Rental income 192 252 Total 686 666

AU, — 12

Total 228 264

6. President and CEQ’s pension
commitments

The retirement age of the parent company’s President
and CEO is 60 years.
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7. Depreciation and amortization 10. Appropriations 11. Income taxes

EUR thousand 2010 2009 EUR thousand 2010 2009 EUR thousand 2010 2009
Intangible assets 2,532 2,246 The difference between planned Direct taxes for current year -6,443 -2,762
Tangible assets 3,028 2,743 depreciation and depreciation Direct taxes for previous years 94 -162
Total plamned depreciation T 5540 ises  Presented for taxation U0 99 Gipertaxes and similar payments B

R - 6362 .......... oo

8. Auditor’s fees

EUR thousand 2010 2009 12 |ntangible assets
Audit fees 35 35 ' v
: Intangible Other long-term Total Total
Tax consulting 21 16 EUR thousand rights expenditure 2010 2009
Otherservices e 88, 14 Acquisition cost, Jan 1 11,929 1,306 13,234 11,29
fore! e O INCTEASES e 1986 408 I3
Acquisition cost, Dec 31 13,514 1,714 15,228 13,234
9. Financial income and expenses
Accumulated amortization, Jan 1 -6,619 -298 -6,917 -4,671
EUR thousand 2010 2009 Amortization for the financial year -2,356 -176 -2,532 -2,246
Dividend income from Group
companies 3,312 3,647
Interest income from Group ;
companies 394 436 Carrying amount, Dec 31, 2009 5,310 1,008 6,318
Interest income and financial income
fromothers o o 278
Total 4,495 4,362
Reversal of impairment loss of long-
term investments 0 579
Interest income and financial
income, total 4,495 4,941
Interest expenses and financial
expenses to others -1,434 -1,034
Financial income and expenses, total 3,061 3,907
The item "Interest and financial
income from others” includes
unrealized exchange rate gains 531 240
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o
=z
o
—
(9]
13. Tangible assets z
g
Advance payments 5
Land and water Machinery and and construction Other tangible o
EUR thousand areas equipment in progress assets Total 2010 Total 2009 2
3
Acquisition cost, Jan 1 132 29,792 1,178 42 31,144 27,488 ~
Increases 1,763 1,685 3,448 4,533 <
BT BaOEE e e T30 e S 877 z
Acquisition cost, Dec 31 132 31,555 1,724 42 33,453 31,144 %
>
r
Accumulated depreciation, Jan 1 0 -19,396 0 0 -19.396 -16,654 E
Depreciation for the financialyear 02 e L 2743 §
Accumulated depreciation, Dec 31 0 -22,424 0 0 -22,424 -19,396 g
(%]
Carrying amount, Dec 31, 2010 e 182 28 LT28 e, A2 R ...................ooeee......
Carrying amount, Dec 31, 2009 e e 132 e 10398 T B e 11,748
Carrying amount of production machinery and equipment
D8 T 2 e e B0 e
Carrying amount of production machinery and equipment
Dec 31,2009 9,954
14. Investments
Investments
EUR thousand in Group companies  Other shares and investments Total 2010 Total 2009
Shares, Jan 1 14,655 3,280 17,935 16,637
Increases 1,144 148 1,292 1,311
D S e et D =76 [ WL ... 1A
Carrying amount, Dec 31 15,799 3,352 19,151 17,935
Receivables
EUR thousand from Group companies Other receivables Total 2010 Total 2009
Receivables, Jan 1 18,067 196 18,263 18,697
Increases 2,159 5 2,165 2,072
Decreases and lransfers bEWeen 1emSs | e s Ml 0 129006,
Carrying amount, Dec 31 19,926 13 19,939 18,263
SR e ents Gy ; 9090 ......................................... 361 5
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15. Shareholdings

Parent company votes %

Parent company holding %

16. Current receivables

Group companies: EUR thousand 2010 2009

Vacon GmbH, Essen, Germany 100 100 Receivables from Group companies

Vacon Benelux B.V., Gorinchem, the Netherlands 100 100 Trade receivables 49,060 18,033

Vacon SpA, Reggio Emila, aly I o Loanreceivadles 1916 ss

Vacon Drives Ibérica S.A., Terrassa, Spain 100 100 Total 50,976 18,548

Vacon Drives (UK] Ltd, Leicestershire, UK 70 70

Vacon AB, Solna, Sweden 100 100 Receivables from others

Vacon AT Antriebssysteme GmbH, Leobersdorf, Austria 70 70 Trade receivables 22,470 19,866

ZAQ Vacon Drives, Moscow, Russia 100 100 Short-term loan receivables 447 1,097

Vacon France SAS, Saint Pierre du Perray, France 70 70 Other receivables 3,234 1,813

Vacon AS, Holmestrand, Norway 80 80 Prepaid expenses and accrued

Vacon Benelux NV/Sa, Heverlee, Belgium 99 99 MCOme e s VIAT o) 991.

Vacon Suzhou Drives Co. Ltd., Suzhou, China 100 100 Total 27,892 23,768

Vacon Drives & Control Pvt Ltd, Chennai, India 100 100

Vacon Pacific Pty Ltd, Melbourne, Australia 93 93 Current receivables, total 78,868 42,315

Vacon Inc., Chambersburg, PA, USA 100 100

TB Wood's (India) Pvt. Ltd., Bangalore, India 100 100 17. Key items included in prepaid

Vacon s.r.o., Prague, Czech Republic 100 100 :

Vaasa Control de Mexico, Mexico City, Mexico 100 100 eXpenseS and accrued Income

Vacon Drives A/S, Senderborg, Denmark 100 100

Vacon Korea Ltd, Seoul, South Korea 100 100 EUR thousand 2010 2009

Vacon Canada Inc, Stratford, Ontario, Canada 100 100 Foreign currency hedging 328 43

Vacon America Latina Ltda, Sao Paulo, Brazil 100 100 Subsidies 327 156

Vacon Solar S.L., Manresa, Spain 85 85 Share bonus receivables 59 130
Advances paid 554 654
LI R, |
Total 1,741 991
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18. Equity

21. Liabilities

22. Key items included in accrued
expenses and deferred income

EUR thousand 2010 2009 EUR thousand 2010 2009
Sharecapital, Jan1 207 - 3,059 Non-current liabilities
Share capital, Dec 31 3,059 3,059 Interest-bearing loans EUR thousand 2010 2009
from financial institutions 9,796 12,296 Salaries including
Share premium, Jan 1 4966 4966 Non-interest-bearing social security costs 9,703 4,248
Share premium, Dec 31 4,966 4,966 .C.’.t.h?..r..L'.‘?.t.’.'.l.'.t.'?_.s...._.t.j ....................................... 173 Taxes 3,401 43
Non-current liabilities, total 9,969 12,296 Interest 226 485
Retained earnings, Jan 1 50,476 48,562 abilii Materials and consumables
Dividendspaid 0847 ez chrrentianiies S ocElen O pero. e
Retained earnings. Dec 31 39.829 38,686 nterest- ear|r.19 I Foreign currency hedging 503 292
Loans from financial institutions 16,539 4,553 Others B9
Profit for the period 20,074 11,790 ...koans to Group companies 20611 3,870, Total 16,192 7,054
Total 19,150 8,424
Shareholders’ equity, total 67,928 58,502
The unused facility of checking 23. Currency derivatives
accounts in the parent company EUR th 201 2009
) . . amounts to EUR 13.9 million. FU ! O:Sand 010 oo
19. Calculation of distributable funds orward contracts
Non-interest-bearing Changes in value entered
- - in income statement -175 =249
EUR thousand 2010 2009 Advance payments received 0 1 :
- - Nominal amount 47,022 18,260
Retained earnings 39,829 38,686 Trade payables 25553 15,157
Prof|tfortheper|od20074 .......... ”790 Trade payables
Total 59,903 50,476 to Group companies 2,548 2,208 ICn:erest lTate Twaps J
R anges in value entere
Other current liabilities 835 562 in income statement 2299 479
Warranty provisions 3,104 1,609
Accrued expenses
H d def di 15,982 6,987 S . .
20. Accumulated approprlatlons /aA:crchT:jr:btlsncome Derivative contracts are used for hedging against currency
to Group companies 210 67 and interest risks. The contracts mentioned above were
In the parent company, accumulated depreciation differ- Total T w8031 26591 open on the balance sheet date and mature during the
ence accounts for the accumulated appropriations. financial period starting on January 1, 2011.
Current liabilities, total 67,381 35,015
Interest-bearing liabilities 28,946 20,720
Non-interest-bearing liabilities .. ) . 2697)
Total liabilities 77,351 47,312
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24. Collateral and contingent liabilities

EUR thousand 2010 2009
Contract guarantees
On behalf of Group companies 7,830 A
On behalf of others 275 828
e 8105 ................ e

Other commitments

Commitment on a subsidiary’s debts 1,352 1,352
.Financialcommitments . (11 266
Total 1,471 1,619

The parent company has a pending tax proceeding regarding
the tax inspection of transfer pricing.

Amounts payable under leasing agreements

Payable in the following financial year 704 720
LY AT e e [T — 836,
Total 1,500 1,576

Payable amounts on rental agreements

Payable in the following financial year 3,292 2,814
DB Al At er e oA 18,497 ....21.684
Total 21,789 24,498
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SIGNATURE FOR THE BOARD OF DIRECTORS" REPORT AND FINANCIAL STATEMENTS

Vaasa, February 1, 2011
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Jan Inborr Pekka Ahlqgvist
Chairman

Jari Eklund Juha Kytola
Panu Routila Mika Vehvildinen
Riitta Viitala Vesa Laisi

President and CEO
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AUDITOR'S REPORT

To the Annual General Meeting of Vacon Plc

We have audited the accounting records, the financial
statements, the report of the Board of Directors, and the
administration of Vacon Plc for the year ended 31 December,
2010. The financial statements comprise the consolidated
statement of financial position, income statement, state-
ment of comprehensive income, statement of changes
in equity and statement of cash flows, and notes to the
consolidated financial statements, as well as the parent
company’s balance sheet, income statement, cash flow
statement and notes to the financial statements.

Responsibility of the Board of Directors

and the President and CEQO

The Board of Directors and the President and CEO are
responsible for the preparation of consolidated financial
statements that give a true and fair view in accordance
with International Financial Reporting Standards (IFRS) as
adopted by the EU, as well as for the preparation of finan-
cial statements and the report of the Board of Directors
that give a true and fair view in accordance with the laws
and regulations governing the preparation of the finan-
cial statements and the report of the Board of Directors
in Finland. The Board of Directors is responsible for the
appropriate arrangement of the control of the company’s
accounts and finances, and the President and CEO shall
see to it that the accounts of the company are in compli-
ance with the law and that its financial affairs have been
arranged in a reliable manner.
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Auditors’ Responsibility

Ourresponsibility is to express an opinion on the financial
statements, on the consolidated financial statements
and on the report of the Board of Directors based on our
audit. The Auditing Act requires that we comply with the
requirements of professional ethics. We conducted our
auditin accordance with good auditing practice in Finland.
Good auditing practice requires that we plan and perform
the audit to obtain reasonable assurance about whether
the financial statements and the report of the Board
of Directors are free from material misstatement, and
whether the members of the Board of Directors of the
parent company and the President and CEO are guilty of
an act or negligence which may result in liability in dam-
ages towards the company or have violated the Limited
Liability Companies Act or the articles of association of
the company.

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in
the financial statements and the report of the Board of
Directors. The procedures selected depend on the audi-
tor's judgment, including the assessment of the risks of
material misstatement, whether due to fraud or error. In
making those risk assessments, the auditor considers
internal control relevant to the entity’'s preparation of
financial statements and report of the Board of Direc-
tors that give a true and fair view in order to design audit
procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the

effectiveness of the company’s internal control. An audit
alsoincludes evaluating the appropriateness of account-
ing policies used and the reasonableness of accounting
estimates made by management, as well as evaluating
the overall presentation of the financial statements and
the report of the Board of Directors.

We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion on the consolidated financial statements
Inour opinion, the consolidated financial statements give
a true and fair view of the financial position, financial
performance, and cash flows of the group in accordance
with International Financial Reporting Standards (IFRS)
as adopted by the EU.

Opinion on the company’s financial statements
and the report of the Board of Directors

In our opinion, the financial statements and the report of
the Board of Directors give a true and fair view of both
the consolidated and the parent company’s financial
performance and financial position in accordance with
the laws and regulations governing the preparation of
the financial statements and the report of the Board of
Directorsin Finland. The information in the report of the
Board of Directors is consistent with the information in
the financial statements.

Vaasa, February 1, 2011
KPMG 0OY AB

Petri Kettunen
Authorized Public Accountant



SHARES AND SHAREHOLDERS

Listing, trading, and share capital

Vacon has one share series. The share is listed on the Mid
Cap list of NASDAQ OMX Helsinki in its sector Industrials.
Atthe end of 2010, Vacon Plc's market value was EUR 593.4
million excluding own shares owned by the company.

During 2010, a total of 2,670,146 company shares
with avalue of EUR 86.4 million were traded on the stock
exchange. The highest share price during the year was
EUR 39.75 and the lowest EUR 24.90. The closing price
on December 31, 2010, was EUR 39.00.

Vacon's share capital is EUR 3,059,000, divided into
15,295,000 fully paid shares. As stated in the Articles
of Association, the minimum capital is EUR one million
(1,000,000) and the maximum capital is EUR four million
(4,000,000). Each share has a nominal value of EUR 0.20,
and each share entitles the holder to one vote at the An-
nual General Meeting.

Authorizations held by the Board of Directors

The Annual General Meeting held on March 23, 2010, au-
thorized the Board of Directors to decide on the purchase
of the company’s own shares. The number of shares that
may be purchased and disposed of shall be no more than
1,529,500, which corresponds to 10% of the total number
of sharesin the company. The shares will be repurchased
in deviation from the shareholders’ pre-emptive rights
(directed repurchase of shares] as the repurchase of
shares is executed by purchasing shares through public
trading. Shares can be repurchased by the company at
the market price prevailing at the time of the purchase
through such public trading. Shares may be purchased
for the purpose of developing the capital structure of the
company, implementing incentive programs for the com-
pany’s key personnel, paying salaries or fees, financing
potential corporate acquisitions or other transactions, or
for such other purposes as the Board of Directors decides.
The Board of Directors shall be authorized to decide on
the manner and other conditions for the purchase of the

company’s own shares. The authorization will be valid for
eighteen (18] months from the date of the decision of the
Annual General Meeting.

The Annual General Meeting held on March 28, 2007,
authorized the Board of Directors to decide on the disposal
of the company’s own shares held by the company in one
or several installments through the issuance of shares.
The maximum amount of own shares to be disposed of
on the basis of the authorization is 1,529,500 shares. The
authorization shallinclude the right of the Board of Direc-
tors to decide on all terms and conditions on which the
shares shall be disposed of and the shares can, thus, be
disposed of by derogation from the pre-emptive rights of
the shareholders (directed share issue). The authorization
will be valid for five (5) years from the date of the decision
of the Annual General Meeting.

Treasury shares

At the end of 2010, the Vacon Group held a total of 80,565
treasury shares (85,011 at the end of 2009), correspond-
ing to 0.5% of the total number of shares. At the end of
2010, the market value of these treasury shares was EUR
3.1 million.

Notices of changes
Vacon Plc did not receive notices of changes in share-
holding in 2010.

Incentive schemes

Vacon's Board of Directors decided in January 2005 to
introduce a share bonus scheme as part of the Group’'s
program to motivate and commit key personnel. The
scheme was divided into three separate one-year earn-
ings periods, which were the calendar years 2005, 2006,
and 2007. The metrics chosen were revenues, operating
profit (EBIT), and turnover of working capital. The earn-
ing periods of the share bonus scheme have ended and
the last two-year long holding period ended at the end

of 2009. Based on the incentive scheme, a total number
of 80,400 Vacon Plc shares were handed out during the
three earning periods.

In February 2008, Vacon's Board of Directors decided to
setup anew share bonus scheme to ensure the long-term
motivation and commitment of the Group’s management
and key personnel. The duration of the share bonus scheme
is three years, from 2008 to 2010. The Board of Directors
will annually set the revenues, profit, and working capital
turnover objectives that will determine the amount of the
reward in accordance with the terms and conditions of the
stock option scheme.

Additionally, Vacon has a bonus scheme for all per-
sonnel.

Dividend policy

The dividend policy adopted by Vacon's Board of Directors
is to propose a dividend that is in line with the company’s
financial performance. The goal is to distribute approxi-
mately 50% of the period’s net profit in dividends. When
determining the dividend, the financing required for the
growth of operations is taken into consideration. Vacon's
Board of Directors has decided to propose to the Annual
General Meeting to be held on March 22, 2011, that a
dividend of EUR 1.00, or 82.1% of the Group's earnings
per share, be paid for 2010.

Shareholders

On December31, 2010, Vacon had a total of 4,687 sharehold-
ers. The number of shares owned by nominee registered
investors increased by 5.8 percentage points during the
period under review. At the end of 2010, 34.7% of the
company's shares was owned by nominee registered and
foreign shareholders. Private persons owned 28.7% of the
shares. Up-to-date information on Vacon's share price
and ownership structure is available on Vacon’'s website
at www.vacon.com.
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Distribution of shareholding Major shareholders on December 31, 2010

Number % of shares
Share distribution of shares
Ahlstrom Capital Oy Group 3,061,215 20.0
Number of % of Number Ilmarinen Mutual Pension Insurance Company 699,877 4.6
Number of shares shareholders shareholders of shares % of shares Tapiola Mutual Pension Insurance Company 584,500 338
1-50 866 18.5 26,064 0.2 Vaasa Engineering Oy 389,514 2.5
51-100 876 18.7 79,957 05 Jari Koskinen 362,403 2.4
101 - 500 2,140 4L5.7 553,283 3.6 Martti Ehrnrooth 325,070 2.1
501 - 1000 373 8.0 293,530 1.9 Mauri Holma 302,171 2.0
1001 - 5000 310 6.6 701,366 46 Tapiola Group Companies 245,300 1.6
5001 - 10000 45 1.0 343,939 2.2 Veijo Karppinen 143,249 0.9
10001 - 50000 51 1.1 983,567 6.4 Heikki Autio 139,213 0.9
50001 - 26 0.6 12,313,294 80.5 Nominee-registered and other foreign shareholders 5,305,498 34.7
Total 4,687 100.0 15,295,000 100.0 Own shares 80,565 0.5
OB e 3,686,425 .. 239,
By shareholder category Total 15,295,000 100.0
Number of shares outstanding 15,214,435
Corporations 3,716,331 24.3
Banks and insurance companies 324,592 2.1
Nominee-registered and foreign shareholders 5,305,498 34.7 . .
e . 20200 Shareholdings of the Board of Directors and Management Team
Non-profit and public sector institutions 1,563,386 10.2 ) . )
o e 4385193 587 Vacon Plc's Board members did not own the company's shares on December 31, 2010.
TOtaL ......................................................................................... "SVZQSYDOO ..................... 1000 The PFESIdEHt and CEO and Other memberS Of the Management Team held a total Of

460,512 shares, or 3.0% of the company’s share stock and voting rights.
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Share information

Market capitalization,

Share information Earnings per share, EUR Dividend per share, EUR MEUR
Listing NASDAQ OMX Helsinki 20 - 1.0 - 600 -
- 500 -
Listing start date: Dec 14, 2000 15 - E: ] 200 -
List: Mid Cap 10 - 04 - 233 i
Sector: Industrials 05 - 0.2 - 100 -
. 0.0 - 0.0 - 0-
ISIN code: FI0007009567 2006 2007 2008 2009 2010 2006 2007 2008 2009 2010* 2006 2007 2008 2009 2010
Trading code: VAC1V

*) The 2010 dividend is the Board of Directors’
proposal to the Annual General Meeting.

<
>
o
o
=z
)
—
o
>
=z
z
c
>
—
o
m
el
o
Bl
=
N
o
o
v

o
z
>
z
=)
>
r
0
=
>
=
m
<
m
z
=
n

40 1,800
35 A .A__/\’Vl —..1,600

., 1,400

,,1,200

,,1,000

2006 2007 2008 2009 2010

—— Share = OMX Helsinki_PI B Trading volume (thousand shares)

107




STOCK EXCHANGE RELEASES IN 2010

January

Jan 29 Invitation to a briefing and teleconference

February

Feb3  Vacon Plc Financial Bulletin
1 January - 31 December 2009

Feb 3 Publication of Vacon's Financial Bulletin
delayed

Feb 19 Vacon's summary of year 2009 releases
published

Feb 22  Notice to the Annual General Meeting

March
Mar2  Vacon's Annual Report 2009 published
Mar 19 China Customs doing audit at Vacon's
China factory
Mar 23 Vacon Plc’'s Annual General Meeting
Mar 24 Assignment of Vacon's own shares
- share bonus scheme 2008-2010
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April
Apr 21
Apr 27

May
May 24
May 25

July
Jul 28

August
Aug 4

Invitation to a briefing and teleconference
Vacon Plc Interim Report
1 January - 31 March 2010

Vacon reforms its organization
Vacon invests in solar energy products

Invitation to a briefing and teleconference

Vacon Plc Interim Report
1 January - 30 June 2010

September
Sep 16 Vacon donates EUR 100,000
to Finnish universities

October
Oct 16 Invitation to a briefing and teleconference
Oct 27  Vacon Plc Interim Report

1 January - 30 September 2010

November
Nov 23 Vacon signs supplier contract with KONE
Nov 30 Vacon Plc’s Financial Calendar for 2011



INVESTOR INFORMATION

Annual General Meeting

The Annual General Meeting of Vacon Plc will be held at 3:00
pm on Tuesday, March 22, 2011, at the Abo Akadem premises
at Academill, Rantakatu 2, Vaasa, Finland. Shareholders wish-
ing to attend the Annual General Meeting must be registered
no later than March 10, 2011, in the company’s shareholder
register maintained by Euroclear Finland Oy and shall notify
the company of their attendance no later than 10:00 am (GMT+2)
on March 17, 2011.

Shareholders are requested to give their name, address,
telephone number, and date of birth when informing the
company of their attendance. If a shareholder wishes to at-
tend the Annual General Meeting by proxy, he or she should
provide this information when notifying the company of their
attendance. Any letters of authorization should be sent to the
above address by the date for notification.

This can be done at the company website at www.vacon.
com/agm2011, by telephone +358 40 8371 278 or by mail to
Vacon Plc, Maija Suutarinen, Runsorintie 7, 65380 Vaasa,
Finland.

Share register

The company's shares are entered in a book-entry securities
system. A shareholder must notify the party maintaining his
or her book entry account of address changes, changes to
bank information provided for dividend payments, and other
matters relevant to shareholding.

Payment of dividends

The Board of Directors proposes to the Annual General Meet-
ing that a dividend of EUR 1.00 per share be paid for the 2010
financial year. The dividend approved by the Annual General
Meeting will be paid to those shareholders who are registered
on the record date in the company’s share register maintained
by Euroclear Finland Oy.

Reconciliation date:......ccocoovoiiiiiiiiiiee, March 25, 2011
Dividend payment date:.......coooviiiiiiiiiiiic, April 4, 2011

Financial overviews and reports in 2011

Financial Statements Bulletin:...................... February 2, 2011
Annual Report 2010z ..o week 8/2011
Interim Report January-March:........cccoccovnae April 27, 2011
Interim Report January-June:...........coooo August 3, 2011
Interim Report January-September:............ October 25, 2011

Vacon's Annual Report and Interim Reports are published in
English and Finnish. The Annual Report is available in PDF
format on the company’s website and also as a hard copy. The
hard copy is sent to shareholders upon request (please submit
your order through the company's website or by sending e-mail
to annualreport@vacon.com).

Allstock exchange releases and press releases are avail-
able on the company’s website. You may also subscribe to
Vacon's bulletins to your e-mail address by registering as a
subscriberatwww.vacon.com. You may also order the Annual
Report by mail from:

Vacon Plc

Corporate Communications
Runsorintie 7

65380 Vaasa, Finland

Telephone: +358 201 2121

Fax: +358 201 212 208

E-mail: annualreport@vacon.com
Internet: www.vacon.com

Investor relations

The objective of Vacon's investor communications is to provide
the financial markets with information about the company’s
strategies, operations, and business environment so as to
form as accurate a picture as possible of Vacon as an object
for investment. Vacon follows the principle of transparent,
reliable, and up-to-date communications. The goalis to provide
accurate and consistent information on a regular basis and
objectively to all parties in the market.

Responsibility for investor relations at Vacon:

Vesa Laisi, President and CEO
Tel. +358 201 212510

Fax +358 201 212 208
vesa.laisildvacon.com

Eriikka Soderstrém, CFO

Tel. +358 201 212 445
Fax+358201 212 208
eriikka.soderstrom(dvacon.com

Johanna Koskinen, Investor Relations
Tel. +358 201 212 528

Fax +358 201 212 208
johanna.koskinen(dvacon.com

Analyst coverage

To Vacon's knowledge, at least the following brokers and
financial analysts monitor Vacon’s development. They have
analyzed Vacon and drawn up reports and comments on their
own initiative, and they are able to evaluate the company as
an investment. Vacon takes no responsibility for the opinions

expressed in the analyses.

Name

Company

Telephone

Timo Heinonen

Carnegie Invest-
ment Bank AB

+358 9 6187 1234

Karan Khemani

Cazenove Equities

+44(0)20 7155 6209

Jyri Tuomola

Danske Markets
Equities

+358 10 236 4782

Artem Beletski

Enskilda Securities
AB Helsinki

+358 9 616 28 729

Antti Kansanen

Evli Pankki Ltd

+358 9 4766 9149

Michael Schroder

FIM

+358 50 551 4351

Malcolm Monteiro

Goldman Sachs

+44207774 1363

Tom Skogman

Handelsbanken

+358 10 4442752

Securities
Pasi Vaisanen Nordea Bank Ab +358 9 16559 943
Hannu Rauhala Pohjola +358 10252 4392
Tomi Tiilola Swedbank +358 40 721 2245
Ville Lahde Alandsbanken +358 204 293 769
Equities
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e VaconPlc

Headquarters
Vaasa, Finland

Sales offices

Australia, Austria, Belgium, Brazil,
Canada, China, Czech Republic,
Denmark, France, Germany,

India, Italy, Mexico, Netherlands,
Norway, Romania, Russia,
Slovakia, South Korea, Spain,
Sweden, Thailand, Ukraine,

United Arab Emirates,

United Kingdom, USA

Production plants
China, Finland, Italy, USA

Vacon Plc

Headquarters
Runsorintie 7, 65380 Vaasa, Finland
Tel. +358 (0)201 2121
Fax +358 (0)201 212 205
firstname.lastname(@vacon.com

Worldwide contact information is available at www.vacon.com



www.vacon.com



