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Sandvik is well prepared for the future.
Investments implemented in 2009, which
enabled the expansion of capacity for
the production of steam generator tubing
for the nuclear power industry and the
establishment of five new production
facilities in China, have formed the basis
for Sandvik's future growth.

Sandvik's invoiced sales amounted to
SEK 71937 M (92,654) and the Group's
result after financial items totaled SEK
-3472 M (10,577).

Sustainability is an integral part of the
company's business operations. The
concept of sustainable development
includes accepting responsibility, risk
management and improvement work
within the areas of the environment,
health and safety, business ethics and
human rights.

In addition to information in the Annual Report. the Sandvik Group is presented
in The Sandvik World 2009/2010, a publication distributed to shareholders in April
2010. In addition to descriptions of operations, financial key figures, goals, business
concept, strategy and more, The Sandvik World provides an in-depth look at a
number of key areas. More information is provided at www.sandvik.com.



Year in brief

Financial data

Order intake —31%%*, SEK

Invoiced sales —30%%*, SEK

Result after financial items, SEK

Earnings per share, SEK

Proposed dividend, SEK

* At fixed exchange rates for comparable units.

Operational information

Strong cash flow and significant improvement in capital efficiency.

Focus on capital efficiency strengthened cash flow at the expense
of the Group's result.

Structural cost reductions enable improvements in productivity.

Expanded presence in emerging markets and in the energy sector.

Key figures -
Change

SEKM 2009 2008 2005 2009/2008

Order intake 71,285 92,610 92,059 77708 66,186 —31*

Invoiced sales 71937 92,654 86,338 72.289 63370 -30%

Result after financial items -3472 10,577 12,997 M3 8,819

Earnings per share, SEK -2.24 6.30 7.65 6.45 495

Return on capital employed, % -1.3 19.9 270 276 237

Return on shareholders’ equity, % ~7.9 24.8 344 318 274

Cash flow from operations 12,312 9.671 5476 8.170 7.266 +27

Number of employees at 31 December 44,355 50,028 47123 41,743 39.613 -1

- At fixed excnange rates for comparabie units.
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-+ with advanced products and world-
leading positions in selected areas. In 2009, the Group had representation in more than 130
countries and about 44,000 employees. Sales amounted to approximately SEK 72 billion.
Sandvik’s operations are based on unique expertise in materials technology and extensive
insight into customer processes. This combination has provided world-leading positions in
three primary areas:
* Tools for metal cutting in cemented carbide and high-speed steel as well as components
in cemented carbide and other hard materials.

* Equipment and tools for the mining and construction industries.

* Products in advanced stainless materials, titanium, special alioys, metallic and ceramic
resistance materials and process systems.
Sandvik is focused on long-term growth. To create the basis for long-term profitable growth, operations are divided into three

business areas, with world-leading positions. Each business area is responsible for research and development, production and sales
of its particular products.

Invoiced sales by customer area The world as our local market
invoiced sales and number of employees for the 15 largest markets in 2009,
Number of
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The global economic downturn was excepticnally dramatic. The downturn France 2,807 -24 1996
impacted all business areas and markets. However, the extent of the Brazil 2,345 -34 1,514
decline varied between industry segments and the energy segment UK 9127 ~36 1,681
displayed a continued positive trend. Russia 1815 31 777
India 1.800 w2 2,269
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The market situation in 2009 was weak in Europe, but improved gradually in
North America, Asia, Australia and Africa.
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I 4,562
Europe NAFTA Asia Australia Africa/ South

Middle East  America




is primarily focused on tools and tooling
systems for metal cutting.

The products are sold under a number
of international brands, such as Sandvik,
Sandvik Coromant, Walter, Safety, Dormer.
Diamond Innovations and Wolfram.

Offering

Advanced products manufactured in
cemented carbide and other hard materials,
such as synthetic diamond, cubic boron
nitride. ceramics and high-speed steel. The
objective is to increase custormer produc-
tivity by providing products, services and
applications know-how.

Market
Customers include companies in the
seneral engineering, aerospace and auto-
motive industries, oil and gas extraction
sectors, as well as electronics and medical
technology industries.

in 2009, the global market for metal-
cutting tools as well as wear parts and
components in cemented carbide and
other hard materials was estimated to total
some SEK 100 billion. Given the turbulent
conditions in the market in 2009, some
increased degree of uncertainty surrounds
estimations of the market size. The average
annual long-term growth has been 3-4%.

Share of Group

invoiced sales

26.5%

SEK19.078 M

Operating result

SEK 527 ™M

Number of employees

34.5%

15,296

specializes n equipment, tools and service
for the mining and construction industries.

Since 1 Apnil 2009, Sandvik Mining and
Construction is active in three customer
segments: Underground Mining, Surface
Mining and Construction.

Offering

Equipment, toois, service and technical
solutions for mineral exploration, mining
and processing of rock and minerals in the
mining and construction industries.

The business area provides an extensive
product program for drilling and mechanical
mining, as well as for loading and transport,
crushing and sorting, demolition, recycling
and handling of rock and minerals.

Market

The products are deployed primarily in
mines and in construction operations
worldwide,

The global market for 2009 was esti-
mated to amount to about SEK 230 billion.
Average, long-term annual growth for
equipment, tools and spare parts is about
4--6%, with a higher growth rate for
services.

Share of Group

Invoiced sales

45.3%

SEK 32,621 M

Operating result

SEK 466 M

Number of employees

32.5%

14,429

This is Sandvik

develops products in advanced stanless
materials, special alloys, metallic and ce-
ramic resistance materials, as well as
process systems.

Operations are divided into five product
areas: Tube, Strip, Kanthal, Process Systems
and MedTech.

Offering
High value-added products and system
solutions based on advanced metallic
materials.

Process equipment based on steel belts.

Production of orthopedic implants and
surgical nstruments.

Systems for generating, controlling,
rmeasuring or protecting against heat.

Market

Customers are active in most industrial
segments in which exacting demands are
imposed on safety, productivity, cost effi-
ciency and a long life cycle.

The world market for 2009 was esti-
mated at more than SEK 150 billion. The
underlying average annual growth is 4-6%,
while growth is normally higher in such
segments as medical technology and
energy.

Share of Group

Invoiced sales

21.3%

SEK 15,328 M

Operating result
SEK 1137 M

Number of employees

18.6%

8,246

Note: The shares do not take Seco Tools into account.
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The extent of the economic downturn
during the year was considerable and the
market contracted by one third over a
short period. Sandvik’s invoiced sales for
2009 amounted to SEK 71,937 M (92,654)
and the result after financial items was
SEK -3,472 M (10,577).

The Group has grown rapidly over the
course of many years, both organically
and through acquisitions. Improved pro-
ductivity and capiral structure has been
prioritized and, in 2009, efforts in these
areas were intensified. Our assessment is
that despite the sharp drop in sales, the
company has increased its market shares.

Consolidation and crisis
management

In parallel with a deepening of the dra-
matic decline in the global economy, the
company implemented robust savings and
rationalization programs aimed at once
again returning to a favorable level of
profitability. The immediate measures
focused on reducing the cost base and
capital urilization to meet the low level of
demand. Capiral efficiency was priori-
tized over short-term profitability, Cost
savings on an annualized basis corre-
sponded to SEK 8 billion at year-end

~ : : S o : ~ triggered a deep recession that
impacted essentlally aH markets and mdusmes sumultaneously Demand for Sandvik’s products
declined rapidly and very sharply, with the exception of the energy sector. In 2009, the Group
focused on measures to manage the downturn in demand while also creating conditions to enable
it to emerge strongly from this business situation.

2009. Measures included personnel
reductions corresponding to about
11,000 full-time positions, for example,
through the closure of 18 production
units and a range of other efficiency-
enhancement measures, and the utilization
of agreements regulating shorter working
hours.

The cost reductions are mainly struc-
tural and encompass streamlining and
consolidations that aim to create condi-
tions for sustainable producrivity
tuprovements.

Through financial stability and meas-
ures that ensured a strong cash flow,
Sandvik was able to maintain a high level
with respect to market presence as well as
research and development. The continuous
introduction of new products thus contin-
ued according to plan and contributed
to increased cost efficiency among our
customers.

Through investments made in 2009,
which enabled the expansion of produc-
tion capacity for steam generator tubing
used in the nuclear power industry and
the establishment of five new production
plants in China, conditions have been
established for Sandvik’s future growth,
not least in Asia.

New cost and capital structures as well as

major investments in future-oriented areas

will now be translated into increased sales,

productivity and profitability.

Developments in Sandvik’s

business areas

The significant downturn in volumes for
Sandvik Tooling resulted in the imple-
mentation of extensive cost savings and
the intensification of the consolidation
of companies acquired earlier.

The highly strategic acquisition of
Wolfram Bergbau und Hiitten AG
strengthened Sandvik’s supply of raw
marterials, since this company contributes
know-how and technology to the devel-
opment of cemented carbide and the recy-
cling of tungsten and other raw materials.

At Sandvik Mining and Construction,
which has been distinguished by a high
pace of acquisition over the past number
of years, the consolidation of acquired
units continued in order to enhance effi-
ciency and create cohesive product devel-
opment, manufacturing, logistics and
brand strategy. The coordination of global
logistics to a small number of strategic
locations generated positive effects for
working capital and a higher service
level, similar to that achieved in other
business areas in the past.

Sandvik Materials Technology continued
the work it commenced at the beginning
of 2008 to raise productivity and further



develop the product mix toward more
high value-added and profitable products.
The business area was highly successful
in the energy sector with products for
both conventional and renewable energy
sources. Intensive work focused on logis-
rics and raw materials management
helped to rationalize capital utilization.

Equipped for both challenges and
growth

In the third and fourth quarters, demand
leveled out at a low but srable level and
preparedness remains high for possible
changes.

Sandvik advanced its positions further
in Asia, particularly through the estab-
lishment of the new unirs in China, The
company is thus well invested and has
created strong positions for all business
areas in a region where the continued
growth is anticipated to be robust.

The Group’s successful performance in
the energy field was strengthened through
the development of products and solu-
tions that enhance efficiency and reduce
customer’s environmental footprint in the
oil, gas, coal and nuclear power sectors.
In addition, the Group has further devel-
oped its offering for renewable energy,
such as wind and solar power.

Letter from the President and CEQ

The Group's successful performance in the
energy sector was strengthened through the

development of products and solutions that
enhance efficiency and reduce customers’

environmental footprint.

Development in the years ahead will
primarily take place through organic
growth, continuous streamlining activities,
profitability enhancements and improve-
ments to the product mix.

In many ways, 2009 was an exceptional
year. Sandvik’s emplovees, customers,
suppliers and other stakeholders were
faced with substantial challenges. The
measures taken have reduced the cost
base and increased capital efficiency, at
the same time as they have ensured that
the Group has good preparedness to meet
a possible continued weak business climate
as well as a future upswing in demand.

Sandvik has a strong market position
and, as a result of the actions taken, the
company is well prepared to meet the
future.

Sandviken, January 2010

Lars Pettersson
President and CEQ

units in China.

Sandvik advanced its positions further in Asig,
particularly through the establishment of the new




Founded in 1862, Sandvik 1s a world-
leading company in the engineering
industry. The company has always distin-
guished itself through high-technology
devetopment, with a focus on mertallurgy
and materials technology. Throughout
the years, the direction of the company
has varied depending on historical tech-
nology shifts and the needs of the industry
and society at various points in time,

Sandvik manufactures advanced engi-
neering tools, mining equipment and
products in high-alloy marerials. Sandvik
holds, or has the potential to establish,
world-leading positions in all of the market
segments in which it operates.

A business concept that strengthens
customers’ competitiveness
Sandvik’s business concept is to develop,
manufacture and market high-tech prod-
ucts and services that facilitate higher
customer productivity and profitability.

Group’s financial goals

Organic growth

Return on capital employed

MNet debt/equity ratio

Payout ratio as a percentage of earnings per share

Business areas
Sandvik Tooling
Sandvik Mining and Construction

Sandvik Materials Technology

< Retes 1o existing operations,

- whose offering includes products, services and
support that improve customer productmty and profitability. To achieve long-term success,
Sandvik has developed a holistic approach that includes financial, environmental and social
responsibility. Assuming an active role in addressing sustainability issues also characterizes
cooperation with customers and suppliers.

Sandvik’s long-term strategy is based
on crearing an interaction between the
Group’s strengths, such as advanced and
broad-based R&D, high value-added
products, in-house manufacturing, effi-
cient logistics systems, financial strength,
a well-established approach to sustaina-
bility and a strong corporate culture.

Management by objectives

Sandvik has a number of customer-orien-
ted, financial, social and environmental
objectives.

To achieve both its short and long-term
goals, Sandvik works in a decentralized
fashion with management by objectives.
This means that the objectives are broken
down into a number of targets that are
adapted to the various levels in the organ-
ization. Read more about the objectives
of the Group’s sustainability work in this
publication on pages §8-99 or at
www.sandvik.com.

+8% + acquisitions

)
v
Q

for existing operations
0.7-10
=250%

R on
Organic growth capital employed™
+7% 30%
+9% 25%
+8% 20%

Overall financial goals

The overall financial goal is based on the
Group’s world-leading positions in various
business areas.

The long-term goal for Sandvik’s
organic growth is 8%, compared with
the estimated underlying average market
growth over the same period of 4-6%
in Sandvik’s areas of activities. The goal
is based on:
¢ Increased market shares in current and

new markets.

¢ New products.

¢ New application areas with high
growth potential.

The goal for return on capital employed
in existing operations is 25% for the
Group as a whole. The commercial condi-
tions differ among the business areas and
they have thus been assigned different
goals.

Specialized and decentralized
organization

Sandvik is a global engineering Group
with a decentralized organization. Deci-
sions regarding operational activities are
carried out within the Group’s three busi-
ness areas, all of which have specialist
expertise in various technological areas,
as well as deep insight into customer
requirements and processes.

Significant customer value

Sandvik creates customer value by offering
products that reduce costs, and provide
more reliable and cost-efficient processes.
By means of a global presence, Sandvik
offers customers worldwide optimum
solutions that cover products, service and
technical support. Sandvik aims to be a
valued business partner and the customer’s
obvious first choice.



Business concept, goals and strategies

To develop, manufacture and market high-tech Strong corporate culture
products and services that facilitate higher » Open Mind

customer productivity and profitability. « Fair Play

* Team Spirit
Profitable growth
SIS CET U ST AT VWorld-leading positions in the Group's business
* Financial gOaIS areas:
* Social goals * Sandvik Tooling: Tools of cemented carbide and
* Environmental goals other hard materials.

* Sandvik Mining and Construction: Machinery

Equity ratio, % ‘ e .
and equipment for mining and construction

41 41
~ 35 13 industries.
* Sandvik Materials Technology: Products of
advanced metallic and ceramic materials.
2005 2006 2007 2008 2009

Advanced R&D :
* Leading in selected technology fields.
* Integrated in the production organization.

* Extensive organization for patents and other
intellectual property rights.

= Distinct customer orientation.

* High degree of value addition.

Long-term growth
QOrganic growth and the acquisition of
businesses in priority areas generate
increased market shares.

Total return, %
83

Continued profitable growth and attractive return
generate a long-term increase in value for shareholders. 42 38

2005 2006 2007 2009

2008

*Report 7009
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isiness concept, goals and strategies

Long-term approach and
shareholder value

The Group’s long-term objective is to
create value for its shareholders. Sandvik
has achieved about 7% annual growth
over the past 20 vears — half of which was
achieved through organic growth and
half through acquisitions. In the past five
years, the total return on an investment
in Sandvik shares averaged 14% annually.

Research and development
Comprehensive and goal-oriented research
and development is a prerequisite for con-
tinued growth. Each year, Sandvik invests
approximately SEK 3 billion in R&D.
More than 2,400 employees work in the
area and activities are often pursued in
close cooperation with customers. The
Group has some 5,000 active patents and
other intellectual property rights that are
owned and managed by a separate com-

pany to optimize value creation.

Advanced logistics

Efficient inventory management and
advanced logistics enhance the reliability
of supplies and ensure excellent customer
service. Sandvik’s distribution system 1s
based on a small number of large and
strategically sited warehouses in the
largest market areas. This means that the
Group can ensure rapid deliveries and
maintain a broad product offering.

World-class manufacturing

Sandvik’s production organization is
integrated with R&D activities and main-
rains world-class efficiency. This creates

favorable potential for the continuous
and rapid launch of products, which is
a major competitive advantage for the
Group.

Transparent corporate governance
Effective and transparent corporate gov-
ernance increases credibility among Sand-
vik’s various stakeholders and creates a
distinct focus on customer and shareholder
value. Corporate governance clearly
defines the roles and responsibilities of
shareholders, the Board of Directors and
Group Executive Management. It also
covers the Group’s control and manage-

ment systems.

Sustainable development
Issues relating to sustainable development
have priority at Sandvik. The Group’s
focus aimed at enhancing efficiency in
customer operations contributes to sus-
tainable development, since it means that
a growing number of companies endeavor
or are given the opportunity to effectively
utilize their resources. Meanwhile, Sand-
vik shall maintain a high level of cthics
and be a good global corporate citizen.
The Group’s Code of Conduct includes
policies for the environment, health, safety
and social responsibility. Management by
objectives and preventive programs are
important foundation pillars in efforts to
achieve continuous improvements. The
Code of Conduct applies to all units and
employees. It includes rules and guidelines
for record keeping and accounting, busi-
ness ethics, working conditions, and envi-

ronmental and social commirments. The

# Sandviken
& 4 Schiedam,
. Halesowerr Eindhoven, Venlo
Chicags w. #Scranton Mifan®:
_ Hebron
Houston

Strategically located distnbution centers
st market areas.

i the larg

Code of Conduct lays the basis for Sand-
vik’s management system and helps to
continuously improve the Group’s finan-
cial, environmental and social pertorm-
ance. Fach manager in the Group is
responsible for ensuring compliance with
the Code.

At the same time as Sandvik’s sustaina-
bility work generates a positive leverage
effect for customers and the external envi-
ronment, it is also important that Sand-
vik’s suppliers share its values. Sandvik
has thus prepared a Code of Conduct for
its suppliers.

Read more about the sustainability
work in this publication or at

www.sandvik.com.

Core values
Sandvik is a global company. In pace
with the growth of operations and the
internationalization of the company, it
has been crucial to invest resources to
uphold and develop Sandvik’s corporate
culture ~ the company’s core values and
joint corporate approach.

The Group works consciously with
three basic core values:
Open Mind ~ to encourage all aspects of
operations to seek consistently new, inno-
vative solutions and potential routes to
improvement,
Fair Play - to manage Sandvik’s busi-
nesses in a sustainable manner.
Team Spirit — to ensure that everybody
at Sandvik acts as a team player through
cross-border interaction, both in terms of
geography and culture.

.
Kobe

.
Singapore

.
7 Sydney 8 4 ckdand



Acquisition strategy

Business concept, goals and strategy

- to

strengthen and advance positions in the Group’s priority areas. Acquired operations add
new products and new know-how, strengthen the existing offering, provide entry into new
markets and create the potential for an even stronger presence in markets with high

growth and favorable profitability.

Sandvik continuously analyzes possible
acquisition candidates in its various arcas
of operations. At the same time, assess-
ments are made regarding the possible
divestment of operations that do not com-
prise part of the Group’s areas of core
strategic directions.

Sandvik applies an aggressive acquisition
strategy. Since 1997, the Group has imple-
mented some 50 company acquisitions.

Strategically important

acquisitions in 2009

In 2009, Sandvik acquired the Austrian
company Wolfram Bergbau und Hiitten
AG (WBH), a producer and supplier of

tungsten carbide — the main constituent
in cemented carbide. The market-leading
quality of the company’s products is a
result of its advanced research and devel-
opment resources. Sandvik and WBH
have previously worked rogether for
many years.

The acquisition complements and
strengthens Sandvik Tooling’s offering by
allowing the Group to control the entire
production chain, from ore to finished
cemented-carbide powder.

The acquisition includes a plant for
manufacturing tungsten carbide, a recy-
cling unit for tungsten material, an ore
dressing plant and a mine. In 2008,

WBH’s sales amounted to abour SEK 1.8
billion and the number of emplovees
totaled about 300.

During the year, the acquired BTA Hel-
ler Drilling Systems Ltd was also consoli-
dated, strengthening the customer offering
of tools and tooling systems for deep-hole
drilling for the Sandvik Coromant product

area.

vk Annuai Report 2009




At vear-end 2009, the Sandvik share was
listed at SEK 86.40, corresponding to a
markert capitalization of SEK 102 billion
(58). In terms of market capitalization,
Sandvik was ranked the 8th (8) largest
company on the OMXS. During the year,
Sandvik shares were traded for a toral
value of SEK 123 billion (198), making

it the 8th {7} most actively traded share.

Long-term shareholder value
Sandvik endeavors to generate an attrac-
tive rerurn and value growth for investors
in the Sandvik share. The goal is that the
dividend shall amount to at least 50% of
earnings per share over an extended

period.

Total dividend yield

The term “total dividend yield” shows
the real progress of a stock investment
and consists of the change in share price,
including reinvested dividends. During
2009, the total dividend yield on an
investment in the Sandvik share was
33%. During the past five-year period,
the total dividend yield has averaged 14%

annually.

More shareholders
Sandvik is listed on the Nasdag OMX
Nordic Exchange Stockholm and is one
of the Stockholm Stock Exchange’s oldest
companies, with a listing dating back to
1901. The Sandvik share can be traded in
the US in the form of ADRs {American
Depositary Receipts).

In 2009, the number of Swedish and
international shareholders continued to

R T N . while the Nasdaq OMX Nordic
Exchange Stockholm (OMXS) rose 47% The number of shareholders increased and the Group's
distribution of information to stakeholders in the financial market was intense, with particular
focus on Sandvik’s management of the financial crisis and the subsequent global recession.

increase to a total of about 109,000
(104,000). Sandvik has shareholders in a
total of approximately 90 countries.

At 31 December 2009, members of
Sandvik’s Group Executive Management
owned a total of 216,574 shares in Sand-
vik, corresponding to 0.02% of the capital
and voting rights. Members of the Board
of Sandvik owned a total of 5,646,589
shares in Sandvik, corresponding to 0.5%
of the capital and voting rights.

Dividend proposal

The Board has decided to propose a divi-
dend of SEK 1.00 (3.15) per share for
2009 to the Annual General Meeting,
corresponding to a dividend yiceld of
1.2% based on the share price at year-end.
Overall, the proposed dividend represents
some SEK 1.2 billion. Over the past five
vears, Sandvik’s dividend has averaged
SEK 2.82 per year. During the same
period, an average of approximately 61%
of earnings per share has been distributed.

Reliable information to investors,
analysts and the media

Sandvik’s goal is to ensure that the value
of the company’s share shall always be
assessed on the basis of relevant, correct
and current information. Realization of
this goal requires a clear strategy for
financial communication, reassuring
information management and regular
contact by the company with the various
stakeholders in the financial markets. In
2009, the information requirement was
particularly extensive due to the many

new issues raised and the considerable

turbulence caused by the financial crisis
and the industrial recession.

Contacts with the financial markets
include presentations in conjunction with
the four interim reports and meetings
with analysts, investors and journalists
on capital market days, conferences and
seminars, as well as visits to various
Sandvik sites. Communications are coor-
dinated by Sandvik’s Investor Relations
(IR) Group staff function and nearly
400 meetings were arranged worldwide
in 2009.

Awards
During 2009, Institutional Investor
awarded Sandvik the prize for the Best
Investor Relations Operations and the
Best Investor Relations Group Function
in the European engincering industry.
Sandvik is included in the Dow Jones
Sustainability Index World (DJSI World)
and the European Dow Jones STOXX
Sustainability Index (DJSI STOXX].
Qualification for DJSI World requires
that Sandvik is among the top 10% of
companies ranked in terms of three fac-
tors: financial success, environmental
performance and social responsibility.
Sandvik is also included in FTSE-
4Good Series, which is another interna-
tional index for global companies that

assumie social responsibility.

Investor Relations on the Internet
At www.sandvik.com/ir you will find
further information about the Sandvik
share and IR activities.



The Sandvik share, five-year trend
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Key figures

Number of shares at year-end (millions}
Number of shares at year-end, recalculated for
split (rmillions)

Market capitalization at year-end (SEK billion)
Number of shareholders

Share price at year-end, SEK

Earnings per share, SEK

P/E ratio at year-end

Change in share price during the year, %

Regular dividend, SEK/share

Dividend as a percentage of earnings per share
Total dividend yield {price increase + dividend), %
Proportion of shares in Sweden, %

Proportion of shares owned by the ten largest
shareholder groups, %

- Proposed drvdend.

The ten largest shareholders, holding at 31 December, %

AB Industrivirden

Swedbank Robur Funds
Handelsbanken's Pension Foundation
JP Morgan Chase Bank”

Alecta Pension insurance

Omnibus Account W FD OMB0
Handelsbanken Funds

AMF Pension Insurance

SEB Investment Management

First Swedish National

Pension Fund

© Admttrates shores beld in v

2006
OMX Stockholm

2010

2007 2008 2009

Pt ¢ Trading volume, 000s

Shareholders in Sandvik AB, 31 December 2009

Handelsbarken funds, 1

Alecta Pension insurance, 2.5%

Swedish private persons, 11.8%

Other Swedish institutions, 30.6% —

e AR Industrivdrden, 114%

—————— Shareholders outside Sweden, 331%

2009 2008 2007 2006 2008
1186 1186 1186 1186 237
1486 1386 1186 1186 1486
102 58 132 118 878
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Market Conditions

during the year. The decline impacted all regions and the majority of customer segments.
China and India were slightly less affected by the economic decline, while the energy segment
demonstrated continued growth. Demand was negatively impacted by customer destocking

during the year.

Industrial outpur in OECD countries fell
13% compared with the preceding year.
The manufacturing industry in the EU
contracted significantly and was down
15%. The manufacturing industry in
Russia declined 17%. In the US, the
manufacturing industry continued its
downward slide and declined 11% com-
pared with the preceding year. Brazil's
manufacturing industry contracted by
8% and the trend in Mexico was nega-
tive, down 11%. Growth during the year
remained positive in parts of Asia. Indus-
trial production in China and India rose
by 13% and 6%, respectively, while the
trend in Japan was strongly negative,
down 23% compared with the preceding

year.

Demand from Sandvik’s customers
In the wake of the financial crisis and the
subsequent recession that took hold in
autumn 2008, demand continued to

decline in 2009. The rate of the decline
cased in the third quarter of 2009 after
which demand stabilized at a low level.
The automotive and engineering indus-
tries were hardest hit by the downturn,
which had a negative impact on Sandvik
Tooling. Demand was also low for con-
sumer-related products and, to a certain
degree, the acrospace industry. Order
intake from the energy sector remained
relatively favorable. Low levels of activiry
were reported in all markets, with the
exception of China and India, where the
automotive industry developed positively.
Demand during the year was weak,
particularly for equipment and projects
related to materials handling in the mining
and construction industries. The after-
market was also affected, but to a lesser
degree. Meral prices recovered during the
year despite the fact that customers adopted
a wait-and-see approach. Activity levels in
the coal sector were impacted to a lesser

extent, but a decline was also reported in
this area. A sharp downturn was reported
in the construction industry mainly in
mature markets, such as Western Europe
and the US, but also in Russia. The part
of the construction industry served by
Sandvik Mining and Construction bene-
fited to a limited degree from the invest-
ments in infrastructure carried out in
many countries.

The global recession meant that the
market situation for Sandvik Materials
Technology remained weak in 2009.
Demand was low in the majority of cus-
romer segments, with the exception of
products for the energy sector, where the
nuclear power and oil/gas industry reported
a continued favorable trend. The market
trend was relatively favorable in Asia,
while development in both Europe and
North America was poor.



Group summary review

rates for comparable units.

Markets outside Sweden accounted for
95% (95) of invoiced sales. The consoli-
dated resulr after financial income and
expenses totaled SEK 3,472 M (10,577).
Earnings per share amounted to SEK
-2.24 (6.30). Return on capital employed
was ~1.3% (19.9). The Board of Directors
proposes a dividend of SEK 1.00 per share
(3.13), corresponding to a decrease of 68%

from a year earlier.

Future prospects

During the third and fourth quarters,
demand leveled out at a low but stable
level. Preparedness remains high for pos-
sible changes in the business climate.
Sandvik further advanced its positions in
Asia, particularly through the new units
in China. The Group 1s thus well-invested
and has created strong positions for all
business areas in a region where the rate

Goals and goal fulfillment

Sandvik Group

Organic growth

Return on capital employed
et debt/equity ratio

Payout ratio, % of earnings per share

Sandvik Tooling

Organic growth

Return on capital employed

Sandvik Mining and Construction

Organic growth

Return on capital employed

Sandvik Materials Technology
Orgaric growth

Return on capital employed

down 23% in value and down
31% at ﬁxed exchange rates for comparable units. The Sandvik Group’s invoiced sales
reached SEK 71,937 M (92,654), down 22% in value and down 30% at fixed exchange

of continued growth is expected to be
robust. The Group’s successtul perform-
ance in the energy area was reinforced
through the development of products and
solutions that enhance efficiency and
reduce customers’ environmental foot-
print in the oil, gas, coal and nuclear
power sectors. In addition, the Group
further developed its offering for renewa-
ble energy, such as wind and solar power,
and established a position in medical
technology.

In the years ahead, development will
primarily take place through organic
growth, continued efficiency enhance-
ments, improvements in profitability and
refinement of the product mix. Sandvik
has a strong market position and, as a
result of the actions taken, is well pre-
pared for the future.

Long-term goals
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Financial goals

Sandvik’s financial goals are based on
assessments of the company’s strength
and of how it is positioned for the future.
The Group’s goals and goal fulfillment

are presented in the table below.

Goal fulfiliment
The outcome since 2000 corresponds to
average annual organic growth of 4.1%
and a return on capital emploved of
18.4%. In addition, the annual growth
from acquisitions, net of divestments, has
averaged 1%. In 2009, the organic
growth was ~29% and the return on
20/

capital employed was ~1.3%. At the end
of 2009, the net debt/equity ratio was 1.0.

Average
““OutCQme 2009 ~ 2000-2009
2% 1%
-1.3% 18%
1.0
£4%
36% 1%
-2% 24%
23% 1%
2% 2%
34% 3%
~7% 9%




Earnings, returns and financial position

Earnings and returns

The operating result amounted to SEK
~1,412 M {12,794). The change was mainly
due to the severe deterioration in the busi-
ness climate with lower production vol-
umes in all business areas leading to lower
gross margins. The result was also nega-
tively impacted by restructuring activities,
impairment losses and increased obsoles-
cence. Implemented savings programs re-
duced costs by approximately SEK 6,000 M.
Capital efficiency was prioritized above
short-term profitability. The operating
result was also influenced negatively by
approximately SEK 500 M by changed
metal prices in Sandvik Materials Technol-
ogy. Changes in foreign exchange rates
compared with 2008 negatively affected
the operating result by about SEK 18 M.
The net financing cost was SEK 2,060 M
(~2,217). The improvement in net financial
items compared with the preceding vear
was mainly caused by lower average inter-

est rates. The result after inancial income

Capital expenditure -
Investments in property, plant and equipment, SEK M
as a % of invoiced sales

aned 10 Sardvic Min

estreents. SEK 619 M (53

and expenses was SEK 3472 M (10,577},
Income tax had a positive impact on the
result of SEK 876 M (-2,741) or 25% (26)
of the resul before taxes. The result for the
year attributable to equity holders of the
Parent Company was SEK -2,652 M
(7,472). Earnings per share amounted to
SEK -2.24 (6.30). Return on capital
employed amounted to -1.3% (19.9) and
return on equity was -7.9% (24.8).

Financial position

Cash tlow from operating activities
amounted to SEK 12,312 M (9,671). Cash
tlow after investments, acquisitions and
divestments was SEK 6,119 M (2,040). At
the end of the year, cash and cash equiva-
lents amounted to SEK 7,506 M (4,998).
Interest-bearing liabilities, including net
provisions for pensions, less cash and
cash equivalents yielded a net debt of SEK
30,342 M (33,323). Sandvik has a credit
facility of EUR 500 M expiring in 2012
and another facility of EUR 1,000 M

nions, page 57,

expiring in 2013. These facilities, which
are the Group’s primary liquidity reserve,
were unutilized at the end of the year.
Under the Swedish bond program of

SEK 15,000 M, bonds in the amount of
SEK 14.119 M were outstanding at year-
end. Under the European bond program
of EUR 3,000, SEK 600 M was utilized.
In addition, there were bonds issued in
the US amounting to USD 740 M. The
remaining maturity of bonds averaged
four years for Swedish bonds and ten years
for US bonds. At year-end, the interna-
tional credit-rating agency Standard &
Poor’s had an A- rating for Sandvik’s
long-term borrowings, and A-2 for short-

term borrowings.

Working capital

Working capital at the end of the year
amounted to SEK 22,122 M (32,571).
Relative working capital during the
fourth quarter of 2009 was 32% (32) of
invoiced sales. The carrying amount of

200% LR L e 2009,
1625 7169 Operating result, SEK M 1412

6.4 77 as a % of invoiced sales -2.0 13.8

e Corls Brudins Toe? of Result after financial income and expenses, SEK M 3472 10,577

as a % of invoiced sales 4.8 1.4

Return on capital emploved, % 1.3 199

Return on equity, % 7.9 24.8

Basic earnings per share, SEK 2.24 630

Dituted earnings per share, SEK ~2.24 529



inventories at the end of the year was
SEK 19,842 M (28,614). Capital tied up
in inventory was 28% {29) relative to
invoiced sales. At vear-end, accounts
receivables totaled SEK 11,587 M
(15,930}, which was 16% (16) of invoiced

sales.

Equity

Equity at year-end amounted to SEK
29,957 M (36,725), or SEK 24.40 (30.00)
per share. The equity ratio was 33% (36).

Capital expenditure

The purchase consideration for company
acquisitions during the vear (less acquired
cash} was SEK 2,036 M (954). Proceeds
from the sale of companies and shares
amounted to SEK 35 M (111). Investments
in internally generated intangible assets
amounted to SEK 427 M (460). Invest-
ments in property, plant and equipment
amounted to SEK 4,625 M (7,169).

Parent Company and subsidiaries
operating on commission for
Sandvik AB

The Parent Company’s invoicing
amounted to SEK 13,524 M (20,427) and
the operating result was SEK ~1,903 M
{(~395). As was the case for the Group’s
operating result, the Parent Company’s
operating result was influenced negatively
by changed metal prices, low capacity
utilization in certain production facilities
and nonrecurring items. In 2009, the
result was negatively impacted in the
amount of SEK 537 M due to metal price
effects and SEK 197 M due to costs for
restructuring measures, At 31 December
2009, interest-bearing liabilities less cash
and cash equivalents and interest-bearing
provisions amounted to SEK 11,319 M
(12,362). Capital expenditure during the
year amounted to SEK 899 M (1,537).
The Parent Company’s total assets in-
creased SEK 5,817 M (from SEK 41,899 M

Quarterly trend of invoiced sales and result after financial items

2008 Tist quarter 95
2:nd quarter 24016
3:rd quarter 22478
4:th quarter 24471

2009 Tist quarter 19,136
2ind quarter 18.01
3ird quarter 16,578
4:th quarter 18,211

Equity per share at 31 December, SEK 2440

Defintions. page 57.

to SEK 47,716 M) through the raising of a
bond loan as part of the Group’s toral
financing.

In 2009, the Parent Company received
dividends of SEK 5,754 M, of which SEK
5,521 M from Sandvik Finance BV. The
number of employees in the Parent Com-
pany and the subsidiaries operating on
commission for Sandvik AB at 31 Decem-
ber 2009 was 7,535 (8,151). Besides Swe-
den, the Parent Company operates in a
number of countries, mainly through rep-
resentative offices.

Result after
financial stems _ Metmargn % Financial position 00 X0
2.715 12 Cash flow from operating activities, SEX M 12,312 9,671
3,302 14 Cash flow after capital expenditures, acquisitions
3.035 14 and divestments, SEK M 6119 2,040
1,524 4 Cash and cash equivalents and short-term
479 ; investments at 31 December, SEK M 7.506 4998
TV 14 Netdebtat 31 December. SEK M 30342 33323
o Net financial items, SEXK M 2,060 -2,217
523 -3 )
77 o Equity ratio, % 33 36
Net debt/equity ratio, times 1.0 0.9
Equity at 31 December, SEKM 5




Order intake, sales, and development

in business areas

Demand status in brief

Demand was low for Sandvik’s products
and services in 2009, with an especially
difficult market situation in all market
areas and in the majority of customer seg-
ments. Demand was negatively affected
by custonmier destocking. For full-year
2009, the trend in order intake w
tive in the EU, where activity declined

as nega-

strongly in such countries as Germany
and Italy. Demand in Eastern Europe
slowed considerably. Order intake in
NAFTA fell sharply. The business climate
in South America was slightly more favo-
rable during the year despite a negative
rrend in order intake. Order intake also
declined in Africa and the Middle East,
with the weakening in these markets due
to a fall in investments in the mining
industry. Demand in Asia weakened,
with the exception of China, where order
intake continued to grow. Asia accounted
for 19% (16) of the Group’s rotal order
intake. Demand in Australia weakened

significantly.

Order intake by market area

nivik's aperadia ityide i thyee bysd Sandvik Tooling, Sandvik
Mmmg and Constructlon and Sandwk Materlals Technology Sandvnk also controls 60% of the
shares and 89% of the votes in Seco Tools, which is a global group active in the area of metal
cutting. Seco Tools describes its operations in its own annual report.

Sandvik Tooling in figures
Sandvik Tooling’s order intake toraled
SEK 18,962 M (25,798}, down 36% on
the preceding year at fixed exchange rates
for comparable units. Invoiced sales
totaled SEK 19,078 M (25,975), a decline
of 36% from the preceding year ar fixed
exchange rates for comparable unirs.
Changes in exchange rates affected order
intake and invoiced sales positively by
12%. The price level was stable

The operating result rotaled SEK -527 M
(5,461), yielding an operating margin of
-2.8%. The decline was due to low order
intake and low production volumes,
resulting in a reduction in gross profit
and under-absorption of fixed costs.
Earnings were also negatively impacted
by costs tor restructuring programs,
impatrment losses and increased obsoles-
cence.

The number of employees at 31 Decem-
ber totaled 15,296 (16,988).

E 1 — B 2007 e 008 Change o Change, %
Europe 27233 38 40945 -33 -39
NAFTA 11,235 16 15,071 -25 -35
South America 5275 7 5839 1 17
Africa, Middle East 7789 11 7743 1 =13
Asia 13321 19 14,701 -9 23
Australia 6,432 9 3,311 -23 ~28
Group total 71,285 100 92,610 -23 31

* Crarge compared wih the precedng vear 4t

fixed exchange rates for comparable unis,

Performance and key events
at Sandvik Tooling
Sandvik Tooling was negatively impacted
i all markets by the weak global economy.
The downturn was severe at the beginning
of the year but leveled out during the third
quarter. The level of activity in the oil and
gas sector, as well as the aerospace indus-
try, displayed a negative trend. Demand
from the automotive and engineering
industries was low, but gradually increased
during the second half of the year.
Following the financial crisis and the
subsequent recession that took hold in
autumn 2008, demand continued to
decline in 2009. The rate of the decline
eased during the third quarter and
demand stabilized at a low level during
the remainder of the year. Hardest hit by
the downturn were the automotive and
general engineering industries. Demand
for consumer-related products and, to a
certain degree, within the aerospace
industry was also weak, while order
intake from the energy sector remained
relatively favorable. Activity levels were



low in all markets, with the exception of
China, where the performance of the
automotive industry was positive.

The measures initiated in 2008 to
reduce costs and working capiral were
intensified in 2009, Working hours for
many employees were reduced and costs
were cut proportionately. In addition,
time banks were utilized in Sweden and
Germany, meaning that compensatory
leave accrued earlier in connection with
periods of high demand is exchanged in
return for reduced working hours during
periods with low production require-
ments. Actions taken to reduce working
hours yielded a saving in personnel costs
corresponding to approximately 2,200
futl-time positions. In addition, the work-
force was reduced by a total of about
2,000 full-time employees.

The acquisition of the Austrian com-
pany Wolfram Bergbau und Hiitten AG
took place during the vear and the com-
pany formed the new Wolfram product
area. Wolfram is a producer and supplier
of tungsten carbide - the main constituent
in cemented carbide. The company’s
advanced research and development
resources have yielded a market-leading
product quality. The acquisition also
strengthens Sandvik Tooling’s supply of

Invoiced sales by market area

Order intake, sales, and development in business areas

raw materials and contributes know-how
and technology that aids in the develop-
ment of cemented carbide and the recov-
ery of tungsten and other raw materials
from cemented carbide.

The acquisition of the UK-based BTA
Heller Drilling Systems Ltd was finalized
in early 2009 and strengthened the Sand-
vik Coromant product area’s customer
offering of tools and tooling systems for
deep-hole drilling.

The ValeniteSafety product area was
restructured and this resulted in the for-
mation of the new Safety product area.
Valenite was integrared in the Walter
product area. Walter and Valenite prod-
ucts will be sold under the Walter Vale-
nite brand in the North American mar-
ket, which will serengthen Walter’s prod-
uct offering and market position.

A new production unit for medical
technology equipment was inaugurated in
Zell, Germany, while in Pune, India, a
Tooling Engincering Center was opened
to support work related to production
engineering in the business area. Sandvik
Nora, a unit in Sweden focused on the
development and production of diamond-
based tools for machining of such items
as composite materials, was taken over
from Sandvik Mining and Construction.

SR 2008 L AR08 Chang

Europe 218,867 40 41,851 -3

NAFTA 11,704 16 14.827 ~21

South America 4,562 6 5982 ~24 =31
Alfrica, Middie East 6,872 10 7.811 M2 -23
Asia 12427 17 13.653 -9 -21
Australia 7.505 " 4,530 ~12 A
Group total 71937 100 92,654 22 30

€ precedng year, at fixed exchange rates for comparahie unsts,

Sandvik Mining and Construction

in figures

In 2009, Sandvik Mining and Construc-
tion’s order intake amounted to SEK
30,915 M (38,634). This represents a
decline of 27% compared with the pre-
ceding year at fixed exchange rates for
comparable units. Cancellations of orders
already placed contributed to the negative
trend. Invoiced sales amounred ro SEK
32,621 M (38,651}, down 23% from the
preceding vear at fixed exchange rates for
comparable units. Changes in exchange
rates had a positive impact of about SEK
3,900 M on invoiced sales. The price
rrend remained relatively stable. Govern-
ment stimulus packages in many coun-
tries and higher meral prices had no dis-

cernible effect on order intake for the
year.

The operating result toraled SEK 466 M
{4,996), vielding an operating margin of
1.4%. The result was adversely impacted
by low volumes, impairment losses and
restructuring costs. The number of
employees at 31 December was 14,429
(16,796).

Invoiced sales in the ten largest markets

SHKM ... R0y 2008
us 8.854 11039 -20
Australia 7154 8,152 -12
Germany 5679 7.958 ~29
China 4,833 4.311 12
South Africa 3,567 3955 -10
Sweden 3356 4753 2

Italy 2.835 1682 -39
France 2,807 3698 =24
Brazil 1,345 3567 34
UK 2027 3307 -36




Performance and key events at
Sandvik Mining and Construction

Sandvik Mining and Construction’s order

intake in the mining industry declined
sharply during the latter part of 2008

and early 2009 to subsequently srabilize

at a low level. The underlying demand f

or

base metals remained, but many custom-

ers showed hesitation in placing orders.
Demand from the coal industry also
stalled, particularly with respect to meta
lurgical coal. This was also the case for

demand within energy production, since

1.

much of the energy-intensive basic industry

operated at restricted capacity. Demand

in the construction industry was stable a

t

a low level during the year. For materials

handling solutions, the degree of activity

increased toward the end of the year, wh

a number of large orders were received.
Robust action programs were imple-

mented in 2009 in response to the conti

n

n-

ved downturn in the global economy. The

primary focus was to curtail production

rates, adjust inventory levels and reduce

costs. The business area announced the

Order intake by business area
SEK M

Sandvik Toaling

18,962

sales. and development in business areas

closure of 13 production units to adapt
the production and service structure,
while manufacturing rates were reduced
in almost the same number of facilities.
Several units prepared new agreements
regulating reduced working hours and
pay, while other plants utilized existing
agreements. The number of employees
and contracted staff was reduced by just
over 4,500.

Restructuring the organization around
three customer segments helped o clarify
responsibility in processes, enhance coor-
dination, increase synergies and improve
cost efficiency.

The business area’s global presence was
reinforced by the inauguration of new
assembly facilities for mining equipment
outside Shanghai, China, and near Belo
Horizonte, Brazil. The new facilities offer
assembly capacity closer to major cus-
tomers and facilitate shorter lead times,
as well as continued consolidation and
streamlining of the manufacturing and
delivery process. Combined with a con-

centration to a small number of straregi-

25,798 26 36
Sandvik Mining and Construction 30,915 38,634 20 27
Sandvik Matenals Technology 16480 21.581 24 30
Seco Tools 25 =30
Group activities = -
Group total -23 -31

1 wrth tne preceding year, at fixed exc

Invoiced sales by business area

SESME 2000 =

Sandvik Tooling 19,078 2597 -36

Sandvik Mining and Construction 32,621 38,651 16 23

Sandvik Materials Technology 15,328 21,480 29 34

Seco Tools 4.871 5,513 -25 30

Group activities 39 3 — —

Group total 71,937 92,654 ~22 -30

he preced: 1. at fixed excha

e compared

nge rates for comparable ws.

cally located distribution centers, these
investments play an important part m
efforts to move closer to customers.

Sandvik Mining and Construction
received three major project orders with
a combined value of nearly SEK 2 billion.
These comprised a materials-handling
system for an underground mine in
Africa, a loading system in South Amer-
ica and a materials-handling system for
a power plant in the Netherlands.

Sandvik Materials Technology

in figures

Sandvik Materials Technology’s order
intake totaled SEK 16,480 M (21,581),
down 30% from the preceding year at
fixed exchange rates for comparable
units. Invoiced sales totaled SEK 15,328 M
(21,480), a decrease of 34% from the
preceding year at fixed exchange rates for
comparable units. The effects of changed
metal prices had a negative impact on
order intake and invoiced sales of abour
10 and 12 percentage points, respectively.
Changed exchange rates impacted order



intake and invoiced sales positively by
9%. The price trend was favorable for
high value-added niche products, but
somewhat more pressured for products
exposed to a higher degree of competition.

The operating result totaled SEK ~1,137
M (1,187), yielding an operating margin
of =7.4%. The decline was due to low
invoiced sales and low production vol-
umes, resulting in a reduction in gross
profit and under-absorption of fixed
costs. Earnings were also negatively
impacted by costs for restructuring pro-
grams, impairment and changed metal
prices.

The number of employees at 31 Dec-
ember totaled 8,246 (9,281).

Performance and key events

at Sandvik Materials Technology

The global recession resulted in a weak
business situation for Sandvik Materials
Technology in 2009. The areas that were
worst affected were the automotive, min-
ing and consumer-related industries. The
energy sector, however, displayed strong
growth, particularly in such segments as
nuclear power and oil/gas.

The action program initiated in 2008
to reduce costs and working capital was
intensified in 2009. In response to the
weak volume trend, the business area
implemented extensive cost restraints,
personnel reductions and production
cuts. The number of full-time employees
decreased by a total of about 1,000 dur-

Operating result by business area
SEKM

Sandvik Tocling

Sandvik Mining and Construction

Order intake, sales. and development in business areas

ing the year and inventories were reduced
by about SEK 2,300 M. In addition,
agreements were reached covering a tem-
porary reduction in working hours and
pay for large parts of the organization.

Metal prices fluctuated during the year
and metals in stock were valued at the
lower of cost or net realizable value,
which had a negartive impact of SEK 541 M
on the reported result. However, the
effect of meral prices on inventory valua-
tions did not impact cash flow. During
2009, a range of measures were applied
to reduce exposure to fluctuations in
metal prices and to minimize the effects
on margins and cash tlow.

The Kanthal and Wire product areas
were merged to capitalize on synergies
and improve cost efficiency, market pres-
ence and product mix. Consequently, the
number of product areas was reduced
from six to five.

Investments aimed at strengthening the
business area’s market position in Asia
continued during the year. A new produc-
tion facility for cold rolling and finishing
of high-alloy seamless tubes was con-
structed in Zhenjiang, China. The sales
organizations in China and India were
expanded in parallel with the build-out of
capacity. A service center for precision
strip was brought on-stream in Zhen-
jiang, China, while the research center in
Pune, India, was strengthened through
the addition of further resources.

Margin as a %

Sandvik Materials Technology 6
Seco Tools 20
Group activities —

14

Group total

Sandvik Materials Technology holds a
strong position in selected niches in the
fast-growing nuclear power industry and
is a leading supplier of such products as
steam generator tubes. During the vear,
the business area signed agreements for
steam generator tubes for a combined
value of more than SEK 6 billion. Deliv-
eries will commence in 2012, In response
to the increased demand, work was initi-
ated to substantially expand manufactur-
ing capacity.

Consolidation of units in the MedTech
product area continued during the year.
To better capitalize on synergies in the
medical technology area, it was decided
that Protomedical GmbH, a unit that
offers manufacturing of medical implants
and surgical instruments, would be trans-
ferred from Sandvik Tooling to Sandvik
Materials Technology effective 1 January
2010.

Back-office functions in the business
area’s European sales organization were
coordinated. One single unit is now
responsible for providing service to large
parts of the European market.

A powder technology research facility
was started up at the research center in
Sandviken and comprehensive invest-
ments were also made to significantly
expand capacity for rock-drill steel in
Sandviken.
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Research and development

Group and aims to increase customers’ productivity, facilitate their

“in the

efforts in the environmental area and improve the work environment of
employees. Projects include metallurgic research, metal cutting and the
development of production technologies, production processes and IT

systems.

Sandvik invests almost SEK 3 billion cach

year in R&D and more than 2,400
employees are active in this area. The

holding system was expanded to include
a larger version for heavy-duty machin-
ing. The CoroCut parting and grooving

metal sawing offered major efficiency
gains for customers. A new, patented
tocking system for rolls, Dynalock,
had its commercial breakthrough. The
system offers increased productivity,
since slippage is avoided at high loads.

» Customer-driven development of new
tungsten carbide grades
The Wolfram product area offers a com-
plete range of tungsten carbide powders
with various propertics. The powders

are mainly used in the production of

Group has about 5,000 active patents and program was complemented with new,

other intellectual property rights. larger inserts for heavy-duty parting cemented carbide tools, but also in other

applications in which strict demands are

Research and development is con-
ducted in a decentralized manner in each
of the business areas. The exchange of
knowledge berween the business areas is
substantial, which generates synergies
and qualitative accumulation of dara

upon which decisions can be based.

Sandvik Tooling
The focus of Sandvik Tooling’s research

and development is on the development of

new materials and products and the im-
provement of the production methods
and production equipment. The aim is to
enhance rool performance and quality as
well as production efficiency both for
customers and the business area itself.
The business area continuously develops
new methods for the production of
cemented carbide, ceramic materials,
cubic boron nitride and synthetic dia-

monds. Development of methods for preci-

sion pressing and coating in the production

of indexable inserts has a high priority.
Research and development activities
are carried out in several locations
throughour the world. Each product area
pursues product and application develop-

ment in close cooperation with customers.

A selection of advances in research and

development in 2009 are listed below:

+ Focus on milling at Sandvik Coromant
During the year, Sandvik Coromant
launched the CoroMili®316 end mill
with exchangeable curting heads and
the CoroMill®345 face mill with eight
cutting edges. A number of important
enhancements to the CoroMill?490
shoulder-milling program were also
introduced. The new CoroMill®329
increases productivity in slot milling.

Furthermore, the Coromant Capto tool-

and grooving operations and thus cov-
ers a broad range of applications.
Walter strengthens and expands its
total product offering

The Walter product area, with the three
brands Walter, Walter Titex and Walter
Prototyp, offers a complete product
range for all types of metal cutting.
During the year, Walter launched
Tiger-tec®Silver, incorporating new
technology for coated indexable inserts
that delivers a performance increase of
50-100%. Walter Titex introduced the
Xtreme D8 and D12 drills for extreme
deep-hole and small diameter drilling.
Walter Prototyp introduced the Cone-
Fit™ shoulder mill with exchangeable
cutting heads.

Broadened offering in diamond and
cemented carbide tools

Dormer strengthened its offering in
machining of composite materials for
such sectors as the acrospace industry
through the launch of diamond-tipped
tools. In addition, a broad range of
cemented-carbide tools for specific
applications and materials was
launched.

Continued development of superhard
materials at Diamond Innovations
Diamond Innovations introduced a new
generation of diamond-tipped dritl bue-
tons with improved service life for drill-
ing for oil and gas, which resulted in an
increased market share.

Successful technology development in
attractive niches

At Sandvik Hard Materials, improved
extrusion technology enabled the pro-
duction of cemented-carbide blanks
with complex shapes. New grades of
titanium-based cemented carbide for

placed on hardness and wear resistance.
The various powder grades are continu-
ously improved and tailored based on
the customers’ needs. During 2009, the
ultra fine-grained tungsten carbide grade,
CRCO010, was introduced. It enables,
for example, the production of high-
performance drills in extremely small

dimensions for the electronics industry.

Sandvik Mining and Construction
Sandvik Mining and Construction con-
tinued to introduce new technology and
new products in the market. Through
close cooperation with customers, the
business area can continuously adapt its
products to the needs of customers and
offer holistic solutions. For example, the
business area develops innovative solu-
tions for automated mining operations
and mechanical excavation of harder
rock grades. The principal driving forces
in its development work are to create
improvements in the areas of the environ-
ment, health and safeey. Other important
driving forces for the development work
include cost savings, reduced energy use
and skills enhancement.

The issues with the highest priority in
Sandvik Mining and Construction’s
R&D efforts relate to safety and products
and services for the aftermarket. The
largest development units can be found in
Finland, Sweden, Austria and the US.

A number of the products and process
solutions introduced in 2009 are listed
below:

» New system for complete surface
crushing stations

With the Sandvik PF300, Sandvik

launches a system for complete mobile



crushing stations. The system has been
created for surface mining in which the
minerals are crushed and immediately
removed from the extraction site. The
new method reduces truck transports,
which results in direct cost savings,
reduced fuel consumption and lower
carbon dioxide emissions.

More efficient and safer coal mining
Customers in the coal industry demand
reliable equipment with high cutting
power and availability. To meet these
requirements, Sandvik Mining and
Construction has developed the Sandvik

MC350 mining machine that offers

state-of-the-art-technology for under-
ground mining of soft rock grades.
Combined with the other products in the
business area, Sandvik offers a powerful,
safe and efficient coal-mining system.
Hybrid crusher for a variety of needs
The newly developed Sandvik CR810
hybrid roll crusher was introduced at the
beginning of the year. The crusher fea-
tures a unigue and compact design that
combines the advantages of reducing the
space requirement with the benefits of
traditional double-roll crushers that have
hvdraulic gap adjustment and overload
protection. The Sandvik CR810 is used
in surface and underground mining oper-
ations and in construction projects.

Cost and eco-efficient electronically
controlled loader

Sandvik continues to develop the product
range for electronically controlled load-
ers for the loading and transport of ore
from underground mines in a produc-
tive, safe and profitable manner. During
the vear, the customer offering was cx-
panded through the addition of a new
model, the Sandvik LHS14E, which has
an excellent power-to-weight ratio, com-
bined with a superior turning radius and
improved electronic control system. The
clectric power system, with its low noise
levels and zero emissions, provides an
improved work environment and reduces
the costs for mine ventilation. The loader
also requires fewer maintenance hours
than a conventional diesel-powered
loader. The combined benefits enable

considerable savings for customers.

Sandvik Materials Technology
Sandvik Materials Technology develops
advanced materials, products and system
solutions in close cooperation with cus-
tomers. The aims include increasing cus-
tomer productivity, reducing energy usc
and the impact on the environment, and
creating processes that result in a secure
working environment.

The business area has one of Europe’s
largest R&D centers for advanced metal-
lic materials and special alloys in Sand-
viken, Sweden. The business area also
operates an R&D center for ceramic and
metallic resistance materials in Hallsta-
hammar, Sweden. A research and mode-
ling center for advanced materials is sited
in Pune, India, where simulations of vari-
ous processes and materials are con-
ducted, among other activities.

A few years ago, work commenced on a
number of key R&D programs in strategi-
cally important areas for Sandvik Materi-
als Technology, including energy and medi-
cal technology. Through continuous devel-
opment of advanced material and extensive
investments in powder and surface technol-
ogy, Sandvik Materials Technology can
play a decisive role in the development
within these prioritized segments.

A selection of products and process solu-
tions introduced in 2009 are listed below:
« More efficient energy use enhances

productivity

The Kanthal product area continuously

launches new products that enhance the

efficiency of energy use and increase
productivity for customers. One exam-
ple is the new thermoelement material,

Thermothal®Low Drift, which allows

more precise temperature control and

thus enhanced performance in the man-
ufacture of, for example, components
for the aerospace industry.

« Capacity increase in the oil industry
Large volumes of liquid sulfur are a by-
product of oil extraction, and must be
converted into pastilles to facilitate han-
dling. The conversion process takes
place in high-speed and high-perform-
ance Rotoform lines, which significantly
increase customers’ capacity. During
2009, several orders were received for
Rotoform HS? for refineries, including
an important breakthrough order in

Research and development

Russia. Sandvik offers complete solu-
tions providing financial, logistical and
environmental bencfits.

Development of medical implants
Through its MedTech product area,
Sandvik is a leading supplier of implants
and surgical instruments to global medi-
cal technology companies. Sandvik’s
products meet the exacting demands
imposed on surfaces, precision, strength
and corrosion resistance. During the
year, the product area further developed
models of medical implants, including
hip replacement implants. Important
breakthrough orders were received
from, for example, India and Korea.
New materials with extreme
performance for the oil and gas
industries

Sandvik SAF 2707HD® is a new mate-
rial for wirelines used in the oil and gas
tndustry to lower various measurement
instruments and tools in oil wells. Ex-
treme demands are placed on the mate-
rial’s performance, which is adapted to
chloride-containing environments,
features high mechanical strength and
has high resistance to corrosion. The
same matertal is also used in tube appli-
cations in the offshore industry and in
oil refineries.

New spring material increases
performance

Sandvik Loniflex® is a new wire mate-
rial for aerosol springs used in aerosols,
perfume bottles and pump soap dis-
pensers. The material contains consider-
ably less nickel, which is expensive and
fluctuates considerably in price. At the
same time, the material has comparable
or superior properties in terms of corro-
sion and hot and cold machining possi-
bilities. This also helps increase produc-
tivity of spring customers.

Productivity boost for milling, turning
and drilling

Sanmac SAF 2205% is a re-launched and
improved product that is once again
available in the bar program in an ex-
ceptionally broad size range. The bars
are used, for example, in the manufac-
ture of fittings and flanges in several

industries.
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Human resources

The aim of Sandvik’s efforts relating ro
Human Resource management (HR) is
to ¢reate methods and a working climate
that allow the Group to realize its short
and long-term goals. The organization
must have the capacity to manage suc-
cesses and setbacks in its business opera-
tions. It 1s the responsibility of central
and local HR functions to contribute
cost-etficiency and effective support for
managers, create simplicity and clarity
for employees, and help to make Sandvik
an attractive employer.

A number of global processes facilitate
this work so that the methods can be
practically applied in day-to-day activi-
ties. These are subsequently introduced
on a gradual basis to all units in the

Group.

Competence development and
sourcing
Sandvik is a global company that offers

many opportunities for development. The

creation of increased mobility in the
Group is an important element on many
levels. Firstly, it allows personal develop-
ment for employees and, secondly, it is a
way of transferring competencies within
the company. One example of a tool that
stimulates mobility is Sandvik’s internal
employment market, which comprises a
portal on the Group's intranet where all

Number of employees
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- are strongly interconnected,

HR issues are assigned a high pr:orlty at Sandvtk The Groups capacity to effectively develop
employees to their full potential plays a significant role in the Group’s financial results and its
ability to compete in the global market.

vacancies are published, with support
also being offered to employees in the
application process.

Competence development is a continu-
ous process in all areas of the organiza-
tion. All Sandvik employees are entitled
to a personal development plan ~ this
applies to all Group companies and coun-
tries in which Sandvik conducts opera-
tions. Each manager is responsible for
preparing educational plans together with
the employee. This plan forms the base
for the planned development efforts. The
manager bears a long-term responsibility
to ensure that his or her own organiza-
tion at any given time is staffed by em-
ployees with the necessary expertise in
relation to the work content of the unit.
Managers receive training and develop in
their roles thanks to the company’s global
straregic leadership development pro-
gram. Sandvik also tailors its own indus-
try-specific educational programs. One
example of this is the Sandvik Interna-
trional Mining School - a two-year pro-
gram that is offered in partnership with
five universities from four continents.

Sandvik works actively wicth Employer
Branding as part of the company’s work
to identify, recruit and retain in-demand
personnel. The Group’s initiatives in this
area are based on communicaring, in var-
tous contexts, the opportunities offered

Number of employees by business area

by a professional career ar Sandvik. This
profiling work is conducted on a broad
front, ranging from meetings on labor
marker days at universities and colleges
to how communication messages are for-
mulared.

Management by objectives

A manager at Sandvik shall enjov effec-
tive support in his or her role as a leader.
HR functions are focused on such rasks
as offering practical tools and templates
that facilitate administration and release
resources for management by objectives
and teambuilding. The ability to break
down objectives into specific targets to be
achieved by an individual or a group is
vital in efforts to retain and develop
Sandvik’s competitiveness.

Remuneration and compensation
Sandvik’s management by objectives is
also reflected in the strategy for remuner-
ation and compensation, which aims to
support Sandvik’s business objectives and
contribute to maintaining Sandvik as an
attractive company in which to work and
develop. Sandvik’s remuneration model
comprises fixed salary, performance-
based annual variable salary, long-term
performance-based salary to senior exec-
utives and specialists, pensions and bene-
fits. According to Sandvik’s remuneration

Number of employees by country
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policy, fixed salary is based on four cor-
nerstones: the complexity and difficulty
ot the position, individual performance,
the salary situation in the relevant mar-
ket, and professional incentive. Some of
Sandvik’s employees are entitled to per-
formance-based variable salary. Remu-
neration of these individuals is always
based on predetermined goals. For remu-
neration of senior executives, see below

and Note 3.5.

Adaptation to sharp fall in demand
In 2009, Sandvik focused on a range of
measures to adjust production capacity
and cost levels to the prevailing market
conditions. This work was conducted on
a global scale and actions taken include
a reduction of temporary and permanent
employees, the closure of units, and
employee agreements regulating shorter
working hours, lay-offs and similar
actions. Following the expiration of
agreements for shorter working hours,
they will be concluded or renegotiated.
Work aimed at retaining and further
developing key expertise within the com-
pany has been carried out.

Number of employees

The number of employees at the end of
the year was 44,355 (50,028), a decrease
for comparable operations of 5,947 per-

Key figures 2009

No. of employees 31 Decemnber 44,355
Average number of employees

Womer 8,574 8,819
Men 38,617 39752

Total 47,191 48,571

sons during the year. The number of
employees in Sweden at 31 December
2009 rotaled 10,285 (11,487). Data on
personnel expenses and the average
number of employees is available on page
60, Note 3.

Employment conditions

Sandvik’s employment conditions are
based on the UN Universal Declaration
of Human Rights and the ILO Declara-
tion on Fundamental Principles and
Rights at Work.

Activities pursued during the year to
attain Group-wide objectives for health
and safety, and employee conditions and
development, include certification of the
occupational health and safety manage-
ment system in accordance with OHSAS
18001 for companies recently acquired,
training, risk assessment of the work-
place, more focus on reporting of inci-
dents, improving the efficiency of safety
committees, and providing stimulation ro
managers to emphasize Sandvik’s objective
to improve the balance between men and
women in connection with recruitment
processes. Relevant performance indica-
tors that are monitored on a quarterly
basis include the number of faralities, the
number of lost time injuries resulting in
lost time, the number of reported near
misses, the number of lost days due to
injuries, employee turnover, as well as
the number of men and women in various
positions. The trend in occupational inju-
ries resulting in lost time and the lost
time injury frequency rate remained posi-
tive during the year, but the improvement
in the balance between men and women
remains weak.

Human resources

Decision on principles for the
remuneration of senior executives
The guidelines for the remuneration of
the Board and senior executives that
applied during 2009 are set out in Note
3.5 on pages 60-62. The company’s audi-
tors have examined compliance with the
guidelines.

The Board of Sandvik AB proposes
that the Annual General Meeting on 4
May 2010 resolve on the following prin-
ciples for the remunerarion of senior ex-
ecutives in accordance with that stated in
Note 3.5. The Board’s proposal is de-
signed to ensure that Sandvik, from a glo-
bal perspective, can offer remuneration at
the market rate that will attract and re-
tain qualified members of the Group Ex-
ecutive Management. The remuneration
package for Group Executive Manage-
ment comprises fixed salary, annual vari-
able salary and long-term variable salary
and pension. The aim is thar the compo-
nents will form a well-balanced remuner-
ation and benefit package that reflects the
individual’s performance and responsibil-
ity and the Group’s earnings trend. The
fixed salary, which is individual and dif-
ferentiated considering responsibility and
performance, is determined raking into
account market conditions and is re-
viewed each year. The Board may depart
from the principles established by the An-
nual General Meeting if, in isolated cases,
there are special reasons for so doing.
Those atfected by these proposed princi-
ples are the President and the other mem-
bers of the Group Executive Manage-
ment. For further details, refer to Note
3.5 on pages 60-62.




Sandvik’s responsibility

- .. with focus on continual improvement in such areas as environ-
ment, occupational health and safety, human rights and business ethics.

The Group’s Code of Conduct forms the
basis for Sandvik’s improvements efforts in
these areas.

In addition to the financial results of Sand-
vik’s operations, the Group’s environmental
and social objectives and the outcome of
these is presented in the company’s Sustain-
ability Report on pages 88-99.

Environmental objectives

Activities conducted during the year to ful-
11 Sandvik’s objectives include eertification
in accordance wich ISO 14001 for compa-
nies recently acquired, the continued intro-
duction of energy-saving programs, phasing-
out of chlorinated solvents and reduction of
water consumption using such methods as
recirculation. Relevant performance indica-
tors for the use of electricity and fossil fuel,
carbon dioxide emissions and water con-
sumption are monitored on a quarterly
basis. Furthermore, the Group monitors
waste volumes and wastewater from proc-
esses on an annual basis. The outcome for
2009 is presented in Sandvik’s Sustainabil-
ity Report. During the year, the absolute
environmental indicators, such as energy
use and carbon dioxide emissions, devel-
oped positively while the relative indicators
displayed a negative trend largely due to the
sharp downturn in business volumes.

Licensed operations

Sandvik complies with applicable laws and
regulations relating to environmental
issues in rhe countries where the Group
operates. However, Sandvik applies even
stricter requirements when it is ecologically
warranted, technically possible and eco-
nomically viable. Sandvik’s Swedish units
conduct licensed operations in accordance
with Swedish environmental legislation at
the plants in Sandviken, Gimo, Stockholm,
Halmstad, Hallstahammar, Surahammar,
Svedala and Képing. The environmental
permits for these sites relate to such acrivi-
ties as the manufacruring of ingots/CC-
blooms/CC-billets, bar, tube, strip and
wire products, rock-drilling products,
rollable ingots, ceramics, metal powder,
cemented carbide products, castings and

various equipment and tools. All these
units have the environmental permits that
are required for their operations. The main
environmental impacts from these sites are
emissions to air and water, energy use, waste
production, older contaminated land areas
and noise. Sandvik is highly dependent on
the environmental permits granted for these
sites.

During the year, Kanthal AB in Hallsta-
hammar, Sweden, was granted a new per-
mit for carbon dioxide emissions due to the
addition of a number of reserve power gen-
erators under the terms of the license. A
permit to use an internal landfill for meral
hydroxide studge in Hallstahammar also
expired in 2009. No breaches of permissible
manufacturing volumes or limit values
within the parameters of the terms and con-
ditions of permits occurred during the year,
A number of rarget values were exceeded
for noise and emissions to air and water ara
few sites. Actions are being raken to comply
with these rarget values, often in consulta-
tion with the relevant supervisory authority.

For the units subject to environmental
permits, public environmental reports are
submitted each year to the supervisory
authoriry. In these reports, conditions and
compliance with all the various require-
ments are presented, as are annual emis-
sions and acrions taken to lessen impacts
on the environment or the consumption
of resources. No unit has been issued
with any significant injunction related to
applicable conditions from the supervisory
authorities in 2009.

Some 23 units throughout the entire
Sandvik Group are affected by known or
presumed land contamination. Of these,
remediation procedures have been ordered
at ten units at an estimated cost of some
SEK 60 M. Moreover, voluntary remedia-
tion measures at a further seven sites have
been agreed. Soil remediation was com-
pleted in Vistberga, Sweden during the
year.

When new manufacturing companies are
divested and acquired, the due diligence
procedures always include a comprehensive

environmental audit to identify any environ-

mental habilities related to the operation in

question.

Emission allowances

The Group’s plants in Sandviken and Hall-
stahammar are covered by the trading system
in carbon dioxide emission allowances in the
EU. In 2009, the Group was allocated emis-
sion allowances corresponding to 109,727
tons of carbon dioxide. For the period, the
Group declared emissions amounting to
88,240 tons of carbon dioxide.

All use of production-related fossil fuel in
the industrial site in Sandviken is encom-
passed by trading in emission allowances.

The trading in emission allowances also
affects Sandvik in that the price for elec-
tricity, even such electricity not atfected by
emission allowances, has risen.

The European REACH chemical legis-
lation and similar legislation in other parts
of the world will involve costs for process-
ing of applications and registration. The
fulfillment of requirements is also a
strength for Sandvik’s businesses.

Otherwise, Sandvik is not aware of any
changes in environmental requirements
raised by laws or otherwise that could have
a significant operational or financial effect

on business activities.

Suppliers

Sandvik increased the focus on risks
related to suppliers during 2009. A new
supplier Code of Conduct was developed
and special supplicr audit functions were
introduced in China and India during the
year. Further information is presented in
the sustainability report.

Human rights and business ethics
Sandvik’s policies relating to human rights
and business ethics are summarized in the
Code of Conduct. To emphasize the impor-
tance of compliance, training in these
issues is regularly arranged. At the end of
2009, more than 84% of the employees
had participated in this training.

No incidents relating to violation of
human rights in proprictary operations
were reported during 2009. Some 40 inci-
dents of suspecred harassment, fraud and
corruption were reported. Where appropri-
ate, corrective measures were implemented
in all of these cases, including the dismissal

of personnel.



Integrated risk management

- within the company and also to

ensure that opportunities are capitalized on in the best possible manner. The turbulence in the finan-
cial markets and the global recession have meant that Sandvik’s work on restricting and controlling
risk-taking was particularly important in 2009. Sandvik has a favorable risk spread with operations in

130 countries in about 20 product areas and a number of different industries.

The substantial decline in demand for
Sandvik's products in the past year has
affected all markets and industries, with
only a handful of exceptions. In light of
this trend, risk management directed its
focus to the Group’s business risks. Ir is
essential to balance the operations by
reporting profitability based on the pre-
vailing lower volume levels, while retain-
ing capacity and personnel o efficiently
manage an econoMmMic upturn.

ERM process ~ Overview

|

Integrated risk management at
Sandvik

The Sandvik Group applies a comprehen-
sive program for risk management ~
Enterprise Risk Management (ERM).
The program covers all parts of opera-
tions, business areas as well as Group
functions. Since ERM is an integral part
of the control of Sandvik’s operations, the
process also assists the company in rak-
ing action when dramaric changes occur
in the external environment and market

conditions.

The main components of risk manage-
ment are identification, measurement,
management, reporting, monitoring and
control. An action plan is established for
each risk to accepr, reduce, eliminate or
increase the risk. Formal procedures and
processes are established for the report-
ing, monitoring and control of risks.

A full, consolidated ERM Report is
submitted to Executive Group Manage-
ment twice a year and to the Board once

a year.

#* Reporung twice per yeur. of which once 10 the Sandvik Board.
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The purpose of the integrated risk management work is to:

» Create heightened risk awareness in the organization, from operational decision-
makers to the Board of Directors. Transparent and consistent reporting of risks
shall form a basis for a united approach to what shall be prioritized and managed.

+ Support the Board of Directors and executive management in strategic decision-
making through continuous identification and evaluation of strategic risks.

+ Contribute to improvements in operational decision-making by managers at various
levels by ensuring that operational risks are continuously evaluated and managed.

+ Improve control of the company's exposure to risk by implementing a Group-wide
model and methodology to consolidate risks.

Operational risks

Each manager with operational responsi-
biliries shall ensure that risks associated
with the operations are appropriately
identified, measured and managed. Oper-
ational risks include market and country
risks, R&D risks, product risks, produc-
tion risks, health and safety as well as
environmental risks. Each unit’s risks are
regularly summarized in a report, which
also details the actions that are being
taken to manage the risks. Each risk is
measured and assigned an action plan.
All this information is consolidated at
Group level.

Compliance risks

Sandvik is globally engaged in many
different areas and conducts its business
within the framework of rules and regu-
lations that apply in various countries,

markets and factual areas. The Group

Sandvik’s risk areas

« Industry & Market
« Commercial
» Operational

» Power of Sandvik
* Tax
» Local laws

» Governance

shall comply with laws as regards environ-
mental and labor issues, the operation of
the business, taxation, terms of employ-
ment, marketing regulations, and so
forth. In addition, the Group has inter-
nally established regulatory systems and
instructions as support for management

and other employees in the company.

Financial reporting risks

Operating companies within the Sandvik
Group present reports on their financial
performance and economic status on a
regular basis in accordance with internal
reporting rules and the accounting poli-
cies that Sandvik applies, the Interna-
tional Financial Reporting Standards
(IFRS). The Group’s controller function
validates and analyzes the financial infor-
mation as a part of the quality control of
financial reporting. See also the Corporate
Governance Report on pages 100-107.

+ Guidelines

« internal control

» Financial closure process

» Financial reporting system

One-off risks

Through recurring updares conducted as
part of the ERM work, specific changes
in the business or in factors affecting the
business are identified. These may relate
to the acquisition of a new company, a
major investment, new legislation, sudden
changes in market conditions, technical
innovation, etc., whose implications must

be individually assessed.

Legal risks

Litigation

On occasion, Sandvik is party to litigation
and administrative proceedings related to
its operations, including responsibility for
products, the environment, health and
safety. However, Sandvik does not deem
that any of these ongoing proceedings
and processes will significantly affect the
Sandvik Group.

In the US, companies that sell welding
electrodes, including Sandvik’s US sub-
sidiary, Sandvik Inc., are the object of
claims in which it is alleged that exposure
to welding fumes causes neurological
damage. All of these claims involve multi-
ple defendants in addition to Sandvik Inc.
To obtain a favorable verdict against
Sandvik Inc., a plaintiff would have to
prove that any neurological injury was
caused by Sandvik Inc.’s welding elec-
trrodes. The market share of Sandvik Inc.
for welding electrodes in the US is less
than 1%, and many of the cases against
the company have been dismissed because
the plaintiffs could not prove that they
had used Sandvik Inc.’s welding electrodes.

» Acquisitions
« Structural changes

+ Change in macroeconomics




In addition, Sandvik believes that there is
no reliable scientific evidence to support
the claims. Despite such absence of evi-
dence, and also considering the minimal
market share, Sandvik anticipates that it
will have to continue to defend itself
against these types of claims in lawsuits.
To date, the Group has not received an
unfavorable verdict in any proceedings or
been forced to come to a settlement in re-
gards to injury compensation related to
welding electrodes and the only expenses
it has incurred are legal costs. A signifi-
cant share of these costs has been covered

by insurance.

Protection of intellectual property rights

To protect the return on the resources
that Sandvik invests in research and
development, the Group has a straregy
for the active safeguarding of technical
achievements against patent infringe-
ments and copying. Sandvik protects its
intellectual property rights through legal
proceedings when necessary.

Tax disputes
During 2007, the Swedish National Tax
Board performed tax audits at Sandvik
AB and Sandvik Intellectual Property AB
{the “IP Company”), and in this connec-
tion, reviewed the reorganization of own-
ership and management of intellectual
property rights that took place in 2005.
The reorganization implied that Swed-
ish-owned patents and trademarks were
transferred to the IP Company. The rea-
sons for this reorganization were the need
to gather the acrivities relating to intellec-
tual property rights into one company to
visualize the considerable worth of the in-
tellectual rights and to gain operational
advantages.

The Tax Board did not approve the tax
returns for the 20035 and 2006 fiscal vears
filed by the IP Company with respect to
the claimed deductions for amortization
of the transferred intellectual property
rights.

The Tax Board approved the tax re-
turns filed by Sandvik AB for the 2005
fiscal year. Subsequently, the Tax Board,
through the Public Commissioner, filed
an appeal against its own decision relat-
ing to the effects of the above-mentioned
reorganization. In addition, according to
the Commissioner’s appeal, the rejection
of the IP Company’s amortization claims
should be removed in the event that the
appeal concerning Sandvik AB’s tax re-
turns is approved. If the Commissioner’s
appeals are approved, the resulting addi-
tional tax expense of some SEK 5,050 M
would not affect Sandvik’s earnings since
the amount would correspond to the tax
value of the raised taxable amortization
in the IP Company. However, as a result
of a reduction in Swedish income tax
from 28% to 26.3% effective from 2009,
the tax value of the taxable amortization
would be affected negatively by about
SEK 200 M.

If the Court accepts Sandvik’s position,
the Group’s tax expense would decline by
about SEK 4,850 M, to be recognized as
income when such a court order gains
legal force.

In January and December of 2008, the
[P Company appealed the decision by the
Tax Board regarding taxation for 2005,
2006 and 2007. For subsequent years of
assessment, both the Tax Board and
Sandvik have dealt with tax returns and
appeals in the same manner as previously.
Pending a conclusion of the legal pro-
ceedings, Sandvik has established a pro-

Integrated risk management

vision for the rax effects of implemented
amortization in the IP Company and

for accrued interest for the tax that the
Public Commissioner’s appeal against
Sandvik AB would entail if it is approved.

Insurable risks

Sandvik has the customary insurance
programs with respect to the Group’s
property and Hability risks.

As a natural element of the Group’s
various activities, measures to limit the
impact of damages are taken continually,
often in cooperation with Sandvik’s ex-
ternal insurance advisors.

In such a context, standards for desired
protection levels are established to reduce
the probability of significant material
damages and to guarantee deliveries to

customers.

Sustainability risks

Sustainability risks entail the risk of ad-
verse consequences concerning the envi-
ronment, health and safety, human rights
and business ethics due to the commercial
operarions conducted by Sandvik. To
minimize these risks, Sandvik conducts
comprehensive work at all levels of the
company. Fair play and Code of Conduct
seminars are held throughout the Group
on a regular basis. These aspects also
comprise key areas for Sandvik’s internal
assurance function, Group Assurance. In
recent years, Sandvik has also developed
a separate Sustainability Report, which
requires a systematic analysis of the com-
pany’s operations in terms of sustainabil-
ity and enables the identification of risks
within this area. For further information,
see Sandvik’s Sustainability Report on
pages 88-99.




Financial risk management

* The Board of Directors is responsible for establishing the

Group's finance policy, which comprises the guidelines, objectives and limits for

financial management and the managing of financial risks within the Group.

Sandvik Financial Services has been
established to act as the functional organ-
ization responsible for managing the
greater part of the Group’s financial risks.
The primary objective of the department
is to contribute to the creation of value by
minimizing the financial risks ro which
the Group is exposed to the ordinary
course of business, and to optimize the
Group’s net financial expense.

Sandvik Financial Services provides serv-
ice to Group companies and its task is to
support subsidiaries with loans, investment

opportunities and currency-exchange deals,
and to act as advisors in financial matters.
The department conducts internal banking
operations and is based at the head office in
Sweden and in Singapore. The internal
bank also conducts Sandvik’s netring sys-
tem, and is responsible for international
cash management.

Sandvik Financial Services also conducrs
operations for payment advice and rrade fi-
nance, and issues the Group’s global credit
policy. This activity is carried our mainly
through the head office in Sweden and via

finance companies in the US, Germany and
Chile.

Finally, Sandvik Financial Services also
manages the financial risks associared with
the company’s defined-benctit pension
plans.

Only banks with a solid financial posi-
tion and high credit ratings are accepted as
Sandvik’s counterparties in financial trans-
actions.

The following presentation complies
with the reporting requirements stated in
accordance with IFRS (IFRS 7 and IAS 39).



Currency risk

Currency risks refer to the foreign-exchange

movemernts affecting the company’s profit or

loss for the year, other comprehensive income,
and the company's competitive situation in
various ways:

* Profit or loss for the year is affected when
sales and purchases are made in different
currencies (fransaction exposure),

* Profit or loss for the year is affected when

sssets and liabilities are denominated in

different currencies (translation exposure).

Profit or loss for the year is affected when

the: financial results of subsidiaries are

translated to SEK (translation exposure).

Other comprehensive income is affected

when the riet assets of subsidiaries are

translated to SEK (transiation exposure).

Sandvik manages the currency risks that arise

in accordance with the description in the

following section. The manner in which the
currency risk is managed has not been
changed compared with the praceding yean

»

.

Transaction exposure

Sandvik's principal currencies comprise the
currency basket through which Sandvik’s
transaction exposure is measured. The value
of this basket, in other words the Group's net
flow of currendies, after full offsetting of the
courtervalue in the exporting companies’
local currencies, amounted 1o SEK 9,386 M
(15,460} in 2009. The significance of the local
currencies in the basket is shown in the dia-
gram below.

Net flow in foreign currencies, SEK M
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Financial risk managament

In its international operations, Sandvik regularty offers customers

the possibility to pay in their own currencies through the global sales
organization. As a result, the Group is continuously exposed to cur-
rency risks in accounts receivable denominated in foreign currency

and in future sales to foreign custorners. Since a large percentage of
production is concentrated 1o a few countries, while sales occur in
many countries, Sandvik is exposed to a large net inflow of foreign
currencies, which are exposed to transaction risks. To reduce exposure
to foreign currencies, currencies received are used 1o pay for purchases
irt the same currency.

A certain portion of the anticipated net flow of sales and purchases
is hedged through financial instruments in accordance with guidelines
setin the Group's finance policy. In addition, major project orders are
currency hedged to safeguard the gross margin. An executive commit-
tee that meets regularly establishes how much of the Group's trans-
action exposure needs to be hedged. At year-end, the total hedged
arnourtt was SEK 6,426 M. The average duration for the hedged volume
of foreign currency was about 3 years (8 months). The reason for the
increase in the duration compared with the preceding year was
because of currency hedging in conjunction with supply agreements
signed by Sandvik Materials Technology relating to steam generator
tubing, with delivery scheduled to take place from 2012 through 2014,

Unirealized losses from outstanding currency contracts for hedging
of future net flows amounted to SEK ~20 M (~235) at year end. Of
these, SEK 43 M relates ta contracts maturing in 2010 and SEK 23 M
to contracts maturing in 2017 or fater. Hedge reporting in line with IAS
39 is applied for the most significant portion of the hedge transactions.
For a more detalled breakdown of the effects on cash flow on a quar-
terly basis of the transactions that have been recognized in the hedging
reserve, see Note 30,




Financial risk managament

Translation exposure

Sandvik's subsidiaries should normally not
have any extensive translation risk in their
palance sheets since the objective is that a
subsidiary’s receivables and labilities in for-
eign currency shall be balanced (currency
hedged).

Profit/loss in a foreign subsidiary 15 trans-
lated 1o SEK based on the average rate for
the period to which the profit/loss relates,
which means that the Group's result is ex-
posed to a translation risk.

MNet assets, meaning the subsidiaries’
shareholders equity, are translated into
SEK at the rate applying on the balance-
sheet date. At 31 December, the Group's
net assets in subsidiaries in foreign currency
were SEK 32,063 M (41.065).

)
>

La- Report 2009

Subsidiary financing by currency, SEK M
SEK USD EUR  GBP  BRL  ZAR  CLP

Other

& D
~ @ E
G s~
S 2
7
i
2%0% 2008
Group’s borrowing by currency, SEK M
SEK EUR usp AUD Other
= = e
2 2 8 & 5
© & <
f E e T i
5 28 7
= TN
#2009 2008
Net assets by foreign currency, SEK M
-
o
-
o
w
N
o
- 2
~ ~ NS
« o o m 5 S
3 8- §5 88 88 7
oW - e W e i
EUR GBP usD CHEF AUD  CNY  Other
£ 2009 2008

Operating result by foreign currency, SEK M

w
o)
<
-
&
CA
- »
~
-
= [ I - ~ 3B e o <
I I w L2 S
ne Bo PV TR SR8 3T 3

193

1,904

CZK  SGD EUR CHF  GBP CAD BRL USD  Other

To avoid translation risk in the balance sheets of
subsidiaries, the subsi
panies’ focal currencies are financed through an inter-
nal bank. External borrowing often takes place in a
specific currancy. The currency risk that arises in the
irternal bank as a result of this is managed using vari-
aus derivatives, which means that the transiation risk
i5 minimized.

Sandvik has chosen not to hedge future profits in
foreign subsidiaries, Net assets are also not hedged.
but the differences that arise due to changes in
exchange rates since the preceding year-end are rec-
ognized directly in other comprehensive income.

ries' investrnents in the com-



Exchange-rate sensitivity

To gain a comprehensive understanding of
how exchange-rate fluctuations impact the
Group's operating result, consideration
rmust be given 10 the transaction exposure’s
currency basket, the operating result of the
subsidiaries in their respective currencies
and implemented hedging activities,

The sensitivity of the Group's other com-
prehensive income 1o exchange rates de-
pends on the size of net assets, Aside from
net assets, other comprehensive sncome is
also exposed to exchange-rate risk, 5
certain derivative contracts are subject to
hedge accounting, which means that the
change in the market value of these contracts
is recognized dirsctly in other comprehensive

ircome instead of in the profit or loss for the

year:

Interest rate risk

Interest rate risk is defined as the risk that

changes in market interest rates will have an

adverse impact on the Group's net interest
items., The speed with which a change in
interest rate affects net interest items de-
pends on the flxed-interest terms of

assets and labilities, Sandvik applied the

same method to calculate and manage
interest risk as in the preceding year.
interest rate risk arises in Lwo ways:

« The company may have invested in inter-
est-bearing assets, the value of which
changes when the interest rate changes,

« The cost of the campany's borrowing
fluctuates when the general interest-rate
situation changes.

If the exchange rates for the currencies included in the basket
were to chiange by 5% in an unfavorable direction for the
company, the total operating result over a 12-months period
would change by SEK 459 M rning that the currency

sket is the same as it was at year-end.

The net effect on other comprehensive income of a similar
change 10 exchange rates would be SEK 1,869 M.

If market rates were to rise by 1 percentage point across
all terms at 1 January 2010. net interest iterns would be
impacted by SEK ~139 M during the coming year.
Aninterest-rate sensitivity analysis of interest-swap
agreements valid at year-end, and 1o which hedge accourting
was applied, shows that other comprehensive income would
change by SEK 110 M as a result of a 1 percentage point
parallel shift of the interest-rate curve.

Interest rates and fixed-interest terms on outstanding loans

Excluding effects of den

/e Inctuding effects of denvatives

Effective rat ffectve rate Fixed-interest Recogrized
PASE o e, Monts b
Bond loars, Swedish MTN 10 25 16
Bond loans, European MTN 69 47 69 47
Private placement 57 114 57 114 £,339
Certificates 14 3 14 1,791
Other loans from banks 2.7 7 27 7 8,290
Total 39 33 3.8 36 36,724

Financial risk managament

In the event that Sandvik has surplus liquidity, it is
placed in bank deposits or in short-term money-
market instruments with durations of less than 90
days, which meang that the interest risk {the risk of
a change in value) is low,

The Group's interest-rate risk arlses mainly in con-
nection with borrowing, According to the Group’s
finance policy, a fixed-interest term of 12 months is
the: aim for the borrowing portfolio. Interest-swap
agreements are sometimes used to achieve the de-
sired fixed-interest term. The internal bank and the
Group's CFO have a deviation mandate that enables
them to apply a different fixed-interest term if this iz
found to be optimal, provided that it remains within
the interval 6-36 months. As detailed in the table, the
average fixed-interest ferm on Sandvik's borrowing
was 36 months (13} at year-end, with consideration
given to derivative agreements entered. The Group's
average imterest rate, including other loans and effects
of interestswap agreements, was 3.8% (4.8).

Hedge accourting was applied to the financial
staternent when an effective link existed betweern
hedged loans and interest swaps. Accordingly, changed
rmarket interest rates may also impact other compre-
hensive income, since the Group has only a small num-
ber of interest-swap agreements to which it applies
cash-flow hedging. This mears that changes in the
market values of these swaps are recognized divectly
in other comprehensive income instead of in profit or
loss for the year. A presentation of all interest-swap
agreements ertered, and information regarding their
duration, can be found in Note 30

Sandvik’s loan conditions are not connected 1o
any financial key figures. Only under exceptional
circumstance are assets pledged in connection with
the raking of loans. Such pledging Is disclosed in
Note 29.
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Financial risk managament

Liquidity and Maturity profile for borrowing and liquid assets According 1o the finance policy, the Group must abways have sufficient cash
Nominal amount, SEK M and cash equivalents and guaranteed credit facilities to cover loans maturing
within the next six months. In Sandvik’s finance policy, the liquidity and
refinancing risks are regulated to ensure that the sum of guaranteed credit
facilities and cash and cash equivalents exceeds the total of all loans that
mature within the next six months. At 31 Decermber 2009, the sum of

5 & cash and cash equivalents available Immediately to the Parent Company

refinancing risk
Liquidity and refinancing risk
15 defined as the risk that b4
costs will rise and financing
possitlities will be limited
when loans must be refi-
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nanced, and that payment ® § ST FSESEFESFS and credit facilities was SEK 20122 M (21,415}, compared with loans that
' . - - e withi \ ix Mo, totaling SE ™M (9.271)

commitments cannat be met ” > 3 - maéure \ytthm the .hexi s‘fﬁm"un}gi;’:t?hggjtié 4‘%3 M 29.%'27)' i
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a Q3 o ! o 20 compary's disposal by a group of banks. The constituent banks also have
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other relations with Sandvik. The facilities, which are the Group's primary
liquidity reserve, were unutilized at year-end. The size of the faciiities is
revised regularly and adapted to the Group's need for a liquidity reserve.
Historically, Sandvik has largely secured short-term financing through
the Swedish commercial paper market. The turbulence in the global finan-
cial markets in autumn 2008 resulted in a change in the company's financ-
ing strategy with the aim of securing a fonger maturity profile for liabilities,

-
b
)
T

~6,686

Borrowing, size of programs and remaining credit periods

) - Cureency (SERM ! t thus reducing the refinancing risk. Among other effects, this meant that
T . ) o ) Sandvik issued EUR 600 M under a Furo Mediurm Term Note program
Bo ans, Swedi T SEK 14118 15,000 4.0 Tk ’ =51
BT [ E e SR L N ) ’ 0o ) (EMTN) during the year. The effect was that the share of long-term loans
Bond loans, European MTN EUR 5186 30976 4.2 in refation to total borrowing was 79% at year-end 2009 compared with
Private placement ushD 6,339 — 9.9 58% one year earlier,
Certificates SEK 1.791 17744 0.3 At year-end, Standard & Poor's, the international credit rating agency,
had assi - ating 1o Sandvik’ -tery wi ]
Other loans Irom banks Piverse 8.290 - 75 had asglgned an A-credit ra ing o andvik s(:cmg term borrowing ar?d(
= AL for its short-term borrowing. For a continuous update on Sandvik's
Total borrowing 36.724 45 credit rating, refer to Sandvii's website.
Credit risk Total credit risk — W 65:; res‘;z;i; mbt;i h:s:tc?i crei;tt risk, jf;ﬁ\;‘:ehf; entered mtc; agree-
) , al S . o ments with the banks are most im I e Ccompany <overin
The Group's commercial and financial Financial instruments 8 P pany < 4

transactions give rise to credit risk in stch matters as the right to offset receivables and Habilities that arise from

relation to Sandvik's counterparties. e financial transactions, so-called ISDA agreements. This means that the
Credit risk or counterparty risk is de- Trade receivables 11,587 15930 company's counterparty exposure to the financial sector is imited to the
fined a3 the risk for Iosses if the counter- Erish.and.cBER equivalents 7506 4998 unrealized positive results that arise in derivate agreements. At 31 Decem-
party does not fulfiil its commitments. Unreti ber 2009, the value of tbesg amounted to SEK 652 M (3.420). The toiail
The credit risk 1o which Sandvik ! m’edhged gains on . o nominal value of derivative instrurnents for purchased and sold currencies
is exposed can be divided into three derivatives 652 3420 amounted to SEK 49,568 M (49.924). These derivatives form part of the
categories: ] Other receivables.. . 550 710 Group's managing of currency risks in transaction flows and financing,
s Financial credit risk, Total 20,295 25.058 The company has a credit risk in outstanding trade receivabies that

arises continuously due to involcing on open terms and conditions in rela-
tion to the company’s customers. The credit risk in trade receivables is
regutated by a Group-wide credit policy. The distribution of the business
areas’ individual credit exposure per industry segment entails a favorable
diversification of risk without significant concentrations to specific custome
ers oy markets, Collateral for credit Is sometimes required in connection
with specifically large or risky trade receivable exposures. However, the
value of these is minor in relation to the total trade receivable portiolio.
Sandvik’s credit losses have been small in historical terms. The total

gross value of outstanding trade receivables was SEK 12,299 M (16.624)
at 31 December. Total impairment of these was SEK ~713 M (-694),
Ageing analyses of trade receivables and customer financing at 31 De-
cember are presented in Note 20.

Sandvik, notably the Sandvik Mining and Construction business area,
offers customer financing to the company's distributors and end-custom-
ers. In North and South Arerica, and in Europe, this takes place through
its own finance companies. Sandvik’s customers frequently wish to finance
their investments in new equipment with terms that match the products’
expected economic lives. Therefore, Sandvik Financial Services works in
close fiaison with financial institutions, such as banks and axport credits
guarantee boards, to be able to offer customers competitive solutions and
to reduce the credit risk in customer financing. At year-end, the value of
outstanding credits in financing companies was SEK 421 M (534), of which
SEK 31 M was reserved for doubtful receivables,

I certain cases, Sandvik must provide buyback guarantees, thatis, a
promise to repurchase a machine at a price established in advance. At year-
end, the outstanding buyback guarantees amounted to SEK 368 M (111).

In addition to the traditional financing of equipment that the customer
buys, Sandvik also offers rental machines to customers that only require
the use of a machine for a shorter period. At year-end, the net book value
of these machines was SEK 652 M (468).

» Credit risk in trade receivables,
* Credit risk in customer financing.




Raw materials price
exposure

Sandvik’s finandial risks refated 1o

raw materals are concentrated 1o
nickel, molybdenum and electricity.
The price risk involed in these i
partially hedged through the signing
of financial contracts. Trading in finan-
cial contracts is conducted on the
London Metal Exchange and the
Hordpoof electricity exchange, The
price of nickel is highly volatile, It var-
ied during the year and the price at
the beginning of the January was USD
12,710 per metric ton. The highest
price of USD 21,070 was recorded in
August, while the price at year-end
was USD 18480 per metric ton,

Pension commitments
Sandvik has comprehensive pension
obligations for its employees in al
countries in which it operates, The
pension solutions vary depending on
legistation and jocal agreements. The
most comprehensive agreements are
found in Sweden, Finland, Germany,
the UK and the US. The risk is defined
as the value change effect a 1 percent-
age point change in interest rates
swonld have on the net of assets and
tiabilities,

Trend in the price of nickel during 2009, USD
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The average interest rate duration for the Group's interest-bearing
assets in the pension portfolio is 4.1 years, and 19.2 years for the
pension commitment. Since the durations of the assets and fiabilities
differ, a change in interest rates of 1 percentage point would have a
net impact of approximately SEK 1,600 M. The risk, measured as the
standard deviation {volatility) for assets, varies between 5.6 and 16.7.
If the economic life assurmnptions are changed by one year, the pension
liability would change by about 4%, which corresponds 1o about
SEKA00 M

Trend of pension liability and managed capital
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Financal risk managament

The total consumption of nickel is some 9.000 metric
tons per year, When Sandvik Materials Technology
obtains a significant customer order with a fixed price
for nickel and molybdenum, the price of these materi-
als is hedged by signing financial contracts. The main
purpose of hedging external orders at a fixed price
and volume s to ensure sales marging, and thus avoid
any impact on Sandvik Materials Technology's result.

Ir 2009, the Group mitlated an offset hedging
strategy for nickel to eliminate the metal price risk in
connection with transactions conducted at a variable
metal price. This form of hedging is carried out each
month and is Dased on a calculated net exposure to
nickel in purchased raw materials and nickel contained
e sold products, The measurement of inventory is not
affected by offset hedging,

At year-end, the volume of hedged nickel inventory
amounted to 3.856 tons (1.526). The market value of
cormmadity derivatives entered into was SEK 65 11
(1203, A price reduction for nickel of USID 1,000 per
metric ton is estimated 1o have a negative effect of
SEK 52 M on Sandvik's reported results on an annual
basis, based on the prevailing conditions at 31 Decem-
ber 2009, and the effect on other comprehensive
incorme would be SEK -28 M.

For Sandvik's large production units i Sweden,
the electcicity price is continuously hedged through
derivates. The total electricity use at these units nor-
mally amounts to some 900 GWh, The hedging hort-
zon at year-end was about 19 months' (18} expected
use. The market value of electricity derivatives at year-
end was SEK 12 M (-67). A change in the electricity
price of SEK 0.10 per kWh is estimated to impact
Sandvik's operating result and other comprehensive
income by plus ar minus approximately SEK 90 M on
an annual basis, based on the prevailing conditions at
year-end 2009,

Hedge accounting in accordance with [AS 39 is
applied to the majority of the raw materials and elec-
tricity derivatives. To view when reported hedging
transactions will impact profit or loss for the year,
see Note 30

To ensure the efficient administration of the substan-
tial pension plans in these countries and an equally
efficient management of funds reserved for pension
plans, Sandvik has established 4 separate entity for
this purpose, the Sandvik Pensions Supervisory Board,
In addition, local pension boards are established in
each country that are responsible for compiiance with
legislation and iocal agreemenits.

The defined-benefit pension plans are described
in Note 23.

in 2009, the return an Sandvik's Group pension
portfolio was 13.2%. Managed capital totaled SEK
12.620 M and corresponding pension commitmernts
arnounted to SEK 14,126 M, which is equal to an
investment ratic of 8%% (88},
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Consolidated income statement

Note = 2009 2008
1.2 71937 92,654
Costofsalesandservices 54,871 61,562
Gross profit 17,066 31,092
Selling expenses -10.853 11,524
Adrmnistrative expenses 5188 5.287
Research and development costs 4 2,007 2,014
Share of results of assotiated companies -39 46
Other operating income 5 82 561
Other operaung expenses 5 473 180
Operating profit/loss 1,378 ~1,412 12,794
Financial income 438 375
Financial expenses . 2,498 -2,592
Net financing cost 9 ~2,060 ~2,217
Profit/loss after financial items ~3,472 10,577
Income tax B i . n 876 2741
Profit/loss for the year ~2,596 7.836
Other comprehensive income
Translation differences durng the year ~645 1,832
Fair-value changes in cash-flow hedges 272 ~537
Fair-value changes in cash-flow hedges transferred to profitfloss for the year 269 -84
Tax related to fair-value changes in cash-flow hedges 11 442 167
Orther total comprehensive income for the year, net after tax 246 - 4,375
Total comprehensive income/loss for the year 2,842 12,211
Profit/loss for the year attributable to:
Equity holders of the Parent 2,652 7472
Minority interest 56 364
Total comprehensive income/loss for the year attributable to:
Equity holders of the Parent -2.864 11.755
Minority interest 27 156
Basic earnings per share, SEK 12 2.24 6.30
12 2.24 6.29

Diluted earnings per share, SEK 12




Consolidated balance sheet

ASSETS
Non-current assets

Intangible assets

Patents and other intangibie assets 13 3.002 2,611
Goodwill 13 11,125 2831
Total 14,137 12,472
Property, plant and equipment
Land and bulidings 13 8171 6,974
Plant and machinery 13 13,895 13229
Equipment, tools, fixtures and fittings 13 1721 1874
Construction in progress and advance payments 13 2732 4046
Total 26519 26,123
Financial assets
lnvestments in assaciated companies 1.16 385 485
Financial assets 17 78 78
Deferred tax assets " 2.510 1277
Non-current receivables o 18 2,725 2,512
Total 5,698 4,352
Total non-current asserts 46,354 42,947
Current assets
Inventories 19 19,842 28674
Current receivables
Trade recevables 20 11,587 15930
Due from assecdiated companies 125 180
Income tax receivables 1 1.304 1,699
Other recervables 18 4.011 7759
Prepaid expenses and accrued income 346 1160
Total 17.873 26,668
Cash and cash equivalents 7.506 1998
Total current assets 45,221 60,280
TOTAL ASSETS 1 91,575 103,227




SEK M o 2009 2008
EQUITY AND LIABILITIES
Equity
Share capital 1124 1424
Other paid-in capital 1.057 1.057
Reserves 4439 4,631
Retaired earnings including profit/loss for the year 22,067 28,456
équity attributable to equity hoiders of the Parent 28,987 35,588
Minority interest 970 1137
Total equity 29,957 36,725
Non-current labilities
Interest-bearing liabilities
Provisions for pensions 2,657 2,735
Loans from financial institutions 5,093 4691
Other habilities 24,057 17,888
Total 31,807 25,314
Noninterest-bearing liabilities
Deferred tax liabilities 1.242 1,514
Provisions for taxes 331 3,201
Jther provisions 782 806
Other non-current liabilities 172 398
Total 5,507 5919
Total non-current liabilities 37,314 31,233
Current liabilities
Interest-bearing liabilities
Loans from financal insututions 343 11.324
Other habilities 26 4143 3,225
Total 7.574 14,549
Noninterest-bearing liabilities
Advance payments from customers 1,895 2.368
Accounts payable 1.730 7,000
Due 1o assecated companies 42 80
Income tax labiities i 768 1,301
Other habilities 27 3428 3312
Provisions 24 995 734
Accrued expenses and deferred income 4872 5925
Total 16,730 20,720
Total current liabilities 24,304 35,269
TOTAL LIABILITIES 61,618 66,502
TOTAL EQUITY AND LIABILITIES 91,575 103,227
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Consolidated statement of changes in equity

Laudty attnbutable to equity holders of
the Parent Company

KM Total  mrerest e

Equity at 1 January 2008

28,614
Total comprehensive income for the year 1,755
Dividend 4745
Purchase of minority owned shares in subsidiaries - -
Stock options exercsed by employees settled against equity mstruments - 36 3
Equity at 31 December 2008 1,424 1.057 4,651 28,456 35,588
Equity at 1 January 2009 1424 1,057 4,651 28456 35,588 1137 36,725
Total comprehensive income/loss for the year e 202 2652 2,864 22 2,842
dend - e 83,737 -3,737 -189 -3926
Equity at 31 December 2009 1424 1.057 4439 22067 28,987 970 29957




Consolidated cash-flow statement

Cash flow from operating activities

Income/loss after financial income and expenses 3472 10.577
Adjusiment for depreciation, amortization and impatrment losses 4,541 3481
Adjustment for non-cash items. etc. 481 “112
income tax paid -870 2.897
Cash flow from operating activities before changes in working capital 680 11,019
Changes in working capital
Change in inveritories 9449 1.001
Change in operahing receivables 5,884 640
Change in operating Habilities - o ~3.701 293
Cash flow from operating activities 12,312 9,671
Cash flow from investing activities
Acquisition of companies and shares, net of cash acquired -2.036 =954
Acquisition of property. plant and equipment ~4,625 -7169
Proceeds from sale of companies and shares, net of cash disposed of 55 "
Proceeds from sale of property, plant and equipment azy, 381
Net cash used in investing activities ~6,193 -7,631
Net cash flow after investing activities 6,119 2,040
Cash flow from financing activities
Proceeds from external borrowings 20852 16,026
Repayment of external borrowings 22,47 9484
Realization of interest swaps and currency hedging 1843
Exercise of personnel options - 44
Payment to new pension fund -663
Dividendspaid #3926 541
Cash flow from financing activities -3.648 724
Cash flow for the year 2474 2,764
Cash and cash equivalents at beginning of year 4998 2,006
Exchange-rate differences on cash and cash equivalents e 37 228

Cash and cash equivalents at end of year - 7.506 4,998




Parent Company financial statements
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Parent Company income statement

/enue 2 13,527 20427

¢ of sales and services -12,018 -17.007

Gross profic 1,509 3,420
Selling expenses 536 662

miristrative expenses 22402 219

arch and development costs 4 884 920
Other operating mncome 5 1132 788
Other operating expenses 6 722 -830
Operating loss 3,8 -1.903 -395
ircome from shares in Group companies 9 5,834 6,774
Income from shares in associated companies 9 5 5
interest income and simiar items 9 587 513
interest expenses and similar items 9 1.545 1655
Profit after financial items 2,978 5,342
Appropriations 10 8 7
Income tax " 765 401
Profit for the year 3,751 5,750




Parent Company balance sheet

SHKM o ) o o ~ Nute ) 2009

ASSETS

Non-current assets

Intangible assets

Patents and other intangible assets I 17 31
Total 17 31
Property, plant and equipment

Land and buildings 1 638 191

Plant and machinery 4 1275 1.088

Equipment, tools, fixtures and fittings Ik 376 312

Construction in progress and advance payments 4 1.333 1,727
Total 6,622 6,618
Financial assets

Shares in Group companies 15 14.36 14435

Advances to Group companies 2 &1

investments in associated companies 16 4 4

Other ivestments 1 1

MNon-current receivables 18 101 26

Deferred tax assets " 865 292
Total 15,489 14,81
Total non-current assets 22,128 21,468
Current assets
Inventories 19 3310 5123
Current receivables

Trade receivables 569 861

Due from Group companies 20,69 12.800

Due from associated companies n7 116

Income tax receivables i 165 166

Other receivables 8 338 233

Prepaid expenses and accrued income 389 1129
Total 22,269 15,305
Cash and cash equivalents 9 3
Total current assets 25,588 20431
TOTAL ASSETS 47716 41,899




SEK M ) . Note ) 2909
EQUITY AND LIABILITIES
Equity
Non-distributable equity
Skare capital 124 1424
_ Statutory reserve 1611 1611
Total 3,038 3,035
Distributable equity
Profit brought forward 7821 ,304
~ Profit for the year 3751 5.7
Total 11,572 11,054
Total equity b3 14,607 14,089
Untaxed reserves
Other untaxed reserves 22 12
Total 4 12
Provisions
Provvisions for pensions 23 128 128
Provisions for taxes " - 55
Other provisions 24 87 188
Total a5 371
Non-current interest-bearing liabilities
Loans from financal institutions 25 1894 1.653
Loans from Group companies 25 40 - 122
Other liabilities 25 17145 10,591
Total 19,079 12,366
Non-current noninterest-bearing liabilities
Other liabilities 22 108
Total 2 108
Current interest-bearing liabilities
Loans from Group companies 5,526 7.074
Other liabilities 316 2.799
Total 9,686 9,873
Current noninterest-bearing liabilities
Advance payments from customers 9 443
Accounts payable 1147 1,532
Due to group companies 271 538
Due to associated companies e 68
Other liabilities 202 219
Accrued expenses and deferred income 28 2,055 2180
Total 4,103 5,080
TOTAL EQUITY AND LIABILITIES 47,716 41,899
Pledged assets 29 -
Contingent liabilities 29 17778 17.316




Parent Company statement of changes in equity

Sk

S wi"-w: capttal Statutory reserve D:ih'!biﬁ,lxbié}yfiqukt‘/

Equity at 1 January 2008 1,424 1,611 11,260 14.295
Profit for the year 5750 5,750
Dividend 4,745 4,745
Group contrbutions 304 304
Tax effect of Group contributions 85 -85
Stock options exercised by employees settled aganst equity mstruments - B 36 36
Equity at 31 December 2008 1424 1,611 11,054 14.089
Profit for the vear 3751 3,751
Dividend -3,737 373

Group contnbutions 684 684
Tax effect of Group contributions e - 180 180
Equity at 31 December 2009 1424 1,611 11,572 14,607




Parent Company cash-flow statement

2099
Cash-flow from operating activities
Result before tax 2,986 5,349
Adustment for deprediation 712 535
Adjustment for non-cash items 160 -237
ncome tax paid s 269
Cash-flow from operating activities before changes in working capital 3,196 6,016
Changes in working capital
Jes in inventories 1.813 1119
Changes in operating receivables 334 819
Changes in cperating liabilities 41 -4,052
Cash-flow from operating activities 4,257 3,902
Cash-flow from investing activities
Acquisition of companies and shares, net of cash acquired -191 -678
Acquisition of property, plant and equipment 899 1.537
Praceeds from sale of companies and shares, net of cash disposed of 340 2
eds from sale of property, plant and equipment .~~~ 127 14
Net cash used in investing activities ~623 2,173
Met cash-flow after investing activities 3.634" 1,729
Cash-flow from financing activities
Changes in advances/loans to/from Group companies, net -3,090 42
Proceeds from external borrowings 11571 3.350
Repayment of external borrowings ~4,056 ~564
Exercise of personnel options 36
Dividend paid ~3,737 ~ 4,745
~ Group contributions 584 305
Net cash used In financing activities -3,628 -1,732
Cash-flow for the vear [ -3
hand cash equivalents at beginning of vear ) 3 &

Cash and cash equivalents at end of year 9 3
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and assessments and assumptions for accounting purposes

Statement of compliance
The consolidated financial statements have
been prepared in accordance with Inter-
national Financial Reporting Standards
(IFRS) adopted by the International
Accounting Standards Board (IASBY and
interpretations of such standards by the
International Financial Reporting Inter-
pretations Commuittee (1FRIC), as endorsed
by the EU Commission. In addition, the
standard RFR 1.2, Supplementary account-
ing standards for consolidated accounts,
issued by the Swedish Financial Account-
ing Standards Council, has been applied.
The Parent Company has applied the
same accounting policies as those applied
1 the consolidated financial statements
except as set out below in the section
“Parent Company's accounting policies.”
The financial statements are presented
on pages 12-86. The Parent Company’s
annual report and the consolidated finan-
cial statements were approved for issuance
by the Board of Directors on 17 February
2010. The Group’s and the Parent Compa-
ny’s income statements and balance sheets
are subject to adoption at the Annual
General Meeting on 4 May 2010.

Basis of measurement in preparation
of the Parent Company and Group
financial statements

Assets and liabilities are stated on a hisror-
ical cost basis except for certain financial
assets and labilities, which are stated at
their fair value. Financial assets and liabili-
ties measured at fair value comprise deriva-
tive instruments and financial assets held
for sale.

Receivables and Habilities and items of
income and expense are offset only when
required or expressly permitted in an
accounting standard.

The Parent Company’s functional cur-
rency 1s Swedish kronor (SEK), which is
also the reporting currency of the Parent
Company and the Group. Accordingly, the
financial statements are presented in SEK.
All amounts are in SEK million unless
otherwise stated.

The preparation of financial statements
mn conformity with IFRS requires manage-
ment to make assessments, estimares and
assumptions that affect the application of
accounting policies and recognized

el

amounts of assets and habilities, income
and expenses. Actual results may differ
from these assessments.

The estimates and underlying assump-
tions are reviewed on an ongoing basis.
Revisions to accounting estimates are rec-
ognized in the period in which the estimate
is revised if the revision affects only that
period, or in the period of the revision and
future periods if the revision affects both
current and future periods.

Judgments made by management in the
apphication of IFRS that have a significant
effect on the financial statements, and esti-
mates with a significant risk of material
adjustment in the next year, are further
discussed below.

Events after the balance sheet date refer
to both favorable and unfavorable events
that have occurred after the balance sheet
date but before the date the financial state-
ments were authorized for issue by the
Board of Directors. Significant non-adjust-
ing events, that s, events indicative of con-
ditions that arose after the balance sheet
date, are disclosed in the financial state-
ments. Only adjusting events, that is, those
that provide evidence of conditions that
existed at the balance sheet date, have been
considered in the preparation of the finan-
cial statements.

The most significant accounting policies
for the Group, as set out below, have been
applied consistently to all periods presented
in these consolidated financial statements
except as specifically described. Moreover,
the Group’s accounting policies have been
consistently applied in the statements of all
members of the Group and also in the state-
ments of associated companies, where nec-
essary, by adaptation to Group policies.

Changes in accounting policies

The changed accounting policies applied
by the Group effective 1 January 2009 are
described below. Other revisions to [FRS
that came into effect in 2009 did not have
any significant impact on the Group’s
reporting.

Presentation of the financial statements
Since 1 January 2009, the Group applies
revised IAS 1 Presentation of Financial
Statements. The amendment has meant
that income and expenses previously rec-

ognized directly in equity are now instead
recognized in Other comprehensive income,
which Sandvik presents after profit or loss
for the year in an extended income state-
ment. The statement of changes in equity
mcludes Total other comprehensive income
for the vear and transactions with owners.
The comparative periods have been

changed throughout in the annual report
to comply with the new presentation. Since
the changes only affect the presentation of
information, no amounts have been changed,
neither with respect to basic earnings per
share nor other items in the financial state-

ments.

Disclosure requirements relating to segments
Since 1 January, the Group applies the
new [FRS 8 Operating Segments, which
replaces IAS 14 Segment Reporting. IFRS
8 introduces a management perspective for
how operating segments can be categorized
and presented. The new principles are
described further on in these accounting
policies. The standard has been applied in
accordance with its transition rules by
adapting the comparative year to require-
ments 1n [FRS 8.

For Sandvik, the application of IFRS 8
has not necessitated any change to the
division of segments, since the segments
identified in TAS 14 corresponded to those
monitored by the President. Sandvik con-
tinues to apply the same accounting poli-
cies to its operating segments as in the
consolidated financial statements, that is,
IFRS. Accordingly, none of the amounts
recognized were changed relative to the
amounts recognized earlier.

Disclosure requirements relating to
financial instruments

Amendments to IFRS 7 Financial Instru-
ments: Disclosures that apply to financial
periods beginning on or after 1 January
2009 impact Sandvik’s financial reporting
from the 2009 annual period. The amend-
ments mainly entail new disclosure
requirements relating to financial instru-
ments measured at fair value in the state-
ment of financial position. The instruments
are subdivided into a three-tier hierarchy
depending on the quality of the input data
in the measurement. The subdivision into
tiers determines how and which disclosures



are 1o be presented regarding the mstru-
ments. These disclosure requirements have
mainly impacted Note 30. Furthermore,
changes to IFRS 7 entail a number of
changes relating to hquidity risk disclosure.
Pursuant to the transition regulations in
[FRS 7, comparative data for the disclosures
required by amendments need not be pre-
sented during the first year of application.

Borrowing costs

Since | January, the Group applies revised
TAS 23 Borrowing Costs. The revised
standard requires that the Group capital-
izes borrowing costs in the cost for quali-
fying assets with a start date of 1 January
2009 or later. In the past, borrowing costs
were charged to the result in the period to
which they related instead of being capiral-
ized. In accordance with the transition
rules in IAS 23, the amendment was
applied prospectively.

Since the amendment was applied pro-
spectively, it has no effect on earlier years.
For 2009, the new accounting policy had
only a negligible effect on interest expense.

New or revised IFRSs and interpre-
tations coming into effect in future
accounting periods

A number of new or revised standards and
interpretations will not become effective
until future financial years and were not
applied in advance in the preparation of
these financial statements. New items or
revisions that become effective in the vears
ahead are not planned to be applied in
advance.

Revised IFRS 3 Business Combinations
and revised [AS 27 Consolidated and Sepa-
rate Financial Statements result in the fol-
lowing changes: The definition of business
is changed, transaction expenses in connec-
tion with business combinations shall be
expensed, conditional purchase considera-
tions shall be fair valued at the date of
acquisition and the effects of the revaluation
of liabilities related to the conditional pur-
chase considerations shall be recognized as
meome or expense in profit or loss for the
vear. Other new items include the introduc-
tion of two alternative methods to recognize
minority interest and goodwill, either art fair
value, meaning the inclusion of goodwill in
the minority interest, or that the minority
interest forms a part of net assets. The
choice between these two methods will be
made on an acquisition-by-acquisition basis.
In addition, further acquisitions thar take
place after the controlling influence has
been obtained will be regarded as owner
transactions and recognized directly in

equity, which represents a change of Sand-
vik’s current policy, which states that excess
amounts shall be recognized as goodwill.
The revised and amended standards will be
applied from the next financial vear, that is,
trom ! January 2010. The amendments will
only have prospective effects for Sandvik,
LFRS 9 Financial Instruments is
mtended to replace IAS 39 Financial
Instruments: Recognition and Measure-
ment not later than 2013, The TASB has
published the first of at least three compo-
nents that will combine to form IFRS 9.
This first component addresses the classifi-
cation and measurement of financial assets.
The categories for financial assets thar
exist in IAS 39 are replaced by two catego-
ries, in which measurement is conducted at
fair value or amortized cost. Amortized
cost is applied to instruments that are held
with the intention of obtaining the con-
tractual cash flows, which shall comprise
payment of loan amounts and interest on
loan amounts. Other financial assets are
recognized at fair value and the possibility
to apply the fair value option, as stipulated
in [AS 39, is retained. Changes in fair
value shall be recognized in earnings, with
the exception of value changes of equiry
mstruments held for trading and for which
an initial choice is made to recognize value
changes in other comprehensive income.
Value changes of derivatives in hedge
reporting are not affected by this part of
IFRS 9, but will be recognized in line with
[AS 39 until further notice. The standard
1s not expected to have any significant
effects on Sandvik’s financial statements.
The following amendments to accounting
policies with prospective application have
not been decmed to have any significant
effects on the Group’s financial statements:

~ Revised IFRS 1| First-Time Adoption of
IFRS with respect to additional excep-
tions.

~ Revised IFRS 2 Share-Based Payment
with respect to cash-settled intra-Group
remuneration.

~IAS 24 Related-Party Disclosures mainly
with regard to disclosures for state-regu-
lated companies, but also concerning the
definition of related party.

- 1AS 32 Financial Instruments: Presenta-
tion, relating to the classification of new
share issues.

— Amendments to 1AS 39 Financial Instru-
ments: Recognition and Measurement
with regard to items authorized for hedge
accounting,

~IFRIC 12 Service Concession Arrange-
ments.

— Revised IFRIC 14 1AS 19 The Limit on a
Defined-Benefit Asset, Minimum Fund-
ing Requirements and their Interaction
with respect to advance payments to cover
requirements for minimum funding.

~IFRIC 15 Agreements for the Construc-
tion of Real Estate.

—IFRIC 16 Hedges of a Net Investment in
a Foreign Operation.

—1ERIC 17 Distributions of Non-Cash
Assets to Owners.

—IERIC [8 Transfers of Assets from
Customers.

-~ IFRIC 19 Extinguishing Financial
Liabilities with Equity Instruments.

A summary of the revised accounting
policies with prospective application
detailed above that have been deemed not
to have an impact on Sandvik’s accounting
is outlined below.

Revised IFRS 2 Share-Based Payments
mainly entails a clarification of the area of
application for, and classification of, pay-
ments sertled with cash or another asset
(such as an equity instrument in another
Group company) of a company other than
the company that received the services or
goods, The amendments stipulate thar such
cash-settled intra-Group payments are
within the area of application of IFRS 2

and how the paying and receiving compa-
nies shall classify the payments, as cash or
equity-settled remuneration. This amend-
ment shall be retroactively applied from
the fiscal year beginning | January 2010.
Revised IAS 24 Related-Party Disclo-
sures mainly involves the introduction of
cerrain exceptions from the disclosure
requirements for companies over which the
national government has a controlling or

significant influence, but also means that
the definition of related party is simplified,
clarified and cleared of asymmetrical cle-
ments. Relaxations of the standard intro-
duced mean that state-regulated companies
no longer need to disclose all information
regarding related-party transactions with
either (i) the national government that has
controlling or significant influence over the
company or (ii) other companies that are
related to the same national government,

[f this possibility is availed of, new, less
extensive information must instead be dis-
closed. The revision of the related party
definition means that a number of special

relations have been added to the related
party category while a few others have
been deleted. The revisions are to be
applied retroactively from fiscal years
beginning 1 January 2011,




Amendments were made to 1AS 32
Financial Instruments: Presentation with
regard to classification as equity of rights
{options and warrants) issued to acquire a
fixed number of the company’s equity in-
struments (shares) for a fixed cash amount
in any currency. However, classificarion as
cquity presupposes that the company has
offered the rights pro rata to all its existing
owters. Prior to this amendment, rights
issued to acquire a fixed number of the
company’s equity instruments (shares) tor
2 fixed cash amount in a currency other
than the company’s fuuctional currency
were classified as a debt instrument (which

since

st be fair valued in profit and los
it is a derivative). The amendment must be
applied no later than fiscal years beginning
1 February 2010 or later.

Amendments to 1AS 39 Financial Instru-
ments: Recognition and Measurement deal
with “items authorized for hedge account-
ing” and clarify the application of the prin-
ciples for hedge accounting in connection
with cash-flow hedging of a highly proba-
ble forecast transaction with a purchased
option and defines the possibilities that
exist to hedge identifiable components in
the hedged item. This amendment shall be
applied to Bscal years comimencing after
30 June 2009,

IERIC 12 Service Concession Arrange-
sents addresses the issue of accounting by
private entities for assets as well as the
rights and obligations inherent in contracts
with the national government, county
councils or municipalities regarding, for
example, financing, operation and develop-
ment of the installation. The interpretation
is applied to fiscal years commencing 19
March 2009 or later.

Amendments to TFRIC 14 [AS 19
The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and
their Interaction specifies that advance
payments to cover requirements for mini-
mum funding may be recognized as an
asset. The interpretation is applied to fiscal
years commencing | January 2011 or later,
with retroactive application from the begin-
ning of the earliest comparative period.

[FRIC 15 Agreements for the Construc-
tion of Real Estate deals with 1ssues cov-
ered by 1AS 11 Construction Contracts or
IAS 18 Revenue and when revenue from
construction of real estate is to be recog-
nized. The interpretation is applied to fiscal
years beginning 1 January 2010 or later.

IERIC 16 Hedges of a Net Investment in
a Foreign Operation deals with specifics,
among other stipulations, that it s solely
the risk in functional currencies in the Parent

Company and respective foreign operation
than can be hedged. In addition, the inter-
pretation stipulates where in the Group the
hedging instrument can be included if
hedge accounting is applied and if the con-
solidation method affects the amount
reclassified to profit or loss for the vear,
that is, consolidation step-by-step, or con-
solidation by line item. Sandvik has no
derivative instruments used to hedge net
investments in forcign operations. The
interpretation is applied to fiscal years
beginuing 1 July 2009 or later.

IFRIC 17 Distribution of Non-Cash
Assets to Owwners deals with issues related
to dividends paid with assets other than
cash. The liability for the dividend is rec-
ognized at fair value when the dividend is
adopted, with Profit/loss brought forward
as the counter item, In conjunction with
the expiry of reporting periods and at the
date for the distribution of the dividend,
the Hability is fair valued, with the change
in value recognized in equity. When the
dividend is realized, the difference between
the Liability’s fair value and the carrying
amount of the assers is recognized on a
separate line in profit of loss for the vear.
The interpretation is applied to fiscal years
beginning 1 November 2009 or later.

IERIC 18 Transfers of Assets from
Customers deals with such issues as how
accounting is to be conducted, at the
receiver, in conjunction with agreements
that regulate instances in which customers
transfer an item of property, plant and
equipment to the company, which are sub-
sequently used to either connect the cus-
tomer to a network or provide the customer
with continuous access to goods or services,
or both of these. The interpretation also
addresses those instances in which the
company, as per agreement, receives cash
from the customer to manufacture or
acquire an item of property, plant and
equipment to be used for the same purpose.
The interpretation is applied prospectively
to fiscal years beginning 1 November 2009
or later.

IFRIC 19 Extinguishing Financial Lia-
bilities with Equity Instruments clarifies
regulations for accounting when the condi-
tions for financial Habilities are renegoti-
ated in such a manner that the lender
accepts to settle the entire or part of the
liability through payment in the form of
shares or other equity instruments in the
company. The value of equity instruments
shall be included in the payment that is
made to repay the liability and they shall
primarily be measured at the equity instru-
ments’ fair value. If the instruments cannot

be reliably measured, they shall be meas-
ured at the fair value of the liability that

is regulated. The differences between the
recognized value of the repaid tability and
the value of the equity instrument is recog-
nized in profit or loss for the year. The
interpretation is applied to fiscal years
commencing | July 2010 or later, with
retroactive application from the beginning

of the earliest comparative year.

Classification

Non-current assets and liabilities essen-
tially consist of amounts expected t0 be
recovered or settled after more than 12
months from the balance sheet date. Cur-
rent assets and current Labilities essentially
consist of amounts expected to be recov-
ered or sertled within 12 months from the
balance sheet date. The Group's operating
cycle is considered to be less than one year.

Reporting of operating segments

An operating segment is a part of the Group
that pursues operations from which it can
generate revenues and Incur costs for which
separate financial information is available.
The result of an operating segment is sub-
sequently monirored by the Group’s high-
est-ranked executive decision-maker to
evaluate the outcome and to be able to allo-
cate resources to the operating segment.

The Group's business is divided into
operations based on the parts of the busi-
ness monitored by the Group's highest-
ranking executive. This is known as a
management approach.

Sandvik’s business is organized in a
manner thar allows the Group’s highest-
ranking executive, meaning the CEQ,
to monitor results, return and cash flow
generated by the various products in the
Group. Each operating segment has a pres-
ident that is responsible for day-to-day
activities and who regularly reports to the
CEO regarding the resules of the operating
segment’s work and the need for resources.
Since the CEO monitors the business’s
result and decides on the distribution of
resources based on the products the Group
manufactures and sells, these consticute
the Group’s operating segments.

The Group's operations are organized in
2 number of business areas based on prod-
ucts and services. The market organization
also reflects this structure. In accordance
with IFRS 8, segment information is pre-
sented only on the basis of the consolidated
financial statements.

Segment results, assets and liabilities
include only those items that are directly
attributable to the segment and the rele-




vant portions of items that can be allocared
on a reasonable basis to the segments.
Unallocated items comprise interest and
dividend income, gains on disposal of
financial investments, nterest expense,
losses on the disposal of financial invest-
ments, income tax expense and certain
administrative expenses. Unallocated
assets and liabilities include mcome tax
receivables and pavables, financial invest-
ments and financial liabilities.

Basis of consolidation

Subsidiaries

Subsidiaries are entities controlled by the
Parent Company. Control exists when the
Parent has the power, directly or indirectly,
to govern the financial and operating poli-
cies of an entity so as to obtain economic
benefirs from its activities. In assessing
control, potential voting rights that cur-
rently are exercisable or convertible are
taken into account.

Acquisitions of subsidiaries are recog-
nized in accordance with the purchase
method. Under such a method, the acquisi-
tion is regarded as a transaction whereby
the Group indirectly acquires the subsidi-
ary’s assets and assumes its liabilities and
conringent liabilities. The acquisition cost
to the Group is established in a purchase
price allocation analysis. In such analysis,
the cost of the business combination is
established as being the fair values of rec-
ognized identifiable assets, labilities and
contingent liabilities. The cost of the busi-
ness combination is the aggregare of the
fair values, at the date of exchange, of
assers given, liabilities incurred or assumed,
and equity instruments issued by the
acquirer, in exchange for the net assets
acquired, plus any costs directly attribured
to the business combination. When the
cost of the business combination exceeds
the net fair value of the identifiable assets,
liabilitics and contingenr lLiabilities, the
excess is recognized as goodwill. If the
difference is negarive, such difference 1s
immediately recognized in profit or loss
for the vear.

The financial statements of subsidiaries
are included in the consolidated financial
statements from the date that control com-
mences until the date that control ceases.

Associated companies

Associated companies are those entities
over which the Group commands a signifi-
cant influence, bur not control, over the
financial and operating policies, normally
a shareholding of not less than 20% and
not more than 50%. Interests in associated

companies are, as from the date significant
influence commences, recognized in accord-
ance with the equity method in the consoli-
dared financial statements. Under the equity
method, the carrying amounts of interests
in associated companies correspond to the
recognized equity of associated companies,
any goodwill and any other remaining fair
value adjustments recognized ar acquisition
date. The consolidated profit or loss for the
year includes as “Share of profit or loss of
associated companies” the Group’s share
of the associate’s income artributable to the
owners of the Parent Company adjusted tor
dissolurion of acquired surplus or deficit
values. These shares in profits, less divi-
dends received from associates, constitite
the main change in the carrying amount of
participations in associated companies.
The Group’s share of other comprehensive
income of assoclared companies 1s recog-
nized on a separate line in the Group’s
other comprehensive income.

Any difference between the cost of the
investment and the investor’s share of the
net fair value of the associate’s identifiable
assets, liabilities and contingent Habilities
is accounted for in accordance with the
same principles as those applied to the
acquisirion of subsidiaries.

When the Group’s share of recognized
losses in associated companies exceeds the
value of shares in the Group, the value of
the shares is reduced to zero. Losses are
also deducred from non-current financial
transactions without collateral, which in
its financial meaning comprise a part of the
owner company’s net investment in the
associated company. Continued losses are
nor recognized unless the Group has pro-
vided guarantees to cover losses arising in
the associated company. The application
of the equity method is discontinued on the
date that significant influence ceases.

Transactions eliminated on consolidation
Intra-Group balances, income and
expenses and any unrealized gains and
losses arising from intra-group transac-
tions are eliminated in preparing the con-
solidated financial statements. Unrealized
gains from transactions with associated
companties and jointly controlled entities
are eliminated to the extent that they
correspond to the Group’s interest in the
entity. Unrealized losses are similarly
¢liminated, but only insofar as there is no

impairment requirement.

Foreign currency

Foreign currency transactions
Transacrions in foreign currencies are
translated into functional currency at the
foreign exchange rate prevailing at the date
of the rransacrion. The functional currency
is the currency of the primary economic
environment in which the Group entities
operare, Monetary assets and liabilities de-
nominated in foreign currencies at the bal-
ance sheet dare are translared to functional
currency at the foreign exchange rate pre-
vailing at thar date. Foreign ex-change dif-
ferences arising on translation are recog-
nized in profir or loss for the year. Non-
monetary assets and liabilities measured in
rerms of historical cost in a foreign currency
are translated using the exchange rate pre-
vailing at the date of the transaction. Non-
monetary assets and liabilities that are
measured at fair value are retranslared to
the functional currency at the exchange
rate prevailing at the dare that the fair
value was determined.

Financial statements of foreign operations
The assets and liabilities of foreign opera-
tions, including goodwill and fair value
adjustments arising on consolidation, are
translated from the foreign operarion’s
functional currency to the Group's report-
ing currency, SEK, at foreign exchange
rates prevailing at the balance sheert darte.
Revenues and expenses of foreign opera-
tions are translated to SEK at average rates
that approximate the foreign exchange
rates prevailing at each of the transacrion
dates. Translation differences arising from
the translation of the net investment in for-
eign operations are recognized in other
comprehensive income and are accumu-
lated in a separate component of equity, a
translation reserve. When the foreign oper-
ation is divested, the accumulated rransla-
tion differences attributable to the divested
foreign operation are reclassified trom
equity to profit or loss for the year as a
reclassification adjustment at the date on
which the profit or loss on the divestment
1s recognized.

Since | January 2004, meaning the dare
of transition to IFRS, translation differ-
ences have been recognized in the transla-
tion reserve.

Revenue

Revenue from sales and services

Revenue from the sale of goods is recog-
nized in profit or loss for the year when the
significant risks and rewards of ownership
have been transferred to the buyer, thats,
normally in connecrion with delivery. If the




product requires installation at the buyer,
and installation is a significant part of the
contract, revenue is recognized when the
instatlation is completed. Buy-back com-
mirments may entail that sales revenue
cannort be recognized if the agreement with
the customer in reality implies that the cus-
tomer has only rented the product for a
certain period of time,

Revenue from service assignments is
normally recognized in connection with
the rendering of the service. Revenue from
service and maintenance contracts s recog-
nized in accordance with the percentage-
of-completion method. The stage of com-
pletion is normally determined based on
the proportion of costs incurred on the
balance sheet date in relation to the esti-
mared total costs of the assignment. Only
expenditures relating to work carried out
or to be carried out are included in caleu-

lating the total costs.

Construction contracts

Construction contracts exist to some €x-
tent, mainly in the Sandvik Mining and
Construction business area and the Sandvik
Materials Technology’s Process Svstems
product area. As soon as the outcome of

a construction contract can be estimated
rehiably, contract revenue and expenses are
recognized in profit or loss for the year in
proportion to the stage of completion of
the contract. The stage of completion is
determined based on the proportion that
contract costs incurred to date bear to the
estimated total contract costs. Expected
losses are immediately recognized as an
expense in consolidated profit or loss for

the year.

Other revenue

Revenue in the form of royalty is recog-
nized on the basis of the financial tmplica-
tions of the agreement.

Government grants

Government grants are recognized in the
balance sheet when there is reasonable
assurance that the grant will be received
and that the entity will comply with the
conditions attaching to them. Grants are
recognized in profit or loss for the year in
the same way and over the same periods as
the related costs that they are intended to
compensate, on a systematic basis. Grants
related to assets are presented by deducting
the grant from the carrying amount of the

asset.

Operating expenses and financial
income and expenses

Operating lease agreements

Costs for operating leases are recognized
in profit or loss for the vear on a straight-
tine hasis over the term of the lease. Lease
incentives recetved are recognized in profit
or loss for the vear as an integral part of
the total lease expense. Variable fees are
expensed m the period in which they were

incurred.

Finance lease agreements

Minimum lease payments are apportioned
between the finance charge and the redue-
tion of the outstanding lability. The finance
charge is allocated to cach period so as to
produce a constant periodic rate of interest
on the remaining balance of the hability.
Variable fees are expensed in the period in

which they were incurred.

Financial income and expenses

Financial income comprises interest incorme
on funds invested (including financial assers
available-for-sale}, dividend income, gatns
on the disposal of financial assets avail-
able-for-sale, and gains on hedging instru-
inents recognized in profit or loss for the
vear.

Interest income from financial instru-
ments 1s recognized using the effective
interest method (sce below). Dividend
income is recognized when the Group’s
right to receive payment is established.
Income from the sale of a financial instru-
ment is recognized when the risks and
benefits assoctated with ownership are
transferred to the buyer and the Group no
longer has control over the instrument.

Financial expenses comprise interest
expense on borrowings, unwinding of the
discount effect on provisions, impairment
tosses recognized on financial assets, and
losses on hedging instruments that are rec-
ognized in profit for the vear. Borrowing
costs are recognized in profit or loss using
the effective interest method, except for the
portion that is directly attributable to the
purchase, construction or production of
assets that take a considerable amount of
time to complete for their intended use or
sale. In such a case, they are included in
the asset’s cost,

Foreign currency gains and losses are
recognized net.

The effective interest rate is the rate that
exactly discounts estimated future cash
payments or receipts through the expected

life of the financial instrument to the net
carrying amount of the financial asset or
financial liability. The calculation includes
all fees and pownrs paid or recetved between
contractual parties that are an integral
part of the effective mnterest rate, trans-
action costs, and all other premiums or

discounts.

Income tax

Income tax comprises current and deferred
tax. Income tax is recognized in profit or
toss for the year except when the underly-
ing transaction is recognized in other com-
prehensive income, in which case the asso-
ciated tax effects are recognized in other
comprehensive income or in equity.

Current tax is the expected tax payable
on the taxable income for the year, using
tax rates enacted or substantively enacted
at the balance sheet date, and any adjust-
ment to tax payable in respect of previous
years.

Deferred tax is recognized using the bal-
ance sheet liability method, based on tem-
porary differences between the carrying
amounts of assets and liabilities for finan-
cial reporting purposes and the amounts
used for taxation purposes. Deferred tax is
not recognized for taxable temporary dif-
ferences arising on the initial recognition
of goodwill, or for temporary difference
arising on the initial recognition of assets
or habilities that atfect neither accounting
nor taxable profit. Additionally, deferred
tax 1s not recognized on temporary differ-
ences relating ro investments in subsidiar-
ies and associated companies to the extent
that they will probably not be reversed in
the foreseeable future. The amount of de-
ferred tax provided is based on the expected
manner of realization or settlement of the
carrying amount of the underlying assets
and liabilities, using tax rates and fiscal
regulations enacted or substantively enacted
at the balance sheet date.

Deferred tax assets relating to deductible
temporary differences and tax loss carry-
torwards are recognized only to the extent
that it is probable that future taxable prof-
its will be available against which the asset
can be utilized. The value of deferred tax
assets ts reduced to the extent that it is no
tonger probable that the related tax benefit
will be realized.

Any additional income taxes that arise
from the distribution of dividends are rec-
ognized at the same time as the liability to
pay the related dividend.



Financial instruments

Financial instruments recognized in the
balance sheert include assets, such as eash
and cash equivalents, loan and trade account
recetvables, financial invesrments and deriva-
tives, and liabilities such as loan Labilities,
accounts pavable and derivatives.

Recognition and derecognition

A financial asset or a financial liability is
recognized on the balance sheet when the
entity becomes a party to the contractual
provisions of the instrument. Trade receiv-
ables are recognized upon issuance of the
invoice. A liability is recognized when the
counterparty has performed under the
agreement and the company is contracru-
ally obliged to settle the obligation, even if
no invoice has been received. A financial
asset is derecognized when the rights under
the agreement are realized or have expired,
or when control of the conrractual rights 1s
lost. The same applies to a portion of a
financial asset. A financial lability is dere-
cognized when the obligation specified in
the contract is discharged or otherwise
expires. The same applics to a portion of a
financial liability. A financial asset and a
financial liability are offset and presented
in a net amount in the balance sheet only if
there is a legally enforceable right to set off
the recognized amounts and there is an
intention either to settle on a net basis or
to realize the asset and settle the liability
simultaneously. A regular purchase or sale
of financial assets 1s recognized and derec-
ognized, as applicable, using trade date
accounting. Trade date is the date at which
an entity commits itself to purchase or sell
an asset.

Classification and measurement

A non-derivative financial instrument 1s
initially recognized at transaction price
equivalent to the fair value of the instru-
ment. The Group classifies its financial
instruments based on the purpose for its
acquisition. Management decides 1ts classi-
fication on initial recognition. The classifi-
cation of a financial asset determines how
it 1s measured after initial recognition.
Sandvik’s holdings of financial instruments
are classified as follows.

Cash and cash equivalents comprise cash
balances and call deposits with banks and
equivalent financial institutions, and short-
term investments that have a maturity of
no more than three months from the date
of acquisition, and are exposed only to an
insignificant risk of changes in value.

Financial assets and liabilities are classified
as follows:

a) Financial assets and financial liabilities
measured at fair value in profit or loss consist
of two subgroups:

1) Financial assets and Ainancial habilities
held for trading, which comprise all deriv-
atives held by Sandvik. Derivatives trading
is pursued mainly to hedge the Group’s
foreign exchange and interest rate risks.
Derivatives with positive fair values are
recognized as other current or non-current
receivables (unrealized profits), while de-
rivatives with negative fair values are rec-
ognized as other current or non-current
Habilities {unrealized losses).

i1) Financial assets and liabilities which
are initially classified as belonging to this
category (fair value option). Sandvik holds
no financial instruments classified in this

subgroup.

b) Loans and receivables

Non-current receivables and among non-
current assets and current trade receivables
are non-derivative financial assets with
fixed or determinable payments that are
not quoted in an active market. Afrer the
initial recognition, these assets are meas-
ured at amortized cost using the effective
interest method, less any reserve for value
depletion.

¢) Financial liabilities

Financial liabilities, that is, Sandvik’s
borrowings, are initially measured at fair
value net of transaction costs. Borrowings
are subsequently measured at amortized
cost and any difference between the loan
amount (net of transaction costs) and the
repavable amount is allocated to profit or
loss for the year over the term of the loan
using the effective interest method. Bor-
rowings are classified as current unless the
company has an unconditional right to
postpone payment for at least 12 months
after the balance sheet date.

d} Financial assets available for sale
Investments in shares and participations
reflect holdings that are not traded on an
active market and are classified as financial
assets available-for-sale. Such assets are,
after initial recognition, principally meas-
ured at their fair values with gains or
losses arising from a change in the fair
value recognized directly in equity. How-
ever, if there is objective evidence that the
asset is impaired, the cumulative loss rec-
ognized directly in equity is removed from
equity and recognized in profit for the
vear. Investments in equity instruments

that do not have a quoted market price

in an active market and whose fair value
cannot be reliably measured are, however,
measured at cost, possibly adjusted ro
recognize an impairment loss.

The policies set out above are those that
Sandvik mainly apply when accounting for
financial assets and financial liabilities.
The exceptions from the abovementioned
principles apply to financial instruments
that form part of hedging relations.

Derivatives and hedge accounting
The Group’s derivative instruments are
acquired to hedge interest rates and foreign
exchange risks to which the Group is ex-
posed as well as the risk for changes in the
fair value of certain assets, liabilities and
contracted transactions. Derivatives are
initially recognized at fair value. Trans-
action costs are recognized in profit or
loss for the vear. After initial recognition,
derivatives are measured at fair value and
the change in value is recognized in the
manner described below.

To meet the criteria for hedge account-
ing, there must be a clear-cut relation to
the hedged item and the hedge must be
expected to be highly effective and it must
be possible to measure such effectiveness
reliably. Moreover, the hedge must be for-
mally designated and documented. Gains
and losses on hedges are recognized in
profit or loss for the year at the same time
that the gains and losses are recognized for
the hedged items.

Sandvik does not apply hedge account-
ing to all hedging transactions. When
hedge accounting is not applied, the differ-
ent handling of dertvatives, which are
measured at market value, and liabilities,
measured at amortized cost, result in vola-
tility in the financial net in the accounts.

In financial terms, Sandvik believes that
its hedging activities are appropriate and
that its risk management complies with the
finance policy approved by the Board.

Receivables and liabilities denominated

in foreign currencies

Sandvik uses foreign exchange contracts to
hedge the foreign exchange risk inherent in
these assets and liabilities. Hedge account-
ing is not applied to derivatives that eco-
nomically hedge such monetary assets and
liabilities denominated in foreign curren-
cies. Rather, both the underlying receivable
or liability and the hedging instrument are
measured at the exchange rate ruling on
the balance sheet date and the changes in
value are recognized.




Cash-flow hedges

Sandvik uses foreign exchange contracts
and foreign currency options to hedge
future cash flows and forecast transactions
denominated in foreign currencies, includ-
ing intra-Group transactions as defined in
the amendment to TAS 39 issued by the
TASB in April 2005, These derivative in-
struments are included in the balance sheer
at fair value. The effective portion of the
change in fair value for the year Is recog-
nized in other comprehensive income and
the accumulated changes 1 a separate
component of shareholders” cquity {the
hedging reserve) until the hedged flow
impacts profit or loss for the year, at which
point the accumulated changes in value of
the hedging instrument are reclassified to
profit or loss for the vear in conjunction
with the hedged item impacting profit or
Joss for the vear. The ineffective portion of
a gain or loss 1s immediately recognized in
profit or loss for the year. To a lesser ex-
tent, Sandvik has entered into foreign
exchange contracts that are not designated
as hedging instruments. The changes in
fair value of these contracts are directly
recognized in profit or loss for the vear.

The accumulated gain or loss recognized
in equity is reclassified into profit or loss
for the vear in the periods during which
the hedged item affects profit or loss (for
instance when the forecast sales thatare
hedged rake place). If the hedged forecast
cransaction subsequently results in the
recognition of a non-financial assct (for
instance, inventories or an item of prop-
erty, plant and equipment), or a nen-finan-
cial liability, the hedging veserve is dis-
solved and the gain or loss is included in
the initial cost or other cartying amount
of the asset or liability.

Interest-rate swaps are used to hedge the
risk in futore interest rate flows of loans
with floating interest rates. The swaps are
measured at fair value in the balance sheet.
The interest coupon on swaps is recognized
25 interest income Or inferest expense in
profit or loss for the year. The remaining
change in fair value is recognized directly
in the hedging reserve in equity until the
hedged item is recognized in profit for the
year, and as long as the criteria for hedge
accounting and hedge effectivencss are
met. Some of Sandvik’s interest rate swaps
do not meer the criteria for hedge account-
ing and the changes in fair value of these
instruments are therefore recognized in
profit or loss for the year.

Fair-value hedges

When a hedging instrument is used to
hedge the exposure to changes n fair
value. changes in the fair value of the
instrument are recognized in profit or loss
for the vear. The gain or loss on the hedged
itern attriburable to the hedged risk adjusts
the carrying amount of the hedged irem
and is recognized in profit or loss.

Fair value hedges are used to hedge the
fair value of assets and liabilities recog-
nized in the balance sheet, provided that
the hedged item is otherwise recognized at
purchase value, and by contracted flows.
The derivative instruments used include
commodity and electriciry derivatives used
to hedge delivery contracts entered 1nto

with suppliers.

Hedging of net investments
Sandvik has no derivates to hedge net

investments in foreign operations.

Intangible assets

Goodwill

Goodwill acquired in a business combina-
tion represents the excess of the cost of the
business combination over the net fair
value of the identifiable assets, liabilities
and conringent liabilities recognized.

Goodwill is measured at cost less any
accumulated impairment losses. Goodwill
is allocated to cash-generating units and is
tested annually for impairment. Goodwill
arising on the acquisition of an associated
company is included in the carrying
amount of participations in associates.

On transition to [FRS, the company has
not applied IFRS retrospectively to busi-
ness combinations effected before 1 Janu-
ary 2004. Instead, the carrying amount of
soodwill at thart date henceforth consti-
tutes its deemed cost, adjusted only for any
impairment losscs.

1f in a business combination the fair
value of the identifiable assets, Habilities
and contingent liabilities exceeds the cost
of the business combination, the difference
is immediately recognized in profit or loss
for the year.

Research and development

Expenditure on rescarch activities related
to the obtaining of new scientific or rechni-
cal knowledge is expensed as incurred.
Expenditure on development activities,
whereby the research resules or other
knowledge is applied 1o accomplish new or
improved products or processes, is recog-
nized as an intangible asset in the balance

sheet, provided the product or process is
technically and commercially feasible and
the company has sufficient resources to
complete development, and is subsequently
able to use or sell the intangible asset.

The carrving amount includes the directly
atcriburable expenditure, such as the cost
of materials and services, costs of employee
benefits, fees to register intellectual prop-
erty rights and amortization of patents and
licenses. Other expenses for development
are expensed as incurred. In the balance
sheet, capiralized development expenditure
is stated at cost less accumulated amortiza-

tion and anv impairment losses.

Other intangible assets

Other intangible assets acquired by the
company are recognized at cost less accu-
mulated amortization and any impairment
losses. Capiralized expenditure for the de-
velopment and purchase of software for
the Group’s I'T operations are included
here. Expenditure for internally generated
goodwill and trademarks is expensed as
incurred.

Subsequent expenditure

Subsequent expenditure on capitalized in-
tangible assets is capitalized only when 1t
increases the future economic benefits. All
other expenditure is expensed as incurred.

Borrowing costs

Borrowing cost attriburable to the con-
struction of qualifying assets are capital-
ized as a portion of the qualifying asset’s
cost. A qualifying asset is an asset that
takes a substantial period of time to get
ready for its intended use or sale. Firstly,
horrowing costs that arise on loans that
are specific to the qualifying asset are capi-
ratized. Secondly, borrowing costs are cap-
italized that arise on general loans that are
not specific to any other qualifying asset.
For the Group, the capiralization of bor-
rowing costs is mainly relevant for capital-
ized expenditure for the development of
new data systems.

Amortization of intangible assets
Amortization is charged to profit or loss
for the year on a straight-line basis over the
estimated useful lives of intangible assets
unless such lives are indefinite. Goodwill
and intangible assets with an indefinite
useful life are systematically tested for im-
pairment annually or as soon as there is an
indication that the asset may be impaired.
Intangible assets with a finite useful life




are amortized as from the darte the asset is
available for use. The estimated useful lives
are as follows:

« Patents and trademarks 10-20 years.

» Capitalized development costs 3-7 vears.
e Sottware for IT operations 3 years.

Property, plant and equipment
Owned assets

lrems of property, plant and equipment are
recognized at cost less accumulated depre-
ciation and any impairment losses.

Leased assets

In the consolidated financial statements,
leases are classified as either finance leases
or operaring leases. A finance lease sub-
stantially transfers the economic risks and
rewards of ownership to the lessee. If that
is not the case, the lease is classified as an
operating lease.

Assets leased under finance leases are
recognized as assets in the consolidated
batance sheet and are initially measured
at the lower of the fair value of the leased
property and the present value of the mini-
mum lease payments at inception of the
lease. The obligation to pay future leasing
fees is recognized as interest-bearing non-
current and current liabilities. The leased
assets are systematically depreciated and
the leasing fees are apportioned between
interest expense and the reduction of the
ourstanding liabilities.

In cases in which Sandvik is the lessor
under a financial lease, the assets held
under such leases are not presented as
property, plant and equipment since the
risks of ownership have been transferred
o the lessee. Instead, the future minimum
lease payments are recognized as financial

receivables.

Subsequent expenditure

Subsequent expenditure on an item of
property, plant and equipment is capital-
ized only when it increases the future
economic benefits. All other expenditure

is expensed as incarred.

Borrowing costs

Borrowing costs attributable to the con-
struction of qualifying assets are capital-
ized as a portion of the qualifying asset’s
cost. A qualifying asset is an asset that
takes a substantial period of time to get
ready for its intended use or sale. Firstly,
borrowing costs that arise on loans that
are specific to the qualifying asset are capi-
talized. Secondly, borrowing costs are cap-
italized that arise on general loans that are

not specific to any other qualifying asset.
For the Group, the capitalization of bor-
rowing costs is mainly relevant in connec-
tion with the construction of production
buildings on a proprietary basis.

Depreciation
Depreciation is based on cost less esti-
mared residual value. The assets are depre-
ciated over the estimated useful lives. Plant
and machinery is generally depreciated on
a straight-line basis over 5-10 years, rental
assets over three years, buildings over {0-50
years, and site improvements over 20 vears.
Land is not depreciated. Computer equip-
ment is depreciated over 3-5 vears using
the reducing balance method.

1f an item of property, plant and equip-
ment comprises components with different
useful lives, each such significant component
is depreciated separately.

Depreciation methods and estimated re-
sidual values and useful lives are reviewed
at each year-end.

Impairment and reversals

of impairment

Assets with an indefinite useful life are not
amortized but tested for impairment annu-
ally. Assets that are amortized or depreci-
ated are tested for impairment whenever
events or changed circumstances indicate
that the carrying amount may not be re-
coverable. An impairment loss is recog-
nized in the amount by which the carrying
amount of an asset exceeds its recoverable
amount, which is the greater of the net
selling price and value in use.

In assessing value in use, the estimated
future cash flows are discounted to their
present value using a rate that reflects cur-
rent market assessments of the time value
of money and the risks specific to the asser.
For an asset that does not generate largely
independent cash inflows, the recoverable
amount is determined for the cash-generat-
ing unit to which the asset belongs.

Impairment losses recognized in respect
of a cash-generating unit (or group of units)
are allocated first to reduce the carrying
amount of any goodwill allocared to the
unir (group of units) and then to reduce the
carrying amount of the other assets in the
unit (group of units) on a pro rata basis.

In respect of items of property, plant
and equipment and intangible fixed assets,
an impairment loss is reversed if there has
been a change in the estimates used to
determine the recoverable amount. An
impairment loss in respect of goodwill is
not reversed.

An impairment loss is reversed only to
the extent that the asset’s carrying amount
does not exceed the carrying amount rhat
would have been determined, net of depre-
ciation and amortization, if no impairment
loss had been recognized.

Impairment — and any reversal of im-
pairment - of certain other assets, such as
financial assets nnder the scope of IAS 39,
inventories, plan assets held by a long-term
employee benefit fund and deferred tax
assets, 1s tested in accordance with the
respective standard.

Inventories
Inventories are stated at the lower of cost
and net realizable value, with due consider-
ation of obsolescence. Net realizable value
is the estimated selling price in the ordi-
nary course of business, less the estimated
costs of completion and selling expenses.
Cost is based on the first-in/first-out
(FIFO) principle and includes expenditure
incurred in acquiring the inventories and
bringing them to their existing location
and condition. In the case of manufactured
inventories and work in progress, cost
includes an appropriate share of overheads
based on normal operating capacity.

Equity
When share capital is repurchased, the
amount of the consideration paid is recog-
nized as a change in equity. If the repur-
chased shares are cancelled, the quotient
value of such shares reduces the share capi-
tal. If repurchased shares are re-issued or
sold, the consideration directly increases
sharecholders’ equity.

Dividends are recognized as a lability in
the period in which they are declared at a
sharcholders” meeting.

Earnings per share

The calculation of basic earnings per share
is based on the profit or loss attributable to
ordinary equity holders of the Parent Com-
pany and the weighted average number of
ordinary shares outstanding during the year.
When calculating diluted earnings per share,
the weighted average number of shares out-
standing is adjusted for the effects of all
dilutive potential ordinary shares, which
during reported periods relates to options
issued to employees. The options are dilu-
tive if the exercise price is less than the
quoted stock price and increases with the
size of the difference.
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Employee benefits

The Group's pension plans

The Group sponsors a number of defined
contribition and defined-benefir pension
plans, some of which with plan assets held
by separate foundations or equivalent.

A mumber of Group entities also provide
post-employment medical benefits. When-
ever possible, Sandvik nowadays seeks
defined-contribution pension solutions and
in recent years defined-benefit plans have
as far as possible been closed for new
entrants in connection with negotiations
about defined-contribution pension
arrangements. As of October 2007, the
Group's Swedish companies offer to its
newly hired white-collar staff, regardless
of age, the defined-contribution pension
solution (ITP 1) resulting from the rene-
gotiation of the ITP Plan between the Con-
federation of Swedish Enterprise and the
Negotiation Cartel for Salaried Employees
in the Private Business Sector.

Defined-contribution plans

A defined-contribution plan is a post-
employment benefit plan under which an
enrity pays fixed contributions into a sepa-
rate entity and will have no legal or con-
structive obligation to pay firther amounts.
The size of the pension that the employvee
will ultimately receive in such case depends
on the size of the contributions that the
entity pays to the plan or an insurance
company and the retnrn that the contribu-
tions vield. Obligations for contributions
to defined-contribution pension plans are
recognized as an employee benefit expense
in profit or loss for the year as the employee
renders services to the entity and the con-
tribution payable in exchange for that

service becomes due.

Defined-benefit plans

The Group's net obligation in respect of
defined-benefit pension plans is calenlared
separately for each plan by estimating the
amount of future benefit that employees
have vested in return for their service in
the current and prior periods. This benefic
is disconnted to its present value. The dis-
count rate is the vield on high-quality cor-
porate bonds (AA credit rated bonds) — or
if there is no deep market for such bonds,
government bonds — that have maturity
dates approximating the terms of the Group’s
obligations. The calculation is performed
annually by a qualified actuary. In addition,
the fair value of any plan assets as at the
balance sheet date is assessed. Sandvik
applies such an accounting policy to the

Group’s most significant defined-benetit
plans. A number of plans, which neither
individnally nor in the aggregate are signi-
ficant in relation to the Group’s total pen-
sion obligations, are still recognized in
accordance with local regulations.

In measuring the present value of pen-
sion obligations and the fair value of plan
assets, acruarial gains and losses may
accrue either because the actial ontcome
differs from earlier assumptions {so-called
experience adjustments) or the assump-
tions are changed. The corridor rule is
applied, which means that only the portion
of the aggregate gains and losses that
exceed the greater of 10% of the present
vahie of the obligations or 10% of the fair
value of plan assets are recognized in profit
or loss over the remaining expected aver-
age service period of the plan participants.
Actiarial gains and losses are otherwise
not recognized.

When the benefits under a plan are im-
proved, the portion of the increased bene-
fits that relate to past service by employees
is recognized in profit or loss for the year on
a straight-line basis over the average period
until all of the benefits become vested. To
the extent that the benefits become fully
vested, the expense is recognized immedi-
ately in profit or loss for the year.

The amount of obligarions recognized in
the balance sheet for pensions and similar
obligations reflects the present vahie of the
obligations at balance sheet date, less the
fair value of any plan assets and any unrec-
ognized gains or losses as well as any
unrecognized past service costs.

[f the net amount so determined results
in an asset, the recognized value of the
asset is limited to the rotal of any cumula-
tive unrecognized net acruarial losses and
past service cost, and the present vahie of
any economic benefits available in the form
of refunds from the plan or reductions in
futnre contributions to the plan.

When there is a difference between the
pension cost recognized in the separate
financial statements of an entity and in the
consolidated financial statements, a provi-
sion or a refundable claim for payroll tax
on pension costs caleulated on such differ-
ence is recognized. Such caleularion is not
discounted to present value.

Termination benefits

When employment is terminated, a provi-
sion is recognized only when the entity is

demonstrably committed either to termi-

nate the employment of an employee or a

group of employees before the normal re-

tirement age or provide termination bene-
fits as a result of an offer made to encour-
age voluntary redundancy. In the latter
case, a lability and an expense are recog-
nized if it is probable that the offer will be
accepted and the number of employees that
will accept the offer can be reliably esti-
mated.

Share-based payments

A share option program allows employees
to acquire shares in the company. The fair
value of options granted is recognized as
an employee expense with a corresponding
increase in equity. The fair vahie as meas-
ured at the grant date is spread over the
vesting period. The fair value of the options
is measured using the Black & Scholes
formula, taking into account the terms and
conditions upon which the options were
granted. Sandvik’s option programs con-
tain no other vesting conditions than that
the employee shall remain in the entity’s
employ at the end of the three-year vesting
period. The amount recognized as an
expense is adjusted to reflect the actual
number of share options vested.

Cash-settled options result in a commit-
ment to employees, which is measured at
fair value and recognized as an expense,
with a corresponding increase of liabilities.
The fair value is initially measured at the
allotment date and is allocated over the
vesting period. The fair value of the cash-
settled options is caleulated in accordance
with rhe Black & Scholes formula, taking
into account the terms and conditions of
the rights. The fair value of the liability is
re-measured at each reporting date and at
the date of settlement, with any changes in
fair value recognized as an employee ex-
pense in profit or loss for the year.

Social costs relating to share-based pay-
ments to employees are expensed over the
accounting periods during which the serv-
ices are provided. The charge is based on
the fair value of the options at the report-
ing date. The fair value is calenlated using
the same formula as that used when the
options were granted.

Provisions

A provision is recognized in the balance
sheet when the Group has a legal or con-
structive obligation as a result of a past
event, and it is probable that an outflow
of resources will be required to settle the
obligation, and a reliable estimate of the
amount can be made. If the effect is mate-
rial, the provision is determined by dis-
counting the expected future cash flows at



a pre-tax rate that retlects the current mar-
let assessments of the time valae of money
and, where appropriate, the risks specitic

to the liability.

Warranties

A provision for warranties is recognized
when the underlyving products or services
are sold. The provision is based on histori-
¢al warranty data and a weighing of all
possible outcomes with their associated
probabilities.

Restructuring

A provision for restructuring is recognized
when the Group has approved a detailed
and formal restrucruring plan, and the re-
structuring has either commenced or has
been announced publicly. No provision is
posted for future operating costs.

Site restoration

In accordance with the Group’s published
environmental policy and applicable legal
requirements, a provision for site restora-
tion in respect of contaminated land is rec-
ognized when land has become contami-

nated.

Onerous contracts

A provision for onerous contracts is recog-
nized when the expected benefits to be
derived by the Group are lower than the
unavoidable cost of meeting its obligations

under the contract.

Contingent liabilities

A contingent liability is recognized when
there is a possible obligation that arises
from past events and whose existence will
be confirmed only by the occurrence or
non-occurrence of one or more uncertain
future events or when there is a present
obligation that cannot be recognized as a
liability because it is not probable that an
outflow of resources will be required, alter-
natively because the amount of the obliga-
tion cannot be measured with sufficient

reliability.

Cash-flow statement

Payments and receipts have been divided
into categories: operating activities, invest-
ing activities, and financing activities. Cash
flows from operating activities are recog-
nized using the indirect method.

Changes during the year in operating
assets and liabilities are adjusted for the
effects of exchange rate movements. Acqui-
sitions and divestments are recognized

within investing activities. The assets and
liabilities held by acquired or divested enti-
ties at the transfer date are not included in
the analysis of changes in working capital,
nor in changes in balance sheet items rec-
ognized within investing and financing
activities.

In addition to cash and bank balances,
cash and cash equivalents include short-
rerm investments, the conversion of which
to bank funds can be accomplished at an
amount that is largely known in advance.
Cash and cash equivalents thus include
short-term investments with a maturity of
less than three months.

Parent Company’s accounting
policies

The Parent Company has prepared its
annual report in accordance with the
Annual Accounts Act (1995:1554) and the
standard, RFR 2.2 Reporting by a legal
entity, issued by the Swedish Financial
Accounting Standards Council. Also the
interpretations issued by the Council’s
Emerging Issues Task Force valid for listed
companies have been applied. Under RFR
2.2, the Parent Company in its annual
report shall apply all the JFRS and IFRIC
interpretations approved by the EU to the
extent possible within the framework of
the Annual Accounts Act, the law on safe-
quarding of pension commitments, and
taking into account the close tie between
financial reporting and raxation. The stand-
ard specifies what exceptions from or addi-
tions to the [FRS shall be made. Taken
together, this results in differences between
the accounting policies applied in the con-
solidated financial statements and those
applied by the Parent Company is specified
below.

Changed accounting policies

Amendments to IFRS 1 First-Time Adop-
tion of IFRS and 1AS 27 Consolidated and
Separate Financial Statements with respect
to “Cost of an Investment in a Subsidiary,
Jointly Controlled Entity or Associate” is
applied since 1 January 2009. This amend-
ment has meant that the Parent Company
now always recognizes dividends from sub-
sidiaries in full as income in profit or loss
for the year. In the past, dividends larger
than profits accumulated after the acquisi-
tion reduced the carrying amount of shares
in subsidiaries. The amendment has only

a slight impact on the amounts of items

in the financial statements of the Parent
Company.

Classification and presentation

The Parent Company’s income statement
and balance sheet adhere to the presenta-
tion included in the Annual Accounts Act.
The differences compared to 1AS 1 Presen-
tation of Financial Statements applied
when presenting the consolidated financial
statements mainly pertain to the presenta-
tion of Ainance income and expenses, non-
current assets, equity and the presentation
of provisions as a separate heading in the
balance sheet.

Shares in Group companies and

associated companies

The Parent Company recognizes shares in
Group companies and associated compa-
nies in accordance with the cost model.
Dividends from subsidiaries are recognized
in full as income in profit or loss for the

vear.

Property, plant and equipment

The Parent Company recognizes items of
property, plant and equipment at cost less
accumulared depreciation and any impair-
ment losses, that is as in the consolidated
financial statements, but increased by any
revaluation.

Leased assets
The Parent Company recognizes all lease
contracts as operating leases.

Intangible assets

The Parent Company recognizes all ex-
penditure for research and development
conducted on a proprietary basis as an
expense in profit and loss.

Borrowing costs

In the Parent Company, borrowing costs

are expensed in the periods to which they
relate. Borrowing costs for assets are not

capitalized.

Employee benefits

The Parent Company calculates expenses
for defined-benefit pension plans differ-
ently from the manner prescribed in IAS
19. The Parent Company applies the Act
on Income Security and regulations issued
by the Swedish Financial Supervisory
Authority, which is a prerequisite for
income tax purposes. Compared to IAS 19,
the most significant differences relate to
the determination of the discount rate, the
fact that the obligation is calculated based
on the current salary level disregarding
assumptions abour future levels, and the
immediate recognition of actuarial gains
and losses in profit and loss.




Income tax

The Parent Company recognizes untaxed
reserves including the deferred rax compo-
nent. In the consolidared financial state-
ments, untaxed reserves are recognized in

their equity and deferred tax components.

Group contributions and shareholders’
contributions in legal entity accounts

The Parent Company recognizes Group
contributions and shareholders’ contribu-
tions in accordance with the pronounce-
ment of the Swedish Financial Accounting
Standard Couneil's task group (UFR 2).
Shareholders’ contributions are recognized
directly in the recipient’s equity whereas
the contributor capitalizes the contribution
among shares and participations, to the
extent that the recognition of an impair-
ment loss is not required. Group contribu-
tions are recognized in accordance with
their financial substance. This means that
Group contributions paid to minimize the
Group’s overall income tax burden are rec-
ognized directly in retained earnings net of

the relared rax effect.

Anticipated dividends

Anticipated dividends from subsidiaries are
recognized in cases where the Parent Com-
pany unilaterally may determine the size of
the dividend and provided that the Parent
Company has made such a decision before
it published its financial statements.

Financial instruments

Considering the close tie berween financial
reporting and taxation, rules relating 1o
financial instruments and hedge account-
ing m 1AS 39 are not applied in the Parent

Company as a legal entiry.

Financial guarantees

Sandvik has elected not to apply the provi-
stons of IAS 39 relating to financial guar-
antee contracts entered into in favor of
subsidiaries and associated companics as
allowed under RFR 2.2,

Critical accounting estimates

and judgments

Key sources of estimation uncertainty

In order to prepare the inancial state-
ments, management and the Board make
various judgments and estimates that can
affect the amounts recognized in the finan-
cial statements for assets, labilities, reve-
nues and expenses as well as information
in general, including issues with regard to
contingent liabilities. The judgments and
estimates discussed in this section are
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those deemed to be most important for an
understanding of the financial statements,
considering the level of significant estima-
tions and uncertainty. The conditions
under which Sandvik operates are gradu-
ally changing meaning thar the judgments

also change.

Impairment tests of goodwill

Goodwill is tested for impairment annually
and whenever evenrs or changes in circum-
stances indicate that the carrying amount
of goodwill has been impaired, for exam-
ple due to a changed business climate or a
decision taken either to sell or close down
certamn operations. In order to determine if
the value of goodwill has been impaired,
the cash-generating unit to which goodwill
has been allocated must be valued using
present-value techniques. When applying
this valuation technique, the Company
relies on a number of factors, including
historical results, business plans, forecasts
and market data. This s further described
in Note 13. As can be deduced from this
deseription, changes during 2009 in the
conditions for these judgments and esti-
mates can significantly affect the assessed
value of goodwill.

Impairment tests of other fixed assets
Sandvik’s property, plant and equipment
and intangible assets - excluding goodwill
= are stated at cost less accumulated depre-
ciationfamortization and any impairment
losses. Other than goodwill, Sandvik has
not identified any intangible assets with
indefinite useful lives. The assets are de-
preciated/amortized over their estimated
usetul lives to their estimared residual val-
ues. Both the estimated useful life and the
residual value are reviewed at least ar each
financial year-end.

The carrying amount of the Group’s
non-current assets are tested for impair-
ment whenever events or changes in cir-
cumstances indicate that the carrving
amount will not be recovered. The carrying
amount of intangible assets not ver avail-
able for use is tested annually. If such ana-
lysis indicates an excessive carrying amount,
the recoverable amount of the asset is esti-
mated. The recoverable amount is the
higher of the asset’s fair value less costs
to sell, and its value in use. Value in use is
measured as the discounted future cash
flows of the asset, alternatively the cash-
generating unit to which the asset belongs.
The rental fleet of Sandvik Mining and
Construction is particularly examined
considering its dependence on the business

climate in the mining industry and the risk
that rental agreements may be cancelled.
The carrying amount of the rental fleet ar
the end of 2009 was SEK 652 M (468).

A call for an impairment test arises also
when a non-current asset is classified as
being held for sale, ar which time it must
be re-measured at the lower of its carrying
amount and fair value less cost to sell.

Pension assumptions

Actuarial assumptions are important
ingredients in the actuarial methods used
to measure pension obligations and they
can significantly affect the recognized net
liability and the annual pension cost. Two
critical assumptions - the discount rate
and expected return on plan assets - are
essential for the measurement of both the
expense of the current year and the present
value of the defined-benefit obligations.
These assumptions are reviewed annually
for each pension plan in each country.
Other assumptions, which may relate to
demographic factors such as pension age,
mortality rates and employec turnover, are
reviewed less frequently. The actual out-
come often differs from the actuarial
assumptions for cconomic or other rea-
sons.

The discount rate is used to measure the
present value of future cash flows at the
measurement date. This rate shall be deter-
mined by reference to marker yields at the
balance sheet date on high-quality corpo-
rate bonds or, if there is no deep market
for such bonds, the market yields on gov-
ernment bonds. A lower discount rate
increases the present value of the pension
obligation and the annual pension cost.

In order to determine the expected rate
of return on plan assets, the Company con-
siders the current and anricipated catego-
ries of plan assets as well as historical and
expected returns on the various categories.

Compared with the preceding year, the
average discount rate was changed from
5.7% 10 3.2%. The expected weighted
average return on plan assets was 6.0%
in 2009 compared with 6.2% in 2008.

Income tax

Significant estimates are made to determine
both current and deferred tax liabilities/
assets, not least the value of deferred tax
assets. The company must then determine
the possibility that deferred tax assers will
be utilized and offset against future taxable
profits. The actual results may differ from
these estimates, for instance due to changes
in the business climate, changed rax legis-




lation, or the outcome of the final review
by tax authorities and tax courts of tax
returns. At year-end 2009, Sandvik recog-
mzed deferred tax assets of SEK 2,510 M
{1,277). Furthermore, the Group had addi-
tional tax loss carryforwards of abourt

SEK 800 M (570) at vear-end for which

no deferred tax assets are recognized since
utilization of these losses is not deemed
probable. A change in the estimarte of the
possibility for utilization thus can atfect
results both positively and negatively. The
expenditure recognized as a provision for
ongoing tax litigations is based on manage-
ment’s best estimate of the outcome and at
the end of 2009 amounted to SEK 3,311 M
(3,201).

Disputes

Sandvik is — besides the tax litigation cases
set out above — party to a number of dis-
putes and legal proceedings in the ordinary
course of business. Management consults
with legal experts on issues related to legal
disputes and with other experts internal or
external ro the Company on issues related
to the ordinary course of business. Itis
management’s best estimate that neither
the Parent Company, nor any subsidiary, is
involved in legal proceedings or arbitration
that may be deemed to have a materially

Earnings per share

Net profit/loss for the year attributable to
equity holders of the Parent Company
divided by the average number of shares out-
standing during the year.

Equity ratio
Shareholders’ equity including minority inter-
ests in relation to total capital.

Net debt/equity ratio

Interest-bearing current and non-current
debts (including provisions for pensicns) less
cash and cash equivalents divided by the total
of shareholders’ equity inciuding minority
interests.

negative effect on the business, the finan-
cial position or results of operarions.

For additional information on risks
related to disputes, refer to page 26.

Key assessments in applying the
Group’s accounting policies

The company refers to its description
above of the accounting policies that the
company has chosen to apply, especially
when those policies are selected from per-
missible alternatives. Management would
in particular draw attention to the follow-

mng:

Inventory accounting

Sandvik applies 1AS 2 in accounting for its
inventories. Inventories are carried at the
lower of cost and net realizable value. A
consequence of the IAS 2 rules is that if the
market value of materials and components
included in Sandvik’s finished goods drops,
the value of the materials and components
must not be reduced as long as the selling
price of the finished product less selling
costs still exceeds the cost of the finished
product. Instead, the lesser market value of
the materials and components shows itself
in the form of a lower margin in future
periods to the extent that Sandvik must
adapt its selling price due to the changes

Rate of capital turnover
Invoiced sales divided by average total capital.

Relative working capital

Average working capital divided by invoicing
in the most recent quarter adjusted to annual
rate.

Return on capital employed

Profit/loss after financial income and
expenses, plus interest expenses, as a per-
centage of average total capital, less non-
interest-bearing debts.

in market values. In periods of significant
price volatility, this state of affairs should
be taken into consideration when future

results are being appraised.

Accounting for actuarial gains and losses
According to IAS 19, immediate recogni-
tion of actuarial gains and losses related ro
defined-benefit pension plans is not man-
datory. Instead, only that portion of such
gains and losses that fall outside of a corri-
dor of plus/minus 10% of the greater of
the present value of the defined-benefit
obligation and fair value of the plan assets
is recognized. Also any systematic method
that results in faster recognition of actuar-
ial gains and losses is possible, including
immediate recognition in profit and loss.
Sandvik has chosen to apply the corridor
approach and to recognize gains or losses
outside the corridor over the expected
average remaining working lives of the
employees participating in the plan. Un-
recognized actuarial losses amounted to
SEK 2,353 M at year-end 2008 and

SEK 2,359 M at year-end 2009.

Return on shareholders’ equity
Consolidated net profit/loss for the year as a
percentage of average shareholders' equity
during the vear

Return on total capital

Profit/loss after financial income and
expenses, plus interest expenses, as a per-
centage of average total capital.

Working capital

Total of inventories, trade recevables,
accounts payable and other noninterest-bear-
ing receivables and liabilities, excluding tax
assets and liabilities.
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TO THE CONSOLIDATED AND PARENT COMPANY FINANCIAL STATEMENTS

(Armounts i SEK miliions, unless otherwise stated)

SEGMENT INFORMATION
1.1 Information on business segments/business areas

Sandvik Tooling Seco Tools orporate Flrnmations Group total

o 2009 o 2008 /2009 ) ) 2009 o 2008 . 2009 . 2008 2009 7068 ) 2009\ ) y \“‘8
— . L . ; . SO . SO
External revenue 19.076 25795 32621 3865 15,328 21,480 4871 6,513 39 35 71937 92,654
Internal revenue 59 16 14 2 16 326 17 23 16 12 ~303 62
Group total 19,167 26,121 32,635 38,672 15495 21,806 4888 6536 55 147 ~303 -628 71,937 92,654
Share of results of
associated companies ~1 i 13 29 ~51 5 —_ 1 — —_ -39 46
Operating profit/loss
by business area -527 5,461 466 4996 1137 1,187 307 1,332 521 ~182 -1412 12,794
Net financing cost ~2,060  -2.217
Income tax expense for
the year 876 2741
Profit for the year ~2,596 7.836
Other disclosures
Assets 25,398 27115 27036 32,740 18268 21832 4,959 5,812 2.286 2,413 77947 89512
Investment in associates 129 143 45 31 199 253 12 g 385 485
Segment assets 25,527 27258 27081 32821 18467 22085 4971 5.820 2.286 2413 78,332 50397
Unallocated assets 13243 12,830
Group total 91,575 103,227
Liabilities ) 4433 5,269 7.872 9.445 3.347 3467 934 1.338 1,810 2,357 18,396 21,876
Unallocated liabiities 43222 44626
Group total 61,618 66,502
Capital expenditure 1,504 2,196 1,549 1940 1.097 1,770 325 725 181 401 4,656 7,332
Depreciation/
Amortization 1,593 135 1.080 -929 -914 -722 373 -351 ~B9 ~86 -4,049  -3.444
impairment fosses 202 32 ~193 ~95 = -2 5 = 492 37
Other non-cash
oxpenses 317 -16 191 25 26 41 41 ~64 ~94 ~128 481 142
All transacuons between the business areas are on market terms. For information regarding business combinations, see Note 33,
1.2 Information by country
External income per country Fixed assets by country
ioup, =23 008 SLOUe - o i 2009 0082
USA 8,854 11,039 Sweden - w7 03
Australia 7154 BAS2 USA 5039 5292
Germany 5679 7958 UK 3972 3817
China 4.833 431 Germany 3,946 443
South Africa 3,567 3955 Austria 2,626 20t
Sweden 3354 4,753 Finland 1,694 1,792
ftaly 2,835 4.682 Australia 1471 1116
France 2.807 3,698 China 1.401 997
Brazil 2,345 3.567 France 1153 1,209
UK 2127 3,307 india 955 1016
Russia 1815 2,625 Brazil 917 661
India 1.800 2,044 Japan 823 741
Canada 1.709 2,433 ftaly 587 635
japan 1,596 2021 Canada 575 548
Norway 1.357 1,547 Spain 169 511
Other countries 20103 26,462 Other countries 3.255 B 3483
Total 71,937 92,654 Total 40,656 i 38,595




CATEGORIES OF REVENUE

Paent Company

ract revenue
Rendering of services 2948 2,388 28

Rertal mcome 524 567 4 4

Total 71937

PERSONNEL INFORMATION AND REMUNERATION TO MANAGEMENT AND AUDITORS

3.1 Average number of employees?

Croup Parent Comparny
2009 2009 8
“~/»‘wr~en kkkkk “Nl}mcn ‘Non‘eré ‘
Number % Nigmber S Number p Number
Sweden 10,886 21 11415 21 7795 20 8.022
Rest of Europe 15,295 19 15727 19 - .
Total Europe 26,181 20 27142 20 7795 20 8,022
NAFTA 6324 19 8534 19 e e
South America 2.958 1 -
Alrica, Middle East 3412 - e -
Asia 6228 155822 6 e e e
Australia 2588 162647 15 e e
Total 47191 20 8,023 20

e Annal Repo

s presented

% 2009 2008

Total absence due to diness as a percentage of

regular working hours 3.2 39
Share of total absence due to iliness pertaining to

sick leave for 60 consecutive days or more 370 399
Absence due to iflness as percentage of each

group’s regular working hours

Sick leave by gender

Men 3.0 35
Women 14 52
Sick leave by age category

Age 29 or younger 2.8 3.3
Age 30 to 49 ks 3.5
Age 50 or oider 4.0 8

3.3 Wages, salaries, other remuneration and social costs
Group Parent Company

anie g 200E 2009 3008
7611 18181 3098

en. L3S
4830 4881 1530

ffffffff &7 — 53

Total 22,441 23129 4628 5215
of which, pension costs recognized

In social costs 1643 1424 550 495

A total of SEK 40 M {58} of the Group's pension costs relates to Boards and
presidents. The Group's pension lability to these persons amounted to SEK
264 M (205). Correspondingly, SEK 10 M (21) of the Parent Company's pen-
sion costs related to the Board of Directors and presidents. The Parent Com-
pany's pension lability relating to these persons amounted to SEX 90 M (92).

Employee profit-sharing program

To promote a performance that is favorable to the Group's long-term devel-
opment and also to stimulate continued employee loyalty, Sandvik has had a
profit-sharing system for all employees in wholly cwned companies in Sweden
since 1986, As from 2007, the system has been modified in order to increase
transparency and efasticity and to better relate the system to the company’s
goals. Under the modified system, the maximum allocation may be higher than
before, but cannot exceed SEK 250 M, and also the requirements for qualify-
ing for maximum allocation have been raised. The Group's return during 2009
impiied an allocation of SEK O M (67) to the profit sharing foundation.

3.4 Wages, salaries and other remuneration by market area’

Group Parent Company

3009 008 2009 2008
m——— S —— 4182 . /4'84\2“ - L os Lo
Rest of Europe 6,460 6,728 0
Total Europe 10,642 11,570 3,098 3,515
NAFTA 2.867 2,919
South America 806 682 0 o
Africa. Middle East 709 563 — —
Asia e 095 987
Australia » 1492 1.360
Tot‘a;w . . 17611 oty
Of which, to Boards of Directors
and presidents
Salaries and other remunerauon 108 377 20 27
of which, vanable salary 57 61 1 8

3.5 Information on remuneration of the Board of Directors

and senior executives
Guidelines
The guidelines for the remuneration of Sandvik's senior executives were
adopted at the Annual General Meeting in 2009. They are designed to ensure
that Sandvik, from a global perspective, can offer market-related remuneration
in order to attract and retain qualified members,

Components of remuneration

The total remuneration package s distributed between fixed salary, annual var-
iable salary, long-term variable salary, pension and other benefits, such as com-
pany car, free housing, health insurance and severance benefits, it is intended
that the components shall jointly form a well-balanced remuneration and bene-
fit program that reflects the individual's performance and responsibility as well
as the Group’s earnings trend.

Share-based remuneration
Sandvik's share-based, fong-term variable salary was discontinued in 2009 and
no redemption took place during the vear,

Long-term variable salary

n 2006, the Beard decided to implement as a long-term variable salary a cash-
based program. Based on a common goai perception for executives, specialists
and shareholders, the program was to form a link to future performance goals
aimed at the long-term enhancement of the value of the company. This was to



NOTE 3.5 (CONT.)

be achieved through an overail common Group and business area focus on and
rrung towards protitable growth, An addinonal purpose was to improve

> possibilities to recrut employees in the Group,

Along-term varable salary program was deaded for each of the years 2006,
07, 2008 and 2009. Some 400 Sandvik employees participated in the pro-
ams on a global basis, The programs applied for a three-year period, with any
dement paid after the third vear of each program. Accardingly, settlement

t gram took piace in 2009, Any settlement for the 2007 pro-
ram will take pla 010, for the 2008 program in 2011 and for the 2009
prograrm in 2012,

Under these programs, there is a direct link between performance, added
vatue, and remuneration. There is an annual maximum outcome related 1o the
participant's fixed salary in the December of the third year, The outcome is
conditional upon meeting measurable goals established by the Board for cer-
ratios that create eholder value Iinked 1o the company’s growth,

v and capital efficiency over a three~year period. For members of
Group Executive Management, the maximun fong-term variable salary can
armount to 45-50% of the annual fixed salary,

Amounts attributable to these three programs are expensed and reserved
continuously, based on assumptions regarding goal achievement. Long-term
variable salary under the 2006 program encompassing the years 20062008
was paid in 2009, A total of SEK 3429360 was paid to the President and a total
of SEK 7,721,374 1o other senior executives, During the year, previously posted
cost provisions for the programs totaling SEK 71 M were dissolved, of which
SEK A7 M pertained 1o the President and other senior executives.

cein 2

Preparation and decision-making process

The Board's Remuneration Committee prepares issues relating to Group
Executive Management’s remuneration. The Committee met two times during
the vear Issues dealt with included the distnbution between fixed and varable
ary, the magnitude of any pay increases and the long-term variable salary.

The Board discussed the Remuneration Committee’s preposals and made a
decision, using the Commitiee’s proposal as guidance,

Based on the Remuneration Committee’s proposals, the Board decided on
the remuneration of the President for 2009. The President decided on remu-

tion to other senior executives after consultation with the Remuneration
ommittee, Salaries for the President and other members of Group Executive
Management for 2009 remained unchanged compared with levels for the pre-
ceding year, The Remuneration Committee performed its task supported by
expertise on remuneration levels and structures. For information on the com-
position of the Commutiee, see page 103,

-

Remuneration to the Board and senior executives

The Board

Fees to the Chairman and other external Board members are paid in accord-
ance with the resolution at the Annuat General Meeting. No Board fees are
paid to the President and the emplioyee representatives,

President and other senior executives
The following guidelines approved by the Annual General Meeting for remu-
neration fo senior executives were applied for 2009:

The Board’s motion concerning gudelines for remuneration of senior execu-
tives is designed to ensure that the Sandvik Group from a global perspective
can offer remuneration at the market rate and that is competitive to attract
and retain skilled personnel to Sandvik’s Group Executive Management. Group
Executive Management's remuneration comprises fixed salary, annual variable
salary and long-term variable salary. The components are intended to create a
II-balanced remuneration and benefit program that reflects the individual's
performance and responsibility and the Group’s earnings trend. The fixed sal-
ary, which is individual and differentiated based on the individual's responsibility
and performance, is determined based on market-rate principles and is
reviewed annually. Payment of annual variable salary requires fuifillment of
annually established goals. The goals are related 1o the company’s earnings and
to measurable goals within the individual's area of responsibility. The annual
variable salary for Group Executive Management may not exceed 50-75% of
fixed salary. The long-term variable salary requires fuifillment of measurable
goals, set by the Board, pertaining to certain key figures that create shareholder
value linked to the company’s growth, profitability and capital efficiency during
a three-year period. The maximum payment of long-term variable salary for
Group Executive Management is 45-50% of the annual fixed salary. Group
Executive Management's other benefits shall correspond to what could be con-
sidered reasonable in refation to generally accepted practice on the market.
The benefits comprise pension, company car, housing, medical insurance and
severance pay. The pension benefits for Group Executive Management are
based on fixed salary or gross salary paid in cash and shali be defined-benefit
or defined-contribution solution. Normally, retirement is at age 62. Retirement
age lor the President is 60. Normally, severance payment is made when

employment s terminated by the company. Any other income fraom employ-
rment 1s deducted from the severance pay, which s between 12 and 18 months
for persons under 55 vears of age and between 18 10 24 months for persons

G severance amount 1s paid Lo employees who resign from the com-
pany. The Board shall have the right to deviate from the guideiines resolved by
the Annual Generai Meeting, if in individual cases there is 4 special reason for
this. The sphere of senior executives encompassed by the proposal is the Presi-
dent and other members of Group Executive Management.

The Board's motion for remuneration to senior executives to be applied in 2010
The Board proposes that for 2010 the Annual General Meeting resolve to
apply the same guidelines for remuneration to senior executives as appled in
2009.

Remuneration and other benefits during the year

In accordance with the resolution at the Annual General Meeting, the total fee
to the external directors elected at the Meeting amounts to SEK 4.500,000.
which is unchanged compared with the preceding year. Of this amount, SEK
1,250,000 (on an annual basis) is payable to the Chairman of the Board (Clas
Ake Hedstrom), SEK 900,000 to the Vice Chairman {Anders Nyrén) and SEK
450,000 10 each of the other external Board members {Georg Ehrnrooth,
Fredrik Lundberg, Hanne de Mora, Egil Myklebust and Simon Thompson).

In addition to these amounts, the Annual General Meeting resolved that an
additional fee should be paid for the committee work to committee members
not employed by the company, in the amount of SEK 275,000 to be divided
between the members of the Audit Committee [Anders MNyrén SEK 150,000
and Hanne de Mora SEK 125,000} and SEK 250,000 to be divided between the
members of the Remuneration Committee (Clas Ake Hedstrom SEK 100,000,
Egil Myklebust SEK 75.000 and Georg Ehrnrooth SEK 75.000).

Apart from the pension obligations to the Chairman of the Board and the
President, there are no pension obligations to other Board members. At 31
December 2009, the pension obligation to the Chairman amounted to SEK
56,379,735 and related to a defined-benefit obligation, which is not secured by
an insurance policy and which refers to his period of services as President of
Sandvik AB.

Effective T January 2009, President and CEO Lars Pettersson s paid an
annual fixed salary of SEK 7,200,000 (unchanged level compared with the pre-
ceding year), and receives benefits in the form of free housing and company car.
In addition, a variable salary of maximum 75% of the fixed salary 1s paid. The
variable salary for 2009 amounts to SEK 1,625,000.

Lars Pettersson is entitied to retire with pension at age 60, His pension
between the ages of 60 and 65 will amount to 65% of the fixed salary up to 30
price base amounts and 50% of fixed salary in excess of 30 price base amounts.
MNo pension insurance policy is taken cut for his pension through age 65 and at
31 December 2009 the obligation for pension vesied through that date
amournited to SEK 20,104,399, Until 31 December 2008, the pension from the
e of 65 was arranged through the TP Plan 2 and a supplementary defined-
contribution plan. From 1 January 2009. following a change of system offered to
ali salaried employees at Sandvik under the ITP 2 plan, the President’s pension
comprises the ITP 1 olan, meaning 4.5% of salary portions up to 7.5 income
base amounts and 30% of salary portions thereafter. In addition. a supplement
of 5% of salary portions exceeding 7.5 income base amounts is paid. Severance
pay is paid in the event that the company terminates employment. Severance
pay equals 18 months’ fixed salary in addition to the six-month notice period.

For other members of Group Executive Management, pension age is 62.
Pension between the age of 62 and 65 will amount 10 65% of fixed salary up to
30 price base amounts, 50% of fixed salary between 30-50 price base
amounts, and 25% of fixed salary in the interval 50-100 price base amounts
(15 years is required for full accrual), No pension insurance policies have been
taker: out for pensions through age 65 and at 31 December 2009 the obliga-
ton for pensions vested through that date amounted to SEK 25340162,

The pension from age 65 to the other members of Group Executive Manage-
ment is arranged through the ITP Pian and a supplementary defined-contribution
plan under which the company each vear contrbutes 20-30% (depending on age)
of fixed salary portions in excess of 20 price base amounts. Alternatively, this
group may be encompassed by the {TP Plan 1 and a suppiement of a maximum
of 5% for salary portions exceeding 7.5 income base amounts if this solution
has been chosen under the offering to all salaried employees at Sandvik under
the ITP 2 plan. In such a case. the previous system with the ITP 2 plan and the
supplementary plan will not apply. Of the five remaining members of Group
Executive Management employed on 31 December 2009, three people are
encompassed by the ITP 1 plan and two people remain in the [TP 2 plan and a sup-
plementary plan. Severance pay is paid in the event that the company terminates
employment. The severance pay equals 12-18 months' fixed salary in addition to
the six-month notice penad, For both the President and other members of Group
Executive Management, any earned income is offset against the severance pay.




NOTE 3.5 (CONT.)

Remuneration and other benefits expensed during the year

Ake Hedstrom
Preadent ind CEO Lars Pettersson

Crher senior executy

Total

Other

269,258

134241

3.050,101 14,630,000

1,611,369 22,780,000

3.6 Gender distribution in senior management

Oroup Parent Company
Propot on of women, % 2009 ;008 2009 £
rds and presidents 9 3 9 i5

Sermor management 15 13

3.7 Audit fees

Fees and remuneration Lo the Group's auditors were as {cliows:

rauditors at
SUOUD COTADANIES

2009 7008 2009 2008

(excl. Seco Tools) 50.2 6.3 32 542 533
Seco Tocls 03 0.3 79 6.8 8.2 71
Group 66.3 58.0 14.2 99 805 679
Other services

Parent Company 5.8 3.5

Subsidiaries

{excl. Seco Tools) 2.3 10.2

Seco Tools 0.0 0.5

Croup 181 19.2

Audit services comprise the examination of the financial statements, the
accounting records and Lhe admmisiration of the business by the Board of
Directors and the Presidert, and other procedures required to be performed
by the Company's auditors as well as other services caused by abservations
during the performance of such examination and other procedures.

Other services essentially comprise advice in areas closely related Lo the audit,
such as advice on accounting issues, tax services and due-diligence services.

RESEARCH, DEVELOPMENT AND QUALITY ASSURANCE

Group Parent Cornpany
200? 2009
Expenditure for
research and
development 2,325 2,347 284 a2
quality assurance 508 164 215 207
Total 2.833 2,811 1.099 1127
of which expensed, Lotal 2.515 2478 1.099 127
of which expensed
relating to research and
develcpment 2,007 2,014 884 920

Research and quality assurance expenditures are expensed as incurred.
Expenditure for development is recognized as an intangible asset if it meets
the ciiteria for recognition as an asset in the balance sheet.

OTHER OPERATING INCOME
up 2009 2608

ain on sate of property, plant and equipment

Gain on sale of businesses and shares 5 56

insurance compensation 15
hange rate gans on operating

receivables and liabihities - 497

Other 77

Total 82

Parent Company

Other operating income mainly pertains Lo intra-Group services, capital losses
attributable to sales of property, plant and equipment and currency losses on
receivable and habilities of an operational nature.

OTHER OPERATING EXPENSES

o 2009 O 08
Loss on dispozal of nen-current assets 55 pi
Exchange rate tosses on operating
receivables and payables 246
hmpairment [0ss on Aon-current recevable - 04
Other 162 -8
Total -473 -180

Parent Company

Other operating expenses pertam mainly 1o ¢ ties between Group compa-
nies. exchange rate iosses on operating recewvables and payables, and losses on
sale of property, plant and equipment,

S

OPERATING EXPENSES

Employee benefit expense 22244 23129
Depreciation and amortization ~ 4049 <3444
Impairment losses, inventories 519 -160
lmpawment losses. property, plant and equipment 192 37
Impairment losses, trade receivables 194 ~228

There were no significant reversals of earlier recognized impairment losses
during 2009 or 2008,

. FEES FOR FINANCE AND OPERATING LEASES

FINANCE LEASES
Finance leases with Sandvik as lessee
The Group leases plant and machinery under finance lease agreements,
At 31 December 2009, the planned residual value of such leased assets
was SEK 165 M QZW ).

Yariable fees recognized as an expense were SEK O M {0},

Future minimum lease payments in respect of non-canceliable contracts
fall due as follows:

Miumum fee Present value

Group o . 2009 IOC% ) 2009 CGS
Within one year ' 34 3% 31 35
Between 1-5 years "y 116 92 94
Later than five years 98 118 55 58
Total 249 270 178 197



FEES FOR FINANCE AND OPERATING LEASES (CONT.)

Finance leases with Sandvik as lessor
Group's mvestments i finance le
484 ™M ariable fees recogn
Juat values accruing o the be e
gross inyestment and the present value of mimmum lease payments fall
as follows:

9 year-2nd amountad 1o
and unguaranieed

Hiimum fee

Gronp 2009
— w P T 1,’33 o . o

een 1-5 years 260 220 265
than five years E 0 59 0

Total 484 642 188 575

OPERATING LEASES
Operatmg leases with Sandvik as lessee
L s for assets under operating leases, such as leased premises, machin-
ajor items of computer and oifice equipment, 3 >cognized with
ating expenses in profit and loss. In 2009, the Group expensed SEK 583 M
{509). including minimurm lease payments of SEK 560 M (477), variable fees of
SEK23M /?5] emd net of sublease income of SEK 0 M (4). The Parent Company
expensed SEK 130 M (122).

Euture minimum tease payments under non-cancellable operating iease con-
tracts fall due as follows:

Group Pavent Company
/./1 hn one year o - 509
tween 15 years 1234 1122
er than five years 469 483
Total 2,312 2,208

Future minimum lease payments under non- umcoklab'e case contracts that
pertain 1o subleased tems amounted to SEK O M {4}

Operating leases with Sandvik as lessor

The planned residual value of the Group's rental fleet is SEK 657 M {468).

spreciation Tor the year amounted to SEK 411 1 (395). The future minimum

ase payments under non-cangelis 1ses amount to SEK 230 M (25C).

Variable fees amounted to SEK 32 M (
Future rurimurm lease payments under non-cancellable operating tease con-

tracts fall due as follows:

Grons Pacent Company
w09 0082009 0008
Within one vear 12 o4 e g
Between 1-5 years 102 125 14 9
Later than five years 1 1 - 0
Total 230 250 30 18
NET FINANCING COST
GIOUP. e B A e et
zrztker‘est éncémé B o 249k 352
Dradend 10 3
Other investments incl. derivatives
Net gain on disposal of finanaial assets 0 G
Net gain on remeasurement of financial
assets/ habilities at fair valu te4 16
Gther finandial income 15 1
Financial income 438 375
interest expense 2.204 2,256
Other investments incl. derivatives
Net loss on disposal of financial assets 23 -8
MNet loss on remeasurement of financial
assets/habilities ~209 260
Net foreign-exchange losses 25 ~54
Oinher finapcial expenses 37 14
Financial expenses -2,498 -2,592
Net financing cost ~2,060 2,217

NET FINANCING COST (CONT))
Maoasuermeant Gf mteres ‘CC’L on net Hr‘aﬂOr‘" COsE
of 2M(
Note 30

Met inierest incomelfexpense fram
at fair value !_hrout’h profit or loss
dging of fair values in 2009 *md an effect of SEK

derivatives had 4 posi
40). For further informauon reg

fuation policies, refer to

inancial assets and labiities not meas-
murz:ed ta SEK ~1,983 M (-1,929),
17 M (- 8) on the result,

ﬂ.
I
T o

Parent l';(\

mpany

Dividend. net of withholding tax

Gain on sale of shares and

participations a1 20 =
Impairment 0 e 0 -
Total 5,834 6,774 5 5

Inerest mocome

and simidar items

Pacent Company

ncome,

Inter

Group companies 345 601
Other interest income — 5 2 12
Derivatives, Group companies 240 e
Total — — 587 613

interest expense and
simadar items

o R 2007 =
interest expense, Group companies 319
Other interest expense -905
Derivatves, Geoup companies ~68 247
253 13

-1,545 -1,655

APPROPRIATIONS

[ arent a,omf}my 2009 2008
Changes in other urfdxcd reserves 8 ‘ Ty
Total 8 7
INCOME TAX

Recognized in income statement

Geoup Parent Comparny
income tax expense ortheyenr 2009 008 2009 7008
Curenttax o 294 203 I
Adjustment of taxes attributable
L0 prior years 27 &6 4 15

Total current tax expense .~885 -2,876 209 127

Deferred taxes relating to temporary

differences and unused tax losses 1,761 135 556 274
Total tax expense 876 -2,741 765 401

The Group recognized tax revenue for the year of SEK 876 M or 25.2% of the
result after financial tems. The Group's tax expense for 2008 was SEK 2,741 ™M
or 25.9% of the result after financial items.

i Reoor




INCOME TAX (CONT.)

Reconciliation of the Group’s tux expense
r age 1ax rate, based on the tax rates in each country.

*

v financial items

tax based on

Weighted avera

2009

10,577

Reconciliation of the Parent Company's tax expense

The Parent Company's eifective tax rte is less than the nominal tax rate n

cated companies.

el

>
pe]
[

cNse;

Pawent Cormpany

Profit before tax

Tax based on the nominal Ltax rate

den. mainly due to tax-exempt dividend income from subsidiaries and

conaliation of the Parent Company’s nominal tax rate and actual tax

2009 zooe

¢
sach country's tax rate 998 287 2,805 265 for the Parent Company 785 263 1498 280
Tax effect of Tax effects of
Mon-deductible expenses 214 6.2 PALS 2.0 Non-deductible expenses 13 0.4 .l -0.4
Tax exempt income 230 6.6 115 14 Tax-exempt income 51.8 1946 364
Adjustments relaling Lo prior year 27 ~0.8 66 0.6 Effect of changed tax rate — -1 -0.4
Effects of unused tax losses, net 139 4.0 30 0.3 Use of previously uncapitaiized
Other 26 0.7 39 0.4 tax loss deductions e e 2 (0)0)
Total recognized tax expense 876 252 2741  -259 Adjustments refating to prior years 17 06 8 o1
Total recognized tax expense 765 25.6 401 75
Tax item attributable to other comprehensive income
2008
Before tax ki After: tax.
4832 0 - 4832
Fair-value changes in cash-flow hedges for the year 71 ~537 142 -395
Fair-value changes in cash-flow hedges carried forward
to profit/loss for the year 269 1 198 34 22 62
Other comprehensive income ~104 -142 246 4,211 164 4,375
Tax items recognized directly in equity
200% 2008
le group contributions 180 85
180 85

Recognized in the balance sheet

Deferred tax assets and liabilities

The deferred tax assets and liabilities recognized in the balance sheet are atinbutable to the following assets and liabilities (liabilities shown with a minus sign).

2008
Intangisle assets 54 826 728
Property, plant and equipment 95 1133 98 1.016
Financial non-current assets 113 M 93 2 91
Inventories 1468 37 143 1,572 64 1,508
Receivables 422 354 28 204 -536 -332
interest-bearing fiabilities 315 441 126 367 ~ 442 ~75
Noninterest-bearing labilities 943 ~932 (&l 724 -670 54
Other e " -1 29 50 -21
Unused tax losses 178 1,783 282 - 282
Total 5,203 -3,935 1.268 3412 -3,649 -237
Cffsetting within cornpanies 2,693 693 . 2135 2135 e
Total deferred rax assets and liabifities 2,510 ~1,242 1268 1277 ~1.514 237
2009 2008
Deferred Deferred

Phlent Company 3 = 2l Mol e e
Property. plant and equipment S G x5 - ' Al
Inventories 2 9 — ‘
Provisions 19 ' ‘49 3‘1 — B
MNoninterest-bearing liabilities 14 -4 0 78 - 78
Unused tax losses a4t e 341 217 e 217
Total 913 -48 865 326 -34 292
Offsetting -48 48 o i -34 34 —
Total deferred tax assets and liabilities 865 — 865 292 e 292




INCOME TAX (CONT.)

Unrecogmzed deferred tax assets

sels were Not recog
he possible to utilize t

foreseeable {uture,

Movements in deferred tax in temporary differences and unused
tax losses

Balance at beginning of 237 463
Pecognized in income statement 1,761 135
Acquisitions/disposals of subsidiaries 140 10
ecognized in other

miprehensive Income 14 164
Governmient grants 5 - P
Transiation differences 51 63

Balance at end of year, net

ddition to the deferred tax assels and habilities, Sandvik reports the follow-
g tax habilities and reces

1268 -237 865 292

Group Parent Company

‘ L 2005 2009 2008
Other )réwsxons for taxes \ "3.3‘”‘ ‘ ‘ o 35
Income tax labiities 768 -1300 e
me tax recevables 1.304 1.699 165 166
Net tax liabilities/receivables 536 398 165 166

Other provisions for taxes of SEK ~3.311 M (-3,201) refate to ongcmc disputes
and assessed risks. The increase during 2009 {SEK 110 My manly reflects provi-
sions relating to the tax dispute involving Sandvik Intellectual Property AB and
Sandvik AB regarding the resrganization of ownership and managing of patents
and trademarks effected in 2005. For additional information refer to the section
“Integrated risk management.”

EARNINGS PER SHARE

Basic and diluted earnings per share

iZkired

St 2009 2008 2009
Earnings per share 2.24 6.30 224 5.29

The calculation of the numerators and denominators used in the above caicula-
tions of earnings per share is shown below.

Basic earnings per share

The calculation of earnings per share 2009 is based on the resuft for the year
tributable to the equity holders of the Parent Company of SEK ~2,652 M

72) and the weighted average number of shares (thousands) during 2009 of

186,287 (1186,287). These two components have been calculaled as foliows:

Profit/loss for the year attributable to the equity holders of
the Parent Company, before dilution

2009 2008

Prol

oss for Lhe year ,ttruutat w0 thc udblt/

holders of the Parent Company 7,652 7472
Weighted average number of shares, before dilution

a thousands Ot shares 2009 2008
Total nu’nbcr of o"d‘nary <h ares at 1 Janun Y 1 186 48/ 9 “86 287
Effocts of reacquisitions and redemption - =
Weighted average number of shares
outstanding during the year. before dilution 1186287 1,186,287

Diluted earnings per share

The calculation of diluted earnings per share 2009 is based on the result attri-
butable to the equity holders of the Parent Company of SEK ~2,652 M (7472)
and the weighted average number of shares (thousands) during 2009, 1186,369
(1187.058). The two compcenents have been calculated as follows:

Profit/loss for the year attributable to equity holders of
the Parent Company, after dilution

2009

Prafit/loss for the year attributable to equity hoiders
} quitty
of the Parent Company

Weighted average number of shares, after dilution
,,mds of sh ares ) 2009

in *hr’

Weighted average nu‘rber cf >hdros.
belore ditution 1,186,287 1.186,287
Effect of share options 82 77

Weighted average number of shares

outstanding during the year, after dilution 1186.369




INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT - GROUP

Intangible assets

Internally generated intany

Cost  Other Subtotal — expen Other Subtotal
A1 January 2068 %1806 15 1081 11059
Additions 3 460 20 5 B 57 517
Business combinations : - - 2 120 474 6 602 602
uisition of minority interest = = - e 16 14 &
iments and disposals -17 16 g 10 18 o] <27
fications 100 116 54 14 89 1 ~74 -4
Translation differences during the year 40 D 23 5 7 ¥ 52 408 -7 376 149
At 31 December 2008 1227 681 220 54 2182 15 343 746 9831 1101 12036 14218
AL T January 2009 1,227 681 220 54 2182 15 343 716 9831 1101 12036 14,218
Additions 318 38 21 427 - 5 22 30 57 184
Business combinations 3 3t 1647 554 2,235 2235
Divestments and disposals ij 15 2 10 -34 - -3 - P 73 74 10
imparment losses o - - . - 154 154
Reclassihcations <32 35 3 7 7 - 1 58 57 74
Translation differences during the year 20 3 1 3 -25 - 13 0 189 32 160 185
At 31 December 2009 1,486 786 237 48 2,557 15 335 808 11135 1712 14,005 16,562
Accumulated amortization and
impairment losses
AL 1 January 2008 196 351 45 32 634 15 209 136 246 606 1.240
Business combinations - 2 10 e " 23 23
Divestments and disposals 16 12 8 e 42 2 -1 15 ~43
Redassifications 3 0 - 13 e T - 1 2 15
Amortization for the year 91 77 7 & 181 51 102 e 112 265 146
Transiauon differences for the year 5 3 9 3 20 27 O 18 45 65
At 31 December 2008 276 432 71 41 820 15 278 246 — 387 926 1,746
At 1 January 2009 276 432 71 41 820 15 278 246 387 926 1,746
Business combinations - e e = - e 3 - - 42 15 45
Divestments and disposals 25 5 2 5 37 -4 e 66 71 108
impairment losses 28 12 - 40 - 41 H 81
Reclassifications e e e e e e (- 40 .39 .39
Amortization for the year 281 91 11 7 3% - - 42 116 154 22 702
Tranﬂat}on differences for the year 5 -2 2 4 =9 e 11 9 = 9 7 ~2
At 31 December 2009 555 528 82 39 1,204 15 308 371 U — 527 1221 2,425
Net carrying amounts
1 January 2008 775 110 ) 14 972 0 69 636 8933 815 10454 11425
31 December 2008 951 249 149 13 1.362 0 65 500 9.831 714 11110 12.472
1 lanuary 2009 951 249 149 13 1362 o 65 500 9.831 714 11110 12472
31 December 2009 931 258 155 9 1353 0 27 437 11135 1,185 12784 14137
Amortization for the year is included in the
following lines in the 2008 income statement
Costofsales -8 2 e wo - 59 74 134 144
Setling expenses ) Sl 2 - 3 27— ~33 B -15 -2 -119
Administrative expenses -85 ~53 -3 ~3 4 0 A7 i -13 39 -183
Total -91 -77 -7 -6 181 0 -51 ~102 — =112 265 ~446
Amortization for the year is included in the
following lines in the 2009 income statement
Cost of sales -39 3 1 -1 4 8 3 - 16 27 71
Seliing expenses 9 3 T - A1 3 29 43 61
Adminisirative expernises -233 -85 -6 -4 - 328 —— 23 S0 e -1 09' ~347 570
Total ~281 -91 11 -7 -3%0 — ~42 ~116 — =154  -312 -702




INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT - GROUP (CONT.)

Property, plant and equipment

Plat and
Total
) 54523
Additions : 3.348 6.815
Business combinatiors 16 1 388
Divestments and disposals 343 -9 2,025
Reclassifications 448 159 2,256 4%
Translation differences for the year 204 377 259 3.3%0
At 31 December 2008 11,405 5,492 4,046 53,137
At 1 January 2009 11,405 32,194 5492 4,046 53137
Additions 863 1,682 243 1,384 4172
Business combinations 599 656 249 99 1.603
Divestments and disposals -318 ~1,674 -449 -4 ~2.445
Impairment {osses S ~26 26
Reclassifications 875 1.607 72 ~2,631 -77
Translation differences for theyear 293 104 ~79 ~136 ~912
At 31 December 2009 1313 34,061 5,528 2,732 55,452
Accumulated depreciation and impairment losses
At lanuary 2008 3779 16,679 3170 73,628
Business combinations 1 93 21 ‘ M5
Divestments and disposals ~64 -1,168 ~287 ~1.519
Reclassifications 2 5 10 73
Deprecation for the year 334 221 453 2.998
npairment losses 5 2 37
Translation differences for the year 378 1.053 251 1,682
Ac 31 December 2008 4,431 18,965 3,618 27.014
At 1 January 2009 4,431 18,965 3.618 27.014
Business combinations 326 466 187 979
Divestments and disposals -177 ~1.581 -407 ~21465
Reclassifications 15 24 =17 26
Drepreciation for the year 416 2,451 480 3.347
Impairment losses 92 18 9 22
Translation dlffe[ences for the year 443 239 -63 - 445
At 31 December 2009 4960 20,166 3.807 28,933
Net carrying amounts
1 Janwary 2008 5,719 10925 1,548 2,703 20,895
31 December 2008 6974 13,229 1874 4,046 26123
1 January 2009 6974 13,229 1.874 4,046 26123
31 December 2009 8171 13,895 1723 2,732 26,519
tmpairment fasses are included in the following bnes in Land and Plant and Fauipment, tools,
SO isomel iy UL~ L, ot
Impairment losses
Administrative expenses [ = — -6
Cost of sales -78 ~124 9 26 237
Other operating expenses -8 -4 0 5} 12
Total -92 -128 -9 ~26 255




INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT ~ GROUP (CONT.)

2009
(in Sweden) 1303
d (in Sweden) 431 421

Additional information
ltems of property piant
been pledged as secunty for labhles.

In 2009, contractual commitments for the acquisilion of property, plant and
equipment amounted to SEK 50 M (1503,

A M {250) have

egLpment for 4 tc

SIUCLIGH 1 pro

wing costs included in the
he vear 0
est rate for determining borrowing
cosisincluded in cost

Disclosure concerning government grants in the Group

The Group received government grants for the acquisition of property. plant
and equipment during 2009 for a total of SEK 0 M (63). Grants received have
reduced the stated cost by SEK O M (63).

Impairment tests of goodwiil

Goodwill was tested for imparment at the batance sheet date of 31 December
2009. As stated above, the carrying amount of goodwill in the consolidated
balance sheet is SEK 11135 M (9.837). escentially related to a number of major
business combinations,

feill by cash-generating

Sandvik Toaling
Walter Group 11

Diamond Innovations
Wolfram

Business area level

Total

Sandvik Mining and Construction

Exploration 136 509
Extac/Fintec 1,102 1,086
Siness area ) 2,238 2,263“”
Total 3,776 3.858

23

Cearrams ame

JENETAtng unit 2009

Sandvik Materials Technology

Kanthat Group 1115 1139
MedTech 1,398 107

Group total

Goodwill s allocated to Cash-generating units. The recoverable amount of a
cash-generating urmit 15 assessed based on estimates ot vaiue i use, These
calculations are based on budgets/forecasts covering a five-year period. Cash
flows for subsequent vears have been ex trapolated based on inflation, in no
case exceeding 3%. Need of working capital beyond the five-year period is
deemed to remain on the same fevel as in the fifth year. Cash flows have
nerally been discounted at a pre-tax rate of 10%,

Production and marketing processes of acquired businesses have in most
cases been integrated into other Sapduik operations 1o such an extent that it is
no longer possible to identify the cash flows and assets of the acquired busi-
nesses. For such reason, the impairment tests were largely made at a higher

el although in no case above segment level. At present, the activities of
Walter. Diamond Innovations, Wolfram, Kanthal, MedTech, Exploration and
Extec/Fintec are also conducted in such a way that it has been possible to sep-
tely test goodwill alocated to these acauisitions,

The testing of goodwill at a higher organizational level obviously lessens the
probability of identifying an impairment foss, These tests have by a broad
margin supported the carrying amounts. The testing did not demonstrate a
d for impairment except for goodwill allocated to Exploration operations
for which impairment losses of SEK 154 M were recognized and charged to
profitin 2009, Accordingly, the recoverabie amount of the goodwill attributa-
ble to the operation in Exploration comprises its value in use, The sensitivity in
all calculations implies thar no impairment loss would be required even if the
discount rate were increased by 1 percentage point or if the long-term growth
rate were lowered by 1 percentage point.

Other impairment tests
Capltatized development projects that are not vet avalable for use were tested
and resulted in an impairment loss of SEK 28 M Oy,




INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT - PARENT COMPANY

wd ether

Intangible assets  otimbleases L
Cost o Accumulated amortization
At T January 2008 99 At 1january 2008 73
Addimons 23 A ation for the year 17
vestments and disposals 1 At 31 December 2008 90
At 31 December 2008 121
At 1 January 2009 50
At January 2009 2 Amortization for the year {
Additions 14 At 31 December 2009 94
Divestments and disposals 24 Net carrying amount at end of year 17
At 31 December 2009 11
ed i the
nesisement 2009 2008

Selling expenses -3

Administrative expenses

Plant and Equipment, t Censtruction

Property, plantand equipment  twdandbuldngs  machnery | rixtures and ftting mpro Fotal
ot P ; !
AL January 2008 845 8.870 1,027 1352 12.094
Additions 9 21 30 1.264 1.514
Divestments and disposals 155 -65 -3 223
Reclassifications 25 804 57 886 0
At 31 December 2008 879 9,730 1,049 1,727 13,385
At 1 January 2009 879 9,736 1.049 1727 13.385
Additions 121 353 63 233 770
Acquired through business combinations .. s s
Divestments and disposals A7 ~156 457 38 ~468
Reclassifications 62 130 7 ~589 o
At 31 December 2009 1,045 10,372 1.052 1,333 13,802
Revaluations
At 1 january 2008 i At e - e ki
At 31 December 2008 41 - - - 41
AL T January 2009 41 e A1
At 31 December 2009 41 — — — 41
Accumulated depreciation
At 1 january 2008 402 5,246 722 e 5,370
Divestments and disposals 136 =55 e 191
Depreciation for the year 27 532 70 - 529
At 31 December 2008 429 5642 737 — 6,808
At 1 January 2009 479 5642 737 - 4808
Acquired through business combinations o L 71
Divestments and disposals -7 -204 -152 -363
Redlassifications e -1 11 0
Depreciation for the year 26 599 50 705
At 31 December 2009 448 6,097 676 — 7.221
Net carrying amounts
1 January 2008 484 3424 205 1.352 5765
31 December 2008 491 4,088 212 1727 6,618
1 lanuary 2009 491 4.088 312 1727 6.618
31 December 2009 638 1.275 376 1,333 6,622

009 . 2008

S0 s
102 82




SHARES IN GROUP COMPANIES

Cost
Al beginning of year
£l g oty

Additions

Parent Lomp

2009

11151

Sandvik AB’s holdings of shares and participations in subsidiaries

Direct holdings

According Lo balance sheet at 31 December comparny. dormiale

SWEDEN

C.0. Obers & Cois AB, Sandviken
Dropier High Tech AB, Sandviken
Elasis Svenska AB, Sandviken

Forvaltningsbolaget Predio 4 KB. Sandviken

1o Utbitdningsaktiebolag, Gimo
susab Holding AB, Sandviken
Gusab Stainless AB, Mjélby
industri AB Skomab, Sandviken
Malcus AB, Sandviken

Rammer Svenska AB, Sandviken

Tamrock Svenska AB, Sandviken
AB Sandvik Antenn, Sandviken

AB Sandvik Automation, Sandviken
AB Sandvik Belts, Sandviken

AB Sandvik Bruket, Sandviken
ARS

Sandvik Construction Segmert, Malm !

andvik Communication, Sandviken

AB Sandvik Coromant. Sandyiken ©

Sandvik Coromant Sverige AB, Stockholm ™
Sandvik Export Assistance AB, Sandviken

AB Sandvik Fallen, Sandwiken

Sandvik Far East Lid. AB, Sandviken

Sandvik Forsikrings AB. Sandviken

AB Sandvik Hard Materials, Stockhoim
Sandvik Hard Materials Norden AB, Stockhoim
Sandvik Information Technology AB, Sandviken
Sandvik inteliectual Property AB, Sandviken
AB Sandvik International, Sandviken

AB Sandvik Klangberget, Sandviken

Sandvik Materials Technology EMEA AB, Stockhoim

AB Sandvik Materials Technology, Sandviken ¥

Sandvik Mining and Construction AB, Sandviken *
Sandvik Mining and Construction Sverige AB, Sandviken '
Sandwvik Mining and Construction Tools AB, Sandviken
Sandvik Nora AB, Nora

Sandvik Powdermet AB, Surahammar

AB Sandvik Process Systems, Sandviken -

AB Sandvik Rock Tools, Sandviken

Sandvik Rotary Tools AB, Képing

AB Sandvik Service. Sandviken

AB Sandvik Skogsfastigheter. Sandviken

AB Sandvik Steel investment, Sandviken

Sandvik Stal Férsdlinings AB, Stackholm ™

Sandvik Systems Development AB, Sandviken

Sandvik Toofing AB, Sandviken *

Sandvik Tooling Sverige AB. Sandviken

AB Sandvik Tranan, Sandviken

Sandvik Utbildnings AB, Sandviken

AB Sandvik Valthoven, Sandviken

Avai Report 26309

556332-0380
556307-8947

556012-1138
556008-8345
556350-7903
556249-1004

556189-1085
556350-7895
5560524315
556041-9680
556028-5784
556257-5752
5566596952
556234-6865
5563507846

5560613746
5563307791
556043-7781
516401-6742
556234-6857

5560691619
556235-3838
556288-9401

556147-2977
556135-6857
5567342026
5562346832
556664-9983
556288-9443
5562347343
556075-0506
556032-6760

5563122992
556081-4328
556191-8920
556234-8010
56579-5464
56350-7853
56251-5386
5564074184
5565692-0038
5566920053
5563307817
556304-8791
5562729680

5
5

Shares iy o

p Companies

Accumulated impairment losses

Total

At beginming of year 389 389
Imparrment los eversed during the year 0 0

389 389
Net carrying amount at end of year 14,366 14,435

2009

Mo of shares

2,000 100 0 2,000
1.000 100 M9 1.000
100.000 100 1o 100,000
o® o .

000 91 2,591 1,000
1.831.319 100 53474 1,831,319
200,000 100 32,957 200,000
2,000 100 100,05 2,000
1.060 160 100 1.000
3.000 100 851 3.000
100 100 123 100
1.000 100 100 1,000
1.000 100 50 1.000
25,000 100 2.500 25,000
13,500 100 1,698 13,500
000 100 120 1,000
1.000 100 100 1.000
1000 100 50 1.000
1.000 100 100 1.000
80,000 100 0 80,000
1.000 100 120 1.000
10,000 100 10,000 10.000
1.500 100 15.000 1.500
1.000 100 50 1000
1.000 100 50 1.000
1.000 100 50 1,000
1.000.000 100 3,499,950 1.000.000
1,000 100 50 1.000
1,000 100 100 - 1000
501,000 100 50,100 1.000
1.000 100 50 1.000
1.000 100 100 1.000
1.000 100 50 1.000
000 100 50 1.000
GO0 100 135,000 50,000
500 100 119.554 600
000 100 100 1.000
1000 100 50 1.000
101,000 100 150,177 101,000
1.000 100 50 1.000
1.000 100 69 1,000
1.000 100 100 1.000
1.000 100 50 1.000
000 100 100 1.000
000 100 100 1,600
1,000 100 100 1.000
1,000 100 9,088 1,000
910 91 91 310
6,840 100 1.800 6,840

2008

Folding

53
33

Lo
«
o
L
o

5
o
Ne)
o

12
10,000
15.000

50

50

20
3499950
50

100

100

50

50

50
135.000
119,554
100

50
150177
50

26

100

50

100
100
100
9,088
91
1.800



SHARES IN GROUP COMPANIES (CONT.)

Sandvik AB’s holdings of shares and participations in subsidiaries
Direct holdings

AB Sandvik Ornen, Sandyiken

Vistberga Se

Sandvik Orebro AB, Sandviken

v, doricile

>, Stockholm

556330-7783

Sandvikens Brukspersonals Byggnadsfarening upa,

ndviken

bide Internation

AB Trellbo, Sandviken

Walter Norden AB. Halmstad

[

Wire Sandviken AB "

Sandvik IT Services AB "

Sandvik AB’s holdings of shares and participations in subsidiaries

Direct holdings

AUSTRALIA

andinavian Handtools AB, Sandyviken
al AB. Sandviken

ng Support Halmstad AB, Halmstad

vik Mining and Construction Képing AR’

785500-1886
556093-3875
048-3465
£56240-8210

556251-6780

to balince sheet at 31 December: company

Sandvik Australia Pry, Lid.

2009

WNa, of shaves

1.060
1,000
10,000
1,000

OO0 o O
[ I I o
o O O D

e

[ -
B VA N o S W R

o o Do
S S B D
S E &S

Hoichng

2009

50
1,000
25145
120
1500
100
100
100

o, of shares
© 1000
1,000
10.000

1,000

1000
15,000
80,000

1,000
15,000

J008

Holdmn

G0
160

5
[ e R
DD O

2008

Carrving
Aot
SEK 0005
1,202,442

Sandvik Australian Ltd. Partnership 99 — 99 e
BRAZIL Dormer Tools S.A. 2137623140 100 200,000 2137623140 100 200.000
Sandvik do Brasil S.A, 1.894,797190 100 46,072 1,894.797190 100 46,072
BULGARIA Sandvik Bulgaria Ltd, - 100 0 - 100 9
CHILE Sandvik Credit Chile S A, 9,960 99 %631
CHINA Sandvik China Holding Co Lid. 100 468,890 100 668,890
Sandvik Toohing Production {Langfang) Co., btd.  — . 100 190,666
Sandvik International Tradling (Shanghany Co. id. 100 17466
Sandvik Mining and Construction {China) Ltd. 100 44,468
Sandvik Materais Technology (China) Ltd. 207854 - 445 109.053
Sandvik Process Systems (Shanghan Ltd. - 100 5809
CZECH REPUBLIC  Sandvik CZ s.ro. ) 100 8} 100 0
GERMANY Sandvik Materials Technology GmbiH s 1186 T 1486
Sandvik Holding GmbH 1 367 1 367
CGREECE Sandvik A E. Tools and Materials 5,529 100 1.567 5.529 100 1.567
HUNGARY Sandvik Magyarorszag Kft. - 100 3258 100 3258
INDIA Sandvik Asia Ltd. 16.030.246 27 2779028 16.030,246 277 277028
IRELAND Sandvik Mining and Construction Logistics Ltd. 100 100 5,508 100 100 5.508
TAPAN Sandvik KK 2,600,000 100 224,701 2.600.000 100 224701
KENYA Sandvil Kenya Lid. 35,000 25 0 35.000 96 0
KOREA Sandvik Korea Lid. 752,730 100 46,856 752,730 100 16,856
MAL Sandvik Mining and Construction Mali 25.000 100 3462 25,000 100 3462
MEXICO Sandvik Méxicana S.A. de CV. 406,642,873 90 71,000 406,642,873 90" 71.000
MONGOLIA Sandvik Mongolia LLC, 400,000 100 2,682 100,000 100 2.682
MOROCCO Sandvik Maroc SARL 940 94 0 940 94 0
NETHERLANDS Sandvik Finance BV, 18,786 100 7.017.620 18,786 100 7017620
PERU Sandvik def Peru S.A. 6,562,795 100 26,025 £,562.795 100 26,025
POLAND Sandvik Polska Sp. z.0.0. 321 100 93,197 32M 100 93197
SLOVAKIA Sandvik Slovakia s.ro. - 160 238 100 1238
SWITZERLAND Sanfinanz AG 1,000 100 735 1.000 160 735
TURKEY Sandvik Endistriyel Mamiller Sarayi
ve Ticaret ALS, 125,154,588 100 3.200 125.154,588 100 3.200
UAE Sandvik Middle East FZE 1 100 2,09 - e e
ZHIBABWE Sandvik Mining and Construction
Zimbabwe (Pty) Ltd. 233677 1600 3,249 233,677 100 3,269
Tortal 14,366,028 14,434,781

Reoort 2009




SHARES IN GROUP COMPANIES (CONT.)

Sandvik AB’s holdings of shares and participations in subsidiaries. Indirect holdings in operating Group companies

Group hot

INDONESIA PT Sandwik ind
PT Sandvik Mining and Construcuion Indor
T Sandwik SMC

RELAND D« wnond Innovations internanonal Sales

Sandwvik trela

Kanthal Al

struction Haparanda AR

ALGERIA e SpA ALy
A NTINA Hna 5A S.p.
5 ard atna S.A. ,m@ ak taha S RL
atna §.A Walter ttaha S.R Lv
STRALIA bk M ind Constrocuon 1APAN Sandvik Mining and Censtruction fapan KK
i 100 100 Sandvik Toohng Supply j\;p an ¥ X
LS alter Toohng japs2
100 100 KAZAKHSTAN  Sandvik Mining and Consiruction Kazakhstan
ctruction Perth Pty Lid He 100 KOREA Sandvik Suhjun Lid,
_onstruciion A
00 300 MALAYSIA Sandwik Malaysta 5dn, Bhd.
and Construction fvik Mining and Construction {Malaysia) Sdn. Bhd
100 160 sia Sdn. Bhd.
Lruction MEXICO
vk H.nmg and Construction
ik RC 1 Py btd de México S.A. de CV. 100 106
 Austizha Pty Lid Walter Taols S.A. de CV. 0o 100
AUSTRIA ster Austna GrnbH Sandvik Benetux BV, 100 100
au und Fotien AG ik DC Venlo BV, 100 100
rtechnk GmbH & Co. KG Sandvik MNew Zeatand Ltd. 100 100
mbH. Walter New nd Ltd. 100 100
5 ik Miming ang ruction Gmbh FIGERIA Sandvik Mining and Construction Nigeria Ltd, 100 100
Sanduik Mining and Construction NORMAY Sanduik Norge A/S 100 100
M. U(Hd[: Handiing Gmbl & Co. KG 100 100 Sandvik Riser Technotogy A/S 100 160
BELGIUM [ besviux NS A. 100 100 feeress ASA 160 00
BRAZIL Sandvik Tamrock A/S W00 160
100 100 Sandvik del Peru S A 100 100
100 160 ! Sandvik Philippines inc. Wwo 100
100 100 Sandvik Tarnrock (Philippines) Inc, 100 100
Hlofe) 100 POLAND Waiter Poiska Sp. 2.0.0. 100 100
CANADA 0o 160 Sandvik Mining and Canstruction 5p. 2.0.0 100 100
100 100 POMARNIA Sandwik SRL 100 106
10 — RUSSIA LLC Sandwk 100 100
CHiLE 100 160 GO0 Walter 100 160
100 100 Sandvik Ming and Construction CIS LLT 100 100
CHINA Co Lid, 160 — Sandvik-MKTC OAC 150 160
.”‘.uuw md Construction wm/ Co. Lxd. 100 5
; trucuon frading ., (8 Sandvik Serbia/Montenegro d.0.0. 100
Y 3 o (? s NC/M‘OR{ Kanthat Electroheat [SEA} Ple. btd. 100 160
tard Materials (Winay Co. Lid. 106 < ootk M d Construgtion
Prai Y hanghaty Co. Lad. 160 [ P)mm!g e ; o
2o T o Co L1 N S. a Pte. Lid. {00 100
SAET wetion Co. Lid s Sundwik South East Asia Pe. L 100 100
) IO 2 Walter AG Sin 100 10
e / Sendvik d.o.o. 100 150
“59 1:.3 ARO Mining (Pty) Ltd. 100 100
M\é 1(\) Sanchwk Mining and Corstruction K5A 0o 100
i Sangk (7 G0 100
B o 100 Sanduik Mining and Construction Delmas iPty) Ltd, 100 100
’ e Y PAIN Sandvik £ ‘paﬁh!a SA. HECR Y
- 7LO 1‘09 Walter Tools thenica S AU, 100 100
DlaRhirA: 160 100 SWIT Sandvik AG 100 100
FINLAND g and Caonstruction Fintand Oy 100 100 Sanirade Ltd, W00 100
== mnmg and Construction Oy 7?0 1?0 Wiatter (Schweiz) AG 00 100
TRANCE - } = o 109 TARWAN Sandvik Flard Matenis Taiwan Pty. Ltd, 190 100
ik Mmm% and Construction Chauny SAS. 10 105 hdl e g, 1G0 150
Z””d"”k Hard Matenals S.A5 X }/C? TANZANA Sandvik Mining and Construction Tanzania Ltd. G0 100
j'?"d“"k Ml s THAILAND  Sandvik Thatand t1d. 100100
Fpr i”k Mm m“ Watter { Thaitand) Co. Ltd. 10 160
i LK Dotmer Tools Lid. 00 100
— Extec Sc and Crushers Ltd 100 100
4 1?0 Fiatec Crushing and Screening Lid, 106 100
: oy Knthal Ltd. 100 100
- = 100 Sandvik Lid 00 100
1N o 100 Sandhetk Medical Soiutions 114, 100 100
,j:) iué Sandwik Mining and Construction Ld. 100 100
B0 100 Sanchvik Osprey Lad, 100 100
06 100 Walter GB l,,td. 100 100
) = URRAINA Sandwik Ukraine 100 100
Sandvik me t 100 100 . . Pt
= - v Us Diamond Innavations inc. 100 100
Sanduk Mining and Censtruction Supply GrbH 100 160 Dic , Iy L a .
) Dismond Innovations International Inc. 10 100
nduik Toolng Deutschiand GmbiH 100 Kanthat Cor 100 100
TOM Systems GmbH 75 P = ;
" MPL Industries Inc. 100 100
Waiter AG 100 0 0
iu’"/;,:it&\,r 5L2euz;chiand Gry\bH - 100 Precision Twist Drl 100 196
Werner Schntt PKD Werkzeug GmbH e Sandvik Customer Finance LLC : 100 100
GHANA Sandvik Miming and Censtruction Ghana Lid 100 100 é" ik ! - 100 100
HONG KONG  Sandvik Hong Kong Lid, e e - R
r R . Sandwk Medical Solutions Alabama LLC 150 1C0
HURNGARY aiter Hungana Ktt — ———— N -
TR Sandvik Medical Solutions Oregon Inc. 100 100
LIDIZ Walter Tools edia Put. L1d Sanduik Mining and Construction USA LLC 100 100
i IR 31O COTTesponds 1 Sandvik Process Systems LLC 100 100
Sandvik Special Metals LLC 166 100
- TDM Systerns inc 100 00
Vilenite LLC 100 100
Watter USA Inc. 00100
Sandvik Mining and Construction Zambna Lid, 160 100




INVESTMENTS IN ASSOCIATED COMPANIES

Grow 2009

Accumulated share of equity

At beginning of year 485 248

Acquisitions 91

Divestments 52

Share of profits for the year -39 46
< dividend received A 2

At end of year 7 385 485

Summarized financial information of
associated companies, and the Group’s share

2009 B . . . . p:@\,«t?l’l ue
Owned directly by Sandvik AB
Baizer Sandvik Coating AB Sweden 65

Owned indirectly by Sandvik AB

Bellataire LLC us 24
Eimco Elecon India 232
ersta Staintess AB Sweden 384
Precorp Inc. S 102
ociates owned by Seco Tools 77

Owned directly by Sandvik AB

Ralzer Sandvik Coating AB Sweden 111

Owned indirectly by Sandvik AB

Bellataire LLC Us &
Caterpillar tmpact Products Lid, 1JK 405
Eimco Elecon India 175
rsta Staintess AB Sweden 1964
Precorp Inc. us 54
Associates owned by Seco Tools 46

Additional information

Profit

4
4

126
177

213

107
45

Digbilities

"

Laabdi

24

¢

85

w o
el G OO

[

quity

v
o

Y
N
[

98

i
511
90

Groups

Group's share

19.0

50.0
0.0

PO e
Y

(%)
WO
<@ D

The close of the reporting period for the associate Eimeo Elecon is 31 March 2009. Dividend paid in 2009 is included in the calculation of the proportion of equity.

Mo financial statements as of a later date have been obtained.
Other associates are recognized one month in arrears.

Parent Comparn in assoctated compa

Cost

At beg 4 4

At end of year 4 4

2009
8alzer Sandvik Coating AB, Stockholm
2008

Balzer Sandvik Coating AB, Stockholm

OTHER FINANCIAL ASSETS
Group O 2099, P

Non-current financial investments

Avarable-for-sale invesiments

and participations

Additional information
Since it has not been possible to measure the fair value of these shares and
parucipations reliably, these assets are measured at cost,

Share of capial and
g nights, %

9

Carryng ameunt,




NON-CURRENT RECEIVABLES AND
OTHER CURRENT RECEIVABLES

Total

Other current receivables

Dervatives held as mvestments 5
Dervatives designated as nedging mstruments 12

Due from customers for contract work ez
Other noninterest-bearng receivables 1.815
Other interest-bearing receivables 370

pplier

Non-current receivables
Dervatives 82 4
- 20
101 26

Qther current receivables
Dervatives 169 19
Other noninterest-bearing receivables 166 200
‘est-bearing receivables 14
Total 233

TRADE RECEIVABLES

Age analysis of trade receivables

Group

FUCLION LOREActs 2009

it costs incurred and re

s orized l0sses) 8.760 6,691
Achvances recevnd 1,300 885
Amounts retained by customers 29 G

35 amount due from customers 1,142 113
Gross amount due 1o customers 281 207

INVENTORIES
Group Varent Company

2009 2008 2009

Raw rmtcnband consumaucs N 4450 6,315 1380 ‘ 18“5
Waork in progress 3773 5274 1247 2.074
Finished goods 1619 17025 73 1,234
Total 19,842 28614 3,310 5123

Cast of sales of the Group includas impairment of inventories of SEK 519 M
(160) while cost of sales of the Parent Company includes impairment of SEK
150 M (154). There were no significant reversals of impairment losses during

200%9
Adlowance for Net carrying Net carrying
Gross maunt
Current recewvables 11,87 11.804
Past due receivables
0 -3 months 1,784 &9 1715 3.390 32 3,308
Past due recavabies
312 months 708 255 153 1.005 238 767
Past due receivables
; 555 ~342 21 35 ~300 5
12,300 ~713 11,587 16,624 -694 15930
CAPITAL AND RESERVES Other paid-in capital
Refates to payments made by owners and includes share premium reserve trans-
. ferred 1o the statutory reserve at 31 December 2005, Any share remium as
Detals of re 2009 008 ! e 1 bat y share p ‘
y e e : from 1 lanary 2006 and onwards is aiso recognized as paid-in capital.
Translation reserve
At beginning of year 5.028 288 Reserves
Tr i 611 Translation reserve
At end of year 4417 5028 The translation res‘erv? comprises all foreign exchange d»{iérences arising on
the translation of the financial statements of foreign operations stated in a cur-
Hedging reserve rency different from the Group's presentalion currency. The Parent Company's
. ar N . . I AP (CERY
At beginning of year 377 80 and the Group’s presentation currency 15 Swedish kronor {SEK}.
399 -457 .
i eARIV iR et SRR T — Hedging reserve
Atend of year 22 -377 The hedging reserve comprises the effective portion of the cumulative net
change in the fair value of cash-flow hedging instruments related to hedged
Teilreserves change : » u cash dging Instr ts related ge
) o transactions that have not vet occurred.
Reserves at beginning of year 4,651 368
Changes in reserves: Retained earnings including profit or loss for the year
Translation reserve 611 1,740 Retained earnings including profit or toss for the vear comprises the earned

Hedging r

serve

Reserves at end of year 4,439

profit of the Parent Company and its subsidiaries and associated companies.



CAPITAL AND RESERVES (CONT.)

Repurchased shares
surchased shares inciude the acquisition cost of treasury stack held by the
nt Company.

Management of capital
Sandvik's long-term financial objectives

Organic growth

Return on capital empioyed
Dividend payout percentage z50% 250%
Diebt/equity ratio 07-1.0
Sancvik's overall financial obiective are based on the Group's pasition as world
jing within its various fields of acuvities.

anduvik's long-term organic growth goalis 8% over a sustained period of

10 be compared with the underlying average growth of the market over

the same period of time, which is esumated at 4-6% within Sandvik's fields of

sctiities. The objective s based on:

nereased market shares in existing as well as new markets.

+ Rew products.

+ New application areas with great growth potentials.

The objective for the return on capital employed for existing operations is
35% for the Group as a whole. The drcumstances for the various business
areas differ and, accordingly, they also have different goals.
flment are presented on page 13,

The business areas’ goals and goal fulf

Parent Company

Share capital

Accor

Equity
Equity 1s defined as totai sharehoiders’ equity, induding minority interest.

Share capital ' ' 1,424
Other paid-in capital 1.057 1,057
Reserves 4439

067
28,987 35,588

R

ined

nngs L’,’d d pﬂrﬂﬁt for the

équity attributable to equsty'?;o!ders of the Parent
Minority interest 970 1,137
Total equity 29.957 36,725

The Roard of Directors has proposead to the 2010 Annual Generai Meeting a
cividend of SEK 1.00 per share, Over the last five years, approximately 61% of
the earnings per share has been distributed as ordinary dividend.
Mo changes were made to the processes for mamaging capital during the year.
Neither the Parent Company nor any of its subsidiaries have to comply with
axternally imposed capital requirements.

g Lo the Articies of Association of Sandvik AB. the share capital shall amount 16 a inimum of SEK 700,000,000 and a maximurn of SEK 2,800,000.000.

Al issued shares are fully paid, have the same vouing rights and are equally entitled to the Company's assets.

Share capital has changed as follows during the past two years:

Share capital at 31 December 2007
Share capital at 31 December 2008

Share capital at 31 December 2009

A dividend is proposed by the Board of Directors in accordance with the stipula-
Lons in the Swedish Companies’ Act, and 1s approved at the Annual General
Meeting, The proposed, not yet resolved, dividend for 2009 is estimated to
wnount 1o SEK 1186 M {SEK 1.00 per share). This amount i A0t recognized
as a havility.
Mo shares have been reserved for transfer under options or other agreements,
The Sandvik share is officially listed only on the Nasdagq OMX Exchange. Shares
also be traded in the US in the form of ADRs (American Depositary Receipts).

Undistributable reserves

Undistributable reserves may not be paid to the shareholders in the form of

dividends.

PARENT COMPANY’S OTHER UNTAXED RESERVES

Total other untaxed reserves

No. of shares Share capital SEK

1135287175 e et i a0
1186287175 EA 1.423.544.610
1186,287175 120 1423,544.610

Statutory reserve

The purpose of the statutory reserve has been to tie up part of the net profits
that is not needed to cover an accumulated deficit. The statutory reserve
amount includes amounts that before T January 2006 were included in the
share premium reserve.

Distributable reserves

Retained earnings

Retained earnings comprise the distributable reserves recognized in the pre-
ceding year less any dividend declared. The total of such profits brought for-
ward and the profit for the year constitute the fotal distributable reserves, that
s the maximum amount available for distribution to the shareholders.

PROVISIONS FOR PENSION AND OTHER NON-CURRENT POST-EMPLOYMENT BENEFITS

Sandvik provides direct pension solutions and otherwise participates in a
number of defined-benefit, defined-contribution and other plans for long-term
postemployment henefits to employees throughout the Group. The plans are
structured in accordance with local regulations and local practice. in recent
sears, Sandvik has sought to move more pensions toward defined- contribution
solutions and to an ever-increasing extent the total pension expense comprises
the costs for such plans. In principle, the plans cover all employees. The Group's
maost significant pension arrangements are described below.

Sweden

Workers are covered by the SAF/LO Plan. which is 2 multiemployer coilectively
bargained defined-contribution pension plan common for several industry sec
tors, Salaned employees are covered by the TP Plan, which is also a multiem-
ployer collectively bargained pension olan for several industry sectors. The ITP
Plan was renegotiated and, as from October 2007. newly hired white-collar

employees are offered the defined-contribution solition that the Confedera-
tion of Swedish Enterprise and the Negotiation Cartel for Salaried Employees
in the Private Business Sector have agreed on (ITP 1). Earlier hired employees
emain in the old ITP Plan. The old-age pension obligation under the old plan is
of the defined-benefit kind and Sandvik mainly provides for this pension under
the so-called FPG/PRI system. However, the commitment for family pension,
4lso classified as a defined-benefit plan, is insured with Alecta. Sufficient infor-
mation to use defined-benefit accounting for this plan was not available but
these pension benefits insured with Alecta are accounted for as if the plan
were a defined-contribution plan. At the end of 2009, Alecta reports a plan
surplus of 141% (112). Such surplus reflects the fair value of Alecta’s plan assets
as a percentage of plan commitments, measured in accordance with Alecta’s
actuarial assumptions which are different from those under [AS 19. Alecta’s sur-
plus may be distributed to the policyholders and/or to the insurees.

Arruat Resor




PROVISIONS FOR PENSION AND OTHER NON-CURRENT POST-EMPLOYMENT BENEFITS (CONT))

Wy has made supplementary dalined-benelit

- pumber of Executive Group Management

he defined-benefit obligation amounted 1o SEK
held by the Sandvik Pension

! ployees of the Group's US subsidianies have mainly been entitled to
participate in the defined-benefit pension plans sponsored by their respective
employer. As of 2007, these commitments have been rencgotiated meaning
that newly hired staff will hencelorth be offered a defined-contribution solu-
von. The defined-benefit plans were closed for new entrants.

ir the LS part of the Group, there are
medical benefits. At 31 December 2009, the present value of remaining defined-
berefit pension obligations was SEK 3,303 M (3.293). The far value of plan assets
was SEK 2,348 M {2.059).

o commitments for post-retvement

UK

Sandvik guarantees a nurber of defined-benefit pansion plans m the L
plans are funded through trusts, which provide pension benefits based on a
icipant's salary when reaching pension age and length of service. All
Aefined-benefit plans were closed for new entrants Septemter 2006. Subse-
e beng offered particpation in a defined-con-

quent newly hired employe
tribution plan.

At 31 December 2009, the presant value of remaining defined-benefit pen-
n oblisations was SEK 4,328 M (3.732) and the fair value of nlan assets was

SEK 3,404 M (3,234).

Finland
in Finland, Sandvik sponsors a funded defined-benefit pension plan. The bene-
fits offered include an old-age pension and disability pension. In addition to the
benefits guaranteed by the Finnish subsidiary, there s also a defined-contribu-
tion pension component.

At 31 December 2009, the present value of the detined-benefit pension
cbligations was SEK 2,241 M (2.101). The fair value of the plan assets held by

the related Finmsn pension foundation was SEK 2,715 M (2,455).

Germany

In Germany. Sandvik has defined-benefit pension plans. Until 2008, these slans
were uniunded. During 2008, Sandvik formed a foundation. a so-cailed Con-
sractual Trust Agreement (CTA), which covers the current employees within
most of Sandvik’'s German comparnies. The pension commitments for retirees
and paid-up policyhotders are still unfunded. The present value of the defined
benefit obligations at 31 December 2009 was SEK 1,777 M (1,709). The fair
salue of the pian assets amounts to SEK 856 M (778).

Other

The present value of defined-benefit pension obligations in other countiies was
SEK 1,966 M (1.882). The fair value of related plan assets was SEK 1403 (1,230).
The total cost for the more significant defined-benefit pengion plans is
presented below:

Vepsion cost 2009 2008
Cuprent service cost -8 ~ 414
Interest expense ~852 734
Expected return on plan assets 77 734
Amortization of unrecognized gains and losses 0 10
Prior service costs 6 -5
Employee contributions 58 55

ns (losses) on s

Total defined-benefit pension cost o -593 359

Total pension costs for defined-contribution and defined-benefit plans
were as {ollows:

Den - 2009 2008

1050 1065

D

Total pension cost

-1,643 -1,424
The cost for defined-contribution plans also includes plans recognized in
sccordance with iocal regulations and the cost for the defined-benefit commit-
ments insured with Alecta described on the preceding page.

Actual return on plan assets during 2009 was SEK 1,500 M (~1.353).

93 359

Ponsion costs are included in prolit and ioss on the ines cost of sales, sefling
oxpenses., administrd e arch and development costs, and finan-
cial axpence. Finanaal expense includes a portion. SEK 217 M (208). of the
nse above that pertans to defidts in pension plans.,

| ots for 4 certain pension plan exceeds the present
saive of the obi ognized considering the restrictions
descnibed in the “Significant accounting poficies” sectien above. The amounts
~ed i the balance sheet are aliocated between non-carrent financial

Dences, 1

alue of plan as

rocivables and provisions as follows:
¢ i for pensions 2009
Funded plans recogrized as non-current receivables 1,534

~2.657 2,

7
-1123 -1,193

Actuarial
average remaining working ives of the employees participating in the plan to
ihe extent that the total gain or foss exceeds the greater of 10% of the present
value of the obiigations or 10% of the fair value of any plan assets.

A summary of the recognized net obligation for the most ugnificant plans for
defined-benefit pensions and medical benefits {follows:

ns and iosses for a speailic plan are recognized over the expected

Net obligation L 2009
Wholly or partly funded plans
Present value of defined-benefit obligations ~14.126

620
~1,506 -1,519

Fair value of plan assets

Net liability, funded plans

Unfunded plans
Present value of defined-benefit obligations 1.840 1.883
4

Unrecognized past service costs

nized actuarial lo

with IAS 19
Pansion fiability for plans recognized in accordance with
ulations

ions for pensions/medical benefits, net

Provi 413 1493

The consolidation ratio. that is, the value of plan assets in relation 1o the present
Lalue of comparable obligatens, amounted at year-end 2009 to 89% (88).

K

Compositon of plan assets 2009 2008

Shares and equity based securities 3 26
Interest-bearing securities 49 56
18

100

The Tair value of plan assets at 31 December 2009 fand 31 December 2008)
includes loans o Sandvik entities totaling SEK 160 M (153) and the value of
properties leased to Sandvik of SEK 241 M (255).

Mavements in the recognized obligations for pensions and me
and in plan assets are set out in the following tables:

Movements in the 2009 2008
Obhg&mdns for defined-benefit piané ath g n”*ng ofyjyyéar 4 4;8'23 14,089
Current service cost and interest expense 1270 ~1149
Pensions paid 694 554

Eifects of business combinations and settlements

Actuariai gains (+)/losses (-

Exchange-rate differences

Obligations for defined-benefit plans at end of year




PROVISIONS FOR PENSION AND OTHER NON-CURRENT POST-EMPLOYMENT BENEFITS (CONT.)

ents i plan a

Fair value of plan asset

Expected return on pla

Actuarial gains(+)/1o

Pensions pad, net

Contributions from emp

cts of business combinations and settlements

Exchan

Fair value of plan assets at end of year

Sandvik estimates that about SEK 500 M will be paid in 2010 to existing
defined-benefit pension plans.

The miovemeants in the net pension and medical-benefit liability are presenied
in the following table:

2009’ }
Met D»i»fy at begmmyﬁg of year 1193 2,065
New plans, indl. those of newly acquired ¢ mpanies 81 7
Pension cost for the year for defined-benefit plans -593 ~359
Contributions from Group companies 652 1.380

Movement in the net liability due to exchange-rate

ferences

Movement in net liability for defined-benefit plans B
recognized in accordance with 1AS 19 56 879

Movement in pension plans recognized in accordance

~1,123 -1,193

2009
Expected return on plan assets 6.0 5.2
Expected rate of salary increase 33 35
Expected inflation 24 27
Change in medical cost trend 10.0 2.0

zed actuanial gains ()
s () 2009 2008

ning of 2,353 932 856 778

Changed assumptions refating to

ions 882 137 318
Experience adjustments arismng on
plan liabiities 73 30 167 82
Experience adjustments arising on
plan assets 783 2,087 31 232
Armortization of actuarial gains and losses 110 -10 -5 15

tion diffe &

Unrecognized gains and losses at end
of year

Parent Company

The Parent Company's recognized pension provision was SEK 128 M (128
The Parent Company’s PRI pensions are secured through Sandvik's own pen-
sion foundation, the Sandvik Pension Foundation in Sweden. Sandvik AB and
most of its Swedish subsidiaries, mcuding Seco Tools, are members of the
foundation. The total fair value of the assets held by the foundation was SEK
1,894 M (1.665), which excesded the capital value of the pension obligations by
SEK 67 M (72 lowen).

The Parent Company's funded obhigations mainly comprise ITP Plans, in
which different lifetime assumptions were made during the year, while at the
same time the consolidation reserve was reduced. In total, the changes had
only a imsted effect on the recognized liability.

The Swedish Financial Supervisory Authority's (Finansinspektionen) new cal-
culation basis, FFFS 2007:31, which covers the Parent Company's unfunded
cbligations, became effective 1 fanuary 2008 and means ncreased lifetime
assumptions and reduced discount rates.

The trend i the capiral value of the company's proprictary obligations.

2009
i

apital vaiue at beginning of vear

{

Pension cost for the year excl. mterest

axpense 65 5 ~70
interest experise 68 i &9
Penstons paid 17 ! 5

+1 - effects of settiements and busmess
combinations

Capital value at end of year ~1,423 ~116  -1,539
hich insured wath FPG/PRI 1AM ~48 1,459
Unfunded
o8 L obligatiens
pital vaiue at beginning of year -95
Pension cost for the year excl. interest
expense 53 12 75
Interest expense 52 - 53
Pensions paid 32 5 37

+/ - effects of settlements and business
combinaiions

Capital value at end of year -1,348 ~M7  -1465
of which insured with FPG/PRI 1337 -46 0 -1,283
Meovement in the ets of the pension foundation .. 2009
Fair value of assets at beginning of year 1,297
Actual return on assets 176

et

nethation of the re

Capitai vaiue at end of year
Fair value of the assets of the foundation at end of year
/A f\ - 3

ity 128 128

the vecogmzed pension cost for the FEAC COMpPrises
ming items 2009

ent service cost excl. interest expense 70
Interest expense 69
Return on separated assets 6

Defined-contribution pians

Pension
Subtotal

Special employer's contribution

it insurance
Total pension cos

Cormpositon of the foundation’s e o 2008
Shares and equity based securities ‘ 3 13
Interest-bearing securities 77
Qther ’ 10
Total

Koy sctuanal assumptions. % 2009 2008
Discount rate for ITP Plan 3.84 384




o

OTHER PROVISIONS

- ) r»:!&t,r“Uéi?,umr o 0S| IVISIONS
Balance at 't ;a\nuyary 2009 160 ‘ 421 545
Provisions made during the year 205 400 187 524
Provisions used during the year 197 116 347 -322 982
P ns reversed during the year 42 24 -33 ~16 115
Transtation differences B -4 20 6 18
Batance at 31 December 2009 416 248 737 1777
of which current 318 1 "y 995
of which non-current 98 167 320 782
ent Company . , ,
lance at 1 January 2009 25 O 125 38 188
Provisions made during the vear 8 16 1 25
Provisions used during the year 3 68 23 22
Provisions reversed during the year 27 — -27
Balance at 31 December 2009 25 0 16 16 87
Provisions for warranties Other provisions
A provision for warranties is recognized when the underlying products or serv- Other provisions include provisions not classified into the above categories,
ces are sold. The provision s based on historical warranty data and a weighing such as provisions for onerous contracts, for lease commitments relating to
of alt possible cutcomes aganst they associated probabilities. abandoned premises. and for environmental issues.
Provisions classified as current are expected to result in an outflow of
Provisions for restructuring resources within twelve months from the balance-sheet date.
A provision for restructuring is recognized when the Group has approved a Provisions carried by newly acquired companies at acquisition date
detaled and formal restructuring plan and the restructuring has erther com- amounted to some SEK 118 M (12).
menced or has been annouriced publicly. Future operating Costs are not pro-
vided for.
NON-CURRENT INTEREST-BEARING LIABILITIES
Parent Company
Non-current interest-bearing fabilities fall due as foliows:
2009 2008
“Mithin one Later than
Ll 7 s Tt e A g e Yol Jofiveyears > Jotal
Loans from financal institutions 1.894 1490 1.653
Loans from Group companies 1 40 122 = 122
Other fiabilities 1,923 17145 8168 242 10,591
Total 5,387 19,079 9,480 2.886 12,366
OTHER INTEREST-BEARING LIABILITIES OTHER NONINTEREST-BEARING LIABILITIES
Grow 009 U 2009, 2008
Non-current liabilities Other non-current liabilities
Bond issues 23484 17.528 Derivatives held for trading 1 38
Other 573 360 Derivatives designated as hedging instruments 146 296
Total 24,057 17.888 Cther 25 &4
Total 172 398
e . - ! ,
L e e 80 g 30 2706 e e o
Other 983 449 Derivatives held for trading Sy b
Total 4,143 3225 Derivatives designated as hedging instruments 819 1109
Bills payable 87 185
For information on contractual terms, scheduled repayments and the expo- Gross amount due to construction
sure to interest sk and foreign-currency risk, refer to the section “Financial contract customers 281 207
visk managerment.” Other 2234 1791
Toral 3,428 3,312




ACCRUED EXPENSES AND DEFERRED INCOME
mpany , — N

Al

connel related 970 1159
penses related to finance 421 386
Giher 164 435
Toral 2,055 2180

CONTINGENT LIABILITIES AND PLEDGED ASSETS

From time to tme, Sandvik is party to mare or less significant legal proceedings
in the ordinary course of business. In that context, Sandwvik 15 also party to fegal
and administrative proceedings refated to its responsibility for products, envi-
ronment, health and safety. None of these proceedings is of a material nature,
In the US, companies that zell welding electrodes, including Sandvik's US
saidiary, Sandvik Inc.. are the object of claims in which it is asserted that the
exposure 1o welding fumes caused neurological injury. All of these cases involve
multiple defendants in addition to Sandvik Inc. To obtain a favorable result
rainst Sandvik Inc., a plainuff would have to prove that the neurologicai injury
was caused by welding electrades sold by Sandvik Inc. Sandvik Inc’'s market

wre for welding electrodes in the US is less than 1%, and many of the cases
sainat Sandvik inc. have been dismissed because the plaintiff could not show
that they had used Sandvik Incs welding electrodes, Furthermore, Sandvik
believes that there 1s no reliable scientific evidence to support the claims.
Despite such absence of evidence, and notwithstanding Sandvik’s minimal mar-
share, Sandvik anticipates it will have to continue to defend itself against this
tind of claims in lawsuits, To date, the Group has not fost a lawsuit or reached
settlements pertaining to these welding electrodes claims, and the only costs
that have arisen are legal expenses. A significant portion of these expenses

by insurance pohaes.

/ere covere

Croup

2008
,,,,, o

Other surety undertakings
and contingent liabiities 2,868 1838 17778 17316
Toral 2,919 1,860 17,778 17316

of which for subsidiaries 15969 17422
The Parent Company's surety undertakings and contingent liabilities amounted
to SEK 17,778 M (17,316), of which SEK 11,898 M (13.941) related to the Parent

Company's guarantees for Sandwik Treasury AB's financial borrowings. The
remainder comprised mainly indemnity bonds for commitments of Group com-
pantes 1o their customers and vendors, and te finanaal institutions relating to
focal borrowings, guarantees on advances received and various types of per-
formance bonds.

The Group's surety undertakings and contingent liabiities amounted to SEK
19 M (1.860) and comprised mainly guarantees to financial institutions for
various types of performance bonds. chiefly relating to construction contracts
entered into by Sandvik Mining and Construction.

Pledged assets
Pledged assets for own liabilities and provisions,

P SRR IO, 2902
Propefty mortgagés o 237
Chattel mortgages 168
Total 405

No assets of the Parent Company had been pledged at 2009 and 2008
sear-ends.

SUPPLEMENTARY INFORMATION
~ FINANCIAL RISK MANAGEMENT

Disclosure regarding financial instruments measured at fair value
in the balance sheet.

Under the new IFRS 7 disclosure requirements, the method applied to the val-
uation of financial instruments measured at fair value in the balance sheet is
presented below. The valuation iz divided into three levels:

Level 1t Fair value 1s determined according to prices histed on an active market
for the same nstrument.

Level 2: Fair value 1s determined based on either directly {as a price} or mdi-
rectly (derved from prices) observable market data that is not
included in level 1.

Levet 3: Fair value i< determined based on input data that is not observable in
the market,

All of Sandwik's financial instruments are included in Level 2.

Measurements of fair value

The following 15 a summary of the methods and assumptions primarily applied
to determine the fair value of the financial instruments presented i the table
below,

The fair value of listed securities is determined based on the fisted average price
of the asset on the balance sheet date with no supplernent for transaction costs on
the acquisition date.

he fair value of foreign exchange contracts is determined based on the listed
price. The fair value of interest-rate swaps is based on discounting estimated future
cash flows under the contractual terms and conditions and maturity dates and
based on the market interest rate for simifar instruments on the balance-sheet date.
Where discounted cash flows are used, the future cash flows are calculated onthe
best assessments of company management. The discount rate applied is the mar-
ket-based interest rate of similar instruments on the balance-sheet date.

Al valuation techniques applied are accepted on the market and take into
account all parameters that the market would consider in its pricing, These tech-
niques are reviewed regularly so as to ensure their refiability. Applied assumptions
are compared against actual outcomes to identify any needs for acjusting the meas-
urement or forecasting tools,

For means of payment, receivables and fiabilities with variable interest and cur-
rent receivables and liabiities {for example, trade receivables and accounts payable),
the fair value has been considered to correspond to the carrying amount.

The Group’s financial instruments measured at fair value
in the balance sheet on 31 December 2009

Fnanaal instrument sured at Tar value

Financial assets

Denvatives Foreign exchange contracts 399
Fareign currency options 3
Interest-rate swaps 149
Commodity derivatives 101
Total 652

Financial liabilities

Derivatives Foreign exchange contracts 897
Foreign currency options 2

Interest-rate swaps

Commodity derivatives
Total 972

Financial assets and liabilities and financial derivatives are stated at fair value,
except for current and non-current borrowings. which are measured at amor-
tized cost. Calculation at fair value would increase the Group's non-current
borrowings by SEK 2,227 M {2475). When measuring interest-bearing fiabihi-
es. the company’s Swedish and European bond foans have then been remeas-
ured at listed market prices when availabie. Other non-current debt has been
remeasured in accordance with the principles described above, Current loans,
which include outstanding commercial papers with a fixed interest period of
less than 12 months, have not been remeasured.
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or habibity
nfor med o S ol relation 1o
.r\g thc transaction.

fi ,J“Lr ind who have a vested inter

Fair value of financial assets and liabilities by valuation category

Lalinee sheet items S > 3 [

Hinancl ag sets ) 2009 209’9’ . ;O()S 2QO9

Financial inv 2smmr& ‘ 78

Shareswrassociates = .. . .. 385 ags . 385

Trade receivables - - o - 11,587 15,930 11.587 15,230 11,587

Other recevables 1166 1,258 1166 1258 1166

Denvatives > 349 1,663 303 Ry A S — 852 3420 652

Cash and cash equivalents 7,506 1,998 7,306 4,998 7,506 4,998

Tbtai financial assets 349 1,663 303 1.757 463 563 20,259 22,186 21,374 26,169 21,374 26,169

Financial habihties 2009 2009 2009 2008 2009 2008 2009 2009 200 f8

Borrowings® : ' 36724 37028 — 37 37 “8' 38952 38219

Derwvatives” 189 790 783 - - e 972 15 972 1.317

Accounts payable - - e 4730 7.000 4730 7.000 4730 7,000

Due to associates — e e e - 12 8G 42 30 42 30
) - 706 557 706 657 706 657

Total financial Habilities 189 790 783 727 36,724 37128 5478 7,737 43,174 46,382 45,402 47473

Falr-value adjustments included in profit or loss for the year
I

BustTent, o«

< CuTrendy movenert

209 2008

Assets and habilities at fair value (Derivatives) A75 100
Loans and accounts recevables 134 545
Anaitable-for-sale financial assets 10 3
Financial abilities 2,057 ~2,253

The company’s financial liabilities amounted to SEK 43,174 M (46,382)
At year-end.

Group’s maturity structure of financial liabilities and derivatives - undiscounted cash flows

2009 2008

Nome nl amo uma o o 4 month\s . ‘v M o m? 5 ‘ ‘/i;i') years ) 3 ‘ 6 month; 1 S sears
Bank loans O sE 187 1262 son e 2104
Commercial papers SEK 1560 ~250 -4279
MTN SEK 1.401 2,003 ~7,545 5,058 1,251 8,523 2,198
EMTN EUR ~426 -789G6
Private placement UsD ~118 148 1180 6,495 -148 -148 S1A80 6,791
Derivatives

Currency derivatives 472 30 1 5 744 228 -173
- Interest-rate deriva 3 18 A 209 33 1 &577 160
- Commodity and

clectricity derivatives -3 1 53 4 i 42 103
Accounts payable ~4,730 -7.000
Total -10,924 3,679 ~21,914 ~11,753 16,109 6,120 -11,706 -11.305
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Periods when hedged cash flows are expected to occur and affect earnings

ency dertvatives 5 &
inforest denvatives 0 O o
d electrnaty dervatives 5 14 12

-10 -30 ~28

RELATED PARTIES

Related-party transactions
The Group’s sales to associated companies amounted Lo SEK 691 M (
The Group's purchases frons associated companies amounted to SEK 276 M
}. Advances have been made to asso d companies in the amount of
(D} Interest mcome on loans Lo associated companies amounted 1o
KO M (0. Gud rantees have been made for the obligations of assaciated
mpanies in the amount of SEK 0 M {03, All ernsactvons are carried out on
ket terms,

1,756).

any amounted to SEK 9851 M
»hﬂ s!“an: of export~ was 66% (79). The Parent
Group companies amaounited to SEK 2,417 M (2.306),
. % U >) of total puvd“:* The Parent Company sranted ne loans to associ-
ated companies. Gua > en made for obligations of assodated cor mpa-
in the amount of SEK O M (0). All transactions are effected on an arm's iengt

e

b

Transactions with key management personnel

Except as indicated in Note 3.5, Information on benefits to the Board of Direc-
wors and sentor executives, and in the « description of the Board of Directors on
page 103, no transactions took place with persons dosely associated with the

SUPPLEMENTARY INFORMATION TO
THE CASH-FLOW STATEMENT

e e L2009 1608
Cash and cash equivalents — Group

ash and cash equivalents comprise:

{

Cash and bank

Short-term investments

7506 4998
7506 4998

Totalin the balance sheet

Total in the cash-flow statement

Cash and cash equivalents — Parent Company

Cash and cash equivalents comprise;

9
t g 3
Total in the cash-flow statement e 3

A short-term investment is classified as cash equivalent if:

* the risk of changes in value 15 nsignificant

* itis readily convertible into rash

* it has a maturity of no more than three months from the date of acquisition,

Sroup
S 2009 2008
Interest and dividend paid '
Dividend receved 10 3
interest recerved 302 383

-1,683 ~1,783

5, 505 5, 899

SUPPLEMENTARY INFORMATION TO
THE CASH-FLOW STATEMENT

cont.

Adjustment for items do not

require the use of cash

Changes in value of financial instruments
Urappropriated results of associated

companies 34

Gains and losses on disposa lof property,

plant and equipment 60 60 23 1
Pravisions for pensions 115 299 0 20
Appropriations e -8 7
Unrealized exchange-rate differences - =347 678

~142 460

2009

Acqu:smons ofsubs:d:anes and other busmess operatlons - Group

Met assets acquired:

Non-current assets
nventories
Operating receivables
d cash

Provisions
Operating kabilitie
Ot i

Total provisions and fiabilities

Purchase consideration recognized as a fiabifity 1152 5

Purchase consideration paid 2124 &1

Acquisition of minority interests in subsidiaries

Purchase consideration pad ~153
1




SUPPLEMENTARY INFORMATION TO THE CASH-FLOW STATEMENT {(CONT.)

2009
Divestments of subsidiaries and other business operations — Group
& ats divested:
MNon-current assets 52 20
eritories
ing receivables 3

and cash equivalents O
assets 57
VIStons 3
Operating labihties - 29
Other babihties
Total provisions and liabihities : 32
Purchase consideration recewved 55 T
Less cash and cash equivalents of divested operations o]
Effect on cash and cash equivaients 55 M

Realization of interest-rate swaps and foreign exchange contracts
The realization of interest-rate swaps and foreign exchange contracts during
the year contributed SEK 1.843 M 1o cash flow, Interest-rate swaps pertained
Lo interest-rate contracts CONLBCTON with raising 1oans in the form
of US Private Placements i 2005 and 2007 t6 o le mterest rates,

BUSINESS COMBINATIONS

The business combinations effected during 2008 and 2009 are set out below. Annual revenue and number of emplovees reflect the situation at the date of the
respective acquisition,

Brssin te
IN Precise, Canada 28 January 2008

Sandvik Materials Technology Medtronic Inc, USA (part of) 1 February 2008
Sandvik Mining and Construction CorstorInternational. South Africa 29 February 2008 70 100
Sandvik Mining and Construction Aubema. Germany 3 Aprit 2008 160 30
Sandvik Mining and Construction Sanslip, Sweden 7 Aprit 2008 15 g
Sandvik Materials Technology Eurccut Ltd, UK 2 May 2008 50 60
Sandvik Tocling Teeness ASA, Norway 30 May 2008 200 105
Seco Toois ALG. Russia S May 2008 100 170
Sandvik Tooling BTA Heller Driting Systems Lid., UK 16 January 2009 33 12
Sandvik Materials Technology CrAl product line, Germany 21 January 2009 14 0
Sandvik Tooling Wolfram Bergbau und Hiitten. Austria 28 May 2009 1,800 274
Inall of the business combinations during 2009, Sandvik acquired 160% of the Wolfram Bergbau und Hiitten has plants in St. Martin and Mittersill in Austria
shares. No equity instruments were issued in connection with the dcquisitions, and develops and produces tungsten metal and carbide powder.

BTA Heller Drifling Systems Ltd. specializes in advanced tooling solutions for Goodwill has been recognized as a result of synergy effects, for example in
deep-hole drifling in complex materials. The company s located in Cirencester: UK, the form of improved production processes, integration of production capacity,

In January 2009, Sandvik Mining Technology acquired the FeCrAl product kne joint research and development activities and synergies in the distribution chain
in the wire manufacturing area. ansing from added products,




BUSINESS COMBINATIONS (CONT.)

cquisitian ¢ g amounts determined une ets and habilities of the acquired companias are presented by business area

feilowing s:

2009

Sandvil Tooling _

€ assels

Property, plant and equipmenn 138 179
Firancal investments 3
inventories 50 27
Current receivables 156 14

g 5

sh and cash equivalents

Interest-bearing fiabihities 78

MNoninterest-bearing liabilities 272 =171 v 443 =37

%
jes)

Met identifiable assets and habilities 1.078 510 1.588

Goodwill 1,647 177
chase consideration 3.235 235
h and cash equivalents of acquired businesses -38 2

Part of consideration entered as a hability ~1152
Net cash outflow 1995 233

Pre.

ACAUISITION Recognized value

Sandvik Mining and Construction

Imangible assets T T e

Property, plant and equipment = e 34

nventories L 59
Currentreceivables 45
Cash and cash equivalents . 7
interest-bearing liabiiities B = - 41
Noninter aring habilities — e . 96
Net identifiable assets and liabilities - el 79
Goodwill — 272

2
G = ~ 01

Purchase consider

h and cash equivalents of acquired businesses o
Part of consderation entered as a fiability 2

Net cash outflow — 2

2009

nized value
OGN ACqQuIsHion

Y

Property, plant and equipment 77 — ‘ 73

Sandvik Materials Technology _ Fair value adjue

Intangible assets

Inventories 5 e 5 39

ilities 5 32 37 112

e - 1%

Met identifiable assets and i

Purchase consideration 37 128

Net cash outflow 37 18

2009 008
ized value
N ACTUISHION

Pre- acquisition
8 £ amounts

Seco Tools

Intangible assets et =] - = - 0
Property, plant and equiprment — 37
Inventories —_ — 10
Currentreceivables - 3

P

N

FA

Cash and cash equivalents e - 1
1

irterest-bearing liabiiities

Noninterest-bearing frabilities - — — 28

Net identifiable assets and liabilities = 41
e R ———— 59

Purchase consideration — 100

Cash and cash equivalents of acquired bus

Finalized purchase consideration

Net cash outflow — 35

Buring the year, purchase considerations recognized as a liability were amortized in the amount of SEK 4 M.

o




BUSINESS COMBINATIONS (CONT))

Total fair value of assets and liabilities of acquired businesses

Property, plant and equipment

Financral investments 13
inventories 542

“urrent receivables

equivaientis

Interest-bearing habilites

Noninterest-bea

ing habitlities

MNet identifiable assets and fiabilities 1083
Goodwill

Purchase consideration

Cash and cash equivalents of acquired businesses

Part of concderation entered as a hablity

Met cash outflow

of which directly attributable acquisiion costs

138 &2 273
i3 B

50 135
m

13

542 1625 250
1,647 174

3272 764

38 10

1,152 16

2,032 738

11 12

No material adjusiments have been made to the fair values of assets and liabilities of businesses acquired m 2008.

Contributions from companies acquired
in 2009 by business area

S mdvik

fotal
Contributions as from
acquisition date
Revenue 3 - 388

Profit/loss for the year 56

Contributions as though

the acquisition date had

been 1 January 2009

Revenue 451 — e . 661
Profit/loss for the year -7 - e e -47

Contributions from companies acquired
during 2008 by business area

Sandvik Sandvik
Mining and Materals

Sandhik

chnology forat
Contributions as from
acquisition date
Revenue 0 205 100 A5 370
Profit/loss for the year 2 2 -28 5
Contributions as though
the acquisition date had
been 1 January 2008
Revenue 269 19 102 90
Profit/loss for the vear 14 i 33 3 12

Acquisition of minority interests
No minority interests were acquired in 2009.

On 15 March 2008, an additional 49% was acquired in Sandvik MGS S A
on 23 july 21% in Sandvik MKTC-OAQ and on 31 October 30% in Sandvik
Shujun Ltd. As a result, the ownership in these companies rose to 100%.
Accordingly, the Group recognizes a decline in minority interests of SEK 162 M.

porz 2009

PARENT COMPANY PARTICULARS

Sandvik Aktiebolag, corporate registration number 5560003468, is a
registered Swedish imited hability company domicied in Sandviken.
The head oflice address is Sandvik AB, SE-811 81 Sandviken, Sweden,
Sandvik's shares are quoted on the Nasdag OMX Exchange. Shares can also
be traded in the US in the form of ADRs (American Depositary Receipts).
The 2009 consolidated financial statements comprise the Parent Company
and all its subsidiaries. jointly the Group. The Group also includes the owned
share of Investments i assodared companies,

INFORMATION ON SHARES, OWNERS AND RIGHTS

The following information is presented in accordance with the provisions of
Chapter 6. Section 2.a. of the Swedish Annual Accounts Act.

The Parent Company has issued one series of shares and each share carres
one vote. The total number of shares shall be not less than 1,000.000.000 and
no more than 4,000.000,000.

At the end of 2009, 1,186,287175 shares with 2 quotient value of SEK 1.20 per
share had been issued. Shareholders have a preferential right to subscribe to
newly issued shares 1ssued for cash or with terms and conditions concemning rights
of setoff. All shares are fully negotiable,

Shareholdings that directly and indirectly represent at least 10% of the voting
rights are held by AB industrivirden (11.4%),

Sandvik AB's Articles of Association govern such policies as the direction of the
business, domicile and share capital (mimimum and maximum capital). The Articles
do not stipulate that the members of the Board of Directors shall be elecied n
any Gther way than at the Annual General Meating, However, Board representa-
tves of the employees are appointed by the trade unions under the Private Sector
Employees (Board Representation) Act.

Companies in the Group enlered into berrowing agreements that include
conditions coming into effect should the control of the comipany change as a
result of a public takeover bid.

There are no agreements between the companies in the Group and the Parent
Company's directors or employees if those persons give notice of termination.
or theirservices are improperly terminated, or the employment is terminated as
a consequence of a public takeover bid.
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rd statement in accordance with Chap. 18. Section 4 of the Swedish

stated i the
rtictes of Assoa atron and s >uej annual r:Dorts
Such nature and extent do not entall fisks o over and above those inherent,
or reasonably 1o be expecied. in the industry or other rwise inherent in business
itions. The "XCCDUOI’](.! year experienced by the giobal economy in 2009
sessment. For m?b:‘m;won on sigmficant events, we refer
Lo hf’ Rop@rt or thc Directors,
e company’s financui position at 31 December 2009 is apparent from

his mrua! report. The proposed dividend does not in rnge on mvestments

eemed o be required. in addition, the compariy’s iquidity reserve at the
nr" of the year in the form of unutihized credit faciliti 1es 15 about EUR 1,500 ™M,
ich means that the Company should reasonably be abfe to meet unexpected

Sandviken, 1

ents and temporary {luctuations in cash flows of ‘easonable proportions,
company's financial position SUpports the assessment that the company
will be able to continue n business and meet 1ts obl) sations i both the short
an ;d fong term,

v of the above and based on whit the Board 1s otherwise aware,

the proposed dividend in the Board's opnion 15 stfied considering the require-
ments which the nature, extent and risks assocated with the operations place
on the size of the equity of the company, and also taking into consideration the
company’s need 1o strengthen its balance sheet, liquidity and financial position
deneral,

Directors fan Kiellgren and Tomas Kirnstrém registered a reservation against
the Board's motions in the minutes of the meet: INg. Citing the extensive savings
measures, short working weeks and salary reli inquishiments impiemented in the
cempany in Sweden and abroad in 2009,

7 February 2010

Sandvik Akt iebolag: (publ)
BOARD OF DIRECTORS




the profits brought forward from the preceding

and the profit for the year

year

> Board of Directors and the President propose that:

SEK

be appropriated as follows:
a dividend of SEK 1.00 per share
ard

A

profii carred fo

SEK

Georg Ehrnrooth

Dyre

Anders Nyrén

Direcror

Hrvan

? income statements and the balance sheets of the Group and of the

arent Company are subject 16 the adoption by the Annual General Meeting
on 4 May 2010,
The Board of Directors and the President hereby certdy that the Annual Report
s been prepared in accordance with generally accepted accourting principles
in Sweden. and that the consohdated financial statements have been prepared in
accordance with the international firancial reporting standards referred to in the
regulation (EU) no. 1606/2002 of the European Parfiament and Council dated
19 July 2002, pertaming to the application of international financial reporting
standards, and that such financial reports give a true and fair view of Lhe resuits
of eperations and financial position of the Parent Company and of the Group,
ectively, and that the Report of the Directors perianing to the Parent
Company and the Group gives a fair view of the development of the compary’s
and the Group’s activities, financial position and results of operations, and further
esents the significant risks and uncertainties facing the company and the entities
that are members of the Group,

e

Sandviken, 17 February 2010

Clas Ake Hedstrém
Chunrrman

Hanne de Mora
Director

Simon Thompson
Dwector

Jan Kjeligren
Dwecror

Tormas Kdrnstrém
Director

Egil Myklebust
Director

Lars Pertersson
Prosident

Our audit report was submitted on 18 February 2010

KPMG AB

aj Nackstad
Authorized Public Accournarit




> the Annual General Meeling of the Shareholders of Sandvik AB; {publ)
rate Registration Number 556000-3468

audited the annual accounts, the consolida
s and the adiministration of the Board of Dires
< AB: (publy for vear 2009, The compan
1 the printed version of this document on pages 12--86. The Board of Directors
Aand the President are responsible for these accounts and the admimstration of
y as well as for the application of the Annual Accounts Act v
ring the annual accounts and the application of international Financial
porting Standards IFRSs as adopted by the EU and the Annual Accounis Act
ien preparing the consohidated accounts. Our responsibility 1s 1o express an
pinion on the annual accounts, the consolidated accounts and the administration
i on our audi.

e conducted our audit in accordance with generally accepted auditing
dards in Sweden. Those standards require that we pian and perform the

t Lo obtain high but not absclute assurance that the anriual accounts and

the consolidated accounts are free of material misstatement. An audit includes
nining, on a lest basis, evidence supportng the amounts and disclosures i
the accounts. An audit also includes assessing the accounting principles used
and their application by the Board of Directors and the President and significant
astimates made by the Board of Directors and the President when preparing
the annual accounts and the consolidated accounts as well as evatuating the
overdll presentation of information in the annual accounts and the consolidated
accounts. As a basis for cur opinion concerning discharge from liability, we

the accounting
and the President of
annual report s mcluded

@
Ial
@)
=
I

examined significant decisions, actions Laken and circumstances of the company
i order to be able to deternune the liabiiity, if any, (o the company of any
board member or the President. We aiso examined whether any board member
or the President has, in any other way, acted in contravention of the Swadish
ompanies Act. the Annual Accounts Act or the Articies of Association.

‘We believe that our audit provides a reasonable basis for our opinion set

out below.

The annual accounts have been prepared in accordance with the Annual
Accourts Act and give a true and fair view of the company's financial position
and results of operations in accordance with generally accepted accounting
orinciples in Sweden. The censolidated accounts have been prepared in accord-
ance with International Financial Reporting Standards IFRSs as adopted by the
EU and the Annual Accounts Act and give a true and fair view of the Group's
financial position and results of operations. The tutory Report of the Directors
is consistent with the other parts of the annual accounts and the consolidated
accounts,

We recommend 1o the Annual General Meeting of Shareholders that the
income statements and balance sheets of the Parent Company and the Group
be adopted, that the profit of the Parent Company be dealt with in accordance
with the proposal in the Report of the Directors and that the members of
the Board of Directors and the President be discharged from hability for the
fiscel year

Sandviken, 18 February 2010

KPMG AB

Caj Nackstad

horized

iic Accountant




Sandvik has

been conducting extensive sustainability efforts for many years and reports the results of its worl in
this Sustainability Report. The concept of sustainable development encompasses responsibility, risk
management and improvement initiatives in the areas of environment, health and safety, business ethics
and human rights. A Code of Conduct and environmental, health and safety management systems
form the foundation of the Group’s sustainability activities. This work is carried out on a decentralized
basis within the business areas and is based on policies, objectives, targets, strategies and performance

indicators established at Group level.

Significant events during the year:
* The number of Lost Time Injuries was
reduced 41% and the Lost Time Injury
Frequency Rate was reduced 39%
compared with 2008.

No work-related fatalities occurred.

The number of major production, service,
machinery rebuilding and distribution
units certified in accordance with [SO
14001 1s 158 (95%), with 155 (93%) cer-
tified in accordance with OHSAS 18001.
A new supplier Code of Conduct was

adopted.

* Organizations established in India and
China for auditing and training of suppli-
ers. The principal focus has been on
audiring suppliers in relation to Sandvik’s
new Code of Conduct for suppliers.

 Forthe second consecutive year, Sandvik

was included in both of the Dow Jones®
sustainability indexes: the Dow Jones

World Sustainability Index and the Dow

Jones STOX X Sustainabiliry Index.

The strong downturn in business volumes

had a negative impact on environmental
performance indicators, environmental
investments and certifications, while
energy-saving programs continued on
schedule.

* Increase noted in the number of non-
compliances with Sandvik’s Code of
Conduct.

Sustainability Report

This is the tourth year that Sandvik has pub-
lished a Sustainability Report. This report
describes the Group’s objectives/rargerts,
strategles, controls, responsibilities, risks and
opportunities from a sustainability perspec-
tive and also presents the Group’s results
from a financial, environmental and social
perspective. The Sustainability Report has
been independently reviewed in accordance
with FAR SRS’ standard *RevR 6 Assurance
of Sustatnability Reporting” and Account-
Ability's “AAT000AS (2008).” AAL000AS

(2008} is an internationally accepted stand-
ard that provides the requirements for con-
ducting sustainability assurance. It requires
that the auditor provide assurance on the
narure and extent of adherence to Account-
Ability’s three principles. Informarion regard-
ing AccountAbility is available on the organ-
tzations website (www.accountabiliry2 Lnet).

The sustainability report comprises
information sourced from the following
locations:

* The Report of the Directors (Human
Resources and Sandvik’s responsibility)
covering requirements pertaining to
non-financial performance indicators
and environmental information in line
with the Swedish Annual Accounts Act.

* The report in this section that summa-
rizes objectives/targets, strategies,
controls, responsibilities, risks, opportuni-
ties and results from a sustainability
perspective.

* The Sandvik World publication that
presents a number of examples concern-
ing projects that have been completed to
achieve the Group’s environmental and
social targets.

¢ Sandvik’s website (www.sandvik.com),
which contains further information
relating to the sustainability work being
conducted in each of the business areas.

* Sandvik’s website also includes complete
references to Global Reporting Initia-
tive’s (GRI) G3 guidelines, which were
applied when preparing this Sustain-
ability Report.

Content, scope and limitations

of the report

This Sustainability Report refers to the
2009 fiscal vear. Unless otherwise stated,
the same accounting policies are applied in
the Sustainability Report as in the rest of
the Annual Report, and the report covers the
entire operations of the Group, but excludes

Seco Tools, associated companies and joint

ventures. Specific methods of measurement

and assumptions are presented in connection
with the respective indicators in the report.

Data from units acquired during the year is

included only in the indicators for 2009.

Application of laws and recommendations
This Sustainability Report is based on the
Swedish Annual Accounts Act, the Swedish
Society of Financial Analysts’ recommen-
dations relating to Corporate Responsibil-
iry and the third generation of guidelines
(G3) issued by the internationally recog-
nized organization Global Reporting
Initiative (GRI). Further information
regarding GRIis available on the organiza-
tion’s website (www.globalreporting.org).
The report corresponds with the GRI level
B+, which means that atleast 20 indicators
are presented and that the report has been
subjected to external verification.

Sandvik has adopted AccountAbility’s
AAT000APS (2008} principles for account-
ability. AccountAbility requires that Sandvik
clearly acknowledges, assumes responsibil-
ity for and endeavors to be transparent with
respect to the sustainability-related effects
caused by its operations. This also involves
working internally ro involve stakeholders
in identifying and understanding sustaina-
bility issues and assuming responsibility
for, reporting on and explaining decisions,
actions and results.

Strategy and control of
sustainability programs

Sandvik’s strategy for sustainability pro-
grams entails proceeding from the compa-
ny's Code of Conduct when analyzing risks
and opportunities, setting objectives and
targets as part of efforts to minimize risks,
and utilizing the possibilities available in
an efficient and effective manner. Sandvik
endeavors to engage in an open dialog with
all of its key stakeholders regarding how



this work is conducted, how decisions are
made and what results are achieved. Thisis
a key condition in being able to focus on the
correct aspects of the sustainability work.
Saudvik’s control model requires that
Group Executive Management sets the
company’s Code of Conduct and objecrives,
and that cach business area assumes
responsibility for ensuring compliance with
the Code and that the objectives are broken
down in the organization. In addition, cach
business area is responsible for the assess-
ment of sustainability risks (environment,
health and satety, corruption, human rights
isstes, etc.) in its operations, and there are
specific organizations appointed in each
business area to coordinate issues and sup-
port the local management teams. At Group
level, various councils exist {for example, for
purchasing, environment, health and safety)
to coordinate the work among the business
areas and to draft joint policies, objectives,
targets and indicators for Group Executive
Management. To ensure that management
systems, internal controls and the risk man-
agement function adequately and in compli-
ance with the Code of Conduct, an inde-
pendent unit (Group Assurance) continually
monitors the Group's operations and
reports to the Board’s Audit Committee and

Group Executive Management on a quarterly
basis. A report on performance indicators
and key figures is presented to the Board,
Group Executive Management and the
entire organization on a quarterly basis.
Training is another key factor in Sandvik’s
sustainability strategy. A program is in
progress to train all company employees
with respect to the implications of environ-
mental and social responsibility and busi-
ness cthics. The program is followed up on
a quarterly basis. By the end of 2009, 84%
(81) of employees had completed the training.

Stakeholders

The Group’s operations affect and are
affected by a number of stakeholders. Sand-
vik assumes its responsibility in relation to
these stakeholders by openly disclosing
information and inviting dialog concerning
its sustainability activities. An important
part of the company’s provision of informa-
tion is the Group’s Sustainability Report,
Sandvik expects thar all stakeholders who
have an opinton regarding the direction of
this work or the results generated will con-

ract the company to engage in dialog. Dialog
with stakeholders is in part conducted at
Group level but also, to a large degree, at
local level in the companies throughout the
world. The value of local stakeholder dialog
is discussed as part of Sandvik’s internal
training relating to environmental and
soctal responsibility.

Saudvik has identified three stakeholder
groups of particular significance for the
Group: sharcholders, employees and cus-
tomers. These are of critical importance for
operations and there is regular contact with
these groups at various levels in the Group.
Dialog with shareholders is primarily con-
ducted via the Board of Dirccrors and at the
Annual General Meeting, but also through
a well-developed Investor Relations function.

Sandvik’s employecs are represented on
the Parent Company’s Board of Directors.
Dialog is also conducted directly with
emplovees at a local level, for example, in
connection with annual formal review dis-
cussions. A cooperation project is underway
in Europe between the trade unions at
Sandvik (European Works Council), where
the company’s sustainability work is
discussed.

Dialogs with the trade union organiza-
tions have revealed that employees feel that
the environment, health and safety, absen-
teeism and discrimination are key issues, as
is general training in responsibility and

business ethics. Competence development
and assessment of performance are other
key areas.

Customer contacts arc handled locally
through Sandvik’s worldwide sales organi-
zation. Increasing demands imposed by
Sandvik’s customers on sustainability pro-
grams are becoming ever-more evident as
a result of customers’ growing focus on
sustainability issues, thus intensifying the
focus on supplier audits. Many of these
demands relate to workplace safety and the
environment. For example, customers more
often insist that Sandvik should have systems
for compiling data on carbon dioxide emis-
sions to enable them to calculare the total
carbon dioxide emissions in the entire value
chain. In addition, requests have been pre-
sented that Sandvik be able to report the
carbon dioxide emissions generated in
product manufacruring. Questions related
to the new European Community Regula-
tion on chemicals and their safe use

(REACH) are also common and many cus-
tomers, notably those of Sandvik Mining
and Construction, are imposing higher
demands for machine safery. Customers
also want to be assured that Sandvik com-
plies with all international convenrions on
human rights.

During the year, stakeholder-related
dialogs took place with a number of Social
Responsible Investment (SRI) analysts and
other stakeholder-related dialogs were con-
ducted with the assistance of external parties.
Among other aspects, these dialogs
revealed that Sandvik’s works with relevant
sustainability aspects in a responsible man-
ner. In addition, it emerged that Sandvik is
expected to assess future environmental
and social risks connected to, for example,
changes in legislation regulating carbon
dioxide emissions and risks associated with
customers. Stakeholders also expect Sandvik
to develop risk management in the supplier
stage, particularly with respect to human
rights issues.

Key sustainability issues

The basis for the sustainability work is to
tdentify the key sustainability issues. The
Group’s strategy is to identify these issues
through a systematic risk assessment process
(see page 90). The most significant issues are
communicated to stakeholders mainly
through the Sustainability Report and
Sandvik will willingly engage in a dialog
concerning the issues, but ultimately the key
sustainability issues are decided upon by the
Group’s management in consultation with
the Board.

Responsibility

Sandvik has a responstbility to respect the

laws and regulations that exist in countries

where the company has operations and to
respect international norms and declara-
tions regarding human rights and labor
legislation adopted by the UN and the ILO.

Moreover, it is Sandvik’s responsibility to

apply the following four environmental

principles:

* Environmental responsibility in excess of
what is prescribed by law and regulations
through actively working to improve the
environmental performance in its own
operations and the operations of others,
in areas where Sandvik has the opporru-
nity to exert an influence.
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¢ Precaurionary approach, which means
that precautionary measures are taken as
soon as there is reason to believe that an
actton can harm the environment or
human health.

Environmental risk management, which
entails the introductton of a program
derived from a risk-based and sustainable
perspective to avoid, examine and reduce
the environmental impact from activities,
products and services.

* Polluter Pays Principle, meaning that the
entity that causes the damage to the
environment shall pay the social
cconomic cost that arises.

Furthermore, Sandvik is responsible for
working to combat corruption in all its forms.
Sandvik has undertaken ro adhere to the
OECD’s Guidelines for Multinational Enter-
prises.

Sandvik’s responsibilities are summa-
rized in the Group’s Code of Conduct,
which was adopted by the Board in 2004,
The Code deals with responsibility in such
areas as business ethics, suppliers, employee
working conditions and development,
human rights, environment and communiry
nvolvement. The Code has been translared
nto 14 languages and is avatlable on Sand-
vik’s website (www.sandvik.com). The
Code also includes a distincer process for
managing the reporting of divergences from
the stated responstbilities. Emplovees are
encouraged to report behavior that departs
from the Code to their immediate supervi-
sor inn the respective unit or, if there is a feel-
ing that such action will not have any effect,
to a more senior manager, the company’s
human resources department or the compa-
nv's General Counsel. There ts a special
Group forum that is responsible for dealing
with all such notifications. Whistleblowers
are guaranteed that there will be no reprisals
for such notifications or for participation in
the company’s investigation of a complaint.

Business ethics

Sandvik’s Code of Conduct includes clear
guidelines on accuracy of records, the
avoidance of bribes and compliance with
antitrust and competition legislation in the
countries in which the company is active.

Suppliers

Sandvik has a clear position regarding
suppliers, including contractors, agents,
distriburors and their sub-suppliers. These
groups must meer the same requirements as
those imposed on Sandvik’s employees, and
operate in line with the Code of Conduct. In
2009, a separate Code of Conduct for suppli-
ers was adopted (see page 91),

Environment, health and safety

Sandvik’s vision as regards the environment,
health and safety is to be recognized by its
stakeholders as a company with excellent
environment, health and safery perform-
ance. To achieve this, Sandvik must ensure
that:

Atits sites. Sandvik minimizes:

* Any potential environmental impacts,
such as from the use of energy and input
marterials, in the most efficient way,

* Any risks to health, safety and well-being
of employees.

Products, services and technical solutions:

¢ Provide long service life and better
resource utilization,

¢ Have minimal environmental impact
when used by a customer,

* Arefully recyclable,

Policy

In 2008, Group Executive Management
established a new environment, health and
safety policy for all Group units.

Environment, health and safety policy:

¢ Environment, health and safety issues are
integral parts of Sandvik’s total opera-
tions and the company achieves continual
improvement in these areas through
management by objectives. Sandvik
believes that the greatest effect is
achieved through preventive actions.

.

The company follows an approach that
results in long-term sustainable develop-
ment in its operations. Consequently,
Sandvik strives for high efficiency in the
use of energy and natural resources, pro-
motes systems for recycling and recovery
of materials and works to prevent pollu-
tion and any work-related illness and
mjury.

* Sandvik strives to provide a healthy and
safe work environment that stimulates
employees to perform effectively to
assume responsibility and to continue
to develop towards their personal and
professional goals.

Sandvik complies with or exceeds appli-
cable environmental, health and safety,
legal and other requirements. The corm-
pany believes that common and effective
environment, health and safery require-
ments and standards should be estab-
lished atan international level.

Human rights and employee conditions
Sandvik has clear policies on human rights
and labor rights, which are based on the
Unired Nations Universal Declaration of
Human Rights and the International Labor
Organization Declaration on Fundamental
Principles and Rights at Work.

Sandvik is responsible for ensuring com-
pliance with these policies in the company’s
operations as well as throughout the supply
chain, in areas where Sandvik has the
potential to exert influence and control.

Risks and opportunities

Sandvik’s financial risks are described on
pages 28-33. In addition to these, there are
risks associated with Sandvik being active
inmany parts of the world where the risk of
environmental pollution, violation of human
rights and corruption is present. Moreover,
Sandvik has a large number of production
units in which environmental, health and
safery risks arise. Sandvik has an established
risk management process to assess these
types of risks, as well as inancial risks. The
risk assessment not only encompasses the
Group’s operations, but also risks related ro
rhe geographical areas in which Sandvik is
active and supplier-related risks. The risk
management process s described in the
section starting on page 25 in Sandvik’s
Annual Reporr.

Business ethics

Sandvik’s risks relating to business ethics
are regarded as significant, especially the
risk of bribes in connection with marketing
and sales, and risks related to purchasing in
countries in which corruption is widespread.
The use of agents and distriburors represents



a particularly large risk, since monitoring
of these is more difficult than the moniror-
ing of Sandvik's own operations. The devel-
opment of corruption in various countries
in which Sandvik is active is continually mon-
itored via, for example, Transparency Inter-
national’s website (www.transparency.org).
The risk of breaches of local anritrust and
competition legislation is also high. To mini-
mize these business risks, continual train-
ing and internal audits are conducted. Dur-
ing the year, some 40 cases of suspected
harassment, fraud and corruption were
reported, representing an increase com-
pared with the preceding year. All these
cases have been investigated and corrective
measures have been taken, including the
dismissal of employees.

Suppliers

In 2009, Sandvik further intensified its
focus on risks associated with the supply
chain by adopting a special Code of Conduct
for suppliers, which is based on Sandvik’s
Code of Conduct. The Code, which is avail-
able in an original English version on
Sandvik’s website (www.sandvik.com}, has
also been translated into Mandarin, Hindi,
Marathi, Gujarati, Telugu and Portuguese.
The Code has been used in China and India
to train about 20 suppliers. A fundamental
method of assessing suppliers based on the
new supplier Code of Conduct is being devel-
oped and is scheduled to be implemented in
early 2010.

Sandvik has about 2,800 suppliers in
China and India. Of these, 34 high-risk sup-
pliers were audited during the vear. In India,
it was revealed that child labor was being
used by two suppliers. In addition, several
suppliers have unacceprable levels of safety
and excessive working hours. Furthermore,
several suppliers in India admitted that they
had bribed civil servants to avoid being
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audited or interaction with government
agencies. These suppliers have been placed
under special surveillance.

Environment

Atyear-end 2009, Sandvik had 139 manu-
tacturing units and 28 distribution or service/
rebuilding workshops worldwide with vary-
ing environmental impacts. The distribution
of manufacturing units in various parts of
the world is detailed in the diagram below.
Most service/rebuilding workshops are
located in Australia.

Environmental management systems
have already been introduced at the vast
majority of these sites and are currently
being developed at the remaining sites.
Within the framework of these systems, the
Group’s environmental risks have been
summarized as follows:

Querall environmental risks within
Sandvik's own operations:

* Use/consumption of energy, inpur
materials, fresh water and hazardous
chemicals.

Generation of emissions and waste from

.

production.

Old industrial sites and waste landfills.

.

¢ Environmental liabilities in conjunction
with company acquisitions.

Risks associated with emissions primarily
relate to the emission of carbon dioxide and
acid gases to the atmosphere. These emis-
sions are mainly caused by the company’s
use of fossil fuels and indirectly from pur-
chases of electricity produced by combustion
of fossil fuel. Meanwhile, this represents a
long-term business opportunity for Sandvik
m its search for new carbon-neutral energy
sources, as well as in the short term in the
extraction of more fossil fuels whose extrac-
tion presents greater difficulties.

Geographic distribution of production units

- Europe, 18%

—— Africa/

% _

NAFTA, 21% TN

Middle East, 1%

The Report of the Directors (page 24)
presents information on licensed operations
in Sweden and environmental liabilities.

Health and safety

Sandvik’s various production, service/re-
building and distribution units represent
potential risks of work-related illnesses and
injuries. Health and safety management sys-
tems have already been introduced, or are
in the process of being introduced, at most
of these units. The management systems are
designed to enhance the work environment
and the working conditions of the company’s
employees. Sandvik’s products may also
constitute a risk when in use at customers’
sites. This risk imposes major requirements
on quality control in the company’s own
production and that of its suppliers, as well
as the need for simple, clear operator manuals
and product specifications.

Human rights and employee conditions

Any violation of Sandvik’s policies in respect
of human rights and employee conditions
could have a major negative impact on Sand-
vik’s credibility. Consequently, regular basic
training is held covering the company’s core
values, policies and risks regarding human
rights and tabor legislation. In addition, reg-
ular internal audits are conducted at units
deemed to be particularly exposed to these
risks. The results of the audits are presented
to local executives, country managers, Group
Executive Management and the Board.

To raise the level of understanding in the
organization regarding the risks relating to
human rights and labor issues when Sandvik
undertakes operations in high-risk coun-
tries, analyses have been conducted of a
large number of countries in Asia, Africa
and South America. These analyses are
available on Sandvik’s intranet for those
active in these countries. Risks of this type




arise not only in direct operations {such as
production and purchasing) in such countries,
butalso indirectly {risk associated with cus-
tomers}.

No incidents involving human righes
abuses were reported in 2009,

Objectives/targets for
sustainability programs

Sandvik’s sustainability objectives/targets
were approved by Group Executive Man-
agement in 2008.

Environment

The Group’s objectives are:

¢ More efficient use of energy and input
materials.

* Reduced emissions to air and water.

¢ Increased recovery of materials and
by-products.

L

Reduced environmental impact from the
use of hazardous chemicals.

Increased number of products that
support sustainability principles.

The Group’s targets are:

¢ Reduce the use of energy in relation to
sales volume by 10% before year-end
2012 (base year: 2008).

¢ Reduce consumption of fresh water in
relation to sales volume by 10% before
vear-end 2012 (base year: 2008).

¢ Commence reporting of wastewater

discharged from sites before vear-end

2009.

Replace all chlorinated solvents, such as

dichloromethane, tetrachloroethene, tet-
rachloromethane, trichloroethane and

Economic value generated and distributed*

CEKM 200% .
Sales
Fconomic vaiue generated
Preduction costs Suppliers
Employee wages and benefits Personnel
Credit providers 2.060
Sharehoiders 3926
Public sector 885
76171
ed in company -4.234

s Seco

trichloroethene, with other solvents or
techniques before year-end 2010.

¢ Reduce carbon dioxide emissions from
internal use of fossil fuels and electricity
by 10% in relation to sales volume before
year-end 2012 (base year: 2008},

¢ Commence reporting of carbon dioxide
emissions arising from transportation
before year-end 2009,

¢ All major production, service and
distribution units shall be certified in
accordance with [SO 14001 within two
years of acquisition or establishment.

Health and safety

The Group’s objectives are to:

¢ Further reduce the frequency of occupa-
tional injuries, illnesses and incidents.

¢ Improve health and well-being among
employees.

The Group’s targets are:

* Reduce the Lost Time Injury Frequency
Rate by 50% before vear-end 2012 (base
vear: 2008).

» Allsites will introduce a health and well-
being program before year-end 2010.

* All major production, service and distri-
bution units shall be certified in accord-
ance with OHSAS 18001 (or an equivalent
standard) within two years of acquisition
or establishment.

Employee conditions and development
The Group’s objectives are:
¢ Increase equality of opportunity at

workplaces.

The Group’s targets are:

* Allsites will introduce a program to
improve the gender balance before
vear-end 2010.

* All emplovees shall have formal annual
performance review discussions.,

Outcome of sustainability programs
The following section presents the outcome
in relation to the Group’s targets using the
relevant performance indicators and key
figures. Unless otherwise indicated, the val-
ues comprise the accumulated values for
2009 from all active reporting unirs {about
300). Acquisitions for the year had a slight
impact on environmental and health and
safety indicators, which is commented on
separately for each indicator. Sandvik’s
adapration of the rate of production to the
prevailing market situarion had a signifi-
cant impact on most of the indicators.

Financial

Sandvik’s financial progress is presented in
the Report of the Directors and in the finan-
cial statements in the Annual Report. These
include a presentation of the Group’s finan-
cial goals and outcome in relation to these
goals.

The table below shows how the value
created through the Group’s operations has
been generated and the manner in which it
was distributed among the various stake-
holders.

Apart from allocations of carbon dioxide
emission allowances (see page 24}, Sandvik
received no significant government grants
during the year (see Note 13 in the Annual
Report).

Raw materials consumption

LIy P

S TO genaciie tr

72.289 Consumption of metallic raw materials {thousand
72,789 metric tons) 252 3500 39% 405
38.620 of which recovered (%) 78 79 78 78
18.825
955 Water consumption 2009
3533 Water consumption {thousands m”) 7300 6,600 6800 6£.800
3151 of which purchased freshwater (thousands m?) 3200 3600 3500 3300
£5.084 of which groundwater (thousands m?) 600 500 500 500
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“ Historical v ¥ ted,
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Environment

Use of raw materials

Material consumption varies across the
business areas. At Sandvik Tooling and
Sandvik Materials Technology, production
is mainly based on metallic raw materials,
while at Sandvik Mining and Construction,
iti1s primarily based on purchased compo-
nents. Sandvik’s consumption of metallic
raw materials is presented in the table on
page 92.

Sandvik Materials Technology’s sites in
Sandviken and Hallstahammar are the
major users of raw materials in the Group.
The raw materials most important to Sand-
vik Materials Technology are iron, nickel,
chromium, manganese and molybdenum,
cither in alloys or as part of scrap metal. Of
these marterials 78% (80) are derived from
recvcled scrap. The key raw materials for
Sandvik Tooling are various tungsten com-
pounds and cobalt, but more unusual ele-
ments such as tantalum are also used. Sand-
vik Mining and Construction uses iron and
manganese raw material for the manufac-
ture of castings. Approximarely 89% (88)
of these materials is derived from scrap. In
total for the Group, about 78% (79) of metal-
lic raw materials is derived from scrap.

Although the recovery level is already
high today, Sandvik continuously endeavors
to tncrease the proportion of recovered raw
materials to secure a sustainable utilization
of raw materials and to reduce its environ-
mental impact. This is accomplished through
buying back used products and the recy-
cling of waste products from proprietary
manufacturing plants.

Energy use per business area

——Sandvik Toohng, 30%

andvik Mining and
Construction,
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Sandvik Tooling continues to increase
recycling of materials from cemented-
carbide products. Just over 60% of the
tungsten used in the business area in 2009
was derived from recycling. This resulted in
a reduced need for material purchases from
mines. Sandvik Coromant’s program for
recycling of sold cemented carbide inserts
represents an integral part of this sustaina-
bility work. Buy-backs of products from
customers are gradually being introduced in
other product areas, which means that the
need for primary material is further reduced.
During the vear, Sandvik Mining and Con-
struction continued to develop recycling of
the tungsten material in drill tools.

Hazardous chemicals are used onlyto a
limited and well-supervised extent and are
handled in accordance with environmen-
tally safe methods. The work on replacing
chlorinated solvents with other less environ-
mentally hazardous solvents is proceeding
according to plan. The total annual con-
sumption of chlorinated solvents in 2009
was about 2 cubic meters.

Consumption of water

Water is a valuable resource and its efficient
use is theretore crucial. Sandvik’s target is
to reduce consumption of fresh water {pur-
chased water) relative to sales volume by
10% from 2008 to 2012. During the year,
Sandvik’s freshwater consumption decreased
by 11%, while consumption in relation to
sales volume rose 25%. This figure includes
structural effects of 1 percentage point from
companies acquired during the year. The
table on page 92 shows the trend in fresh-

Energy use per market area
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water consumption in Sandvik since 2006.
It also details the consumption of ground-
water and harvested surface warer. This
activity is conducted at 26 production units.
The increase in harvested surface water
compared with earlier vears is arrributable
to acquisitions. This mcrease also impacts
total water consumption.

One country with very limited access to
water, and where Sandvik’s water consump-
tion is significan, is India. All production
sites in India have introduced systems for
the treatment of all waste water, which is
subscequently re-used in its operations.

Use of energy

The table on the previous page and the dia-
grams below show the trend in the use of
energy at Sandvik as well as the distribution
of energy use by the business areas and
various markets.

During the vear, the use of energy in rela-
tion to sales volume displayed a negative
trend. Sandvik’s target for the period 2008
through 2012 s to reduce total energy use
{electricity and fossil fuels) by 10% in rela-
tion to sales volume. However, during the
vear, the total use of energy in relation ro
sales volume increased 19%, which includes
structural effects of 2 percentage points
from acquired companies. The main reason
for the sharp increase is that a significant
portion of energy use is derived from the
heating/cooling of properties that are not
affected by volume downturns.

Despite the difficult economic situation
with declining sales and production,
energy-efficiency programs continued

Energy use in relation to sales volume
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according to plan. At Sandvik Materials
Technology in Sandviken, which accounts
for slightly more than 40% of the Group’s
energy use, energy-efficiency efforts were
intensified, for example, by emploving rwo
people on a project basis to identify new

cfficiency opporrunities.

Climate issues

Sandvik’s impact on the climate primarily
consists of emissions of carbon dioxide.
The combustion of fossil fuels also gener-
N,O
and CH,, corresponding to approximarely

ates emissions of the greenhouse gases

2,000 rons of carbon dioxide, although this
figure represents less than 0.5% of toral car-
bon dioxide emissions. The table on page 95
shows the trend of the Group’s carbon diox-
ide emissions and the diagrams below show
emissions in relation to sales volume and
emissions per business area and market.
During the vear, Sandvik’s carbon dioxide
emissions from the use of electricity and
combustion of fossil fuels declined by 15%,
but carbon dioxide emissions increased 19%
in relation to sales volume, which is a nega-
tive trend if compared with the target ro
reduce relative emissions by 10% from 2008
through 2012. The increase was influenced
by structural effects of 2 percentage points
from companies acquired during the year.

As described above, the increase was
mainly attributable to the fact thar much of
the Group's energy use is unaffected by vol-
ume changes.

In most cases when conducting caleula-
tions of carbon dioxide emissions related to
the generation of electricity, factors used in
the calculation of carbon dioxide emissions
were obrained from the suppliers of the clec-
tricity used at the plants. Otherwise, facrors
from the International Energy Agency Data
Services were applied.

During the vear, Sandvik also commenced
reporting of carbon dioxide emissions aris-
ing from passenger transports to be able to
better monitor the Group’s total impact on
the environment and present a more com-
prehensive report in line with the Green-
house Gas Protocol iwww.ghgprotocol.
org). The table on page 95 also presents the
carbon dioxide emissions from passenger
transports (air travel and rental cars). In
2010, reporting of carbon dioxide emissions
from goods transports will commence.

Emissions and waste

In addition to emissions of carbon dioxide
to air, Sandvik has significant emissions of
such acid gases as sulfur dioxide (50,) and
).

Sulfur dioxide mainly originates from the

various forms of nitrogen oxides {N(

%

combustion of oils and coke. Emissions of

Carbon dioxide emissions in relation to
sales volume

Carbon dioxide emissions per
business area
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NO, are derived from the smelting processes
n Sandviken and Hallstahammar, and
from pickling plants for the cleaning of
surfaces, and the combustion of fossil fuels.
The table on page 95 details emissions of
50, and NO_ in addition to emissions of
VOUGs (Volatile Organic Compounds). SO,
emissions are calculated from the volume of
oil and coke burned, while VOC emissions
are calculation from the combustion of all
fossit fuels. Estimations of emissions of
NO,_ from pickling plants and melting proc-
esses are based on random monitoring.
Emissions from the combustion of fossil
fuels are calculated using factors from the
Swedish Environmental Protection Agency
Emissions to water comprise another
environmental effect in the Group, where
the objective s to reduce emissions. Emis-
sions mainly consist of fertilizers, such as
phosphorous and nitrogen, in addition to
metals from pickling plants. The table on
page 95 shows emissions to water. To moni-
tor total emissions to water, the volume of
process water discharged following treatment
is also measured. See the table on page 95.
The table on page 95 presents the waste
volumes produced during 2009. The signifi-
cantincrease compared with earlier years
is attributable to acquisitions. No major
changes were noted for comparative units
compared with earlier.

Carbon dioxide emissions per market area
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Environmental management system

Sandvik’s target is that all major producrion,
service and distribution units shall be certi-
tied in accordance with the international
standard for environmental management
systems, ISO 14001, within two vears of
their acquisition or establishment. The term
“major” is defined as sites with 25 employees
or more. At year-end 2009, 158 (95%) pro-
duction, service/rebuilding and distribution
units were certified. These units are physi-
cally located on Sandvik’s sites. In addition.
Sandvik operates about 20 maintenance
workshops within customer operations
{mainly mines). These workshops are either
part of the customers’ or Sandvik’s environ-
stems. Of Sandvik’s
139 major production sites, 95% are certi-

mental management s

fied. All major unirs not certitied are new
acquisitions or new establishments during
2008-2009.

Biodiversity

Twelve of Sandvik’s production units are
located within or close to protected areas
with high value in terms of biodiversity.
Four of these sites are located in the US, five
mn Europe, two in Brazil and one in New
Zealand.

lands. Sandvik demonstrates particular

“ight of these areas comprise wet-

consideration for these areas and cooperares
with authorities in relevant cases.

Carbon dioxide emissions*

Carbon dioxide emissions {thousand metric tons CO.)

of which from combustion of fossil fuels
ithousand metric tons CO,). Direct
ofwhich use of electrical energy
(thousand metric tons CO.}. Indirect™*

Carbon dioxide emissions from
passenger transports*

Emissions from passenger transports via air travel
2

Ernissions from passenger transparts via hire car

¢ on {eC r

Emissions of process water

Yolume of process water discharged (thousands m?)

from Sandwik erpioyees corresponding to 72% of the Group’s workiorce,

2009 e

Health and safety

The table on page 96 provides an overview
of Sandvik’s results as regards health and
safety.

No work-related faralities occurred during
the year. The number of Lost Time Injuries
and the Lost Time Injury Frequency Rate
tell sharply during the vear (41% and 39%,
respectively) and have declined by 59% and
69% , respectively, since 2005, The number
of Lost Days due to Lost Time Injuries de-
clined 24% during the year. Sandvik’s target
is to reduce the Lost Time Injury Frequency
Rate by 50% from 2008 through 2012, The
diagrams on page 97 present the Lost Time
Injury Frequency Rate by Sandvik’s business
areas and market areas. During 2009, all
business areas have reduced the injury fre-
quency rate.

The sharp decrease during the year can
be attribured in part o the continued focus
on improvement programs, but also to the
significant fallin production. Many pro-
duction units implemented shortened work-
ing hours, which was not taken into account
in the calculation of the Lost Time Injury
Frequency Rarte.

Sandvik continues to encourage reporting
of Near Misses and risks, since these pro-
vide an early indication of where the risks
exist. Accordingly, risks can be managed ar
an early stage and accidents prevented.

2607 2006 = Ordy from compusion

From 2007, the number of reported Near
Misses and risks has been introduced as a
Group-wide indicator (see table on page
96).In 2009, the number of reported Near
Misses and risks rose sharply. This does not
indicate an actual increase in the number of
Near Misses, but is rather proof of more
effective reporting. The ratio between Near
Misses and Lost Time Injury was 25 (9).

3608 Produced waste 2009
566 547 170 Waste (thousand metric tons)y™ 280 166 71 150
ofwhich, hazardous waste
195 224 226 202 (thousand metric tons) 27 3% 28 35
of which, 1o landfll (thousand metric tons) 231 109 105 95
284 342 321 268 naf nas heen wterral
Emissions to water and air
Emissions to water 2009 Emissions to air 2009
2009 2008 Nitrogen to water (kg) 201.000 VO to air (kg)* 65000
20 / / / Phosphorous to water (kg) 1100 45.000
5 ; ; / COD to water (kg) 172.000 NO_ 1o air (kg) 379.060
729 Nickel to water (kg) 480
Chromium to water {kg) 70




In certain countries, community and
working life is marked by the presence of
serious transmittable diseases. For exam-
ple, HIV/AIDS is an extremely serious
problem particularly in southern Africa.
Sandvik has extensive HIV/AIDS programs
in South Africa, Zimbabwe, Tanzania,
Zambia, and Malawi and to some extent
in Ghana and the Democratic Republic of
Congo, A summary of the HIV/AIDS pro-
grams in these countries is presented in
the table below.

Sandvik has implemented programs to
educate and counsel emplovees and their
families and, in some cases, the community
near ro Sandvik’s operations, about HIV/
AIDS. Training in these matters is provided
daily, usually in conjunction with the safety
meetings that are held prior to work com-
mencing. Counseling is provided by privare
organizations with whom Sandvik cooper-
ates and the Group’s own counselors. These
meetings not only address HIV/AIDS mat-
ters, but also identify other factors that may
affect an individual, such as stigma. Preven-
tive work and risk controls are conducted in
connection with training and counseling.
The main focus ts placed on changing the
attitude to partners and the use of condoms.
Measures and support are offered to all
employees who test HIV positive. In addi-
tion to the opportunity to receive testing
and free condoms, antirerroviral drugs are
offered to people who are within the scope
of the program.

Health and safety

Mumber of fatalities due to work-related injuries
Mumber of Lost Time injuries®

Lost Time Injury Frequency Rate**

Number of reported Near Misses

MNumber of Near Misses per Lost Time Injury
Lost days due to Lost Time Injuries

Working Days Lost by employee due to

Lost Time Injuries

Total absence (from scheduled work), %

Management system for health and safety
Sandvik’s target is to certify all major pro-
duction, service and distribution sires in
accordance with the international specifica-
tion for the occupational health and safery
management system OHSAS 18001 {or an
cquivalent standard) within two vears of
the acquisition or establishment. The term
major is defined as sites with 25 emplovees
or more. At vear-end 2009, 155 (93%) of
production, service/rebuilding and distribu-
tion units were certified. These units are
physically located on Sandvik’s sites. In
addition, Sandvik operares about 20 main-
tenance workshops within customers oper-
ations (mainly mines). All of these unirs
have also been certified. A total of 91% of
Sandvik’s 139 major production units are
certified. All units that are not certified
comprise new acquisitions or new establish-
ments in 2008-2009,

Employee conditions and development

To ensure continuous improvement of
employee performance, Group Executive
Management has decided to monitor five
indicators: diversiry (the balance berween
the number of men and women), mobility
{internally within the company), personnel
turnover, competence development days
and performance review discussions. Two
of these indicarors have been assigned a spe-
cific Group target ~ that all employees shall
have an annual performance review discus-
sion and improvement in the balance berween
men and women in the company.

Employment

The average number of employees by geo-
graphical area and gender is presented in
Note 3 in the Annual Report, During the
vear, personnel turnover was 14% {10).
Mobility within the company (the propor-
tion of positions filled internally in relation
to the total number of positions flled) was
36% (15).

Diversity and equal opportunity

About 77% of Sandvik’s employees work
ourside Sweden. The employees at subsidi-
aries in more than 60 countries have a wide
variety of nationaliries and collectively speak
a large number of languages. This diversity
in the Group is considerable and is also a
prerequisite for Sandvik to be able to secure
the availability of the right expertise ar the
right time for the needs that exist within the
company. This high level of diversity is se-
cured by offering equal rights and equal op-
portunities to all, irrespective of age, race,
color, national origin, religion, sex or disa-
bility. Sandvik has aimed to increase the
proportion of female employees to ensure
access to the most competent emplovees in a
future, when there will be increased compe-
tition for skilled labor. At year-end 2009,
the proportion of women was 17.2% (16.9)
of the total number of employees, 9.2%
(7.8) of the total number of Board members
and Presidents, 13.5% (12.8) of the roral
number of managers/supervisors, 27.6
(27.7) of the total number of staff positions
{excluding managers) and 10.2% (10.2)

of the rotal number of worker positions.

| 2009 HIV/AIDS Assistance program
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Distribution of the average number of
employees within various geographical
regions and taking into account gender is
presented in Note 3 to the financial state-
ments in the Annual Report. Other relevant
key figures regarding distribution by gender
are shown in the diagrams on page 98.

Performance review discussions and
competence development

During 2009, performance review discus-
sions were conducted with 66% (56 of
Sandvik’s employees, which remains far
below the established target of 100%. An
important teature of the performance review
discussion is to identify opportunities to
enhance the skills and well-being of the
employee and to increase satisfaction and
well-being in the workplace. Advancing
the employee’s skills is equal to advancing
Sandvik’s business. The number of compe-
tence development days per employee and
region during the vear is presented in the
diagram on page 98.

Social commitment

Sandvik’s policy with respect to social com-
mitment is that each Sandvik company shall
strive to gain an understanding of the socicty
in which it operates, make a constructive
contribution to local matters and promote
development of the region. To act in accord-
ance with this policy, Sandvik encourages
its employees to participate in community
programs and initiatives that are beneficial
for the inhabitants in regions where Sandvik
has operations.

Lost Time Injury Frequency Rate by

business area

Sandvik does not pursue any Group-wide
project in this area, but all activities are
arranged locally by the various companies.
Examples of the Group’s commitment
include:
¢ Collaborations with schools and univer-

sities for the purpose of offering degree

projects and developing educarional

programs.

Donations to schools, charity organiza-
tions, hospitals, Children’s Villages, etc.,
sometinmes 1 cooperation with Sandvik’s
customers or local NGOs,

*

Sponsorship of sports clubs and local
initiatives.

Assistance to unemployed individuals to
find a job or educational program.

Donations of equipment in connection
with severe narural disasters, such as
carthquakes.

¢ Blood donations.

e HIV/AIDS program.

Awards and ratings

Sandvik’s sustainability work is evaluated

annually by a number of SR1analysts and

rating agencies. In 2009, Sandvik has been
included in the following indexes:

Dow Jones World Sustainability Index
and Dow Jones STOXX Sustainability
Index. The most prestigious indexes that
track the financial performance of the lead-
ing sustainability-driven companies. To
qualify for the DJSI World, it is necessary to
be among the top 10% of companies ranked
in terms of three factors: financial success,
cnvironmental performance and social
responsibility. The selection is made from
the 2,500 largest companies on the Dow
Jones world index.

market area

12.6

10.6

FTSE4Good. An internationally recog-
nized market index that measures the resulrs
and performance of companies that comply
with globally recognized corporate respon-
sibility standards.

ECPI Ethical Index Euro. The index
contains |50 European companies thar are
cligible investments according to ECPISRI’s
screening methodology.

Ethibel Excellence Investment Register.
Ethibel assesses companies throughout the
world based on financial, social and environ-
mental aspects.

Sandvik was also acknowledged by the
Carbon Disclosure Project and was included
in the Carbon Disclosure Leadership Index,
an index comprising companies in the Nordic
region that have prepared the best carbon-
emission reports. This project is backed by
475 investors worldwide.

Lost Time Injury Frequency Rate by
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The diagrams below show the distribution between the number of women

and men, broken down by geographic marker and position.

Proportion of women, all Group employees
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Review report on the
Sustainability Report

To the readers of Sandvik’s 2009

Sustainability Report:

We have been engaged by Sandvik's Exec-
utive Management to perform an assur-
ance engagement related to Sandvik's
2009 Sustainability Report. The Sustaina-
bility Report is presented on page 24 and
§8-99 of Sandvik’s 2009 Annual Report
and on Sandvik’s website www.sandvik.
com/sustainability under the headings
GRIIndex and AATOO0APS. It is Sandvik’s
Executive Management that is responsible
for the continuous activities regarding sus-
rainable development from the perspective
of Ainancial, environmental and social
responsibility and for the preparation and
presentation of the Sustainability Report
in accordance with applicable criteria.
Our responsibility is to express a conclu-
sion on the Sustainability Report based on
our review,

Our review has been performed in
accordance with FAR SRS (the institute
for the accountancy profession in Sweden)
recommendation RevR 6 Assurance of
sustainability reports and AccountAbility’s
AAT000AS, type 2. A review! consists
of making inquiries, primarily of persons
responsible for sustainability marters and
for preparing the sustainability report,
and applying analytical and other review
procedures. A review is substantially less
in scope than an audit conducted in
accordance with the Standards on Audit-
ing in Sweden RS and other generally
accepted auditing standards. The proce-
dures performed in a review do not enable
us to obtain an assurance that would
make us aware of all significant matters
that might be identified in an audit. There-
fore, the conclusion expressed based on a
review does not give the same level of assur-

ance as a conclusion based on an audir.

Caj Nackstad
Authorized Public Accountant

The criteria used in the course of perform-
ing review procedures are based on applica-
ble parts of the Sustainability Reporting
Guidelines, G3 issued by the Global Report-
ing Initiative (GR1) suitable for the sustaina-
bility report, and specific measurement and
reporting principles, Fair Play Reporting,
developed and stated by Sandvik. We con-
sider those criteria to be suitable for our
engagement.

FAR SRS requires us to act in accordance
with FAR SRS’s Code of Ethics for profes-
sional accountants. In accordance with
AATO00AS (2008), we confirm that we are
independent of Sandvik. Our review has
been performed by a multidisciplinary team
specialized in reviewing economic, environ-
mental and social issues in sustainability
reports, and with experience from the indus-
try Sandvik operates within,

Our review has, based on an assessment of
materiality and risk, among other things
included the following procedures:

* Assessment of suitability and application
of criteria in respect to internal and exter-
nal stakeholders’ need of information.

* Interviews with certain external stake-
holders to secure that Sandvik responds to
important stakeholders’ concerns in the
sustainability report.

* [nterviews with responsible management,
at group level, division level and business
unit level as well as review of internal and
external documents with the aim ro assess
if the qualitative and quantitative informa-
tion stated in the sustainability report is
complete, correct and sufficient.

* Review of underlying documentation, on
a test basis, to assess whether the informa-
nion and data in the sustainability report
is based on that documentation.

* Pre-announced visits to eight of Sandvik’s
facilities located in Chile, France, Sweden,
the UK, the US and Austria.

Sandviken, February 18, 2010
KPMG AB

1 A review provides a linuted level of assuraace which is deemed as
bemng equal to a moderate level of assurance as defined by AATI00AS.

* Review of qualitative information and
statements, as well as the report on compli-
ance with legislation, permits and condi-

tions related to sustainability,

Assessment of Sandvik's stated application

level according to the GRI guidelines.

Reconciliation of financial information to
Sandvik’s 2009 Annual Report.

Overall impression of the sustamability

report, and its format, considering the
information’s mutual correctness with

applicable criteria.

Conclusion

Based on our review procedures, nothing
has come to our attention that causes us to
believe that Sandvik’s 2009 Sustainability
Report has not, in all material respects,
been prepared in accordance with the above
stated criteria and that Sandvik has not
adhered to the principles inclusivity, materi-
ality and responsiveness to the extent
reported on www.sandvik.com/sustainabil-
ity under the heading AAT000APS.

Other information

The following is other information that has

not affected our conclusion above. The

principles inclusivity, materiality and re-
sponsiveness apply to the extent reported in
the description on www.sandvik.com/sus-
tainability under the heading AAT000APS
which includes the following points that
requires further attention:

» In relation to inclusivity focus will be to
increase the local awareness of
AAT000DAPS.

* In relation to materiality activities to fol-
low-up the suppliers will be developed
further.

¢ In relation to responsiveness, processes
for feedback to local stakeholders will be
developed.

Ase Bickstrom
Expert Member FAR SRS




and is the Parent Company of
the Sandvik Group with subs»dtar:es in about 60 countries. Its operations are global with sales in
more than 130 countries, and the Sandvik Group has approximately 44,000 employees. Sandvik AB
is a public company listed on Nasdag OMX Stockholm (the “Stock Exchange”) and has some

109,000 shareholders.

Corporate governance within Sandvik is
based on applicable legislation, the rules
and regulations of the Stock Exchange,
the Swedish Code of Corporate Govern-
ance (“The Code™), and internal guide-
lines and regulations.

The purpose of corporate governance is
to clearly specify the division of roles and
responsibilities among owners, the Board
and executive management. Corporate
governance comprises the Group’s control
and management systems. Another impor-
tant corporiate governance ingredient is
the link to Sandvik’s risk management,
in accordance with the ERM model, and
to the approved model for remunerarion

of senior executives.

Organizational model

Nomination Committee

Audit Committee

Group Assurance
Internal audit

This Corporate Governance Report is
not part of the statutory Annual Report
and it has not been examined by Sandvik’s
external auditors.

Ownership structure

Sandvik’s share capital amounts to

SEK 1,423,544,610 represented by
1,186,287,175 shares. Each share carries
one vote at meetings of shareholders.
According to the owner register, Sandvik
had about 109,000 shareholders at 31
December 2009. Industrivirden AB is the
largest owner with about 11.4% of the
share capital. Of the total share capiral at
year-end, approximately 33% was owned
by foreign investors, according to SIX
Agarservice.

ot .

Product areas and reporting companies

Shareholder meetings

Pursuant to the Swedish Companies Act,
the meeting of shareholders is the highest
decision-making forum, at which rhe
shareholders exercise their voting rights.
At the Annual General Meeting, resolu-
tions are made relating to the Annual
Report, dividends, election of Board
members and appointment of auditors,
remuneration of Board members and
auditors, and other marters stipulated in
the Companies Act and the Articles of
Association. Additional informarion con-
cerning the Annual General Meeting and
complete minutes are published on the

company's website, www.sandvik.com.

External auditors

Remuneration Committee

Group staff units

As a component in the governance of Sandvik, Group-wide cooperation and task forces have been established com-
prising representatives from all business areas and the Group. Examples of such groups include the Finance Manage-
ment Team, IT Management Team, R&D Council, Cross Communication Team. etc.




2009 Annual General Meeting
Shareholders representing 53.9% of the
votes and share capital attended the
Annual General Meeting held on 28 April
2009. Sven Unger, atrorney-at-law, was
elected to chair the meeting. The meeting
resolved to declare a dividend of SEK
3.15 per share for the 2008 fiscal vear. In
his presentation, President and CEO Lars
Pertersson commented on operations dur-
ing the 2008 fiscal year and developments
during the first quarter of 2009. He also
gave an account of the Sandvik Group’s
development opportunities.

Georg Ehrarooth, Clas Ake Hedstrom,
Fredrik Lundberg, Hanne de Mora, Egil
Myklebust, Anders Nyrén, Lars Petters-
son and Simon Thompson were reelected
as members of the Board. Clas Ake Hed-
strom was elected Chairman of the
Board. The trade union organizations
had appointed Tomas Kirnstrém and Jan
Kjellgren as permanent members of the
Board, with Merte Ramberg and Bo
Westin as deputies. Anders Nyrén is the
Vice Chairman of the Board.

Nomination Committee

A Nomination Committee has been
established in accordance with the reso-
lution passed at the Annual General
Meeting in 2008, The four largest share-
holders known to the company each
appointed one member and, together
with the Chairman of the Board, they
tormed the Nomination Committee.

Nomination Committee for the 2009 AGM
The Nomination Committee for the 2009
Annual General Meeting, comprising
Carl-Olof By, Chairman {Industrivirden),
Hakan Sandberg (Handelsbanken’s
Pension Foundations), Staffan Grefbick
(Alecta Pension Insurance), Marianne
Nilsson (Swedbank Robur Funds), and
Clas Ake Hedstrém (Sandvik’s Chairman),
held seven meetings. Through Sandvik’s
Board Chairman, the Nomination Com-
mittec received information concerning
the Board’s own evaluation of Board
members’ performance and of the compa-
ny’s operations, stage of development and
overall status. The Nomination Committee
discussed the general criteria that Board
members should fulfill, including inde-
pendence issues. The issue of more even
gender distribution was addressed by the
Committee. In its assessment, the Nomi-
nation Committee determined that the
Board functioned effectively and that the
various Board members represent a broad
spectrum of experience and knowledge,
which is why the Nomination Committee
has proposed the re-election of all Board
members.

Nomination Committee for the 2010 AGM
For the Annual General Meeting to be
held on 4 May 2010, the Nomination
Committee consists of Carl-Olof By,
Chairman (Industrivirden), Hikan Sand-
berg (Handelsbanken’s Pension Founda-
tions), Staffan Grefbick (Alecta Pension

The ten largest shareholders at 31 December, %
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Swedbank Robur Funds
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Handelsbanken's Pension Foundation
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Alecta Pension Insurance

Omnibus Account W FD OM80
Handelsbanken Funds

AMF Pension insurance

SEB investment Managemenrt

First Swedish National Pension Fund
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Nomination
Committee’s tasks

* proposals concerning the Chairman
of the Meeting

* proposals concerning the number
of Board members

* proposals concerning remuneration
of Board members and auditors

* proposals concerning Board members
and Chairman of the Board

* proposals concerning number of
auditors and appointment of auditors

* proposals concerning the method
of appointment of the Nomination
Committee for the forthcoming AGM
and its assignments.

Insurance), Marianne Nilsson (Swedbank
Robur Funds), and Clas Ake Hedstrom
(Sandvik’s Chairman).

The Board of Directors
The Board of Directors is responsible for
the company’s organization and the man-
agement of the company’s business. The
Board shall continuously monitor the com-
pany’s and the Group’s financial position.
The Board shall ensure thar the compa-
ny’s organization is designed in a way
that ensures that the accounts, the man-
agement of assets and the company’s
financial condition in general are control-

led in a satisfactory manner.

A0 0
115 1.0 110
23 2.4 26
4.0 18 38
8.7 56 109
31 29 11
21 20 22
1.5 18 38
15 17 16
08 0.9 04




The principal tasks of the Board are to:

.

for reaching these objectives,

.

suitably remunerated,

»

establish the overall objectives for the company’s operations and the strategy

ensure that the company’s executive management functions efficiently and is

ensure that the company’s external financial reporting is conducted transparently

and objectively and provides a fair view of the company’s performance, profitability,

financial position and risk exposure,

*

ensure that there are effective systems for the monitoring and control of the

company’s operations and financial position in relation to the established goals,

-

in taking necessary measures,

governing the company’s operations,

.

.

propose the dividend to the AGM.

The CEO is responsible for the daily
operations pursuant to guidelines and
instructions issued by the Board. The dis-
eribution of responsibilitics between the
Board and the CEQ is laid down in writ-
ten terms of reference.

Procedural Guidelines

The Board’s Procedural Guidelines and
instruction for Work Delegation berween
the Board and the CEQ, as well as inan-
cial reporting, are updated and approved

Composition of the Board in 2009

monitor and evaluate the company’s development and advise and support the CEQ

ensure that there is adequate control of compliance with laws and regulations

ensure that necessary ethical guidelines are established for the company’s conduct,

decide on acquisitions, divestments and investments,

each year. The update is based on such
aspects as the Board’s evaluation of the
individual and collective work that the
Board performs.

In addition to financial reporting and
the monitoring and follow-up of daily
operations and profit trend, Board meet-
ings address the goals and strategies for
the operations, acquisitions and major
investments, as well as matters relating to
the financial strucrure. Senior exccutives
report business plans and strategic issues

Name Function E

Georg Ehrnrooth
g

Member

Clas Ake Hedstrém Chairman

jan Kjellgren Member< 570
Tomas Kdrnstrém Member#® 2.865
Fredrik Lundberg Member No ” 5.200.000
Hanne de Mora Member Yes 0
Egil Mykiebust Member Tes 5.000
Anders Nyrén Vice Chairman Mo » 4.500
Lars Pettersson Member Mo+ 1365
Simon Thompsen Member Yes 0
Bo Westin Deputy* ) 101
Mette Ramberg Frodigh Deputy® ) ) ' 900

Uty members nartake n Board meet

Jan Egeligren (member) ana Mette Rarrberg

Arcer totals 134,431,200,

to the Board on an ongoing basis. The
respective committees prepare remunera-
tion and audit matters.

Evaluation of the work of the Board

To ensure that the Board of Directors
meets with required standards, a system-
atic and structured process has been
developed to evaluate the work thar the
Board and its members perform. The
evaluation of the work of the Board and
its need for experience and expertise cov-
ers each individual member. The Board
discusses the evaluations in a plenary
meeting. The Chairman of the Board
presents the results of the evaluation ar a
meeting with the Nomination Committee.

Composition of the Board of Directors
Sandvik’s Board of Directors, to the extent
elected at the Annual General Meeting,
has eight members. Pursuant to Swedish
legislation, union organizations are
cntitled to representation on the Board
and they have appointed two additional
members and two deputies.

In accordance with the Nomination
Committee’s proposal, Georg Ehrnrooth,
Clas Ake Hedstrém, Fredrik Lundberg,
Hanne de Mora, Egil Myklebust, Anders
Nyrén, Lars Pettersson and Simon
Thompson were reelected at the Annual
General Meeting in 2009.

Rermuneration
Cormmuttee

 Hected
1997 Member
1994 Charman
2008
2006
2006 Member ©
2006 Member
2003 Member
2002 Chairman
2002
2008
1959
2006

1y) represen




Sandvik’s General Counsel Bo Severin
served as secretary of the Board, the
Remuneration and Audit Committees as

well as the Nomination Committee.

independence

Aunders Nyrén and Fredrik Lundberg are
not independent in relation to major
sharcholders as defined in the Code. The
remaining four members elected at the
Annual General Meeting were all inde-
pendent in relation to Sandvik and major
shareholders. Accordingly, the composi-
tion of the Board complies with the
requirements in the Code that a mini-
mum of two of those members that are
independent in relation to the company
and its management shall also be inde-
pendent in relation to major shareholders,
and that the members that are independ-
ent in relation to the company and major
shareholders have the required experience
of serving public listed companies.

Board proceedings during 2009

During the year, the Board met on eight
occasions. The Board dealt with strategic
issues related to the operations of the
business areas. The exccutive manage-
ments of all three business areas pre-
sented their goals and strategies. During
the vear, the Board visited the acquired
company Wolfram Bergbau und Hiitten
in St. Martin, Austria, and Walter AG’s

new plant in Munsingen, Germany. In

addition, the Board addressed issues
related to the downturn in the economy
and its implications for the business. The
Board also addressed matters related to
personnel, such as succession planning
and remuneration ters. Decisions were
taken on investments, acquisitions and

divestments.

Evaluation of the President

The Board continually evaluates the per-
formance and competence of the President
and CEO and Group Executive Manage-
ment. When this issue is addressed - not
less than once a vear — no members of

Group Executive Management attend.

'Remuneration of the Board members

As resolved at the Annual General Meet-
ing, the fee to each of the external mem-
bers elected at the Annual General Meet-
ing is SEK 450,000. The Chairman’s fee is
SEK 1,350,000 and the fee to the Vice
Chairman 1s SEK 900,000, In addition,
SEK 150,000 was paid to the Chairman
and SEK 125,000 to each member of the
Audit Committee, in total SEK 275,000.

The Chairman of the Remuneration Com-
mittee was paid SEK 100,000 and each
member SEK 75,000, or a total of SEK
250,000. For additional informartion on
remuneration to the Board members, see
pages 60-62.

Attendance at Board and Committee meetings in 2009

Member

Number of meetings
Georg Ehrnrooth
Clas Ake Hedstrom
jan Kjeligren

Tomas Kdrnstrom
Fredrik Lundberg
Hanne de Mora

Eail Mykiebust
Anders MNyrén

Lars Pettersson
Sirnon Thompson
Bo Westin

Mette Ramberg Frodigh

8
8
8
3
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Board Committees

The tasks of the Committees and their
work procedures are stipulated in written
instructions issued by the Board. The
Committees shall draft issues and present
them to the entire Board for resolution.

Remuneration Committee
According to the Board’s work proce-
dures, the Remuneration Committee shall
prepare matters pertaining to the remu-
neration of the President and other senior
executives based on the guidelines
resolved at the Annual General Meeting.
In 2009, the members of the Remunera-
tion Committee were the Board’s Chair-
man Clas Ake Hedstrém (also Chairman
of the Remuneration Committee), Georg
Ehrnrooth and Egil Myklebust.
The Remuneration Committee’s recom-
mendations to the Board cover:
* principles for remuneration
o the distribution between fixed and vari-
able salary
* pension and severance pay
» other benefits to senior executive

management.

Based on the proposal by the Remunera-
tion Committee, the Board decides the
remuneration of the President and CEO.
The President decides the remuneration

to be paid to the other senior executives

runerafion
wnities

Audit

w
I

1
7
3
=
5
5
2
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following consultation with the Remu-
neration Committee. For additional
information, sce pages 60-62. Key guide-
lines relating to remuneration policies in
the Group have been presented to the
Remuneration Commitree,

During 2009, the Remuneration Com-

mittee was convened on two occasions.

Audit Committee
Since the 2009 AGM, the members of the
Audit Committee have been Anders
Nyrén (Chairman) and Hanne de Mora.
In 2009, the committee held five meetings
at which the company’s external auditors
and representatives of the company’s
management were present.
Areas addressed by the Audit Commit-
tee mainly related ro:
» financial reporting
* planning, scope and follow-up of the
internal and external audit
+ the Group’s implementation of system-
atic processes for risk management,
including legal disputes, accounting
procedures, taxation, finance opera-

tions and pension issues.

External auditor

At the 2008 Annual General Meering, the
audit firm KPMG AB was reelected audi-
tor for the three-year period until the
2011 Annual General Meeting, with Caj
Nackstad as the auditor in charge.

An account of the audit is presented to
the shareholders in the audit report. This
report provides a recommendation to the
shareholders upon which they can base
their resolutions at the Annual General
Meering regarding the adoption of the
income statements and balance sheets of

the Parent Company and the Group, the
appropriation of the Parent Company’s
profit and the discharge of the members
of the Board and the CEO from liability
for the fiscal year.

The audit is conducted in accordance
with the Companies Act and generally
accepted auditing standards, which
require that the audit is planned and per-
formed on the basis of knowledge of the
Sandvik Group’s operations and its devel-
opment and strategies. The audit includes
such activities as an examination of com-
pliance with the Arricles of Association,
the Companies Act, the Annual Accounts
Act, International Financial Reporting
Standards (IFRS) and the disclosure
standards specified by the Stock
Exchange relating to information in the
Annual Report, as well as issues related
to the measurement of items recognized
in the balance sheet and the follow-up of
essential accounting processes and finan-
cial control.

The progress of the audit is reported
regularly during the year to the manage-
ments of individual companies and the
business areas, to Group Executive Man-
agement, the Audit Commirtee and to the
Board of Sandvik AB.

The independence of the external audi-
tor is governed by a special instruction
prepared by the Audit Commirtee serting
out which non-audit services the external
auditors may provide to Sandvik.

In accordance with the Auditors Act,
auditors are required to continually assess
their independence.

For information on fees paid to auditors,
see page 62.

Operational management
Information relating to the Group’s oper-
ational organization and business activi-
ties is available on the company’s website,
www.sandvik.com.

The three business areas, Sandvik
Tooling, Sandvik Mining and Construc-
tion and Sandvik Materials Technology,
comprise Sandvik’s operational structure.
The presidents of the business areas
report directly to the CEO of Sandvik AB
and are responsible for the business activ-
ities of their respective areas. In turn, the
business areas are organized in various
product areas or customer segments.
Internal Board meetings are held at the
business area level. Sandvik’s CEO chairs
these meetings. In addition to the presi-
dent and the financial manager of the
business area, Sandvik AB’s Fxecutive
Vice President, the Group’s CFO, Busi-
ness Controller and the General Counsel
artended these meetings. Executive Vice
President Peter Larson is a Board member
of Seco Tools AB and thus does not par-
ticipate in Sandvik Tooling’s Board meet-
ings.

CEOQ and Group Executive Management
In 2009, Group Executive Management
comprised Lars Pettersson, President and
CEO, Anders Thelin, Sandvik Tooling,
Lars Josefsson, Sandvik Mining and Con-
struction, Peter Gossas, Sandvik Materi-
als Technology, Peter Larson, Executive
Vice President, Per Nordberg, Fxecutive
Vice President and CFO (up to an includ-
ing 31 August 2009) and Ola Salmén,
CFO (from 1 September 2009). Group
Executive Management is convened each



month and deals with the Group’s finan-
cial development, Group-wide develop-
ment projects, leadership and competence
sourcing, and other strategic issues. The
Sandvik Group has established Group
functions responsible for such Group-
wide activities as financial reporting,
business analysis, treasury, IT, communi-
cations, internal control, legal affairs,
HR, taxes, investor relations, intellectual
rights, and patents and trademarks. Intel-
lecrual rights and patents and trademarks
are managed by a separate, wholly owned
Group enrity. In addition to Group Exec-
utive Management, business areas and
Group functions, a number of councils
are commissioned to coordinate Group-
wide strategic arcas, such as environ-
ment, health and safety, research and
development, purchasing, I'T, inance and
HR.

The CEO and other members of Group
Executive Management are presented on
page 110 of the Annual Report. For princi-
ples, remuneration and other bencfits pay-
able to Group Executive Management, see
pages 60-62.

For each country in which Sandvik has
a subsidiary, there is a Country Manager
whose task includes representing Sandvik
in relation to public authorities in the
country, assuming responsibility for
Group-wide issues, coordinating Group-
wide processes, and ensuring compliance
with Group-wide guidelines.

For cach such country, a member of
Group Executive Management, or another
person appointed by Group Executive
Management, has been assigned overall
responsibility for the operations in the
country concerned (Group Management

Representative). In most cases, this mem-
ber is also Chairman of the local Board
and, among other tasks, must ensure com-
pliance with Group-wide guidelines aided
by the Country Manager.

Integration of acquired companies
In the most recent 10-year period, Sand-
vik has acquired some 50 companies. In
the past two years, 11 new companies
with some 1,000 employees and rotal
sales of about SEK 3 billion (at acquisi-
tion date} have been acquired. Accord-
ingly, a considerable part of the Sandvik
Group’s growth comes from acquisitions.

A swift and well-accomplished integra-
tion of new companies with Sandvik’s other
operations is of urmost importance. The
commercial synergies of the acquisition
must be ensured. The integration also com-
prises management and HR issues, and
harmonization with Sandvik’s administra-
tive procedures and its core values: Open
Mind, Team Spirit and Fair Play.

The integration is secured in three steps.
During the initial acquisition stage, prior to
the completion of negotiations and before
the acquisition is finalized, the significant
integration aspects are analyzed and pre-
pared. When the acquisition is concluded,
an integration group is appointed which is
charged with the task of planning and
implementing the integration in various
areas. Finally, the company is incorporated
into Sandvik’s administrative procedures
and its personnel are trained in Sandvik’s

regulations, instructions and set of values.

This includes financial reporting, which
allows for early consolidation into Sand-
vik’s financial reporting and the consoli-
dared financial statements.

Internal control and risk management
The Board has the overall responsibility to
ensure that the Group’s system for man-
agement and internal control is effective.

The guidelines for Sandvik's operations
are assembled in The Power of Sandvik,
the contents of which include:

« the Group’s business concept, strategies,

objectives and values

organizational structure and job

descriptions

Sandvik’s Code of Conduct including
business ethics, human rights, equal
opportunity, health and safety, external
environment and community involve-

ment

administrative procedures, guidelines

and instructions

The Group’s risk management complies
with the ERM model and is integrated
with the daily planning, monitoring and
control within the framework of strategic
and operational management. Effective
risk management unites operational busi-
ness development with demands from
shareholders and other stakeholders for
control and sustainable value ereation.
Risk management also aims to minimize
risks while ensuring that opportunities
are utilized in the best possible way.




Internal control regarding financial reporting

- were established in accordance with prevailing legislation, Interna-
tlonal Flnancnal Reportmg Standards (IFRS) and the listing agreement with the Nasdag OMX
Nordic Exchange Stockholm. This description of internal control over financial reporting is
prepared in accordance with the Code, sections 10.5 and 10.6. It does not form part of the

formal Annual Report and has not been examined by the external auditors.

Sandvik’s finance organization manages a
well-established financial reporting proc-
ess that ensures a high level of internal
control. The internal control system
applied follows the conceptual frame-
work of COSO, which is based on five
key components comprising good internal
control in large companies. The five com-
ponents are Control Environment, Risk
Assessment, Control Activities, Informa-
tion and Communication and, finally,
Monitoring and Follow up.

The internal control procedures cover
all stages of the financial reporting proc-
ess, from the initial recording of transac-
tions in each subsidiary and reporting
entity, to the validation and analysis of
cach business area further to the consoli-
dation, quality assurance, analysis and
reporting at Group level. The way Sand-
vik applies the COSO framework is
described in the following.

Control Environment

As described earlier in the Annual Reporr,
The Power of Sandvik is the primary
source for the guidelines governing man-
agement and staff, internal control and
conduct at Sandvik. The Power of Sand-
vik contains the Sandvik Code of Con-
duct, delegation instruments, including
signatory and authorization prineiples
for decision-ntaking and cost approvals,
request and approval procedures regarding
investments and acquisitions, and instruc-
tions regarding tunding and the place-
ment of capital.

In the area of financial reporting, the
Sandvik Financial Reporting Procedures
{(FRP) have been implemented. This
document contains detailed instructions

regarding accounting principles and
financial reporting procedures to be
applied by all Sandvik reporting entities.
In the 20 major countries where Sandvik
operates, Country Financial Managers
are appointed to support the local man-
agement and finance organizations and to
provide a link between reporting entities
and Group finance. At Group level,
Group Financial Control manages the
reporting process to ensure the complete-
ness and correctness of financial report-
ing and its compliance with IFRS require-
ments. Group Business Control provides
the business analysis of results and the
report on operational performance. Both
statutory and management reporting is
performed in close cooperation with busi-
ness areas and specialist functions such
as tax, legal and financial services to
ensure the correct reporting of the
income statement, balance sheet, equity

and cash flow.

Risk assessment and risk management
The ERM work at Sandvik described car-
lier in the Annual Report also includes
the area of financial reporting. This
means that risk management is a natural
element of the daily work on and respon-
sibility for financial reporting. Specific
activities have been established with the
purpose of identifying risks, weaknesses
and any changes needed ro the financial
reporting process to minimize risks. The
combination of work descriptions, roles
and responsibilities, IT systems, skills
and expertise creates an environment that
is monitored continuously to identify and
manage potential risks.

Control activities
Control activities have been implemented
in all areas that affect financial reporting.
The internal control activities follow the
logic of the reporting process and the
finance organization. In each reporting
entity, the finance statf is responsible

for the correct accounting and closing

of books. The finance staff adheres to the
Sandvik Financial Reporting Procedures
and validates and reconciles local accounts
before submitting them to business area
management and Group finance for con-
solidation.

Controllers in the product and business
areas perform analytical reviews and
investigations, conduct business trend
analyses and update forecasts and budgets.
They investigate certain issues related to
the financial information when needed.
All business areas present their financial
performance in written reports on a
monthly and quarterly basis.

The Group finance functions that are
responsible for the consolidated Sandvik
tncome statement, balance sheet and
cash-tlow statement and the internal
management and external statutory
reporting perform detailed reconciliation
of submitted financial information from
each reporting entity. Comparisons are
made against targets, forecasts and previ-
ous accounting periods. Key ratios and
performance indicators are reviewed and
calculations tested. In-depth analysis is
made of reported numbers and perform-
ance. Meetings are held with business
area management to discuss performance
and to agree on the outcome of financial
information for the reporting period.



Group Financial Control, Group Business
Control and Group Assurance all have
key responsibilities for control activities

regarding financial reporting.

Information and communication
Financial reports setting out the Group’s
financial position and the earnings trend
of operations are regularly submitted

to the Board. The Board deals with all
quarterly interim reports as well as the
Annual Report prior to publishing and
monitors the audit of internal control and
financial statements conducted by Group
Assurance and external auditors.

The business areas and major countries
also have a system of internal Board
meetings with a formal agenda, including
tinancial information, monitoring and
decisions related to financial matters.

Steering documents, such as policies and
instructions, are updated regularly on the
company’s intranet and are available to
Sandvik’s employees. Reporting require-
ments are also updated on the company’s
intranet and are communicated through
formal and informal channels, as well as
at regular meetings and conferences.

Information to external parties is com-
municated regularly on Sandvik’s website,
which contains news and press releases.
Quarterly interim reports are published
externally and are supplemented by inves-
tor meetings attended by Group Executive
Management. In addition, there is an
established agenda for communicating
information on shareholder mectings and
other information to owners. The Annual
Report is made available to shareholders
and the general public, both as a printed
version and on Sandvik’s website.

Monitoring and follow-up

Order status, sales statistics and cash
tflow are reported and monitored on a
monthly basis while a comprehensive and
complete closing of books, together with
a full reporting package provided to the
Group Executive Management and the
Board, is performed quarterly and for the
full fiscal year.

Fach business entity manager and
finance organization is ultimately respon-
sible for continuously monitoring the
financial information of the various enti-
ties. In addition, the information is moni-
rored at a business area level, by Group
staff functions, Group Executive Manage-
ment and by the Board. The Audit Com-
mittee at Sandvik is a key body in the
monitoring of financial reporting and
different aspects thereof.

The performance of the financial report-
ing process and the quality of internal
controls are assessed by Group Finance
every month as part of the quality assur-
ance of reporting. The Sandvik internal
audit function Group Assurance independ-
ently monitors the internal control system
of financial reporting as part of its audit

plan.

Group Assurance

As assigned by the Board and the Audir
Committee, the Group Assurance staff
function ensures that the Group has
effective corporate governance, internal
control and risk management procedures.

The purpose of the activities of Group
Assurance is to support the creation of
value growth in the Group. It achieves
this by ensuring that well-functioning
risk management and appropriate inter-
nal control have been established, by
ensuring the quality of internal controls
and by suggesting improvements in the
arcas of corporate governance, internal
control and risk management. Group
Assurance is subordinated to the Board’s
Audit Committee and the head of the unit
reports to the Audit Commirtee. In func-
tional terms, the head of Group Assur-
ance reports to Sandvik’s CFO.

The internal audits are based on the
Group’s guidelines and policies for corpo-
rate governance, risk management and
internal control with regard to such
aspects as financial reporting, compliance
with the Code of Conduct and IT. The
examination results in actions and pro-
grams for improvement. The teams report
to Group Executive Management and
business area management and to the
Board’s Audit Committee.




Clas Ake Hedstrém, b. 1939,
Chairman since 2002, Director of
Sandvik AB since 1994.

Educarion and business experience:
MSc. Eng. President and CEQ of Sandvik
AB 1994-2002. President of Sandvik
Tooling business area 1980~1994 and
various positions within Sandvik Coro-
mant 1965-1980.

Current Board assignments: —
Shareholding in Sandvik (own and
closely related persons): 225.000.

Lars Pettersson, b. 1954,

Director of Sandvik AB since 2002.
Education and business experience:
MSc. Eng., PhID Honorary. President and
Chiet Executive Officer of Sandvik AB
since 2002, Group Executive Vice Presi-
dent and President of Sandvik Specialty
Steels business area 2000-2002. Various
positions within production and manage-
ment in Sandvik 1978-1999,

Current Board assignments: Director of
Skanska AB and Teknikféretagen,
Shareholding in Sandvik (c1en and
closely related persons): 113,654.

Not independent in relation to the com-

pany and Group Executive Management.

Georg Ehrnrooth, b. 1940,

Director of Sandvik AB since 1997,
Education and business experience:
Graduate engineer, D.Tech. Honorary.
President of Metra Oyj {currently Wirt-
sild Oyj Abp) 1991-2000, Presidenr of
Lohja Oyj Abp 1979-1991, various posi-
tions in production and management
within Wirtsili Ovj Abp 1965-1979.
Current Board assignments: Director
Nokia Oyj.

Shareholding in Sandvik (0w and
closely related persons): 55,000,
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Fredrik Lundberg, b. 1951.

Director of Sandvik AB since 2006.
Education and business experience:
MSc. Eng., B.Sc. (Econ.}, D.Fcon Honor-
ary, D.Tech. Honorary. Active in L F
Lundbergforetagen AB since 1977 and
Chief Executive Officer since 1981,
Current Board assignments: Chairman of
the Board of Cardo AB, Holmen AB,
Hufvudstaden AB, Vice Chairman of
Svenska Handelsbanken AB and NCC
AB, Director of LE Lundbergforetagen
AB and AB Industrivirden.

Sharebolding in Sandvik (own and
closely related persons): 5,240,000, via

L E Lundbergfiretagen AB 14,000,000
and via AB Industrivirden 135,431,200.
Not independent in relation to major
sharebolders in the company.

Anders Nyrén, b. 1954,

Director of Sandvik AB since 2002.

Vice Chairman of the Board.

Education and business experience:
B.Sc. (Econ.), MBA. President and Chief
Executive Officer of AB Industrivirden
since 2001, Executive Vice President and
CFO of Skanska AB 1997-2001, various
executive positions within AB Wilhelm
Becker, STC Scandinavian Trading Co
AB, STC Venture AB, OM International,
Securum AB and Nordbanken 1979-1997.
Current Board assignments: Chairman of
Association of Exchange-listed Compa-
nies and the Association for Good Prac-
tices on the Securities Market, Vice
Chairman of Svenska Handelsbanken
AB, Director of Ericsson AB, Indus-
trivirden, SCA, SSAB, Volvo and Frn-
stromgruppen.

Shareholding in Sandvik (0w and
closely related persons): 4,500.

Not independent in relation to major
shareholders in the company.

Egil Myklebust, b. 1942,

Director of Sandvik AB since 2003.
Education and business experience:
LLB. Chief Executive Officer of Norsk
Hydro 1991-2001, President of
Neringslivets hovedorganisajon 1989~
1990, President of Norsk Arbeidsgivare-
forening 1987-1988, various positions
within Norsk Hydro 1971-1987. Con-
sultant to the National Insurance Admin-
istration [968-1971,

Current Board assignments: —
Shareholding in Sandvik (own and
closely related persons): 5,000.

Hanne de Mora, b. 1960,

Direcror of Sandvik AB since 2006.
Education and business experience:
B.Sc. (Econ.), MBA, IESE, Barcelona.
One of the founders and owners, also
Chairman of the Board of the manage-
ment company a-connect (group) ag since
2002, partner in McKinsey & Company
Inc. 1989-2002, various positions within
brand management and controlling
within Procter & Gamble 1986-1989.
Current Board assignments: —
Shareholding in Sandvik (own and
closely related persons): 0.

Simon Thompson, b. 1959.

Director of Sandvik AB since 2008.
Education and business experience:

MA Geology. Various positions with
Anglo American Group 1995-2007
including director of Anglo American plc
2005-2007, Director of AngloGold
Ashanti 2004-2008, Chairman of Tar-
mac 2004-2007, Director of SG Warburg
1994-1995, NM Rothschild & Sons Ltd.
1984-1995.

Current Board assigmments: Director of New-
mont Mining Corporation and AMEC ple.
Sharebolding in Sandvik (own and
closely related persons): 0.




Tomas Kiarnstrém, b. 1966.

Director of Sandvik AB since 2006
{employee representative).

Education and business experience:
Principal safety representative Sandvik
Materials Technology. Various positions
within Sandvik since 1986.

Current Board assignments: —
Shareboldings in Sandvik (o101 and
closely related persons): 2,863,

Jan Kjellgren, b. 1952,

Director of Sandvik AB since 2008
{employee representative).
Fducation and business experience:
Research engineer, Sandvik Tooling
Sverige AB. Various positions within
Sandvik since 1981.

Current Board assignments:

AB Sandvik Hard Materials,
Sandvik Tooling Sverige AB.
Sharebolding in Sandvik (own and
closely related persons): 570.

Bo Westin, b. 1950.

Director of Sandvik AB since 1999
(employee representative).

Education and business experience:
Chaitrman Union Committee, Metal
Workers® Union, Sandvik Rotary Tools
AB, Képing. Various operator positions
within Sandvik Mining and Construction
since 1973, Volvo Kopingverken 1971~
1972, Kopings Mekaniska Verkstad
[968~1970.

Current Board assignments: Director
of Sandvik Rotary Tools.

Sharebolding in Sandvik (own and
closely related persons): 0.

Mette Ramberg Frodigh, b. 1961.
Director of Sandvik AB since 2006.
Resigned 29 June 2009 (employee
representative).

Honorary Chairman

Percy Barnevik, b. 1941.

Chairman of the Board of Sandvik AB
[983-2002.

Information regarding Board assignments and holdings of shares is as of 1 January 2010.

Caj Nackstad, b. 1945.

Auditor in charge, Authorized Public
Accountant, KPMG AB.

Other auditing assignments: LKAB,
Axel Johnson AB and Wallenius.
Sharebolding in Sandvik {owwn and
closely related persons): 0.

Bo Severin, b. 1955.
Secretary to the Sandvik Board of
Directors since 2000,

Education and business experience:

LLB. General Counsel in Sandvik AB.

Current Board assignments: —
Shareholding in Sandvik (own and
closely related persons): 12,806.
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Lars Pettersson, b. 1954.

Director of Sandvik AB since 2002.
President and Chief Executive Officer

of Sandvik AB since 2002.

Education and business experience:
MSc. Eng., PhD Honorary. Group Execu-
tive Vice President and President of Sand-
vik Specialty Steels business area 2000
2002, various positions within produc-
tion and management in Sandvik
1978-1999.

Current Board assignments: Director of
Skanska AB and Teknikforetagen.
Sharebolding in Sandvik (own and
closely related persons): 113,654.

Peter Larson, b. 1949,

Executive Vice President of Sandvik AB
since 2000. Responsible for Business
Development and HR.

Education and business experience:
B.Sc. (Econ}, Executive Vice President
and head of IT, Sandvik AB 2004 until
15 February 2009, Executive Vice Presi-
dent and CFO, Sandvik AB 2000-2004,
Executive Vice President of Kanthal
1992-2000, Administration Manager,
Uddcholm Tooling 1989-1992, controller
positions within Hirnésands Grafit AB,
Kanthal AB and Asea/ABB 1974-1989.
Current Board assignments: Director of
Seco Tools AB.

Sharebolding in Sandvik (own and
closely related persons): 41,425.

Group staff units

IT Daniel Repond
Business Control Andreas Burman
Real Estate Cari Larsson
Financiai Control Biorn Wahlborg
Financal Services Anders Orbom

Bernth Nilsson

Group Assurance

Renore 2009

Ola Salmén, b. 1954,

CFO of Sandvik AB since 1 September 2009,
Education and business experience:

B.5c¢. (Econ), CFO Vin & Sprit AB 2002
2009, CFO Adcore AB 2000-2001, Dirce-
tor of Finance Handelsbanken Markets
1997-2000, various financial manager and
controller positions at the Swedish Match
and STORA Groups 1984-1996.

Current Board assignments: Director of
Svevia AB and Petersson & Wagner Fonder
AB.

Shareholding in Sandvik (own and closely
relared persons): 2,000,

Anders Thelin, b, 1950.

President of Sandvik Tooling business
area since 2000.

Education and business experience:
MSc. Eng. Various positions within
research and development and the man-
agement group of Sandvik Coromant
1976-2000.

Current Board assignments: Director of
Haldex AB.

Sharebolding in Sandvik (own and
closely related persons): 18,891.

Intellectual Property
Communications

Investor Relations

Legal Affairs

HR and Business Development

Taxes and Financial Projects

nMments and holgirgs of shares is vasd as of 1 january 2010,

Lars Josefsson, b. 1953.

President of Sandvik Mining and Con-
struction business area since 2003,
Education and business experience:
MSc. Eng. Physics. President, ABB STAL/
Alstom Sweden AB 1998-2003.

Current Board assignments: Interna-
tional Council of Swedish Industry
Sharebolding in Sandvik (own and
closely related persons): 40,000,

Peter Gossas, b. 1949.

President of Sandvik Materials Technology
business area since 2002,

Education and business experience:
MSc. Eng. Physics. General Manager
Sandvik Tube 2001, business unit man-
ager positions within Avesta Polarir,
Avesta Sheffield and Avesta AB 1986~
2001, production and development posi-
tions within SSAB 1974-1986.

Current board assignments: Director of
Hoégands AB, chairman of the Employers’
Association of the Steel and Mertal Indus-
try, Chairman of “Industriarbetsgi-
varna.”

Sharebolding in Sandvik (vwn and
closely related persons): 604.

Henrik Higglaf
Anders Wallin
jan Lissaker

Bo Severin
Peter Larson

Thomas B. Hjelm (until 31 August 2009)
Pierre Jansson (from 1 September 2009)



Annual General Meeting
The Annual General Meeting will be held ar
Goransson Arena, Sirragaran 135, Sandviken
on Tuesday, 4 May 2010 at 5.00 p.m.
Sharcholders wishing to atrend the
Meeting must notify the Company cither
by letter to Sandvik AB, Legal Affairs,
SE-811 81 Sandviken, Sweden or by fax
+46 26 26 10 86, or telephone +46 26
26 09 40 from 9.00 a.m. to 12.00 noon
and 10O p.m. to 4.00 p.m. on weckdays,
or via the Internet on the Group’s website
{www.sandvik.com}. Such notification
must reach Sandvik AB not larer than
Tuesday, 27 April 2010. Sharcholders must
also have been entered in the Share Regis-
ter kept by Euroclear Sweden AB not later
than Tuesday, 27 April 2010 to establish
their right to attend the Meeting.
Shareholders whose shares are regis-
tered as held in trust must have them tem-
porarily re-registered with Euroclear Swe-
den AB in their own names not later than
Tuesday, 27 April 2010 to establish their
right to attend the meeting. Note thar this
procedure also applies to shareholders
using a bank’s shareholder deposit account
and/or trade via the Internet.

In notification of your intent to attend
the Meeting, please state your name,
personal or corporate registration number,
address and relephone number, and details
of any advisors. If you plan to be repre-
sented at the Meeting by proxy, notice
must be given to Sandvik AB prior to
the Meeting,.

Payment of dividend
The Board and the President propose that
the Meeting declare a dividend of SEK
1.00 per share for 2009.

The proposed record date is Friday,
7 May 2010. If this motion is adopted by
the Meeting, it is expected that dividends
witl be paid on Wednesday, 12 May
2010. Dividends will be sent to those
who, on the record date, are entered in
the Share Register or on the separate List
of Assignees, etc. To facilitate the distri-
bution of dividends, shareholders who
have changed address should report their
change of address to their bank in suffi-
cient time prior to the record date.

Sandvik’s Annual Report
Sandvik’s Annual Report for 2009 com-
prises the formal financial statements,
meaning the Board of Directors” report,
income statements and balance sheers,
with accompanying notes, etc., and is
printed separately in a reduced number of
copies for the shareholders who have
ordered the printed reports. In addition to
descriptions of operations, inancial key
figures, goals, business concept, strategy
and more, The Sandvik World 2009/2010
provides an in-depth look at a number
ot key areas. The Sandvik World will be
distributed to shareholders in April 2010.
The Annual Report is available on the
Group’s website (www.sandvik.com) and
can be ordered in a printed format.




Key Figures i+

7008 o
Invoiced sales, SEK M 92,654 86,338 72,289 63,370 54.610 18.810 48900 13,750
+7 +19 +14 +16 +12 0 0 +12 +11
+5 +18 +14 +14 +15 +3 7 +3 +12
0 +2 +3 +1 1 1 +2 +10 +1 1
10 0 2 1 + 2 7 3 +8 +3
1412 12,794 14.394 2,068 2.532 7578 1967 5771 6103 £.327
as % of invoicing 2 14 17 17 135 74 10 12 12 4
t after financial items, SEK i1 2472 10.577 12997 13 3.81 6877 1187 5063 5506 5,804
as % of invoicing -5 " 15 15 14 3 9 10 i 13
Corsolidated nat result for the year, SEK M 2,596 7836 9,594 8107 6392 541 2,788 3436 3,688 3712
Shareholders eguity, SEK M 29,957 36,725 29,823 24,507 23551 21440 23,205 23972 23019
Equity ratio, % 33 36 35 " il 46 46 48 50 55
Net debt/equity ratio, multiple 10 0.9 0.4 0.7 0. 0.5 05 0.4 0.3
Rate of capital turnowe 73 101 12 115 2 108 98 97 102 104
Cash and cash equivalents, SEK M 7,506 4998 2.006 1745 1,559 1,720 1972 2,175 2,258 2.097
Return on shareholders’ equity, % 7.9 248 344 318 274 217 12.8 14.9 155 173
Return on capital employed, % 13 19.9 270 276 237 20,5 134 154 174 20.3
irvestments in property, plant and
cquipment, SEK M 7169 5399 3.665 2.967 3453 2,357 2,627 2,087
Total mvestments, SEK M 8,301 10.068 3950 3,278 3.260 5066 1,083 2670
Cash flow from operations, SEK M 7,671 5476 8170 7,266 5322 5,421 7490 5,093 1476
Cash flow, SEK M 2,764 179 357 180 =207 104 8 73 334
Number of employees, 31 December 44,355 50,028 47123 A7 39,613 38421 36,930 37388 34,848 34,742
"
Per-Share Data o L
Basic earnings 2.85 2.85
Diluted earnings - 2.85 2.80
Equity 0 1910 17.80
Dividend {2009 as proposed) 1.00 315 100 325 2.7 2.20 210 2.00 190 1.80
Direct return » 12 6.4 36 33 3.6 11 4.2 52 12 1.0
Payout percentage *, % 50 52 50 55 57 94 73 &5 63
Quoted prices. Sandvik share, highest 20 108 151 106 79 56 50 52 49 52
lowest kL 42 96 71 54 46 35 38 35 36
year-end 86 149 LN 100 74 54 50 39 45 45
Mo, of shares at year-end, million 11863 1186.3 1.186.3 11863 11863 12352 12501 12501 12551 12935
Average rio, of shares, muflion 11863 11863 11863 11863 12769 12558 12501 1.252.5 12776 12935
P/E ratio ™ 7.8 14.5 15.49 i5.0 139 2241 4.2 156 159
Quoted price, % of equity » 352 163 162 452 374 293 288 209 235 155

Development by Business Area

invoiced sales Operating result and operating margmn
2009 2008 ; 2007 2006

- CTSEC L TBEC L msEC o MsEK L MSEC » PSEK B TSEK
Sandvik Tooling 19.078 25975 24,732 22,477 -527 -3 5461 5989 24 5191
Sandvik Mining and
Construction 32,621 38,651 33.073 25,001 466 1 1996 13 4979 15 3.672 1
Sandvik Materials Technology 15,328 21480 22186 19337 1137 -7 1487 & 2A35 " 2,324 12
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Year in brief

Financial

* Orderintake up 1%, SEK 92,610 M.

* Invoiced sales up 5%, SEK 92,654 M,

* Profit after financial items ~19%", SEK 10,577 M.
* Earnings per share down 18%, SEK 6.30.

* Proposed dividend SEK 3.15.

* Exciuding currency effects for comparabie units,

Invoiced sales by customer area, SEK M
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Key figures
SEK 1 2008 007
Order intake 92,610 92,059
Invoiced sales 92,654 86,338
Profit after financial items 10,577 12,997
Earnings per share, SEK 5.30 7.65
Return on capital employed, % 19.9 70
Return on shareholders’ equity, % 24.8 344
Cash flow from operations 9,671 5476
Number of employees,
at 31 December 50,028 47123

ry

Change

+1%
+7%
-19%
~18%

Operational

* Continuing programs in research, development
and marketing,

* Improved cash flow.

* Action taken to adjust production capacity
and costs to lower demand, including personnel
reductions.

The global economic dedline in the fourth quarter of 2008 was ane of
the most dramatic expenenced by Sandvik. The downturn impacted all
business areas and many markets. Order intake decreased in price and
volurne by 18%, while the drop in invoiced sales was 1%. The market
slow down varied among customer segments anid was most discernible
in the automotive industry, construction and exploration industries,
parts of the general engineering industry and consumer-related
industries,

Demand for Sandvik's products deteriorated sharply toward the end

of the year. The siowdown was global, but order intake was relatively

strong in South America and Africa, notably from the mining industry,
The dramatic decline int the market meant that order intake in the Jast
quarter was 14% lower than invoiced sales.

During the last quarter of 2008 a number of measures to adjust costs
and production capacity to the less favorable market situation were
taken and the effects of these measures will impact earnings gradually
during 2009. Sandvik conducts continuous assessments of the market
and acts in accordance with these,

SANDVYIK AMNUAL REPORT 2008



This is Sandvik

: S with advanced products and world-leading positions in
selected areas. The Group is represented in 130 countries and has about 50,000 employees. Sales
amounted to approximately SEK 93 billion.

Sandvik’s operations are based on unique expertise in materials technology and extensive insight into
customer processes. This combination has provided world-leading positions in three primary areas:

* Tools for metal cutting in cemented carbide, high-speed steel and other hard materials as well as
components in cemented carbide and other hard materials.

* Equipment and tools for the mining and construction industries.

* Products in advanced stainless materials, titanium, special alloys, metallic and ceramic resistance
materials and process systems.

Sandvik is focused on growth. Sales have almost doubled during the past five years. To create the basis for continued profitable
= g3 y b

growth, operations are divided into three business areas. with world-leading positions. Each business area is responsible for

research and development. production and sales of its particutar products.

Business areas Offering Markets

The major customer segments are the global
energy and aerospace industries as well as the
automotive and general engineering industries.
 The global market for metal Cutting tools is
estimated to total some SEK 140 billion, with
als, such as synthetic diamonds, cubic an average annual growth of 3-4%. The mar-
boron nitride. ceramics and high-speed ket potential for other components and wear
steel. parts made of hard materials is estimated at

Tools and tooling systems for metal cutting,
as well as wear parts and components in
cemented carbide.

Highly efficient product solutions in
cemented carbide and other hard materi-

Sandvik Tooling
focuses primarily on tools and tooling systems
for metal cutting,

The products are sold under a number of
international brands, such as Sandwvik, Sandvik
Coromant, Walter, Valenite, \ aleniteSafety,
Dormer, Precision and Diamond innovations,

DVIK ANNUAL REFORT

Sandvik Mining and Construction
specializes n equipment, tools and service
for the mining and construction industries,

Effective 1 April 2009, Sandvik Mining and
Construction is active in three customer
segments: Underground Mining, Surface
Mining and Construction.

Sandvik Materials Technology
develops products in advanced stainless
materiais. special alloys, metallic and ceramic
resistance materials and process systems.

Operations are divided into six product
areas — Tube, Strip, Wire, Kanthal, Process
Systems and MedTech.

Equipment, tools, service and technical
solutions for mineral exploration, mining
and processing of rock and minerals in the
mining and construction industries.

An extensive product program for driii-
ing and mecharical mining, as well as for
loading and transport. crushing and sort-
ing, demolition, recovery and handling of
rock and minerals.

High value-added products and system
solutions based on advanced metallic
materials,

Process equipment based on steel belts.

Manufacturing of orthopedic implants and
instruments.

Systems for generating, controling,
measuring or protecting against heat.

The products are depioyed primarily in
mines and in construction aperations
worldwide,

The global market is estimated to
amount to more than SEK 220 billion.
Average. iong-term annual growth for
equipment, tools and spare parts is about
4-6%, with a higher growth rate for ser-

vices,

Customers are active in most industrial
segments in which exacting demands are
imposed on safety, productivity, cost effi-
ciency and a long life cycle.

The world market is estimated at more
than SEK 150 biliion. The underlying aver-
age annual growth is 4--6%. while growth
is higher in such segments as medical tech-
nology and energy.
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LETTER FROM THE PRESIDENT AND CEO

Consolidation to meet decline in demand
and strengthen competitiveness

TDVIK ARMUAL REPCRT 2008

for the entire global

economy in the wake of the financial crisis and the rapid decline in
demand. Also for Sandvik, the market demand dropped during the
close of the year, following three robust quarters with consistently
high demand in most of the customer segments.

Although 2008 was marked by the decline
in demand during the fourth quarter,
Sandvik advanced its market positions in a
mimber of ways during the year. The
launch of new products, expansion into
emerging markets and within product
arcas as well as integration of acquired
companies continued as planned. The
strong customer focus to constantly
achieve improvements in customer produc-
tivity and profitability was further devel-
oped and the process to improve competi-
tiveness in these areas was strengthened.

Weaker growth in all business areas
Fiscal 2008 was yet another strong year
for Sandvik in terms of sales and earnings.
Invoicing for the vear amounted in toral to
SEK 92,654 M (86,338), with profit for
the year totaling SEK 7,836 M (9,594).
During the first three quarters of the vear,
sales and invoicing were up from the pre-
ceding year. It was only at the end of the
third quarter that weaker demand was
noted and this development was acceler-
ated by the global financial crisis. From
November onwards, the slowdown in the
automotive, construction and exploration
industries spread to most other industries,
with exception of the energy sector.

Focus on costs and production
capacity

As a result of the market downturn, a
number of actions were taken ro adapt
capacity and costs to a lower demand,
These have included the termination of
employment for more than 3,000 employ-
ees including temporary workers and con-

sultants. Increased focus on reducing tied-
up capital in inventories, account receiv-
ables as well as fixed assets is a key ele-
ment to further strengthen the cash flow.
In view of the prevailing uncertain condi-
tions, continuous assessments of the market
are conducted and further actions will be
taken if required. Meanwhile, Sandvik’s
tinancial stability will be utilized to the
greatest extent possible to retain marketing
activities and R&D) and thereby increase
market shares and secure the long-term
development.,

Sandvik Tooling

One of the notable evenrs during the vear
included investment in a new production
plant in Wuxi, China. A corporate pres-
ence in China creates proximity o custom-
ers in this expansive market and offers
substantial advantages in customer service
and credibility to the customers. As a
result of the acquisition of the Norwegian
company Teeness ASA —a market-leading
company in the development and produc-
tion of anti-vibration tools - the business
area’s offering was strengthened in the
acrospace and energy industries. Order
intake, invoicing and profitability weak-
ened markedly within Sandvik Tooling
during the fourth quarter of 2008 and
measures were taken to adapt to lower
volumes.

Sandvik Mining and Construction
The business area consolidated its position
in the various customer segments. At the
beginning of the year, the largest order to
date in soft mineral mining was received




from Canada. Sandvik strengthened posi-
tions in most markets, but notably in East-
ern Europe and China. As a result of the
weakening markets, a sharp decline in order
intake for the business area was noted in the
fourth quarter. This led to a reduction of
employees and a review of the organization.
Sales of service and maintenance to cusrom-
ers will be a focus area going forward.

Sandvik Materials Technology
Business conditions remained robust in
Sandvik Materials Technology throughout
the first three quarters. In the fourth quar-
ter, market demand diminished sharply,
most notably in the automotive, acrospace
and engineering industries. In contrast,
demand remained stable in the energy sce-
tor. The decline in order intake made a
strong adapration of capacity and costs
necessary, resulting in layoff notices for
1,500 employees, primarily in Sweden.
Additional acquisitions in the medical-
rechnology area strengthened Sandvik's
position as a comprehensive subsupplier
of orthopedic implants and instruments.

Well positioned to face future
challenges

The strong presence geographically and
within product markets remains of highest
importance. At the same time, Sandvik
will continue the adaptation of capacity
and costs to the actual conditions on the
market. A competitive customer offering,
a stable financial position and a strong
balance sheet combined with solid market
presence will be utilized in the efforts to

further advance positions. Proceeding on the

basis of the business mission of improving
customer productivity and profitability,
the development of new products, services
and solutions with significant customer
value will continue. Thus, the research
and development programs will continue
to have priority in the period ahead.

The year 2009 will be challenging.
Uncertainty remains as to how the market
will move in the short term. Based on the
platform laid in recent years and the
actions taken during the past year, Sand-
vik is well positioned for the furure.

Sandviken, January 2009

Lars Pettersson
President and CEQ

Although 2008 was

marked by the decline
in demand during the
fourth quarter, Sandvik
advanced jts market
positions in a number
of ways during the
year.”

* aggressive marketing
activities

“intensified cost control

* lower investments

- reduced working capital
- focus on cash flow
adjustment of production
capacity through work-
force reductions and
other measures.
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Business concept,
goals and strategies

An increasing number of stakeholders demand a holistic approach,
which, in addition to the financial aspect, includes environmental and social

responsibility.

Productivity and profitability for
customers as business concept

All industrial companies must enhance
production efficiency to offset rising costs
of, for example, raw materials, wages and
energy. This calls for productivity gains in
manufacturing industry. Sandvik’s busi-
1ess concept is to develop, manufacture
and market high-tech products and ser-
vices that facilitate higher customer pro-
ductivity and profitability.

Management by objectives

Sandvik works in a decentralized fashion
with customer-oriented, financial, social
and environmental goals.

The overall financial goals are based on
the Group’s world-leading positions in var-
ious product areas, along with a strong
global presence, a considerable commit-
ment to R&D as well as efficient produc-
tion and logistics. The goal for Sandvik’s
organic growth is 8% over a business
cycle, compared with the underlying aver-
age marker growth of 4~6% in Sandvik’s
business areas. The goal is based on:
¢ Increased market shares in current and

new markets.

* New products.
* New application areas with a high
growth potential.

As shown in the table, the financial goals
differ among the business areas based on
the business conditions in the sector.
Environmental issues have priority at
Sandvik. The Group’s Code of Conduct
inclides a policy governing environmental
issues, which, among other features, high-
lights the significance of management by
objectives and preventive programs aimed
at artaining consistent improvements. In
2008, Group Executive Management set
the following new environmental objec-
tives:
* More efficient use of energy and input
materials.
* Reduced emissions to air and water.

® Increased recovery of materials and by-
products.

* Reduced environmental impact from
the use of hazardous chemicals.

¢ Increased number of products that sup-
port sustainability principles.

The objectives have also been honed in the
form of more derailed environmental tar-
gets for each business area.

Based on the Group's policy for social
responsibility, which is a part of the Code
of Conduct, Group Executive Management
set a number of new social objectives in
2008:
® Further reduce the frequency of occupa-

tional injuries, illnesses and incidents.
* Improve health and well-being among

employees.
* Increase equality of opportunity at
workplaces.

The social objectives have also been speci-
fied in the form of social targets for each
business area.

Read more about Sandvik’s sustainabil-
ity programs at www.sandvik.com or in
the Sustamability Report included in the
Annual Report on pages 86-97,

Strategy

Sandvik’s long-term strategy builds on the
interaction of a number of strength factors
that include advanced and broad-based
R&D, high value-added products, in-house
manufacturing, primarily direct sales to
end customers, own market channels and
efficient logistics systems, financial
strength and a strong corporate culture.

Specialized and decentralized organization
Sandvik is a global engineering group with
a decentralized organization. Decisions
within operational activities are carried
out within the Group’s three business
areas, all of which have specialist expertise
in materials technology and other key
technologies, as well as deep insight into
CUSTOMmer processes.



Significant customer value are often pursued in close cooperation Transparent corporate governance

Sandvik creates customer value by provid- with customers. Effective and transparent corporate gover-
ing products and services thar offer Each year, Sandvik invests nearly SEK nance offers greater credibility among,
reduced costs, reliability and cost efficient 3 billion in R&D and more than 2,400 Sandvik’s various stakeholders and creates
processes. By means of an extensive global employees are active in the area. The a distinet focus on customer and share-
presence, customers worldwide gain opri- Group has some 5,000 active patents and holder value. Corporate governance clearly
mum solutions that cover products, service other intellectual property rights that are defines the roles and responsibilities of
and technical support. Sandvik aims ro be owned and managed by a separare com- sharcholders, the Board of Directors and
an appreciated business partner and the pany to gain maximum value creation. Group Executive Management. It also cov-
customer’s obvious first choice. ers the Group’s control and management
Advanced logistics systems.
Long-term approach and shareholder value Efficient inventory management and
The Group consistently strives to create advanced logistics enhance the reliability Sustainable development
value tor its sharcholders. Sandvik has of supplies and ensure excellent customer Sandvik has a strong corporate culture and
achieved about 10% annual growth over service. Sandvik’s distribution system is believes that sustainability issues are part
the past 20 years - attributable equally to based on a small number of large and stra- of the Group’s business operations. The
organic growth and acquisitions. In the regically sited warchouses in the largest Group is working towards long-term sus-
past five years, the toral return for an market areas, providing rapid delivery and tainable development based on environ-
investment in Sandvik shares averaged a broad product offering,. mental and social goals for its proprietary
11.6% annually. operations. The Group has a clear Code of
World-class manufacturing Conduct to guide employees in their busi-
Research and development Sandvik’s production organization is inte- ness operations and it pursues targeted
Comprehensive and goal oriented research grated with product R&D and can truly efforts using the three basic core values:
and development is a prerequisite for con- boost world-class efficiency. This creates Open Mind, Fair Play and Team Spirit.
tinuing profitable growth. R&D programs favorable potential for the continuous
are customer-oriented and many of them launch of new products and offers the

Group major competitive advantages.

Goals and results

Ayverag
Sandvik Group Long-term goals Outcome 2008 2,00\: :7‘5(%;
'Crgam( ot . L PR, . e = e o S e
Return on capital employed for existing operations 25% 0% 24%
Net debt/equity ratio 07-10 0.9 10
Payout ratio, % of earnings per share 250% 50% 51%
Sandvik Tooling
C)‘rgani‘c érowm,,, P . . o S o
Return on capital employed for existing operations 30% 27% 30%
Sandvik Mining and Construction
Qrgam{:'growyth LT e e R o ,,,,,15% ,,,,,, PP ,,21%;
Return on capital employed for existing operations 5% 24% 8%
Sandvik Materials Technology
Oréamc ot . . O . e . . o B
Return on capital employed for existing operations 20% &%
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BUSINESS CONCEPT. GOALS AND STRATEGIES

Acquisition strategy

Company acquisitions are part of Sand-
vik’'s aggressive growth strategy, namely,
to consolidate and advance positions in the
Group’s priority areas. Acquired opera-
tions add new products and new know-
how, as well as strengthening existing
business, providing enery into new markets
and opening the potential for a stronger
presence in areas with high growth and
favorable profitability.

Sandvik continuously analyzes possible
acquisition candidates in its various arcas
of operations. At the same time, assess-
ments are made regarding the possible
divestment of operations that do not com-
prise part of the Group’s areas of core stra-
tegic directions.

The illustration below shows a number
of company acquisitions and divestments
that were completed during the past ten

years.

Code of Conduct
Sandvik endeavors to provide increased
value for its customers, employees, share-
holders and other stakeholders by offering
highly profitable goods and services in the
international market. In parallel with these
aims, Sandvik secks to maintain a high
level of business ethics and serve as a
responsible social citizen in the various
markets throughout the world.

To ensure that the company acts in a
responsible and correct manner, Sandvik
has established a Code of Conduct that

History of corporate acquisitions and divestments

applies to all units and emplovees. The
Code of Conduct includes rules and poli-
cies for record keeping, business ethics,
working conditions, as well as environ-
mental and social commitments.

The Code of Conduct lays the basis for
Sandvik’s management system and contin-
val improvements in respect of business,
environmental and social performance.
Each manager within the Group is respon-
sible for ensuring compliance with the
Code of Conduct. The Group imposes
demands on its suppliers to work in line
with the Code of Conduct.

For a more detailed description of the
Code of Conduct, refer to www.sandvik.

com.

Hurth-Infer (80%).

 Brazil
Bafco,
Chile
Poppe & Potthoff, BPL Sandvik Smith (50%3,
Germany Austria Sweden/US/Italy
Suh Jun Trading (70%), " Hindrichs Auffermann, Part of Svedala industri, * Valenite,
Korea Germany Sweden uUs
MRL Industries, : Bréyt, " Beltreco, Walter AG., Mazda Earth Technaologies,
us - Norway Australia Germany - lapan
Divestments 1999 2000 2002
Sandvik Saws Guldsmedshy tte Bruk, Procera-Sandvik (50%),
and Tools Sweden Sweden
business area
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Core values

Sandvik has a history stretching back

almost 150 years ~ the Group was founded

in 1862. In pace with the growth of opera-

tions and the internationalization of the

company, it has been crucial to invest

resources to maintain and develop the

The German system technology supplier Aubema Beteiligungs GmbH and its
subsidiaries in Germany and China. The company specializes in advanced

i N ) ) equipment for crushing coal, fimestone and other types of soft minerals and
The Group works consciously with three materials

shared corporate approach and Sandvik’s

core values.

basic core values:
Open Mind - to encourage all aspects of The South African company Corstor International (Pty) Ltd. which is a leading
company in the manufacture and sale of borehole core storage and handling

operations to seck consistently new, inno- : e of v
systems for the mining and exploration industries,

vative solutions and potential routes to

improvement. ) ) The Norwegian firm Teeness ASA — a market-leading manufacturer of anti-
Fair Play = which describes Sandvik’s vibration tools used in the aerospace and energy segments.

approach to sustainable development.

Team Spirit - that everybody at Sandvik The British medical technology company Eurocut Ltd. which manufactures
acts as a team player through cross-border medical instruments and implants for the orthopedic sector.

interaction, both in terms of geography o )
A minority interest (49%) of US-based Precorp Inc. a tool manufacturer that

develops, produces and distributes polycristaliine diamond (PCD) and cemented-
carbide tools for the aerospace and automotive industries,

and culrure.

The British company BTA Heller Drilling Systems, 2 manufacturer of deep-
hole-drilling tools. To be consolidated as of 2009.

KB Medical Technologes,
us
Part of Medtronic,

us

Rexam EMD,

us
. Diamond Innovations,
S Us
D5 Corporation, . Shark Abrasion Systems,
¢ Austraba i Australia
UDR Group, Hydramatic Engineering,
. Australia Australia
Haghy-Asahi, Extec Screens and Crushers,
Sweden/Japan - UK
Part of MGS (519%;3, implementos Mineros, Fintec Crushing and Screening,
Brazil Chile UK
Technical Tooling, Gesac (10%), Metso Powdermet, Doncasters Medical Technologies,
Us ~ China © Sweden UK
2003 2004 2007 2008
Eurotungsténe (49%), Machinery division in Walter, Sandvik Sorting Systerns Sandvik Toblen,
France German ) France
4 Outokurnpu Stainless
Part of Eimeo, Tubular Products (11.6%), Sandvik Calamo,
us Finland Sweden
Uniit within Sandvik MGT, Construction division in
U Sandvik Nora, Sweden
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The Sandvik share

- 56% in 2008 compared with a fall of 37% on the OMX Nordic
Exchange Stockholm, measured as the OMX Stockholm All-Share Index (OMXS).

At year-end 2008, the Sandvik share was
fisted ar SEK 49.00, corresponding to a
market capitalization of SEK 58 billion
(132). In terms of market capitalization,
Sandvik was ranked the 8% (6°) largest
company on the Nordic Exchange in
Stockholm. During the vear, Sandvik
shares were traded for a rotal value of SEK
198 billion {275}, making it the 7 (7)
most actively traded share.

Long-term shareholder value

The overriding financial goal of the Sand-
vik Group is to generate an attractive
return and value growth for investors in
the Sandvik share. The goal is that the div-
idend shall amount to at least 50% of
carnings per share over an extended

period.

Total dividend yield
The total dividend yield shows the prog-
ress of a stock investment and consists of
the change in share price, including rein-
vested dividends. The sharp fall in the
share price in 2008 meant thar the total
dividend yield on an investment in Sandvik
shares was a minus 52% during the vear.
During the past five-vear period, the rotal
dividend yield averaged 11.6% annually.
At year-end 2008, the Sandvik share was
valued at 7.8 times earnings per share com-
pared with 14.5 times a year earlier.

More than 100,000 sharehoiders
Sandvik is listed on the OMX Nordic
Exchange Stockholm and is one of the
Stockholm Stock Exchange’s oldest com-
panies, with a listing dating back to 1901.

The Sandvik share can be traded in the
US in the form of ADRs {American Depos-
itary Receipts).

Autumn 2008 marked the inclusion of Sandvik for the first time in both the
Dow fones Sustainability Index Waorld (DJSI World) and in the Furopean
Dow Jones STOXX Sustainability Index (DISI STOXX). Qualification for the
Djst World requires that a company is among the 10% highest ranked
companies in terms of three factors: financial success, environmental
performance and social responsibility. Selection is done among the largest
2.500 companies in the Dow Jones World Index.
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Over the course of 2008, interest in the
Sandvik share continued to increase, both
in and outside Sweden, and the number of
sharcholders increased by abour 15,000 to
some 104,000. Sandvik has shareholders
in approximately 90 countries.

US-based Capital Group Inc., which is
the world’s largest fund manager, became
one of the largest owners in Sandvik dur-
ing the year with abour 10% of the share
capital. Otherwise, there were no major
changes in institutional ownership.

At 31 December 2008, members of
Sandvik’s Group Executive Management
owned a total of 216,828 shares in Sand-
vik, corresponding to 0.02% of the capiral
and voting rights. Members of the Board
of Sandvik owned a rotal of 4,683,154
shares in Sandvik, corresponding to 0.4%
of the capital and voring rights.

Dividend proposal

The Board will propose a dividend of

SEK 3.15 (4.00) per share for 2008 to the
Annual General Meeting, corresponding
to 50% of earnings per share and a vield
of 6.4% based on the share price ar vear-
end. Overall, the proposed dividend rep-
resents some SEK 3.7 billion. Over the past
five years, Sandvik’s dividend has risen by
an average of 8.4%. During the same period,
an average of approximately 53% of carn-
ings was distribured.

Close contact with investors

and analysts

It is of the utmost importance that the
value of Sandvik as a company is always
assessed on the basis of relevant and cor-
rect information. To achieve this, a clear
strategy for financial communications is
required, along with regular contact by the
company with the various players in the

financtal market. This is primarily con-
ducted through presentations in conjunc-
tion with the four interim reports, but also
through meetings with analysts and inves-
tors, capital markets days, visits to various
Sandvik sites and attendance at confer-
ences and seminars. Growing uncertainty
concerning the financial and marker trend
has increased the need of financial players
to meet company representatives.

Contacts with the financial markets are
coordinated by Sandvik’s Investor Rela-
tions Group staff function. During the
vear, some 300 meetings were conducted
with investors and analysts worldwide.
The annual Capital Markets Day was held
in Sandviken in Seprember. In addition,
the Group arranged investor visits to Sand-
vik’s plants in countries such as Sweden,
the US, India, China and Russia.

During the year, Institutional Investor
awarded Sandvik the prize for best com-
pany and best Investor Relations depart-
ment within the European engineering
industry, based on a survey among ana-
lvsts and investors.

For further information on IR activities
and a list of the analysts monitoring
Sandvik, refer to Sandvik’s website
www.sandvik.com/ir

The annual process of assessing all companies ahead of the inclusion in
the sustainability index involves a in-depth analysis of such factors as
corporate governance, risk-management processes, the handling of climate
issues, routines vis-3-vis suppliers and work-environment issues.

Sandvik is also included in the FTSE4Goad Series, which is another
international index focused on social responsibility.



Sandvik and the Stockholm all-share index
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~ Sandvik smare OMX Stockho
Distribution of shareholdings by country Shareholders in Sandvik AB, 31 December 2008
Other CcoUntries e 1 . Handelsbanken Funds, 14% ——————ox — — ISwedbank
Alecta Pension  ————— Robur Funds, 3.4%
Luxembourg - Insurance, 3.4% —— Handelsbanken's
S Swedish private persons. 11.6% - . Pension Foundation, 40%
UK —-S5as Other Swedish ~—— — AB Industrivirden, 11.5%
Sweden —— institutions, 29.6% - i Sharehotders outside
Sweden. 35.0%
Key figures
008 007 2006y 2005 4 2004
Number of shares at vear-end (millions) 1186 1186 1186 237 247
Number of shares at year-end,
recalculated for split {millions) 1186 1186 1186 1186 1.235
Market capitalization at vear-end
(SEK billions) 58 132 118 87.8 706
Number of shareholders 104,299 88,950 74124 55966 59,382
Share price at year-end, SEK 49.00 11125 99.50 4.00 54.00
Earnings per share, SEK 6.30 7.65 6.45 495 3.85 Number of shareholders
P/E ratio at year-end 7.8 14.5 15.4 15.0 139 T
Change in share price during the vear, % -56 +12 +34 +37 +8 =
Regular dividend, SEK/share 215% 4.00 335 2.70 2.20 100,000
Dividend as a percentage £0.000
of earnings per share 50 52 50 55 57
60,000
Total return
{price increase + dividend), % ~52 18 38 42 12 40,000
Proportion of shares in Sweden, % 65 63 63 61 62 20,000
roportion of shares owned by the ten ] ]
largest shareholder groups, % 36 38 35 45 4 9% 05 0t 07 o5
“Proposed dwvidend.
The ten largest shareholders at 31 December, % Earnings and dividends per share, SEK
) ’20(’)’8 ) ) ‘007 ] 2006 2005’” 2004 g
AB Industrivirden 11.5 1.5 1.0 1.0 10.4 5
JP Morgan Chase Bank* 10.5 8.7 5.6 109 9.8
Handelsbanken's Pension Foundation 4.0 4.0 38 38 34 °
Alecta Pension Insurance 34 31 29 11 0.6 5
Swedbank Robur Funds 34 23 24 6 24 4
SEB investment Management 19 1.5 17 1.6 14
3
Handelsbanken Funds 14 24 2.0 2 19 -
AMF Pension Insurance 13 1.5 1.8 38 2.4 2
Fourth Swedish National 1
Pension Fund 1.3 14 1.5 — -
Afa Insurance 1.3 10 11 1.0 1.3 o

*Adrrinistrates shares heid in trust. Capral Group's sharenoiding s registered in cusiodial accounts,

2004 2005 2006 2007 2008*
Earnings pecshare = Ordinary dividend, SEK /share

“ Proposed dividend.
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REPORT OF THE DIRECTORS

Market conditions

reported favorable growth throughout the first half
of 2008, after which it sharply stalled. The weakening affected all regions and most of
Sandvik’s customer segments. Russia, China, India and Brazil were among markets that
continued to develop with favorable growth for the full year, but with a downturn in the
fourth quarter. The customer segments that posted continued favorable growth
included oil/gas, nuclear power and medical technology.

Industrial production in the OECD coun-
tries declined 0.2% compared with the
preceding year. Manufacruring industry in
the EU reported slightly negative growth,
down 0.9% compared with the preceding
year. German manufacturing developed
slightly positively, up 0.2%. Manufactur-
ing industry in France declined by 2.5%,
while its Italian counterpart fell by 3.8%
The manufacturing industry in the UK
also recorded a negative trend, down 2.9%
compared with the preceding year. Growth
in Eastern Europe remained positive, with
Russian manufacturing output advancing
3.9% and Polish manufacturing registering
a4.1% rise.

In the US, growth in the manufacturing
industry contracted by 2.4% marking the
first negative year-on-vear trend in six
years. Brazilian manufacturing industry
advanced 3.0%, whereas the trend in Mex-
ico was just slightly positive, at 0.6%.

Growth remained resilient in parts of
Asia, including China, India and South

SANDVIK ANNUAL REPGRT 20068

Korea. In China, industrial output rose

12.6% with an increase of 4.4% in India.

In South Korea, growth in manufacturing

rose 2.9%. However, in Japan growth was
2 10,

negative, down 3.3%. Growth slowed
sharply in all markets in the fourth quarter.

Demand in Sandvik’s customer
markets
Demand from the engineering industry
weakened in most markets. Activity in the
global automotive industry declined, with
a few exceptions, such as South America
and China. The downturn gained pace
during the fourth quarter. In the aerospace
industry, activity remained high during the
first six months but subsequently fell dur-
ing the latter half of the yvear, partly as a
result of strikes in the aerospace industry,
The mining industry saw sharp growth
during the first ten months of the year,
before slowing significantly. Metal prices
remained high for the first six months but
tell sharply during the remainder of the

year. Demand for base and precious metals
increased steeply during most of the year
before weakening during the latter part.
However, activity in the coal industry was
high throughout the year, with a clear shift
toward energy applications, while demand
for metatlurgical coal declined.

In the construction industry, activity
was high throughout the first half of the
year, notably in Eastern Europe and Asia,
while mature markets, such as Western
Europe and the US, weakened. Subse-
quently, a rapid weakening became evi-
dent, which continued for the remainder
of the year.

Business conditions continued to be
favorable for high value-added niche prod-
ucts for investment-related customer seg-
ments, such as energy, oil/gas, nuclear power,
process industry and medical rechnology.
Overall demand was slightly weaker from
the electronics industry and consumer-
related products.



Group summary review

Order intake amounted to SEK 92,610 M
(92,059}, up 1% in value and down 1% for
comparable units, excluding currency
effects. The Sandvik Group’s invoiced sales
reached SEK 92,654 M (86,338}, up 7% in
value and up 5% for comparable units,
excluding currency effects. Markets out-
stde Sweden accounted for 95% (94) of
sales.

Consolidated profit after financial
mcome and expenses toraled SEK
10,577 M (12,997). Earnings per share
amounted to SEK 6.30 (7.65). Return on
capital employed was 19.9% (27.0).

The Board of Directors proposes a divi-
dend of SEK 3.15 per share (4.00), corre-
sponding to 50% (52) of earnings per share
representing a decrease of 21% from a year

carlier.

Future prospects

Although 2008 was characterized by the
decline in demand during the fourth quar-
ter, Sandvik advanced market positions
during the year. A strong presence in geo-

Financial objectives for the group
Orgémc growth

Return on capital employed

Net debt/equity ratio

Dividend payout percentage

graphic markets and wichin product seg-
ments continues. At the same time, Sand-
vik will continue to adapt its capacity and
costs to actual market conditions. Com-
petitive customer offerings, stable finances
and a strong balance sheet will be utilized
along with a market presence to further
strengthen positions. The business mission
continues to be increasing customer pro-
ductivity and profitability. To that end,
Sandvik will continue to develop new
products, services and solutions with sig-
nificant customer value. Research and
development programs will therefore have
a high priority in the period ahead.

Financial objectives

New financial objectives were published in
2006. The objectives are based on Sand-
vik’s strong development over the last few
vears and assessments of the Company’s
strength and of how it is positioned for the
tuture. Group and business arca objectives
are presented below.

Business area

Fulfillment of the Group objectives
The result since 1998, is average annual
organic growth of 6% and return on capi-
tal employed of 20%. In addition, the
annual growth from acquisitions, ner of
divestments, has averaged 1%. During
2008, the organic growth was 5% and
the return was 20%. At the end of 2008,
the net debt/equity ratio was 0.9, The
proposed dividend means that the payout
percentage 1s 50%.

Return on
capital employed

iC growth

+8% + acquisitions  Sandvik Tooling 7% 30%
25% for existing operations Sandvik Mining and Construction +9% 25%
0.7-1.0 Sandvik Materials Technology +8% 20%
250%
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Earnings, returns and financial position

Earnings and returns

Operating profit amounred o SEK 12,794
M (14.394), a decrease by [1% compared
with the preceding year. This was mainly
due to the rapid downrurn in the fourth
quarter with lower production volumes
within all business areas leading to lower
gross margins. Strategic investments
within R&D and the sales organizations,
combined with integration costs, affected
carnings negatively. Operating profit was
also influenced negatively by approxi-
mately SEK 1,100 M by changed metal
prices in Sandvik Materials Technology.
Changes in foreign exchange rates com-
pared to 2007 positively affected the oper-
ating profit by some SEK 700 M. The net
financing cost was SEK 2,217 M (1,397).
The changed outcome compared with the
preceding year was mainly caused by
higher average debr and higher interest
rates. Profit after financial income and
expenses reached SEK 10,577 M (12,997},
Income tax expense was SEK 2,741 M
(3,403) or 26% (26) of profir before raxes.

Capital expenditure )
Irvestments in property,
plant and equipment, SEK M

as a percentage of invoiced sales, %
o

rental machines.

IDVIKANNUAL REPORT

hese wvestments, SEK 535 M (588) pertaned 10 Sandvik Miring and Canstruction’s fleet of

The profit for the year attributable to
equity holders of the Parent Company was
SEK 7,472 M (9,116). Earnings per share
amounted to SEK 6.30 (7.65). Return on
capital employed amounted to 19.9%
(27.0) and return on equity was 24.8%
(34.4).

Financial position

Cash-flow from operating activities
amounted to SEK 9,671 M (5,476). Cash-
flow after investments, acquisitions and
divestments was SEK 2,040 M (neg: 5,007).
At the end of the year, cash and cash
equivalents amounted to SEK 4,998 M
(2,006). Interest-bearing liabilities, includ-
ing net provisions of pensions, less cash
and cash equivalents yielded a net debt of
SEK 33,323 M (28,905).

Sandvik has a credit facility of EUR 500
M expiring in 2012 and another facility of
EUR 1,000 M expiring in 2013. These
facilities, which are the Group’s primary
hiquidity reserve, were unutilized at the
end of the year. Under the Swedish bond

program of SEK 15,000 M, bonds in the
amount of SEK 13,200 M were outstand-
ing. In addition, there are bonds issued in
the US amounting to USD 740 M maturing
over 9 and 14 vears.

The international credit-rating institute
Standard & Poors has an A raring for
Sandvik’s long-term borrowings, and A-1
for short-term borrowings.

Working capital

Working capital at the end of the year
amounted to SEK 32,571 M (28,804).
Relative working capital during the fourth
quarter of 2008 was 32% (31) of invoiced
sales. The change in the ratio is primarily
explained by increased inventories in all
business areas.

The carrying value of inventories at the
end of the year was SEK 28,614 M
(25,302), 29% (27) of invoiced sales.
Accounts receivables at vear-end totaled
SEK 15,930 M (15,228), which was 16%
(16} relative to invoiced sales.

008 2007 Earnings and returns 2008 2007

o  Operating profit, SEK M 12794 "
7169 5.399 as a percentage of invoiced sales, % 138 167
77 6.3 Profit after financial income and expenses. SEK M 10.577 12,997
a5 a percentage of invoiced sales, % 114 151

Return on capital employed, % 199 270

Return on equity, % 248 344

Basic earnings per share, SEK

6.30 7.65

Diluted earnings per share, SEK 6.29 7.65

Defintions. page 56.



Equity

Equity at year-end amounted to SEK
36,725 M (29,823), or SEK 30.00 (24.10)
per share. The equity ratio was 36% (335).

Investments
The purchase consideration for company
acqusitions during the year (less acquired
cash) was SEK 954 M (5,856). Proceeds
from the sale of companies and shares
amounted to SEK 111 M (363).
Investments in internally generated
intangible assets amounted to SEK 460 M
(431). Investments in property, plant and
equipment amounted to SEK 7,169 M
(3,399).

Parent Company and subsidiaries
operating on commission for

Sandvik AB

The Parent Company’s invoicing amounted
to SEK 20,427 M (20,682) and operating
loss was SEK 395 M (profit: 521). Operat-
ing earnings were influenced negatively by

changed metal prices in Sandvik Materials
Technology and low utilization in certain
production faciliries. The total adverse
etfect on operating earnings amounted ro
approximately SEK 900 M due to effects
of changed raw material prices.

At 31 December 2008, interest-bearing

liabilities and provisions less cash and cash

equivalents amounted to SEK 12,362 M
(10,240). Capital expenditure during the
year amounted to SEK 1,537 M (1,128).

The Parent Company’s total assets
decreased by SEK 3,284 M (from SEK
45,183 M o SEK 41,899 M). During the
year, a Group contribution of SEK 3,004 M
related to 2007 was paid to Sandvik Inrel-
lecrual Property AB. The Parent Company
has, during 2008, received dividends of
SEK 6,757 M, of which SEK 2,015 M
from Sandvik Finance BV, SEK 1,234 M
from Sandvik Mining and Construction
Logistics Limited and SEK 3,000 M from
AB Sandvik Bruker.

Quarterly trend of profit after net financial items

invoiced sales,  financial items,

2007 7 Quarter 20409
27 Quarter 22,002
3¢ Quarter 21,216
4 Quarter 22,711
2008 Tt Quarter 21990
2% Guarter 24016
37 Guarter 22478
1 Quarter 24171

Profit after
Net margin,

The number of employees in the Parent
Company and the subsidiaries operating
on commission for Sandvik AB at 31
December 2008 was 8,151 (7,999).

Besides Sweden, the Parent Company
operates in a number of countries, mainly
through representative offices.

SEKM % Financial position ) ) 2008 2007
3365 16 Casheflow from operating activities, SEK M Dot 547
3.795 17 Cash-flow after investments,
3404 15 acquisitions and divestments, SEK M 2,040 -5.007
2,733 1 Cash and cash equivalents at 31 December, SEK M 4998 2.006
2,715 1 Net debt at 31 December, SEK M 33323 28,905
3302 14 Net financial items, SEK M -2.217 -1,397
3.335 14 Equity ratio, % 36 35
1,574 5 Net debt/equity ratio, times 0.9 1.0
Equity at 31 December, SEK M 36,725 29.823
Equity per share at 31 December, SEK 30.00 2410

Defimtions, page 56,
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Order intake and sales

for Sandvik’s products and services during 2008, with strong growth during the first three
quarters and an especially difficult market situation during the fourth quarter. For the full-year 2008, growth in
the EU declined, with activity sharply downward in, among others, Germany and ltaly. Demand in Eastern
Europe slowed considerably during the last quarter of 2008. Order intake in NAFTA was negatively impacted.
The business climate in South America was more favorable during the year, with Brazil showing continued good
growth, but with significant weakening during the fourth quarter. Demand was also strong in Africa and the Mid-
dle East, although weakening during the last quarter with an investment decline in the mining industry. Demand
in Asia showed continued growth during the first three quarters, but weakened substantially during the fourth
quarter. Asia accounted for 16% of the Group’s total order intake. Demand in Australia weakened significantly.

Sandvik Tooling

The trend in Sandvik Tooling’s markets
was positive until the latter parr of the
third quarter, but after that it was nega-
tively influenced by the downturn in the
world economy. The slowdown began in
NAFTA and Europe and spread during the
fourth quarter to the rest of the world. The
oil and gas sector developed positively. The
activity in the acrospace industry declined
but was still at a high level. The automo-
tive and general engineering industry
declined gradually during the vear.

Sandvik Mining and Construction
Sandvik Mining and Construction’s order
intake in the mining industry developed
strongly in the first ten months of the year,
but subsequently stalled sharply. Metal
prices remained high during the first six
months, but fell steeply throughout the rest
of the year. Demand for base and precious
metals progressed strongly during most of
the year, but weakened during the latter parr.

Order intake by market area

The fevel of activity in the coal industry
increased during 2008, with a discernable
shifr towards coal for energy production,
while demand for metallurgical coal fell as
a result of the weaker demand for steel.
Overall, however, demand in the coal
industry increased during the year.

Activity remained high in the construc-
tion industry throughout the first half of
the year, notably in Eastern Europe and
Asia, while marure markets such has West-
ern Europe and the US weakened. Subse-
quent development saw a rapid slowdown
that continued throughout the remainder
of the year, resulting in a sharp fall in
order intake in the construction area.

Sandvik Materials Technology
Demand for high value-added niche prod-
ucts from Sandvik Materials Technology
continued to be favorable during the first
three quarters, primarily from customers
in such segments as energy, oil and gas,
medical rechnology, nuclear power and the

SEKM W08 Share® 007 Chage % Change
Europe 10945 44 22 3 lg
NAFTA 15,071 16 15,449 -2 -3
South America 5839 & 5143 +14 +13
Africa, Middle East 7743 9 6757 +15 +23
Asia 14,701 16 12.694 +16 +13
Australia 8.311 9 9,754 ~15 ~14
Group total 92,610 100 92,059 +1 -1

“Change compared with the preceding year for comparative units, excluding currency effects and company acguisiions

Invoiced sales by market area

SH M . (2008 Shae® 2007 Change%  Change
Europe 1851 39704 45 =

INAFTA 14,827 16 14,901 o O
South America 5,982 7 5445 +10 +7
Africa, Middle East 7,811 8 6,716 +16 +26
Asia 13.653 15 11.671 +17 +13

Australia 8,530 9 7301 +8 +10
Group total 92,654 100 86,338 +7 +5

Change comparea with the prace

% year for comparative unts, excluding currency effects and cor

process industry. However, demand for
consumer-oriented applications was more
sluggish, as was also the case for certain
standard products.

Business conditions remained robust in
all regions throughout the first three quar-
ters ~ with activity particularly high in
Asia and Australia. As a result of the
global financial crisis and recession, mar-
ket growth in a number of segments rurned
sharply downward at the beginning of the
fourth quarter, notably in the automotive,
and consumer-related industries. This led
to the identification of excess capacity cor-
responding to 1,500 people. However,
activity remained high in the energy and
medical technology segments.

Invoiced sales in the ten largest markets

SEKM 2008 2007 Change%
uUs om0 as7
Australia 8,152 7498 +9
Germany 7958 7467 +7
Sweden 4,753 5,082 -6
ltaly 4.682 5,023 -7
China 4311 3434 +26
South Africa 3855 3547 +12
France 3,698 3,560 +4
Brazil 3,567 3,333 +7
UK 3,307 3.267 +1



Business areas and changes in the Group

are divided into three business areas: Sandvik Tooling,

Sandvnk Mining and Construction and Sandvik Materials Technology.

The Group’s order intake and invoicing by
business area arc shown in separate rables.
The listed company Seco Tools - in which
Sandvik holds 60% of the shares and 89%
of the voting rights - publishes its own
annual report with comments on opera-

rions,

Sandvik Tooling

Sandvik Tooling’s order intake totaled
SEK 25,798 M {25,134}, unchanged from
the preceding vear excluding currency
effects for comparative units. Invoiced
sales totaled SEK 25,975 M (24,732), an
increase of 3% from the preceding year for
comparable units, excluding currency
cffects. Changes in exchange rates affected
order intake and invoiced sales positively
by 2%.

The increase in invoiced sales was
ateributable to increased market shares
and positive price trend. Growth was
higher for cemented-carbide tools than for
high-speed steel,

Operating profit totaled SEK 5,461 M
(5.989), resulting in an operating margin
of 21.0%. The decline was due primarily
to the sharp volume drop during the last
quarter of the year and the subsequent
under absorption of fixed costs. Earnings
were positively affected by the business
area’s etficiency-enhancement programs in
manufacturing and distribution as well as
by changes in the cusromer base and the
completion of product programs aimed at
higher profitability.

The number of employees atr 31 Decem-
ber rotaled 16,988 (16,440).

Sandvik Mining and Construction
Sandvik Mining and Construction’s order
intake grew sharply during the first three
quarters of the year, but declined during
the last quarter, and amounted to SEK
38,634 M (37,986), unchanged from the
preceding year for comparable units,
excluding currency effects.

At an early stage of the year, Sandvik
Mining and Construction signed an agree-
ment with Potash Corp in Canada cover-
ing the delivery of a fleet of Sandvik
MF420 Borer Miners. This is Sandvik’s

single largest order to date in operations
nvolving the mining of soft minerals. The
business continued to develop successfully
during the year with delivery of four Road
Header Systems to the Czech Republic and
another four ro Poland. In addition, a
number of major project orders were
received during the year for materials han-
dling systems from Australia, Brazil,
Poland and Mauritania with a total value
of some SEK 2,000 M. Sandvik Mining
and Construction launched a complete
product series of primary crushers in 2007,
In 2008, the business area unveiled the
first strategic orders for these crushers,
with a value of about SEK 100 M. Sand-
vik’s new series of crushers offers a num-
ber of unique benefits thar substantially
enhance operational capacity in terms of
maintenance, productivity and availability.
The new crushers from Sandvik will sup-
port the crushing process for iron ore, cop-
per ore and other minerals as well as pri-
mary crushing in large quarries.

During the year, the business area
expanded considerably in the mining and
construction industry in Eastern Europe
and established a number of sales offices in
the region. Sandvik’s position as a leading
supplier of advanced mining equipment for
the coal industry was further consolidated,
primarily in China, with a twofold increase
in order intake from the coal industry.

Invoiced sales amounted to SEK 38,651 M
(33,073}, up 15% from the preceding year
for comparable units, excluding currency
effects. Changes in exchange rates had an
adverse impact of about SEK 500 M on
wnvoiced sales.

Operating profit totaled SEK 4,996 M
{4,979}, resulting in a profit margin of
13%. The number of employees at 31
December was 16,796 (15,173).

Sandvik Materials Technology
Sandvik Materials Technology’s order
intake totaled SEK 21,581 M (22.733),
down 6% from the preceding year exclud-
ing currency effects for comparable units.
During the year, a number of major proj-
ect orders were secured for steam genera-
tor tubes for the energy sector, including

two orders worth some SEK 900 M during
the fourth quarter. Major orders were also
recetved for precision wire for emission fl-
ters in the energy sector, including two
from India, each valued at about

SEK 100 M.

Invoiced sales totaled SEK 21,480 M
(22,486), down 5% from the preceding
vear for comparable units, excluding cur-
rency effects. Invoicing surcharges ro offset
high raw materials prices impacted on
invoiced sales adversely by some 13%.
Operating profit totaled SEK 1,187 M
(2,435), resulting in profit margin of 5.5%.

Metal prices varied during the year. As a
result, metal inventories were continuously
revalued to the lower of acquisition cost
and net sales value. The total negative effect
on earning from changes in metal prices is
estimated at SEK 1,100 M for 2008.

Operating profit for the year was
impacted by metal price effects and under
absorption fo fixed costs due to lower pro-
duction volumes. The number of employees
at 31 December rotaled 9,281 (9,098).

Changes in the Group

Sandvik Tooling

At the beginning of the year, Sandvik
Tooling acquired the Norwegian company
Teeness, which develops and manufactures
antivibration rools for milling, turning and
drilling. Teeness was included in Sandvik
Coromant. The acquisition will give Sand-
vik Tooling market leadership in this prod-
uct segment in which customers are pri-
marily found in the rapidly growing aero-
space and energy segments.

Sandvik Tooling also acquired 49% of
the shares in US-based Precorp, a producer
of tools in polycrystalline diamond (PCD)
and cemented carbide. The tools are used
for machining of advanced composite
materials used mainly by the aerospace
and automotive industries.

Sandvik Tooling reached an agreement
in December to acquire UK-based BTA
Heller Drilling Systems Ltd., a producer
of tools and tooling systems for deep-hole
drilling. The company will be integrated in
Sandvik Coromant and will strengthen the
customer offer in deep-hole drilling.
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Sandvik Tobler was divested ar the
beginning of the year.

Sandvik Coromant strengthened its
brand profile further focusing on customer
value. The Walter Tirex Prototyp product
area changed name to Walter and intro-
duced a new uniform brand-positioning
encompassing three brands - Walter, Wal-
ter Titex and Walter Prototyp. The new
Walter has a broad product portfolio and
application knowledge, which further
strengthens the product area’s attraction
and growth potential. Dormer and Preci-
sion product areas were integrated into a
product area named Dormer and during
the year together successfully profiled their
brands in the NAFTA countries. The inte-
gration of Diamond Innovations was com-
pleted during 2008. The resources for
research and development of cubic boron
nitride and PCD tools were reinforced.

Order intake by business area

[rrespective of business climate flucrua-
tions, research and development remains a
priority within Sandvik Tooling. A high
share of new products is a prerequisite for
profitable growth. A research center was
established in Olofstrém, Sweden, sup-
porting the tool and application knowl-
edge within die and mold applications.
The business area also opened a research
technelogy center for composite materials,
tools and application knowledge in Shef-
field, in the UK.

Work to consolidate and enhance offi-
ciency in production continued during the
vear. Production declined, however, due to
the lower demand experienced during the
fourth quarter.

The utilization of time banks and simi-
lar solutions contributed to higher capacity
tlexibility. The production of tungsten-car-
bide powder ar Sandvik Hard Materials’

SER M , 2008 2007
Sancvik Tooling 25798 25134 0
Sandvik Mining and Construction 38634 37986 0
Sandvik Materials Technology 21.581 22,733 -6
Seco Tools 6,594 6,176 4
Group activities 3 30 o :
Group total 92,610 92,059 1 A

invoiced sales by business area
SEXM

Sandvik Tooling

Sandvik Mining and Construction 38,651
Sandvik Materials Technology 21480
Seco Tools 6.513
Group activities 35

Group total

~ Charge for comparable unis, excly

Operating profit by business area

fe units, excluding currency effects and company acquisitiors.

Change, %

5
33,073 17 15
22486 -4 -5
6,011 8 5

86,138 7 5

ng currency effects ang company scquisitions,

SEKM G e 008 ofsies 2007 Hofsies
Sandvik Tooling ‘ 5,461 21 5989 2
Sandvik Mining and Construction 4996 13 4979 15
Sandvik Materials Technology 1187 6 2435 1
Seco Tools 1,332 20 1491 25
Group activities o ~184 - ~-500 —
Group total ) 12,794 14 14,394 17
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unit in Coventry was closed. Production of
special tools at Sandvik Coromant’s opera-
tions in Australia was discontinued.

Sandvik Tooling continued to develop
emerging markets and strongly growing
product segments. Walter and Sandvik
Hard Materials invested in new produc-
tion facilities in Wuxi, China. Demand for
the modular tool-holding system Coro-

@

mant Capto® continued to increase and
production capacity investments were
made in Sandviken, Sweden and in Semine,
Japan. A new plant for the production of
medical products was opened in Zell, Ger-
many. A production unit for high-speed
steel taps was inaugurated in Pune, India.

Sandvik Mining and Construction

In January, the business area acquired
Corstor International {Ptv) Ltd. in South
Africa. Corstor is a leading company in
the manufacture and delivery of rock core
storage and handling systems in the min-
ing and exploration industries. Corstor
also distributes geological and survey
equipment along with accessories to the
mining and exploration industries in
Africa. The new product range is a good
complement to Sandvik’s offering for the
exploration industry.

Sandvik Mining and Construction also
acquired Aubema Beteiligungs GmbH, a
German supplier of systems technology,
and its subsidiaries Aubema GmbH and
Betjing Aubema Technology Co. Ltd.
Aubema, with its headquarters in
Bergneustadt in Germany, offers system
technology in the specialized field of
crushing. The company’s primary focus is
on the distribution of customized solutions
for crushing coal, coke, limestone and
other soft minerals and materials. The
acquisition is in line with Sandvik’s goal of
being a leading supplicr of crushers for soft
materials.

In April, the business area divested a
minor part of Hagby-Asahi AB in Nora,
Sweden, which had been acquired in 2006.
Hagby-Asahi, a leading supplier and man-
ufacturer of tools and equipment for min-
eral extraction, the company included a
construction business with equipment for
drilling and grinding of concrete using dia-
mond tools. The construction business’
focus and market were involved in an area




in which Sandvik is not otherwise acrive
and thus was not viewed as a core Sandvik
business.

In a bid to ensure thar the business
area’s Construction customer segment
maintains a global orientation and arrains
a strong market position in selected niches,
a decision was made to relocate parts of
the head office to Singapore. The greatest
growth potential for the segment’s selecred
niches are in Asia and thus the strengthen-
ing of the presence in the region is a logical
step.

During the year, the business area con-
tinued its efforts to streamline its logistics
infrastructure, which is the most impor-
tant area 11 ensuring Customer access to
products and spare parts. Sandvik Mining
and Construction signed a strategic five-
yvear agreement with the logistics company
DHL Global Forwarding, which will act as
the business area’s supplier of air/sea
freight and road transport.

The business area also continued to fol-
low customers and establish production
and assembly of equipment close ro them.
Apart from proximity to the customer, this
provides highly flexible production, cost
benetits and shorter lead times. All plants
are controlled and coordinated by Sandvik
Mining and Construction’s global produc-
tion organization, which ensures a uni-
form product line and quality at all the
business area’s plants. One of the new pro-
duction units built during the vear is
located in Santiago in Chile. This is also
the location of the headquarters for Latin
America. The facility is the business area’s
largest in the region.

Sandvik Materials Technology

During the first quarter of 2008, Sandvik
Materials Technology completed two acqui-
sitions in the strategically significant and
rapidly expanding medical-technology seg-
ment, namely, JKB Medical Technologies
and Medtronic’s unit in Memphis Tennes-
see, in the US. JKB Medical Technologies
is a leading manufacturer and sub-supplier
of spinal tmplants and medical instruments.
The products are made from titanium
alloys and in high-alloy stainless marerial.
Medtronic’s unit in Memphis specializes in
medical-technology instruments for spinal
surgery. May marked the acquisition of the

medical technology company, Eurocut Ltd.,
which manufacrures medical instruments
and implanes from titanium alloys and in
high-alloy stainless materials. Customers
are leading medical-technology companies
that sell directly to healthcare institutions
and medical clinics.

As a result of these three acquisitions,
which are in line with Sandvik’s long-term
aim of becoming a strategic partner and a
comprehensive sub-supplier to the leading
medical-technology companies worldwide,
Sandvik’s position in the medical-technol-
ogy segment was further strengthened.
The combination of the skills of the
acquired companies as manufacturers of
medical implants and instruments plus
Sandvik Materials Technology’s core
expertise in materials and surface rechnol-
ogy, powder technology, machining pro-
cessing and production, create a competi-
tive offer in the medical-technology mar-
ket. All products are now marketed under
the Sandvik brand.

To meet the rising demand for medical-
technology materials, a new plant was
commissioned for vacuum re-melting of
high-alloy stainless materials and titanium
alloys in Sandviken, Sweden. The plant
also melrs titanium alloys for seamless
tubes for applications in nuclear power
and aerospace industries.

To further strengthen presence in Asia,
work commenced during the year in con-
structing a new production unit for cold
pilgering and finishing of high-alloy seam-
less tubes in Zhenjiang, China. The invest-
nient, which is scheduled to be commis-
sioned during the first six months of 2009,
will offer larger capacity for high-alloy
seamless rubes in Asia as well as strength-
ened market position in this key growth
area. In parallel with this capacity expan-
sion, work is in progress in expanding and
strengthening the sales organization in
Asia. A new research center for advanced
materials was also built in Pune, India.

A pilot research unir for powder meral-
lurgy was placed in operation in Sand-
viken, Sweden.

Extensive investments were also com-
pleted to increase capacity for rock-drill
steel in Sandviken.

Programs to phase out operations deermed
to be outside the defined core business of

Sandvik Materials Technology resulted
inn the divestment of Sandvik Calamo, a
supplier of electrolyte-polished tubing
products primarily for the electronics
industry.

As a result of the global financial crisis
and recession, marker growth declined
sharply in a mumber of segments ar the
beginning of the fourth quarter. The sharp
fall in demand compelled Sandvik Materials
Technology to take action to adjust capac-
iry. A global excess capacity equivalent to
1,500 employees was identified, of which
some 1,000 are employed in Sweden. The
workforce reduction is expected to be
completed during the second half of 2009,
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Research, development and quality assurance

' , in selected niches is a prerequisite for Sandvik’s growth and profitability. Research expenses
in 2008 totaled SEK 2,811 M (2,739), corresponding to 3% of invoiced sales. Of these expenses, SEK 333 M
(377) was capitalized in the balance sheet. More than 2,400 persons work in research, development and quality
assurance. Many of them are specialists with an advanced academic background and skills.

Sandvik Tooling conducts research and
development (R& D} of materials and pro-
duction processes for the entire business
area at several competence centers around
the world. Product and application develop-
ment is conducted at the respective prod-
uct areas in close lHaison with customers.

Sandvik Mining and Construction’s
main development units are located in Fin-
land, Sweden, Austria and the US. At these
stres and 1n close cooperation with custom-
ers, the business area develops products
adapted to needs and overall solutions for
the mining and construction industries.

Sandvik Materials Technology has one
of Europe’s largest R&D centers for
advanced metallic materials and special
allovs in Sandviken, Sweden. The business
area also has an R&D unit in Hallstaham-
mar, Sweden, for ceramic and metallic
resistance materials.

Sandvik Tooling

Sandvik Tooling’s research and develop-
ment focuses on the development of new
materials and products and the improve-
ment of production processes and produc-
tron equipment. The aim is to improve tool
performance and quality as well as pro-
duction efficiency for customers and the
business area itself. New methods are con-
rinually being developed for the produc-
tion of cemented-carbide powders, as well
as the manufacturing of ceramic materials,
cubic boron nitride and synthetic diamonds.
Development of precision pressing and
coating in the production of indexable
inserts has high priority.

During 2008, Sandvik Coromant intro-
duced more than 2,500 new articles. Two
tool concepts for milling were launched ~
CoroMill®490 and CoroMill®690. Coro-
Mill®490 improves customer productiviry
in face and shoulder milling in steel and
cast iron. The long-edge cutter Coro-
Mill®690 facilitates more effective machin-
ing of titanium. In turning applications,
CoroThread®266 was introduced ~ a
threading tool with precision and stability.

The Walter product area, wirth the three
brands Walter, Walter Titex and Walter
Prototyp, offers a complete product range
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for all types of metal cutting - turning,
milling and drilling. During 2008, Walter
introduced the Walter Xtra-tec” shoulder
milling cutrer for the aerospace industry,
as well as further developed XD -Technol-
ogy drills. Walter also developed the
cemented-carbide grade WSM 30 for turn-
ing stainless steel and other difficult-to-
machine materials,

Diamond Innovations introduced several
new products in 2008, including a com-
posite in the Versimax™ product family.
[t combines wear resistance with high
chemical and thermal stability, Compax
1200 is a PCD with a fine-grained micro-
structure that makes it ideal for applica-
tions with high demands on surface finish.
Compax 1200 is highly suitable for tita-
nium machining. Two Stratapax*PDC cut-
ting tools were introduced for oil and gas
drilling.

In 2008, ValeniteSafety successfully
launched steel turning grades, expanded
its range of milling cutters and added the
innovative SideLok™ technology to a
variety of product offerings. The product
area strengthened its position as a provider
of advanced engineering solutions for the
automotive industry, such as air-actuated
precision boring tools.

Dormer made additions to its product
portfolio of solid-carbide tools. A new
range of high-performance solid-carbide
drills for composite materials was well
received by the markert.

During the year, Sandvik Hard Materi-
als further developed irs product offering
A series of wear and corrosion-resistant
can tooling grades for the manufacture of
aluminum cans was introduced. Sandvik
Hard Materials also introduced a product
for dredges. DURACORE® teeth provide
increased wear resistance compared with
standard products in dredging operations
due to a cemented carbide core in the tooth
point.

Sandvik Mining and Construction

As a result of close collaboration with cus-
toners, Sandvik Mining and Construction
continually can tailor products and total
solutions to meet customer requirements.

The focus on environmental, health and
safety issues represents a key driving force
in development work. Customer cost
trends, notably in the energy area, and
their difficulty in recruiting skilled person-
nel are major driving forces in product
development.

Sandvik’s new product line of loaders
transports ore from underground mines
for metal extraction in a productive, safe
and profitable manner. The focus is on
maximum capacity optimized for the par-
ticular space available, to ensure effective
processes throughour the mine. Sandvik
loaders provide superior reliability and ser-
vice life, as well as better service, safety
and comfort,

The new electronically controlled loader
series is the first in the market that fully
utilizes the so-called CAN bus technology.
With 400 units delivered and 1.4 million
accumulated working hours, it has proved
more reliable than conventional systems.
The clectronic control system offers built-
in diagnostics, trouble shooting and a sim-
plified user interface in an interactive
screen. The cab is easier to access and
offers better visibility with improved
sound insulation, superior air conditioning
and a low-frequency suspension in the scat
to raise the comfort level for the operator.

Sandvik’s loader series has been devel-
oped to offer loading with safety as the
highest priority. To reduce accidents
involving slipping and falling, all daily
maintenance can be conducted from the
ground. There is a system for preventive
maintenance around the entire unit, with
safe access to the machine’s superstruc-
ture. Moreover, a certified fire-suppression
system has been installed to further pro-
tect personnel and property.

During 2008, Sandvik introduced a new
generation of intelligent tunnel drill rigs
for the drilling of blast holes in hard rock.
These tunnel rigs in the DTi series are all
equipped with the new iSURE software to
handle tunneling work. The key advantage
of the intelligent DTi rig is that it produces
results with the highest quality at the mini-
mum cost. It offers a combination of preci-
ston and strength with a number of user-
friendly functions.



For pull-down drilling rigs. the DR 460
drill rig was introduced with superior cost-
effective productivity and ergonomics for
the operaror.

Sandvik also introduced the DI 150 drill
rig, with the focus on operational safety,
safery and an environmentally friendly sys-
tem for dust control, as well as a function
for fuel economy aimed at applications in
emerging markets.

The focus on environmental impact has
also resulted in the launch of a new crusher
model with lower sound level and mobile
crushers with higher productivity for con-
struction applications. In the mining crusher
segment, a new primary crusher was intro-
duced to complement Sandvik’s previous
offering. The eguipment provides effective
energy solutions for crushing and trans-
port, which minimizes truck transport in
mines.

In the energy sector, Sandvik Mining
and Construction introduced a product
series for high volumes of board and pillar
mining of coal and other soft rock miner-
als. The product series includes a high-pro-
duction machine for continual mining, a
diesel-driven loader and mobile roof-bolt-

ing machine.

Sandvik Materials Technology
Sandvik Materials Technology develops
advanced materials, products and system
solutions in close cooperation with its cus-
tomers to boost productivity and reduce
energy consumption and environmental
mpacr.

The business area has one of Europe’s
largest R&D centers for advanced metallic
materials and special alloys in Sandviken,
Sweden. The business area also has an
R&D center in Hallstahammar, in Swe-
den, for ceramic and metal resistance
materials. In early 2008, the business
area’s research operations were further
extended with the addition of a research
center in Pune, India.

During 2008, work commenced on a
number of key R&D programs in the stra-
tegically important areas for Sandvik
Materials Technology, including such
areas as medical technology, powder tech-
nology and products used in connection
with energy production.

As a resulr of acquisitions of medical-
technology companies in the past two
vears, Sandvik’s product program for this
segment has been broadened to include
implants and surgical instruments. The

products are manufactured from high-
alloy stainless materials, titanium and
cobalt-based allovs. The combination of
the core capabilities of the acquired enti-
ties as manufacturers of medical implants
and instruments and Sandvik Materials
Technology’s core expertise in materials
and surface technology, processing,
machining and producrion creates excel-
lent conditions for the continuing develop-
ment of the medical-technology product
program. Moreover, the application know-
how of the acquired entities offers Sandvik
the potential to extend its materials offer-
ing to the medical technology segment.
Thus, to take advantage of all development
opportunities, the research and develop-
ment resources in the medical-rechnology
segment were increased substantially.

The business area’s increased focus
on the expanding area of powder technol-
ogy was also supported by larger R&D
resources. Development in this respect in
2008 included the building of a pilot plant
tor powder technology in Sandviken.

Sandvik SAF 3207 HD is a new material
for the oil and gas industry. Oil extraction
is now conducted at increasingly deeper
depths. The greater the depth, the greater
the demands imposed on the equipment
and materials in order to cope with higher
pressurc and other stresses. Sandvik has
long been a world leader in umbilical tub-
ing, which connects the production units to
the seabed. These are used for the remote
control of oil wells down to a depth of more
than 2.5 kilometers, where the various
units may be separated by considerable
distances. The new material, Sandvik
SAF 3207 HD, permits the manufacture
of umbilical tubes with thinner walls and
thus lower weight, while the materials also
offers superior wear and corrosion proper-
ties. For extremely deep sea depths, a high-
strength material is necessary, which means
that Sandvik SAF 3207 HD, permits the
extraction of oil and gas from sources that
previously could not be exploited. Due to
the high corrosion resistance, Sandvik SAF
3207 HD may also be used for the newly
discovered oil-rich areas off the coasts of
Africa and Brazil, where temperatures are
higher than in the North Sea, for example.

Sandvik Sanergy® HT is a product devel-
oped with the help of advanced surface
technology and is intended for use in high-
temperature fuel cells, or solidoxide fuel
cells. By coating metallic precision strip
with a thin metal coating, the properties

of the surface are courrolled so that high
clectrical conducrivity is combined with an
efficient corrosion resistance. This extends
the product’s service life, while simuitane-
ously contributing to reducing customer
costs. Among other benefits, it can reduce
the number of processing stages in the cus-
tomers’ production process.

More efficient energy conversion and
increased use of renewable energy sources
are significant driving forces for the Kan-
thal product area’s producr and applica-
tion development. New and modified
products are being introduced continually
in the energy area. The launch of highly
efficient industrial gas- and clectricity-
based heating systems under the Ecothal®
and Superthal® brands continued during
the year. Kanthal also strengthened its
position as a leading supplier of heat-treat-
ment ovens for the manufacture of silicon-
based solar cells.

The Kanthal product area launched a
new type of silicon-based heat radiator,
Kanthal Globar® AS and Kanthal Globar?®
Type B. These heat radiators offer higher
performance and increased flexibility for
heat processes in the glass, ceramics, elec-
tronics and aluminum industries.

Sandvik Finemac® is a new material that
has been specially developed for the manu-
facture of small warch components. It has
been known for decades that lead in steel
results in better machinabiliry, but in line
with the global focus on more environ-
mentally friendly alternatives, the develop-
ment of new lead-free alternatives has
commenced. In close collaboration with
customers, Sandvik Materials Technology
has developed the lead-free steel grade
Sandvik Finemac®, which has equivalent or
superior properties than the materials cur-
rently available for the watch industry.

The Process Systems product area has
further developed and launched broad
steel belts for new applications in the pulp
and paper industry, where steel belts are a
crucial component in the process. The steel
belt copes with speeds of up to 80 meters
per second and, thus, contributes to raising
customer productivity, as well as adding to
the quality of the end product. The paper
industry is expected to offer considerable
potential for this product.
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Human Resources

S R FEEE . and represents
a strategically important, integrated element of operations. During 2008 the
extensive, global transformation program in the HR area has continued, with

the introduction of common processes and IT support.

Delivery model through global
processes

The Sandvik Human Resources (HR)
organization is designed to provide the
best HR support to all managers and
employees in the Group, irrespective of
geographic location or organizational
affinity. The goal is to develop all employ-
ees to their full potential and have the best
competence available for cach job in the
organization, with the purpose of ensuring
that Sandvik achieves its straregic objec-
tives and continues to be world-leading in
its chosen segments.

To provide high-quality HR support to
all units and to enable measurement of the
performance of Sandvik’s HR work, the
company pursues six global processes
across the entire organization to drive
excellence in HR:
¢ Change Management: a systematic

approach to conduct change success-

tully, achieving desired outcome at the
optimum time and cost.

¢ Competence Development & Perfor-
mance Management: to drive compe-
tence development, fearning and high
performance throughout the organiza-
tion at all levels and in all business

areas.

Industrial Relations: the practices and
policies which the organization seeks
to apply in all business areas, to
encourage high-quality working rela-
tionships, mutual trust and under-
standing with all its employees.

Resourcing: to attract the righe people
by workforce and succession planning,
talent management and a proactive
recruitment process directly linked to
the needs of the business.

Reward & Recognition: building the
right compensation and benefit struc-
ture to attract, motivate and retain the
right people, and to ensure chat all
employees are fairly remunerated.
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¢ Workforce Administration: to enable
the HR processes access to accurare
and organized data so that each pro-
cess efficiently can perform their given

task.

Sandvik has defined a model for the HR
function that is based on business require-
ments and leading practices. Connect is
the global transformation program imple-
menting this model. Activities are con-
ducted in the following areas: HR Advisor,
the global HR processes, IT support and
HR shared service center. The program
currently covers more than 25,000
employees in seven countries and its
expansion is continuing.

The Group believes that goals and mea-
surements are key tools in ensuring contin-
uous improvements in HR. All operations
at Sandvik are covered by the goals set by
the Group Executive Management. The
tive Key Performance Indicators are: diver-
sity, mobility, employee turnover, compe-
tence developmenr days and formal review
discussions.

Sustainability

Sustainability issues are an integral fearure
of Sandvik’s operations. As part of sus-
tainability programs, the Group works
actively with Sandvik’s Code of Conduct,
which is included in the *The Power of
Sandvik” which represents the joint plat-
form for Sandvik’s approach to doing busi-
ness and includes the values referred to as
Open Mind, Fair Play and Team Spirit.
More than 81% of Sandvik’s personnel
have undergone training in Sandvik’s Code
of Conduct.

One of the Group’s objectives is to
increase equality of opportunity at work-
places. All sites will introduce a program
to improve the gender balance before year-
end 2010. Refer to the section entitled
“Sustainability Report” on pages 86-97
for other objectives and more detailed
information on sustainability programs.

Number of employees

The number of employees at the end of
the year was 50,028 (47,123), an increase
for comparable operations of 2,307 per-
sons (3,815) during the year. The number
of employees in Sweden at 31 December
2008 totaled 11,487 (11,342). Dara on
personnel expenses and the average num-
ber of employees is available on page 59,
Note 3.

Employee profit-sharing program
Since 1986, Sandvik has had a profit-shar-
ing system for all employees at wholly
owned companies in Sweden. The system
was modified in 2007 to achieve increased
transparency and better connection with
the company’s objectives. The Group’s
earnings and return during the year
entailed an allocation rotaling SEK 67 M
{238) to the profit-sharing foundation in
2008.

Remuneration and

compensation policy

The remuneration at Sandvik is based on a
global compensation policy that supports
Sandvik’s business objectives, contributes
to maintaining Sandvik as an attractive
company in which to work and develop,
stimulates internal mobility and provides
increased efficiency. The compensation
policy is based on four cornerstones:

1) position evaluation measuring the com-
plexity and difficulty of the position,

2) individual performance, 3) the market
situation, and 4) professional development
of the employee.

As part of the total remuneration pack-
age, a share-based program was estab-
lished in 2000 to offer a stock-related,
long-term variable salary to some 350
international executives and specialists in
the Group. The program was based on an
annual allotment of personnel options on
Sandvik shares with duration of five years
and the right to exercise after three years,
conditional on continued employment. The




allotment was based on Sandvik’s return
on capital employed during the preceding
vear. While the grant as such was free of
charge, option holders must pay an exer-
cise price for the share. The program is
based on existing shares and, thus, does
not require the issue of new shares. Under
a tinancial arrangement, the effects for the
company of future increases in the market
value of the Sandvik share have been limited.
Options under the program were granted
during the years 2000-2004, During 2008,
it was possible ro exercise options granted in
2003 and 2004 and there are still 131,000
outstanding options at 31 December 2008,
of which 20,000 ro senior executives. For
additional information, see pages 59-61,
Note 3.5 Information on remuneration to
the Board of Directors and senior executives.

The long-term variable salary program
was halted for one year bur starting in
2006 the Board of Directors decided ro
implement a cash-settied program each
vear for 2006, 2007 and 2008. The pro-
grams cover some 400 international execu-
tives and specialists within Sandvik and
extend over a period of three years with
possible payment after the third vear of
cach program. The possible outcome of
2006 vear’s program is thus paid in 2009,
the 2007 year’s program in 2010 and the
2008 year’s program in 2011. The pro-
grams have a direct connection to perfor-
mance, surplus value and compensation
with an annual cap value in relation to the
annual salary in December year three of
the participant. The possible outcome of
the long-term variable salary implies ful-
fitlment of measurable goals, outlined by
the Board of Directors, with reference ro
cerrain key indicators creating shareholder
value connecred to the Sandvik's growth,
profirability and capital efficiency during a
period of three years.

The Board’s proposal for the decision
on principles for the remuneration of
senior executives

The guidelines for the remuneration of the
Board and senior executives that applied
during 2008 are set out in Note 3.5 on
pages 59-61. The company’s auditors have
examined compliance with the guidelines.

The Board of Sandvik AB that the
Annual General Meeting on 28 April 2009
decide on the following principles for the
remuneration of senior executives in accor-
dance with thar stated in Note 3.5. The
Board’s proposal is designed to ensure that
Sandvik from a global perspective can
offer remuneration at the markert rate that
will ateract and rerain qualified members
of the Group Executive Management. The
remuneration package for Group Executive
Management comprises fixed salary,
annual variable salary and long-term vari-
able salary and pension. It is intended that
the components will form a well-balanced
remuneration and benefit package that
reflects the individual’s perforniance,
responsibility and the Group’s earnings
trend.

The fixed salary, which is individual and
differentiated considering responsibility
and performance, is determined taking
into account market conditions and is
reviewed each vear.

Key figures

The Board may depart from the princi-
ples established by the Annual General
Meeting if, in isolated cases. there are spe-
cial reasons for a departure.

Those affected by these proposed princi-
ples are the President and the other mem-
bers of the Group Executive Maunagement.
For further details, refer to Note 3.5 on
pages 39-61.

2008 2007
No. of employees 31 December 50,028 47123
Average number of employees
Women 8,819 7.875
Men - ﬁ 39752 36,548
Total T 44,421
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Non-financial information

Sandvik has a distinct Code of Conduct
that provides the platform for enhancement
programs.

In addition to Sandvik’s financial results,
environmental and social performance is
presented in the company’s Sustainability
Report on pages 86-97.

Environmental objectives
In 2008, Sandvik has established new envi-
ronmental objectives (Sce page 6):
Examples of activities conducred during
the year to meet the objectives include certi-
fication in accordance with 1SO 14001 for
companies recently acquired, the introduc-
tion of energy saving programs (two units
have introduced certified energy manage-
mient systems), phasing-out of chlorinated
solvents and reduction of water consump-
tion by recirculation. Relevant key figures
for the use of electricity and fossil fuel, car-
bon dioxide emissions and water consump-
tion are monitored on a quarterly basis. The
outcome for 2008 is presented in Sandvik’s
Susrainability Report.

Licensed operations

Sandvik complies with applicable laws and
regulations relating to environmental
issues in the countries where the Group
operates. However, Sandvik applies even
stricter requirements when it is ecologi-
cally warranted, technically possible and
economically reasonable. Sandvik’s Swed-
ish units conduct licensed operations in
accordance with Swedish environmental
legislation ar the plants in Sandviken,
Gimo, Stockholm, Hallstahammar, Sura-
hammar, Svedala, Arbra, Haparanda and
Képing. The environmental permits for
these sites relate to such activities as the
manufacturing of ingot, bar, tube, strip
and wire products, rock-drilling products,
metal powder, cemented-carbide products,
castings and various equipment and tools.
All these units have the environmental per-
mits that are required for their operations.
The main environmental impacts from
these sites are emissions to air and warer,
land contaminarion and noise. Sandvik is
highly dependent on the environmental
permits granted for these sites. In 2008, no
new permits were received. One new appli-
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‘represent an integral part of the business process, with focus on
contmual improvement in such areas as environment, health and safety, human rights and business ethics.

cation was submitted for the production of
hydrogen gas in Stockholm. No breaches of
maximum permissible values or permitted
manufacturing volumes within the param-
cters of the terms and conditions of permirs
occurred during the year. A number of
target values were exceeded for noise and
emissions to air and water at a few sites.
Measures are being taken to comply with
these target values, often in consultation
with the relevant supervisory authority.

For the units subject to environmental
permits, public environmental reports are
submitted each vear to the supervisory
authority. In these reports, conditions and
compliance with all the various require-
ments are presented, as are annual emis-
sions and actions taken to lessen impacts
on the environment or the consumption of
resources. No unit has been issued any sig-
nificant injunction, related to these require-
ments, from the supervisory authority in
2008.

At 22 units throughout the entire Sand-
vik Group, known or presumed land con-
ramination has occurred. At 12 units,
clean-up procedures have been ordered at
an estimared cost of some SEK 60 M.
Moreover, cleaning-up measures at addi-
tionally two sites have been decided.

When new manufacturing companies
are acquired, the due diligence procedures
always include a comprehensive environmen-
tal audit to identify any environmental liabil-
ities related to the operation in question.

Emission allowances

Two of the Group’s entitics are involved in
trading in carbon dioxide emission allow-
ances in the EU. In 2008, the Group was
allocared 109,727 emission allowances,
corresponding to 109,727 tons of carbon
dioxide. During the year, operations at
these two facilities declared emissions cor-
responding to approximately 110,000
emission allowances, a slight excess that
will be covered at the beginning of 2009
through the purchase of supplementary
allowances. Legislation, and thus also the
meaning of the term “metallurgical pro-
cess” was changed with effect from 2008
to be detined as “physical changes in the

material.” The change means that essen-

tially all use of fossils fuel in the industrial
site in Sandviken is encompassed by trad-
ing in ¢mission allowances.

The trading in emission allowances also
affects Sandvik in that the price for elec-
tricity, even such electricity not affecred by
emission allowances, has risen considerably.

Otherwise, Sandvik is not aware of any
changes in environmental requirements
raised by laws or otherwise thar could
have a significant operational or financial
effect on business activities.

Social objectives
In 2008, Sandvik established new social
objectives (See page 6):

Examples of activities pursued during
the vear to attain the objectives include
certification of the health and safety man-
agement system in accordance wirh
OHSAS 18001 for companies recently
acquired, rraining, risk assessment of the
workplace, more focus on reporting of
incidents, improving the efficiency of
safety committees, and offering stimula-
tion to managers to employ women, in
particular in regions where the proportion
of female emplovees is very low. Relevant
indicators and key figures that are moni-
tored on a quarterly basis include the num-
ber of fatalities, injuries and incidents
absenteeism as well as the number of men
and women in various positions.

Sandvik’s policies relating to human
rights, labor rights issues and business eth-
ics are set out in a Code of Conduct. To
cmphasize the imporrance of compliance,
training in these issues is regularly arranged.
At the end of 2008, more than 81% of the
employees had participated in this training.

Sandvik increased the focus on risks
related to suppliers during 2008. A new
supplier Code of Conduct is being devel-
oped and special supplier audit functions
were established in China and India.

No incidents relating to violation of
human rights were reported during 2008,
A few suspected incidents of fraud and
corruption were reported. All these inci-
dents have been investigated, and when
considered necessary, corrective measures
were taken.




Sandvik’s risks and risk management

to commercial and financial risks.kAccording!y,

in 130 countries and as such is exposed
the management of risks is a process that

is important to Sandvik in its efforts to achieve its objectives. Effective risk management
is a continuous process conducted within the scope of the operational control system
and is an integral part of the periodic monitoring of the business.

ERM ~ Integrated Risk Management
For a number of years, Sandvik has
applied a comprehensive program for risk
management ~ Enterprise Risk Manage-
ment (ERM). The program covers all parts
of operations, business areas as well as
Group Functions. Through ERM being an
integral part in the control of Sandvik’s
operations, ERM assists Sandvik to also
act when dramatic changes occur in exter-
nal factors and well as market conditions.
An example in this context is the specific
decision regarding capacity adjustments
vaken late in 2008 as a result of the global
decline in demand.

A tull, consolidated ERM Report is sub-
mitted to Executive Group Management
twice a year. The Board deals with the
ERM Report once a vear.

The purpose of the integrated risk

management work is to:

* Create heightened risk awareness in the
organization, from operational deci-
sion-makers to the Board of Directors,
Transparent and consistent reporting
of risks shall form a basis for a com-
mon approach to what shall be priori-
tized and managed.

Support the Board of Directors and
executive management in strategic
decision-making through continuous
identification and evaluation of strate-
gic risks thar impact the company.

* Contribute to improvements in opera-
tional decision-making by managers at
various levels by ensuring that opera-
tional risks are continuously evaluated
and managed.

* Ensure control of the company’s expo-
sure to risk by implementing a common
model and methodology for risk man-
agement.

¢ Link risk management work to the
company’s performance management,
which means that risk management
work shall also be included among the
targets set for individual employees.

A Group-wide risk management model has
been established with common definitions,
reporting formats and processes, and it
also enables cach business area to identify
and manage their specific risks.

The main components of risk manage-
ment are identification, measurement,
management, reporting, monitoring and
control. An action plan is established for
each risk to accept, reduce, eliminate or
increase the risk. Formal procedures and
processes are established for the reporting,
monitoring and control of risks.

Operational risks

Each manager with operational responsi-
biliries shall ensure that risks associated
with the operations are appropriately iden-
tified, measured and managed. Opera-

Purpose of integrated risk model

Risk awareness

Improve control of the Group's risk
. exposure by way of a transparent
-, and consistent reporting of risks,

Business advantages
Improve strategic and
operational decision making
by ensuring that risks are
continuously evaluated
and managed.

, Risk control
s Improve control and

&b, ERM Report

managing of the Group's
risks.

. 6a. Monitoring
of risks

tional risks include marker and country
risks, R&D risks, produect risks, produc-
tion risks, health and safety as well as
environmental risks. Each onit’s risks are
regularly summarized in a report, which
also details the measures thar are being
taken to manage the risks. Fach risk is
measured and assigned an action plan. All
this information is consolidated at Group
level.

Compliance risks

Sandvik is globally engaged in many dif-
ferent areas and conducts its business
within the framework of rules and regula-
tions that apply in various countries, mar-
kets and factual areas. Sandvik shall com-
ply with laws as regards environmental
tssues, labor issues, the operation of the
business, raxation, terms of employment,
marketing regulations, and so forch. In
addition, Sandvik has internally estab-
lished regulatory systems and instructions
as support for management and other
employees in the company.

Financial reporting risks

Sandvik’s operating companies present
reports on their financial position on a reg-
ular basis in accordance with internal
reporting rules and the accounting policies
that Sandvik applies, the International
Financial Reporting Standards (1FRS). The
Group’s controller function validares and

ERM process — Overview

2. Business
model and

measurement
of risks

SANDVIE ANNUAL REPCRT 2008




REPORT OF THE DIRECTORS

analyzes the financial information as a
part of the quality control of financial
reporting. Sce also the “Corporate Gover-
nance Report” on pages 98-103.

Legal risks

Litigation

On occasion, Sandvik is party to litigation
and administrative proceedings related to
its operations, including responsibility for
products, the environment, health and
safery. However, Sandvik does not deem
that any of these ongoing proceedings and
processes will significantly affect the Sand-
vik Group. In the US, companies that sell
welding electrodes, including Sandvik’s US
subsidiary, Sandvik Inc., are the object of
claims in which it is alleged that exposure
to welding fumes causes neurological dam-
age. All of these claims involve mulriple
defendants in addition o Sandvik Inc. To
obrain a favorable verdict against Sandvik
Inc., a plaintiff would have to prove that
any neurological injury was caused by
Sandvik Inc.’s welding electrodes. The mar-
ket share of Sandvik Inc. for welding elec-
trodes in the US is less than 1%, and many
of the cases against the company have been
dismissed because the plaintiffs could not
prove that they had used Sandvik Inc.’s
welding electrodes. In addition, Sandvik
believes that there is no reliable scientific
evidence to support the claims. Despite
such absence of evidence, and also consid-
ering the minimal market share, Sandvik
anticipartes that it will have to continue to
defend irself against these types of claims
in lawsuirs. To date, Sandvik has not
received an unfavorable verdict in any pro-
ceedings or been forced to come to a sertle-
ment in regards to injury compensation

Net flows in foreign currency, SEK M
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related ro welding electrodes and the only
expenses it has incurred are legal costs, A
significant share of these costs has been
covered by insurances.

Protection of intellectual property rights
To protect the return on the resources that
Sandvik invests in research and develop-
ment, the Group has a strategy for the
active safeguarding of technical achieve-
ments against patent infringements and
copying. Sandvik protects its intellectual
property rights through legal proceedings
when necessary.

Tax disputes

During 2007, the Swedish National Tax
Board performed tax audits ar Sandvik AB
and Sandvik Intellectual Property AB (the
“IP Company™), and in this connection,
reviewed the reorganization of ownership
and management of intellecrual property
rights that took place in 2005.

The reorganization implied that Swed-
ish-owned patents and trademarks were
transferred to the IP Company. The rea-
sons for this reorganization were the need
to gather the activities relating to intellec-
tual property rights into one company to
visualize the considerable worth of the
intellecrual rights and to gain operational
advantages.

The Tax Board did not accept the rax
returns for fiscal vears 2005 and 2006
filed by the IP Company with respect to
the claimed deductions for amortization of
the transferred intellecrual property rights.
In November of 2008, the Tax Agency
rejected the IP Company’s 2007 tax
returns for the same reasons.

The Tax Board approved the tax rerurns
filed by Sandvik AB for fiscal year 2005.
Subsequently, the Tax Board, through the
Public Commissioner, filed an appeal
against its own decision relating to the
effects of the above-mentioned reorganiza-
tion. In addition, according to the Com-
missioner’s appeal, the rejection of the [P
Company’s amortization claims should be
removed should the appeal against Sand-
vik AB’ tax returns be granted. If the
Commissioner’s appeals are granted, the
resulting additional rax expense of some
SEK 5.050 M would not affect Sandvik's
earnings since the amount would corre-
spond to the tax value of the raised raxable
amortization in the IP Company. However,
as a result of a reduction in Swedish income
tax from 28% to 26.3% cffective from
2009, the tax value of the raxable depreci-
ation is affected negarively by SEK 200 M.

If the Courr accepts Sandvik’s position,
the Group’s rax expense would decline by
about SEK 4,850 M, to be recognized as a
tax benefit when such a court order gains
legal force.

In Sandvik’s opinion, the raised tax
assessment of the [P Company by the Tax
Board and the Public Commissioner’s
appeal as it relates to Sandvik AB are both
incorrect. Al transactions comply with the
agreements entered into in accordance
with civil law by the Group companies
concerned and have been implemented
entirely in accordance with such agree-
ments. According to the advice of tax spe-
cialists engaged by Sandvik, a rax assess-
ment in line with Sandvik AB’s filed rax
returns complies with prevailing laws. The
raised tax assessments of the 1P Company
by the Tax Board and the Public Commis-

Hedged nominal foreign currencies, SEK M
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sioner’s claim for a raised assessment of
Sandvik AB, respectively, are solely based
on the grounds that the reorganization has
entailed perceived unacceprable tax advan-
rages to Sandvik.

In January and December of 2008,
respectively, the IP Company appealed the
decision by the Tax Board’s regarding rax-
ation for 2003, 2006 and 2007. Pending a
conclusion of the legal proceedings, Sand-
vik has recorded a provision for the tax
cffects of implemented amortization in the
IP Company and for accrued interest for
the tax that the Public Commissioner’s
appeal against Sandvik AB would entail if
it 1s approved.

Insurable risks

Sandvik has the customary insarance pro-
grams with respect to the Group’s prop-
erty and lability risks,

As a natural element of Sandvik’s vari-
ous activities, measures to limit the impact
of damages are continually taken, ofren in
cooperation with Sandvik’s external insur-
ance advisors.

In such a context, standards for desired
protection levels are established to reduce
the probability of significant material
damages and to guarantee deliveries to
customers.

Pension commitments

Sandvik has comprehensive pension obli-
gations for its employees in all countries in
which it operates. The pension solurions
vary depending on legislation and local
agreements. The most comprehensive
agreements are found in Sweden, Finland,
Germany, the UK and the US. To ensure
the efficient administration of the substan-

Net assets in foreign currency, SEK M

tial pension plans in these countries and an
cqually efficient management of funds
reserved for pension plans, Sandvik has
established a separate entity for this pur-
pose, the Sandvik Pensions Supervisory
Board. In addition, local pension Boards
are established in each country that are
responsible for compliance with legislation

and local agreements.

Sustainability risks

Sustainability risks entail the risk of adverse
consequences concerning the environment,
health and safety, human righes and busi-
ness ethics due to the commercial opera-
tions conducted by Sandvik. To minimize
these risks, Sandvik implements a compre-
hensive initiative at all levels of the com-
pany. Fair play and Code of Conduct semi-
nars are held throughout the Group on a
regular basis. These aspects also comprise
key areas for Sandvik’s internal assurance
function, Group Assurance. In recent
years, Sandvik has also developed a sepa-
rate Sustainability Report, which requires
a systematic analysis of the company’s
operations in terms of sustainabiliry and
cnables the identification of risks within
this area. For further information, see
Sandvik’s Sustainability Report on pages
86--97.

Financial risks

The Board of Directors is responsible for
establishing the Group's finance policy,
which comprises the guidelines, objectives
and limits for financial management and
the managing of financial risks within the
Group. Sandvik Financial Services has
been established to act as the functional
organization responsible for the managing

of the greater part of the Group's financial
risks.

The following presentation complies with
the reporting requirements stared in accor-
dance with IFRS (IFRS 7 and IAS 391,
Sandvik Financial Services
Through its comprehensive international
operations, Sandvik is exposed to cur-
rencey, interest, liquidity and financing
risks. Advantages exist for Sandvik’s oper-
ations in the central handling of matters
pertaining to financing and financial expo-
sure. Therefore, Sandvik conducts internal
banking operations within Sandvik Finan-
cial Services, which is located at its head
offices in Sweden and Singapore. Sandvik
Fmancial Services also conducts operations
for payment advice, customer financing
and trade finance. This activity is carried
mainly through the head office in Sweden
and via hnance companies in the Us, Ger-
many and Chile.

The internal bank provides service to
the Group companies and the purpose of
the bank is to support subsidiaries with
loans, investment opportunities and cur-
rency-exchange deals, and to act as advi-
sors in financial matters. Most receivables
created through internal Group sales are
transferred to the Swedish bank unit. Since
internal sales largely arise in the buying
company’s local currency, the internal
bank thereby attains adequate control aver
the Group’s transaction exposure. The
internal bank also conducts Sandvik’s net-
ting system, and is accountable for interna-
tional cash management,

The primary objectives of Sandvik
Financial Services is to conrribure to the
creation of value by minimizing the finan-

Borrowings by currency, SEK M
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REPORT OF THE DIRECTORS - SANDVIK'S RISKS AND RISK MANAGEMENT

cial risks to which the Group is exposed in
the ordinary course of business, and to
optimize the Group's net financing cost.
Only banks with a solid financial position
and high credir ratings are accepted as
Sandvik’s counterparties in financial trans-
acrions. A new department within Sandvik
Financial Services, designated Sandvik
Credit, was established during the year.
The main aim of the department is to act
as advisor with regard ro payment issues,
arrange various forms of customer financ-
ing and to issue a global credir policy for
Sandvik,

Currency risk

Currency risks refer to the foreign-

exchange movements affecting the compa-

ny’s earnings, sharcholders’ equity and
competitive situation in various ways:

¢ carnings are affected when sales and
purchases are made in different curren-
cies (transaction exposure),

* carnings are affected when assets and
liabilities are denominated in different
currencies (translation exposure},

* earnings are affected when the finan-
cial results of subsidiaries are trans-
lated to SEK (translation exposure},

¢ sharcholders’ equity is affected when
the net assets of subsidiaries are rrans-
lated to SEK {translation exposure).

Transaction exposure

In its international operations, Sandvik
regularly offers customers the possibility
to pay in their own currencies through the
global sales organization. As a result, the
Group is continuously exposed to currency
risks in accounts receivable denominated
in foreign currency and in future sales ro
foreign customers.

Since a large percentage of production is
concentrated to a few countries, while
sales oceur in many countries, Sandvik is
exposed to a large net inflow of foreign
currencies, which are exposed to transac-
tion risks.

The Group’s net inflow of foreign cur-
rencies was approximately SEK 14,200 M
{9,700). See diagram on page 26.

To reduce exposure to foreign curren-
cies, currency received is used to pay for
purchases in the same currency. In addi-
tion, major project orders are currency

KANNUAL REPCRT

hedged to safeguard gross margin. In addi-
tion, a cerrain portion of the anticipated
et flow of sales and purchases is hedged
through financial instruments in accor-
dance with guidelines set in the Group's
finance policy. The hedging horizon for the
Group as a whole depends on the mix of
currency flows in the various business
areas and is normally one to four months,
but may be raised by a maximum of about
six months through strategic currency
hedges approved by the CFO. As of 31
December 2008, the average term of the
hedged currency contracts in foreign cur-
rencies was eight months.

The total hedged volume outstanding in
foreign currencies at year-end are pre-
sented in the “Hedged nominal foreign
currencies” diagram on page 26, which
shows outstanding contracts in the most
IMmportant currencies at vear-end exchange
rates. Unrealized losses on outstanding
currency contracts for hedging of future
net flows at year-end amounted to SEK
233 M (gain: 34). Of this amount, a loss of
SEK 37 M pertains to contracts that
mature in 2009 and a loss of SEK 147 M
to contracts maturing in 2010 or later.
Hedge accounting in accordance with
IAS 39 is applied to the majority of these
hedging transactions. For a more detaifed
quarterly breakdown of cash-flow effects,
see page 32.

Translation exposure
Group subsidiaries normally should not
have any translarion risk in their balance

Sensitivity of operating profit to changes in EUR, USD and AUD

Exchange rate (2007)

Rate change

sheets. Sandvik’s objective is that a subsid-
iary’s receivables and liabilities in foreign
currency shall be balanced (hedged).

As of 31 December 2008, net assets of
Group subsidiaries denominated in toreign
currencies amounted to approximately
SEK 41,065 M (30,800},

A subsidiary usually raises intra-Group
borrowings denominated in its own cur-
rency. Its net assets, normally equivalent ro
its equity, are transtated into SEK at the
vear-end exchange rare. The nert assers are
not hedged, but the differences that arise
due to changes in exchange rates since the
preceding year-end are recognized directly
in equity.

A large share of Sandvik’s borrowing is
conducted to finance foreign subsidiaries’
investments. Such borrowing is frequently
in a particular currency, whereupon the
internal bank lends to the subsidiaries
requiring financing in local currencies.
Furthermore, subsidiaries deposit excess
cash with the internal bank. In these cases,
the internal bank’s deposits and loans are
hedged by currency-forward contracts.
The Group’s borrowing in various curren-
cies is presented in the diagram on page 27.

Transiation exposure in the

subsidiaries’ earnings

The earnings of the foreign subsidiaries
are translated into SEK at the average
exchange rate for the period du ring which
earnings arise.

150

in SEK0.001 15

=100
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Change in operating profit in SEK M annually




Exchange-rate sensitivity
As an estimate, it may be said that a
change of plus or minus SEK 0.10 in the
USD rate would change Sandvik’s operat-
ing profit by plus or minus SEK 55 M (50}
on an annual basis, under the conditions
that prevailed ar year-end 2008. A change
ot SEK 0.10 in the rates for EUR and AUD
would have comparable effects of SEK 90 M
(80) and SEK 50 M (35}, respectively. In
addition, there would be effects from the
other group of currencies that the Group’s
operations give rise to. The change in earn-
ings occurs with a delay, since a change in
exchange rates does not have an impact
until the hedging horizon has passed.
Accordingly, the rule of thumb should be
used cautiously for a company such as
Sandvik with global production and sales.
Refer to the diagram on the preceding page.

Interest risk

Interest risk is defined as the risk that

changes in marker interest rates will have

an adverse impact on the Group’s net

financial items. The speed with which a

change in interest rate affects net financial

items depends on the fixed-interest period
of the loans.

The company’s exposure to interest-rate
fluctuations (interest risk) is considerably
less than for currency risk. Interest risk
Arises in two ways:

* The company may have invested in
interest-bearing assets, the value of
which changes when the interest rate
changes.

The Group’s Interest rates for outstanding loans

* The cost of the company’s borrowing
fluctuates when the general interest-
rate situation changes.

Sandvik has no long-term surplus liquidity

and usually only invests any liquidity in

current bank deposits/current money-mar-
ket instruments with maturities of less
than 90 days. Accordingly, there is no sig-
nificant interest risk in the Group’s short-
term investments.

Changes in interest rates thus mainly
affect the cost of the company’s borrowings.

The Group’s maturity profile and inter-
est rates for outstanding loans as ar 31
December 2008 are presented in the dia-
gram and table below.

Sandvik has entered into a number of
interest-rate swaps to affect interest dura-
tion. The nominal values of interest-rate
swaps and maturities are presented in the
table below.

The interest-rate swap agreements
entered into had an estimated positive net
market value of SEK 1,298 M (196) at
year-end. Sandvik applies hedge account-
ing in aceordance with 1AS 39 to these
interest-rate swaps of SEK 1,337 M, since
they are directly related to specific loans.

The Group’s average interest rate,
including other loans and effects of inter-
est-rate swaps, was about 4.8% (4.8).

In accordance with Group guidelines,
Sandvik’s average fixed-interest rerm for
loans shall be 12 months, but may vary
between 6 and 30 months following
approval by the CFO. At year-end, the
average term was 13 months (13) taking
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into account interest derivative instru-
ments. In order to reduce the refinancing
risk, the Group strives for an adequate dis-
tribution of maturity dates. At vear-end,
the average pavback period was 3.9 years.

Loan conditions essentially follow the
normal market terms. Only under excep-
tional circumstance were assets pledged in
connection with the raising of loans. Such
pledging is disclosed in Note 29.

The fair value of the loan portfolio,
including derivatives relating to borrow-
ing, would change by some SEK 230 M
(195) in connection with a change in the
market interest rate of one percentage
point over the entire interest-rate curve,
given the same volume and fixed-interest
term as at 31 December 2008.

Liquidity and financing risk

Liquidity and financing risk is defined as
the risk that costs will rise and financing
possibilities will be limited when loans
must be refinanced, and that payment
commitments cannot be mert as a result of
insufficient liquidity.

In Sandvik’s finance policy, the liquidity
and financing risks are regulated such that
the sum of guaranteed credit facilities and
cash and cash equivalents must exceed the
total of all borrowings that mature within
the next six months. At 31 December 2008,
the sum of cash and cash equivalents and
credit facilities was SEK 21,415 M
(16,192}, compared with borrowings that
mature within the next six months totaling
SEK 9,271 M (9,954).

The Group’s maturity
profile for outstanding loans, SEK M

uso 1235 386 772 1.853 418 4864
GBP 280 280
Total 840 450 1300 100 1235 940 772 1853 418 8108

SANDVIK ANNIUAL b




&

REPORT OF THE DIRECTORS - SANDVIK'S RISKS AND RISK MANAGEMENT

Sandvik has credit facilities of EUR 500 M
maturing in 2012 and of EUR 1,000 M
maturing in 2013. These credit facilities
have been placed at the company’s disposal
by a group of banks. The constituent
banks also have other dealings with Sand-
vik. The facilities, which are the Group’s
primary liquidity reserve, were unutilized
at year-end. The size of the facilities is reg-
larly reconsidered and adapted to the
Group’s need for a liquidity reserve.

The company has a Swedish Medium-
Term Note program with a program size of
SEK 15,000 M (15,472). At year-end, bonds
with a nominal value of SEK 13,200 M
(10,697) were outstanding, with an average
fixed-interest term of 2.8 years (3.9). Sand-
vik has issued bonds totaling USD 740 M
(740) in the US market in so-called “pri-
vate placements.” The duration of these
bonds varies between 9 and 14 vears.

Sandvik has a Swedish commercial-
paper program with a program size of SEK
10,000 M (10,000). The amount outstand-
ing at vear-end was SEK 7,172 M (5,971).
The commercial papers had an average
remaining term of about five months.

In addition, Sandvik has a European
commercial-paper program with a pro-
gram size of EUR 750 M (750). At year-
end, measured in SEK, the outstanding
amount was SEK 526 M (910). These com-
mercial papers had an average remaining
term of abour five months.

At year-end, Standard & Poor’s, the
international credit rating institute, had
assigned an A credit rating to Sandvik’s
long-term borrowing and A-1 for its short-
term borrowing. For continous update on

Age analysis of trade receivables

Sandvik’s rating, we refer to Sandvik’s own

webpage.

Credit risk

The Group’s financial transacrions give
rise to credit risk in relation to Anancial
and commercial counterparties. Credit risk
or counterparty risk is defined as the risk
for losses if the counterparty does not ful-
fill its commitments.

Sandvik has entered into agreements
with the banks that are most important to
the company covering such matters as the
right to offset receivables and liabilities
that arise from financial transactions, so-
called ISDA agreements. This means that
the company has limited exposure to the
financial sector. However, the company
does have a credit risk in the form of out-
standing customer accounts receivable.
The distribution of the respective business
areas’ invoicing by industry segment
implies a good risk spread.

At 31 December 2008, the total nominal
value of derivative instruments for pur-
chased and sold currencies amounted o
SEK 49,924 M (43,375). These derivatives
form part of the Group's managing of cur-
rency risks in transaction flows and financing.

Sandvik’s customers frequently wish ro
finance their investments in new equip-
ment with terms that match the products’
expected economic lives. Therefore, Sand-
vik Financial Services works in close liai-
son with financial institutions, such as
banks and export credits guarantee
boards, to be able to offer customers com-
petitive solutions. In certain cases, Sandvik
must provide buyback guarantees, that is,

a promise to repurchase a machine at a
price established in advance. Ar year-end,
the outstanding buyback guarantees
amounted to SEK 111 M (25). Sandvik,
notably the Sandvik Mining and Construc-
tion business area, offers credits to the
company’s distributors and end-customers
n the North- and South America countries
and in Europe through its own finance
companies. The value of outstanding cred-
irs in these companies was SEK 534 M
{(487) at year-end. In addition to the tradi-
tional financing of equipmenr thar the cus-
tomer buys, Sandvik also offers rental
machines to customers that only require
the use of a machine for a shorter period.
At year-end, the net book value of Sand-
vik’s global fleet of rental machines was
SEK 468 M {569).

Ar 31 December 2008, the toral gross
amount of outstanding trade receivables
was SEK 16,624 M (15,719). Impairment
totaling a loss of SEK 694 M (loss: 491)
was recognized.

An age analysis of outstanding trade
receivables at 31 December is presented in
the table below.

Raw materials price exposure

Sandvik’s operations give rise to risks due
to changes in the price of market-quoted
raw materials, mainly nickel, tungsten,
cobalt, and electricity. The nickel price
varied significantly during the year. At
the beginning of the year, the price was
USD 26,000 per metric ton, the highest
price was USD 33.000, while the price at
year-end was about USD 11,000 per met-
ric ton.

Total credit risk - Financial instruments

2008 2007
Allowance Allowance
for bad  MNet book for bad  INet book

SERM . el o Gross debts  walie  Gross debts  value SEKM . 2008 . 2007
Current receivables T 11878 74 11804 11577 64 11,513 Trade receivables 15930 15228
Past due receivables 0-3 months 3390 ~82 3,308 3139 ~53 3.086 Cash and cash equivalents 4998 2,006
Past due receivables 3—12 months 1,005 -238 767 ... .765 ~160 605 Unrealized gains on derivatives 3420 982
Past due receivables >12 months 351 300 51 238 -214 24 Other receivables 716 487
Total 16,624 -694 15930 15719 -491 15,228 Totai 25,058 18,703
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The total consumprion of nickel is sone
24,000 metric tons per year. When Sandvik
Materials Technology obtains a significant
customer order, the price of quoted materi-
als included in the order is hedged. At year-
end, the nickel inventory amounted to
slightly less than 10,000 tons, of which
about 1,526 metric tons was hedged. The
market value of commodity derivatives
entered into was a negative SEK 120 M
{neg: 7). A price reduction for nickel of USD
1,000 per metric ton for current inventories
1s estimated to have a negative effect of
SEK 80 M on Sandvik’s reported results on
an annual basis, based on the prevailing
conditions at 31 December 2008,

For Sandvik’s large production units in
Sweden, the electricity price is continu-
ously hedged through derivates. The total
clectricity consumption at these units

amounts to some 900 GWh. The hedging
horizon at year-end was abour 18 months’
expected consumption. The marker value
of electricity derivatives at year-end was
about a negative SEK 67 M (103). A change
in the clectricity price of SEK 0.10 per kWh
is estimated to impact Sandvik’s operating
profit by plus or minus SEK 90 M on an
annual basis, based on the prevailing con-
ditions at year-end 2008,

Hedge accounting in accordance with
IAS 39 15 applied to the majority of the
raw materials and electricity derivarives.

Fair value of financial assets and liabilities

Fair value is based on marker prices and is
determined under generally accepted meth-
ods. When available, official market values
at the closing date are used. Translation o

SEK was conducted at the quoted currency

Fair value of financial assets and liabilties by category

Dervatives

Assets at fair
vatue through
profit orlg

rate on the balance-sheet date.

Financial assets and liabilities and finan-
cial derivatives are stated at fair value,
except for current and non-current bor-
rowings, which are measured at amortized
cost. Calculation at fair value would
increase the Group’s non-current borrow-
ings by SEK 2,475 M (reduce 373), of
which SEK 1,384 M is already recognized
as the fair value hedge. When measuring
interest-bearing Habilities, the company’s
Swedish bond loans have then been remea-
sured at listed market prices when avail-
able. Other non-current debt has been
revalued based on the difference between
the nominal interest rate and current mar-
ket rate. Current loans, which include out-
standing commercial papers with a fixed
interest period of less than 12 months,
have not been revalued.

designated as hedging Derivates held Available-for-sale Loans and
Balance-sheet items, SEK M instruments” for trading » financial assets recevables Total book value Fair value
Prancalassets 2008 2007 2008 2008 _ L2008 2007 2008 2007 2008 2007
Financial investments — — — — 78 — — 78 79 78 79
Shares in assocdiates — - -— — 485 — — 485 348 485 348
Trade receivables — = - = =5 = 15.930 15,228 15,930 15,228 15,930 15,228
Other recelvables ¥ = = == = = - 1258 1043 1,258 1.043 1.258 1.043
Derjvatives? 1,663 407 1757 575 = . == 3,420 982 3420 982
Cash/Cash equivalents 4,998 2,006 4998 2.006 4.998 2.006
Total financial assets 1,663 407 1,757 575 563 427 22,186 18,277 26,169 19,686 26,169 19.686
15 at fair
rotigh
Derivatives profit or loss ¥
designated as hedging Derwates held Available-for-sale Loans and

Balance-shest iterns, SEK M instruments -

financial assets

for trading

recevables

Totat book valus Fair value

acaliabiives 2008 007 2008 2007 2008 2007 2008 007 2008 00/ 2008 2007
Borrowings® APt — — 7m8 28846 - — 3708 28846 38219 28473
Derivatives ™ 790 - 77 303 o — — 1.517 303 1.517 303
Accounts payable — - — e - — 7000 6777 7,000 6,777 7000 6,777
Due to associates —_ = — = —_— e 80 103 80 103 80 103
Other liabilities™ e = == = = = 657 539 &57 539 657 539
Total financial Hiabilities 790 727 303 37128 28,846 7737 7419 46,382 36,568 47,473 36,195

artamns (o eCongm:
roup's NON-Current recevabi
of the other recevables repo:

<, accrued ing

Sy Ry € sheet as non-current and current nabilties 1o f
7y >r part of the Gther Habilities reported n the balance
8)Form part of the Group's non- current fabilities, accrued expenses and

edge accounting 1s not appiied.

come and other receivabies reported i the balance sneet,
heet.
naial institutions and other habities.

fabilities reported in the balance sheet,

241510 cash-fiow hedges reported i the hedgng reserve ¢ equity. For more detaied miormanon. see the descpuion of hedge accountng.
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Hedge accounting

At the end of 2008, hedge accounting in

accordance with IAS 39 was applied as fol-

lows:

* cash-flow hedge accounting is applied
to foreign currency derivatives (hedging
instruments) used to hedge future com-
mercial payments in foreign currency
thedged item). Accordingly, all deriva-
tives are recognized in the batance
sheet at fair value and changes in for-
ward contracts are recorded in the
hedging reserve in equity. Amounts
reported in the hedging reserve are
reversed to the income statement at the
same trime as the external sale or pur-
chase is recognized in the income state-
ment, that is, when the delivery ro the
external customer or from the external
supplier occurs,

¢ cash-flow hedge accounting is applied
to commodity derivatives used to hedge
future customer orders received,

*

.

cash-tlow hedge accounting is applied
to clectricity derivatives used to hedge
the cost of future electricity consump-
rion at the Swedish production facilities,
tair-value hedge accounting of a few
significant loans and interest-rare
swaps used to obtain a desired interest
term. Sandvik’s external financing is
conducted through various borrowing
programs and to convert such borrow-
ings to a desired structure for rhe inter-
est term interest derivatives are used.
These hedging relations comprise fair-
value hedges in which Sandvik uses
interest-rare derivatives (hedging
instrument) to eliminate the risk that
changes in the market interesr rare
shall have an effect on the value of the
labilities (hedged item). In these hedg-
ing relations, the hedging instrument
(the derivative) is measured at fair
value, and the hedged item (the loan) is

also measured at fair value with regard

Net gains/losses by category for financial assets and liabilties

Assets and labilities at fair value
Derivatives
Loans and receivables

Available for sale assets

Financial liabilities

2008
100 244
645 114
3 1
2253 -1516

vernent effects are nciudea,

Periods when hedged cash flows are expected to occur and affect earnings

to the hedged risk. This means that the

-

change in the fair value of the derive
tive instrument and in the hedged irem

is both recognized in net finance cost.

Sandvik has not entered into any deriva-
tives to hedge net investments in foreign
operations.

Sandvik does not apply hedge account-
ing to all rransactions entered into for
hedging purposes. In those cases when
hedge accounting is not applied, the mea-
surement of the derivarives at market value
and of financial liabilities at amortized
cost creates an accounting volatility in net
financing cost.

Sandvik considers that such rransacrions
offer an economic hedge and that risks
have been managed in accordance with the
finance policy approved by the Board.

1 Q2 Q3 Q4 Q1 Q2 Q4
SEK M S 0092009 w005 W0 o0 2010 20 o Toral
Cu;frency derivatives 64 ~92 A6 v -1 -6 o —1(53\ \ -321
Commaodity and
electricity derivatives -15 -28 23 ~21 ~20 -23 26 -7 27 ~190
Total ~79 ~120 -39 6 ~21 ~49 ~59 -18 ~132 B -511

For ac

5 98103, and Sustanabiity Report, pages §6-97.



CONSOLIDATED FINANCIAL STATEMENTS

Consolidated income statement

Mo e 2008 267
1.2 92,654 86.338
61,562 55976
Gross profit 31,092 30.362
Selling expenses 11,524 10,334
Administrative expenses -5.287 1142
Research and development costs 4 -2.014 1.818
Share of results of associated companies 46 119
Other operating income 5 451 386
Qt’hcr operating expenses 6 180 179
Operating profit 1.3.7.8 12.794 14.394
Financial mcome 375 377
Financial expenses -2.592 1774
Net/ﬁnancing cost 7 9 2,217 ~1,397
Profit after financial items 10,577 12,997
Income tax expense i -2,741 3403
Profit for the year 7.836 9.594
Artributable to
Equity holders of the parent 7472 9116
Minority interest 364 478
Basic earninpgs per share, SEK 12 6.30 765
Diluted earnings per share, SEK 12 6,29 765
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CONSOLIDATED FINANCIAL STATEMENTS

Consolidated balance sheet

SEKM Note 2008
ASSETS
Non-current assets
Intangible assets
Patents and other ntangibie assets 13 2641 2,492
Goodwill 13 9.831 3933
Total 12,472 11425
Property, plant and equipment
Land and buildings 13 6,974 5719
Plant and machinery 13 13,229 10.92
Equipment, tools and installauons 13 1.874 1548
onstruction in progress and advance payments 13 4.046 2.703
Total 26,123 20,895
Financial assets
investrents in assocated companies 1,16 485 248
Other financial assets 17 78 79
Deferred tax assets i 1277 1323
Other non-current receivables 18 2,512 2,029
Toral 4,352 3779
Total non-current assets 42,947 36,099
Current assets
Inventories 19 28.614 25,301
Current receivables
Trade recevabies 15,930 15.228
Due from associated companies 180 186
Income tax receivables 11 1,699 1129
Other receivables 18 7759 1179
Prepaid expenses and accrued income 1100 1.007
Total 26,668 22,029
Cash and cash equivalents 4,998 2,006
Total current assets 60,280 49,336
TOTAL ASSETS 1 103,227 85435
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EQUITY AND LIABILITIES
Equity
Share capital 1,424 1424 i

" pad-in capital 1.057 1,057

1,651 358
23456 25,765
Equity attributable to equity holders of the parent 35,588 28,614
Minority interest 1137 1,209
Total equity 20 36,725 29,823
Non-current liabilities
Interest-bearing liabilities
Provisions for pensions 23 2,735 3100
Loans from financial mstitutions 4,691 2,682
Other habilities 26 17.888 5895
Total 25,314 21,477
Noninterest-bearing liabilities
Deferred tax liabilities i 1,514 1,786
Provisions for taxes i 3201 1,760
Other provisions 24 806 701
Other liabilities 27 398 129
Total 5.919 5.376
Total non-current liabitities 31.233 26,853
Current liabilities
Interest-bearing liabilities
Lodns from financial institutions 11.324 9158
Other habilities 26 3.225 131
Total 14,549 10,469
Noninterest-bearing liabilities
Advance payments from customers 2.368 1795
Accounts payable 7.000 5777
Due to associated companies 30 103
income tax habilities i 1,301 1334
Other liabilities 27 3312 2,168
Provisions 24 734 té
Accrued expenses and delerred income 5925 5,544
Total 20,720 18,290
Total current liabilities 35,269 28,759
TOTAL LIABILITIES 66.502 55,61:7.
TOTAL EQUITY AND LIABILITIES 103,227 85,435

o1
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CONSOUDATED FINANCIAL STATEMENTS

Consolidated statement of changes in equity

Equity attnbutable to 2quity holders of the parent company

Other

Retaimed

earnings/

Cr

Share pad - in Profit for Minority Tistal
SEKM ) ) ) capital - capital - Reserves the year - Total nterest equity
Equity at 1 January 2007 1424 1,057 -512 24177 26,146 1,052 27,198
Foreign currency translabion difference 800 8GO0 31 831
Chinge in hedging reserve - [ " - 11
income tax on income and expense recognized directly inequity e 31 - 31 -31
Mt’?l, changes recognized directly in equity,
excluding transactions with equity hoiders 880 880 31 211
Profit for the year 2116 2116 478 9594
Total changes, excluding transacucns with equity hoiders 880 9116 2996 509 10,505
Dwidend 2,855 3.855 352 1207
Exercised share options 136 36 - 136
Reversal of tax provision pertaming (o share options - e e 22 22 22
Redemption of shares 712 2,847 3,559 3,559
Stock dividend 712 - - #7127 O - 0
Equity at 31 December 2007 1,424 1,057 368 25.765 28,614 1,209 29,823
Equity at 1 fanuary 2008 1,424 1.057 368 25,765 28,614 1,209 29,823
oreign currency translation difference 1740 - 1710 92 4,832
ange in hedging reserve - - 521 — ~621 - -621
Purchase of minority owned shares in subsidiaries — — 162 162
Income tax on income and expense recogrized directly inequity e 164 - ) % e 164
Net changes recognized directly i equity,
cxcluding transactions with equity holders L 1283 - 1283 -70 1213
Profit for the vear - 7472 7472 364 7.836
al changes, excluding transactions with equity holders - 1.283 7AT2 11,755 294 12.049
Dividend - - - 1.745 4,745 366 =511
Stock options exercised by employees settled against equity instruments — — 36 36 — ~36
Equity at 31 December 2008 1424 1,087 4651 28456 35588 1137 36,725
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Consolidated cash flow statement

2008
Cash flow from operating activities
neome after financial ncome and expenses 10.577 12,997
justment ior depreciation, amortization and imparment losses 3481 3077
ustment foritems that do not require the use of cash 142 527
sme tax pad 2,897 3404
Cash flow from operating activities before changes in working capital 11.019 12,043
Changes in working capital
Change in inventories 1.001 -5,528
Change in operating recenables 4640 22,505
Change in operating liabilities 93 1465
Cash flow from operating activities 9,671 5476
Cash flow from investing activities
Acquisition of companies and shares, net of cash acquired 954
Acquisition of property, plant and equipment 7169
Proceeds from sale of compantes and shares, net of cash dispesed of M
Proceeds from sale of property. plant and equipment 381
Net cash used in investing activities 7,631
Net cash flow after investing activities 2,040
Cash flow from financing activities
Proceeds from external borrowings 16,026
Repayment of external borrowings ~9.484
Redemption of own shares -
Exercise of personnel options 4 100

Payment to new pension fund

Dhividends pad 1,207
Cash flow from (net cash used in) financing activities 5.186
Cash flow for the year 179
Cash and cash equivalents at beginning of year 1,745

e-rate differences on cash and cash equivalents 82
Cash and cash equivalents at end of year 2,006
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PARENT COMPANY FINANCIAL STATEMENTS

Parent Company income statement

SEKM
enue 2
Cost of and services
Gross profit
Selfling expenses
Administrative expenses
Research and development costs 4
Other operating mcome 5

Other operating expenses

Operating profit 3.7.8

fncome from shares in group companies 9

income from shares in associated companies 9 5 5
Interest ncome and simiar items 9 13 538
Irierest expenses and similar items 9 1,655 1165
Profit after financial items 5,342 5,996
Appropriations 10 7 3.063
income tax expense B 401 745
Profit for the year 5,750 8,314
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PARENT COMPANY FINANCIAL STATEMENTS

Parent Company balance sheet

SEK M _— ) | | LNew - 2008 007

ASSETS
Non-current assets

Intangible assets

Patents and similar right ) 14 31 26
Total 31 26
Property, plant and equipment

Land and buildings 14 491 484

Plant and machinery 1 4.088 3.624

Equipment, tocls and installations 14 312 305

Construction in pregrass and advance payments 14 1727 1,352
Total 6,618 5,765
Financial assets

Shares in group companies 15 14435 13,762

Advances to group companies 51 18

nvestments in assoaated companies 16 4 4

Other investments 1 1

Non-current receivables 18 26 20

Deferred tax assets ) M 292 22
Total o 14,819 13,857
Total non-current assets 21,468 19,648

Current assets
Inventories 19 5123 5242

Current receivables

Trade receivables 861 1155
Due from group companies 12.800 16,31
Due from associated companies 116 Wit
Income tax receivables Iy 166 393
Other receivables 13 233 18
Prepaid expenses and accrued mcome 1129 579
Total 15,305 19,287
Cash and cash equivalents 3 6
Total current assets 20,431 25,535

TOTAL ASSETS 41,899 45,183




SECM L . Mote 2008

EQUITY AND LIABILITIES

Equity
Non-distributable equity

Share capital 1124 1424

Legal reserve 1611 g
Total 3.035 3,035
Distributable equity

Profit brought forward 5.304 1,552

Profit for the vear ) 5750 8,314
Toral ) 11,054 9.866
Total equity 20 14,089 12,901
Untaxed reserves

Accelerated deprediation 21

Other untaxed reserves 22 12 19
Total 12 19
Provisions

Provisions for pensians 23 128 108

Provisions for taxes 1 55 55

Other provisions 24 188 154
Total 371 317
Non-current interest-bearing liabifities

Loans from financial institutions 25 1.653 1718

Lzans from group companies 25 122 30

Other tizbilities 5 B 10,591 103
@ 12.366 11,879
Non-current noninterest-bearing liabilities

Other liabilities 108
Total 108 —_
Current interest-bearing liabilities

Loans from group comparies 7074 10,902
~ Other liabilities 2,799 1,080
Total 9.873 11,982
Current noninterest-bearing liabilities

Advance payments from customers 443 159

Accounts pavable 1,532 1,721

Due to group companies 638 3.655

Due to assodiated companies &8 82

Other habiities 219 126

Accrued expenses and deferred income 28 2,180 2,332
Total 5,080 8,085
TOTAL EQUITY AND LIABILITIES 41,899 45,183
Pledged assets T —
Contingent habilities 29 17.316 16,068
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PARENT COMPANY FINANCIAL STATEMENTS

Parent Company
statement of changes in equity

SEKM ) ) — — Share capital Legal reserve Distributable equity Totalequity
Equity at 1 January 2007 1,424 1,611 11,260 14,295
Profit for the year - - 8,314 8,314
Dividend 2,855 3,855
Redemption of shares /12 2,847 3,559
Stock dividend 2 e 2712

Oroup contributions - e 3,012 -3,012
Tax effect of group contribulions 843 84
Reversal of tax provisions pertamning to share options - e " 1
Exercised share options i — = — - ~136 136
Equity at 31 December 2007 1424 1.611 9,866 12,901
Profit for the year — 5750 5750
Dwddend e -4, 745 A 745
Group contributions 304 304
Tax effect of group contrbutions -85 85
Exercised share options 36 6
Equity at 31 December 2008 1424 1,611 11,054 14,089
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Parent Company cash-flow statement

SEK M 2008 2007
Cash-flow from operating activities
Profit before tax 5.349 7,059
Adjustment for depreciation 635 592
Adjustment for items that do not require the use of cash 237 3130
Income tax paid 269 -282
Cash-flow from operating activities before changes in working capital 6.016 6,239
Changes in working capital
Changes in inventories M9 1.643
anges in operating racevables 819
Changes in operating labilities 4,052
Cash-flow from operating activities 3,902
Cash-flow from investing activities
Acquisiion of companies 4 hares, net of cash acquired 678 2,036
Acquisition of property, plant and equipment <1537 1128
Proceeds from sale of companies and shares, net of cash disposed of 28 3
Proceeds from sale of property, plant and equipment 14 38
Net cash used in investing activities 2,173 -3,123
Net cash-flow after investing activities 1729 4,999
Cash-flow from financing activities
Changes in advances/icans to/fram group companies, net 42 -1.841
Proceeds from external borrowings 3,350 8,679
Repayment of external borrowings -564 -1,288
Redemption of own shares 3.559
cercise of personnel options 36 176
Dividend paid -3.855
Group contributions 36 -3012
Net cash used in financing activities -1,732 -5,012
-flow for the year -3 i3
Cash and cash equivalents at beginning of year 5 19
Cash and cash equivalents at end of year 3. [
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Significant accounting policies

assessments and assumptions for accounting purposes

Statement of compliance

The consolidated financial statements
have been prepared in accordance with
International Financial Reporting Stan-
dards (IFRS) adopted by the International
Accounting Standards Board (IASB) and
interprerations of such standards by the
International Financial Reporting Inter-
pretations Commitree (IFRIC), as
endorsed by the EU Commission. In addi-
tion, the standard RFR 1.1, Supplemen-
tary accounting standards for consoli-
dated accounts, issued by the Swedish
Financial Accounting Standards Council
has been applied.

The Parent Company has applied the
same accounting policies as those applied
in the consolidated financial statements
except as set out below in the section
“Parent Company’s accounting policies.”

The financial reports are presented on
pages 12~85. The Parent Company’s
annual report and the consolidated finan-
cial statements were approved for issu-
ance by the Board of Directors on 3 Feb-
ruary 2009. The Group's and the Parent
Company’s income statements and bal-
ance sheets are subject to adoption at the
Annual Meeting of Shareholders on 28
April 2009.

Basis of measurement in preparation
of the Parent Company and Group
financial reports

Assets and liabilities are stated on a his-
torical cost basis except for certain finan-
cial assets and liabilities, which are stated
at their fair value, viz. derivative financial
instruments and financial instruments
available-for-sale.

Receivables and liabilities and items of
income and expense are offset only when
required or expressly permitted in an
accounting standard.

The Parent Company’s funetional cur-
rency is Swedish kronor (SEK) which is
also the reporting currency of the Parent
Company and the Group. Accordingly,
the financial reports are presented in
SEK. All amounts are in SEK million

unless otherwise stated.

SANDVIKANNUAL REPC
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The preparation of financial statements
in conformity with [FRS requires manage-
ment to make assessments, estimates and
assumprions that atfect the application
of accounting policies and reported
amounts of assets and liabilities, income
and expenses. Actual results may differ
from these assessments.

The estimates and underlyving assump-
tions are reviewed on an ongoing basis.
Revisions to accounting estimares are
recognized in the period in which the
estimate is revised if the revision affects
only that period, or in the period of the
revision and future periods if the revision
aftects both current and future periods.

Judgments made by management in the
application of IFRS that have a signifi-
cant effect on the financial statements,
and estimates with a significant risk of
material adjustment in the next year, are
turther discussed below.

Events after the balance sheet date refer
to both favorable and unfavorable events
that have occurred after the balance sheet
date but before the date the financial
reports were authorized for issue by the
Board of Directors. Significant non-
adjusting events, that is, events indicative
ot conditions thar arose after the balance
sheet dare, are disclosed in the financial
reports. Only adjusting cvents, that is,
those that provide evidence of conditions
that existed at the balance sheer date,
have been considered in the preparation
of the financial reports.

The most significant accounting poli-
cies for the Group, as set our below, have
been applied consistently to all periods
presented in these consolidated financial
statements exceprt as specifically
described. Moreover, the Group’s
accounting polices have been consistently
applied in the reports of all members of
the Group and also in the reports of asso-
ciated companies — when necessary by
adaptation to Group policies ~ when
including these entities in the consoli-
dated financial reports.

Changes in accounting policies

As of 2008, Sandvik has changed cost
distribution between the costs of goods
sold and administrative expenses to
increase accuracy and clearness and thus
reflect business in a better manner. Cor-
responding changes were made in the
comparative figures, which resulred in
increases in gross profit margin as well as
administrative expenses rose by 1.4 per-
centage points (SEK 1,246 M) for full-
vear 2007. The reclassifications did not
affect reported operating profit.

The following new standards and inter-
pretations have been adopted in the prep-
aration of the 2008 financial reports.

IFRIC 11 IFRS 2 Group and treasury
share transactions, as well as intra-Group
specifies how to account for equiry-sertled
payments in which the company at settle-
ment purchases equity instruments from
another party or in which the owner of
the company transfers the instruments as
well as how to account for transactions in
which the company’s employees received
or have rights to equity instrument of the
Parent Company. The interpretation was
applied as of the 2008 financial year and
the transition is reported in accordance
with IAS 8.

IFRIC 14 TAS 19 — The Limiton a
Defined-Benefit Asser, Minimum Funding
Requirements and Their Interaction,
explain how the ceiling stared in IAS 19
for defined-benefir assets shall be inter-
preted and also states how this ceiling is
affected by possible demands in the pen-
sion plan for minimum funding. The
interpretation also states when require-
ments for minimum funding may result in
a lability. The interpretation is applied as
of the 2008 financial year. It is applied
retroactively as from the beginning of
2007.

A number of interprerations issued by
IFRIC that became effective in 2008 have
been applied in the preparation of the
Group’s 2008 financial statements. No
interpretation, however, had any signifi-
cant impact on the Group's operating
results or financial position.



New or revised IFRSs and interpreta-
tions coming into effect in future
accounting periods

A number of new or revised standards
and interpretations become effective first
during future financial years. New items
or revisions that beconte effective in the
2009 financial year are not planned to be
applied early. To the extent that antici-
pated effects on the financial reports of
application of the following new or
revised standards and interpretations are
not described below, Sandvik has not
made an assessment of these effects.

Among other cffects, the revised IFRS
2 Share-based payments: Vesting condi-
tions and caucellation clarifies what
rerms comprise vesting conditions, that
all other terms are non-vesting conditions
and how non-vesting conditions are rec-
ognized. The change becomes effective in
financial years beginning I January 2009
or later.

Revised TFRS 3 Business Combinations
and revised IAS 27 Consolidated and
Separate Financial Statements results in
changes in consolidated accounting and
recognition of acquisitions. The revised
standards become etfective in financial
vears that start on 1 July 2009 or later.
However, they have not been endorsed as
vet by the EU.

IFRS 8 Operating Segments defines an
operating segment and what information
shall be disclosed about these segments in
financial reporting. The standard, which
is adopted by the EU, becomes effective
for application in financial years begin-
ning 1 January 2009 or later. The stan-
dard will not result in a change in Sand-
vik’s identification of the Group’s segments.

Revised IAS | Presentarion of Financial
Sratements results in the presentation of
the financial statements changing is some
respects and that new, nonobligatory des-
ignations for the reports are proposed.
The change does not affect the determi-
nation of the amounts reported. The
revised 1AS 1 shall be applied in financial
years beginning [ January 2009 or larter.

Changes in IAS 23 Borrowing Costs
states that borrowing costs must be capi-
talized that are directly atrrributable to
purchases, design or production of assers
that require substantial time to complete
for the intended use or sale. The change
shall be applied in financial years begin-
ning 1 January 2009 or later. The stan-
dard is not expected to have any signifi-
cant effects on Sandvik’s financial reports
for 2009,

Changes in IAS 27 Cost of Investment
in a subsidiary, jointly controlled entity
or associate. Applies in financial years
beginning 1 January 2009 or later. Among
other effects, the change impacts recog-
nition of dividends received from subsid-
1aries, associated companies and joint-
venture companies and how the forma-
tion of a new parent company should be
handled.

Changes in TAS 32 Financial Instru-
ments: Classification and TAS 1 Presenta-
tion of Financial Statements made under
the designation “Puttable Financial
Instruments and Obligations Arising on
Ligquidation” resulrs in certain highly lim-
ited financial instruments with the char-
acter of own equity instruments but that
were previously recognized as a liability
shall instead be recognized as equity. The
interpretation is applied in financial years
beginning | January 2009 or later and is
assessed not to have any significant
effects on Sandvik’s financial reports for
2009.

1AS 39 Financial Instruments: Recogni-
tion and Measurement: Eligible Hedged
Irems. Changes involves specifying how
the rules in IAS 39 shall be applied in two
hedging cases. These cases affect a uni-
lateral risk in a hedged item and inflation
in a financial hedge item. Applies in finan-
cial vear beginning 1 July 2009 or later
with retroactive effect. The changes are
not vet endorsed by the EU.

IFRIC 12 Service Concession Arrange-
ments addresses the issue of accounting
by private parties for assets as well as the
rights and obligations inherent in con-

tracts with the national government,
county councils or municipalities regard-
ing, for example, financing, operations
and development of the facility. The
interpretation is applied retroacrively as
of the 2008 financial year. The interpre-
tation is not endorsed as yet by the FU.

IFRIC 13 Customer Loyalty Programs
addresses recognition and valuation of a
company’s obligation to provide free or
discounted goods or services to customers
qualifying for this through prior pur-
chases. The interpretation is applied in
financial years beginning ! July 2008 or
later and is assessed not to have any sig-
nificant effects on Sandvik’s inancial
reports.

IFRIC 15 Agreements for the Con-
struction of Real Estate deals with issues
covered by TAS 11 Construction Con-
tracts or IAS 18 Revenue and when reve-
nue from construction of real estate is to
be recognized. The interpretation is
applied retroactively to financial vears
beginning 1 January 2009 or later. The
interpretation is not endorsed as yet by
the EU.

IFRIC 16 Hedges of a Net Investment
in a Foreign Operation deals with issues
including that it is solely the risk in func-
tional currencies in the parent company
and respective foreign operation than can
be hedged. In addition, the interpretation
answers where in the Group the hedging
instrument can be included if hedge
accounting is applied and if the consoli-
dation method affects the amount re-
classified from equity to earnings, that is,
consolidation step-by-step, or consolida-
tion by line item. The interpretation is
applied prospectively in financial years
beginning 1 October 2008 or later. The
interpretation is not endorsed as vet by
the EU.

IFRIC 17 Distribution of Non-cash
Assets to Owners deals with issues
related to dividends paid with other
assets than cash. In such cases, the divi-
dend amount corresponds to the fair
value and the difference between this
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SIGNIFICANT ACCOUNTING POLICIES

value and the carrving amount shall be
charged against carnings. The interpreta-
tion is applied prospectively in financial
years beginning [ July 2009 or later. The
iuterpretation is not endorsed as yet by

the EU.

Classification

Non-current assets and liabilities essen-
tially consist of amounts expected to be
recovered or settled after more than 12
months from the balance sheet date. Cur-
rent assets and current liabilities essen-
tially consist of amounts expected to be
recovered or sertled within 12 months
from the balance sheet date. The Group’s
operating cvcle is considered to be less

than one year.

Segment reporting

The Group’s operations are organized in
a number of business areas based on
products and services. The market orga-
nization also reflects this structure. The
business areas therefore constitute the
Group’s primary segments while the
market areas constitute the secondary
segments. In accordance with TAS 14,
segment information is presented only
on the basis of the consolidated financial
statements.

Segment results, assets and liabilities
include only those items that are directly
attributable to the segment and the rele-
vant portions of items that can be allo-
cated on a reasonable basis to the seg-
ments. Unallocated items comprise inter-
est and dividend revenue, gains on dis-
posal of financial investments, interest
expense, losses on the disposal of finan-
cial investments, income rax expense and
certain administrative expenses. Unallo-
cated assets and labilities include income
tax receivables and payables, financial

investments and financial liabilities.

Basis of consolidation

Subsidiaries

Subsidiaries are entities controlled by the
Parent Company. Control exists when the
parent has the power, directly or indi-
rectly, to govern the financial and operat-
ing policies of an entity so as to obtain
benefits from its activities. In assessing
control, potential voting rights that cur-
rently are exercisable or convertible are
taken into account.

Acquisitions of subsidiaries are
reported in accordance with the purchase
method. Under such merhod, the acquisi-
tion is regarded as a transaction whereby
the parent indirectly acquires the subsid-
iary’s assets and assumes its liabilities
and contingent liabilities. The acquisition
cost to the Group is established in a pur-
chase price allocation analysis. In such
analysis, the cost of the business combi-
nation is established as being the fair val-
ues of recognized identifiable assets, lia-
bilities and contingent liabilities. The cost
of the business combination is the aggre-
gate of the fair values, at the date of
exchange, of assets given, liabilities
incurred or assumed, and equity instru-
ments issued by the acquirer, in exchange
for the net assets acquired, plus any costs
directly attributed to the business combi-
nation. When the cost of the business
combination exceeds the net fair value of
the identifiable assers, liabilities and con-
tingent liabilities, the excess is reported
as goodwill. If the difference is negative,
such difference is immediately recognized
in the income statement.

The financial statements of subsidiaries
are included in the consolidated financial
statements from the date that control
commences until the date that control

Cceases.

Associated companies

Associated companies are those entities
in which the Group has significant influ-
ence, but not control, over the financial
and operating policies, normally a share-
holding of not less than 20% and not
more than 30%. Interests in associated
companies are, as from the dare signifi-
cant influence commences, reported in
accordance with the equity method in the
consolidated financial statements. Under
the equity method, the carrying values of
mnerests in associates correspond to the
reported equity of associated companies,
any goodwill and any other remaining
fair value adjustments recognized at
acquisition date. The consolidated
income statements include as ©Share of
results of associated companies” the
Group’s share of the associate’s income
adjusted for any amortization impairment
losses, and other adjustments arising
from the purchase price allocation. Divi-
dends received from an associated com-
pany reduce the carrying value of the
investment.

Any difference between the cost of the
investment and the investor’s share of the
net fair value of the associate’s identifi-
able assets, liabilities and contingent lia-
bilities is accounted for in accordance
with IFRS 3, Business Combinations.

The application of the equity method is
discontinued on the date that significant

influence ceases.

Transactions eliminated on consolidation
Intra-group balances, income and
expenses and any unrealized gains and
losses arising from intra-group transac-
tions are eliminated in preparing the con-
solidated financial statements. Unrealized
gains from transactions with associates
and jointly controlled entities are elimi-
nated to the extent of the Group’s interest
in the entity. Unrealized losses are simi-
larly eliminated, but only insofar as there

is no evidence of impairment.



Foreign currency

Foreign currency transactions
Transactions in foreign currencies are
translated into functional currency art the
foreign exchange rate ar the date of the
rransaction. The functional currency is
the currency of the primary economic
environment in which the Group entities
operate. Monetary asscts and liabilities
denominated in foreign currencies at the
balance sheet date are translated to func-
tional currency at the foreign exchange
rate ruling ar that date. Foreign exchange
differences arising on translation are rec-
ognized in the income statement. Non-
monetary assets and labilities measured
in terms of historical cost in a foreign
currency are translared using the exchange
rate at the date of the transacrion. Non-
monetary assets and liabilities that are
nieasured at fair value are retranslated to
the functional currency art the exchange
rate at the date that the fair value was

determined.

Financial statements of foreign operations
The assets and liabilities of foreign opera-
tions, including goodwill and fair value
adjustments arising on consolidation, are
translated to the Group’s reporting cur-
rency, SEK, at foreign exchange rates rul-
ing at the balance sheet date. Revenues
and expenses of foreign operations are
rranslated to SEK at average rates that
approximate the foreign exchange rates at
the transaction dates.

Exchange differences arising from the
translation of the net investment in for-
eign operations are recognized directly in
a separate component of equity, a transla-
tion reserve. Such reserve reflects cumula-
tive translation differences arising as
from 1 January 2004, the date of transi-
tion to IFRSs. Translation differences
arising before that date are included in
other components of equiry and are not
separately disclosed.

Such translation reserve relating to a
foreign operation is released into the
Group’s income statement upon disposal.

Revenue
Revenue from sales and services
Revenue from the sale of goods is recog-
nized in the income statement when the
significant risks and rewards of owner-
ship have been transferred ro the buyer,
that is, normally in connection with
delivery. If the product requires installa-
tion at the buyer, and installation is a sig-
nificant part of the contract, revenue is
recognized when the installation is com-
pleted. Buy-back commitments may entail
that sales revenue cannot be recognized if
the agreement with the customer in reality
implies thar the customer has only rented
the product for a cerrain period of time.
Revenue from service assignments is
normally recognized in connection with
the rendering of the service. Revenue
from service and maintenance contracts
is recognized in accordance with the per-
centage of completion method. The stage
of completion is normally determined
based on the proportion of costs incurred
on the balance-sheet date date in relation
to the estimated toral costs of the assign-
ment. Only expenditures relaring to work
carried out or will be carried out are
included in calculating the toral costs.

Construction contracts

Construction contracts exist to some
extent, mainly in the Sandvik Mining and
Construction business area and the Sand-
vik Materials Technology’s Process Sys-
tems product area. As soon as the out-
come of a construction contract can be
estimated reliably, contract revenue and
expenses are recognized in the income
statement in proportion to the stage of
completion of the contract. The stage of
completion is determined based on the
proportion that contract costs incurred to
date bear to the estimated rotal contract
costs. Expected losses are immediately
recognized as an expense in the consoli-
dated income statement.

Other revenue
Revenue in the form of royalty is recog-
nized on the basis of the financial impli-

carions of the agreement.

Government grants

Government grants are recognized in the
balance sheet when there is reasonable
assurance that the grant will be received
and that the entity will comply with the
conditions attaching to them. Grants are
recognized as income in the same way
and over the same periods as the related
costs that they are intended to compen-
sate, on a systematic basis. Grants related
to assets are presented by deducting the

grant from the carrying value of the asset.

Operating and financial income and
expenses

Operating lease agreements

Costs for operating leases are recognized
in the income statement on a straight-line
basis over the term of the lcase. Lease
incentives received are recognized in the
income statement as an integral part of
the total lease expense. Variable fees are
charged to income as incurred.

Finance lease agreements

Minimum lease payments are appor-
tioned between the finance charge and
the reduction of the outstanding liability.
The finance charge is allocated to each
period so as to produce a constant peri-
odic rate of interest on the remaining bal-
ance of the liability. Variable fees are

charged to income as incurred.

Financial income and expenses
Financial income comprises interest
income on funds invesred (including
financial assets available-for-sale), divi-
dend income, gains on the disposal of
financial assets available-for-sale, and
gains on hedging instruments recognized
in the income statement.
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Interest income from financial instru-
ments 1s recognized using the effective
mterest method (see below). Dividend
income 1s recognized when the Group’s
right to receive payvment is established.
Income from the sale of a financial
instrument us reported when the risks
and benefits associated with ownership
are transterred to the buyer and the
Group no longer has control over the
Instrument.

Financial expenses comprise interest
expense on borrowings, unwinding of the
discount effect on provisions, impairment
losses recognized on financial assets, and
losses on hedging instruments that are
recognized in profit or loss. All borrow-
ing costs are recognized in profit or loss
using the effective interest method, irre-
spective of how the borrowed funds are
used (see below).

Foreign currency gains and losses are
reported ner.

The effective interest rate is the rate
that exactly discounts estimated future
cash payments or receipts through the
expected life of the financial instrument
to the net carrying amount of the finan-
cial asset or financial liability. The calcu-
lation includes all fees and points paid or
recetved berween parties to the contract
that are an integral part of the effective
lnterest rate, rransaction costs, and all

other premiums or discounts.

Income tax
Income tax comprises current and deferred
tax. Income tax is recognized in the in-
come statement except to the extent that
it relates to items recognized directly in
equity, in which case the related rax
effect is also recognized in equiry.
Current tax is the expected tax payable
on the taxable income for the year, using
tax rates enacted or substantively enacred
at the balance sheet date, and any adjust-
ment to tax payable in respect of previous

years.
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Deferred tax is reported using the bal-
ance sheer liability method, providing for
temporary differences between the carry-
ing amounts of assets and liabilities for
financial reporting purposes and the
amounts used for taxation purposes.
Deferred tax is not recognized for raxable
temporary differences arising on the ini-
tial recognition of goodwill, or for tem-
porary difference arising on the initjal
recognition of assets or liabilities that
atfect neither accounting, nor raxable
profit. Additionally, deferred rax is not
recognized on temporary differences
relating 1o investments in subsidiaries and
associated companies to the extent that
they will probably not reverse in the fore-
seeable future. The amount of deferred
tax provided is based on the expecred
manner of realization or settlement of the
carrying amount of the underlving assers
and liabilities, using rax rates and fiscal
regulations enacted or substantively
cnacted at the balance sheer date.

A deferred tax asser relating to deduct-
ible temporary differences and net operat-
ing losses is recognized only to the extent
that it is probable that furure taxable
profits will be available against which the
asset can be utilized. Deferred tax assets
are reduced to the extent that it is no longer
probable that the related tax benefir will be
realized.

Any additional income taxes that arise
trom the distribution of dividends are rec-
ognized ar the same time as the liability
to pay the related dividend.

Financial instruments

Financial instruments recognized in the
balance sheet include assets, cash and
cash equivalents, loan and trade account
receivables, financial investments and
derivatives, and among liabilities,
accounts payable, borrowings and
derivatives.

Recognition and derecognition

A financial asset or a financial liability is
recognized on the balance sheer when the
entity becomes a party to the contracrual
provisions of the instrument. Trade receiv-
ables are recognized upon issuance of the
invoice. A liability is recognized when the
counterparty has performed under the
agreement and the Company is contractu-
ally obliged to serele the obligation, even
if no invoice has been received. A finan-
ctal asset is derecognized when the rights
under the agreement are realized or have
expired, or when control of the contrac-
tual rights is lost. A financial lability is
removed from the balance sheet when the
obligation specified in the contract is dis-
charged or otherwise expires. A financial
assct and a financial liability is offset and
presented in a net amounr in the balance
sheet only if there is a legally enforceable
right to sct off the recognized amounts
and an intention either ro sertic on a net
hasis or to realize the asser and settle the
liability simultancously. A regular pur-
chase or sale of financial assets is recog-
nized and derecognized, as applicable,
using trade date accounting. Trade date
is the date at which an entity commits
itself to purchase or sell an asset.

Classification and measurement
A non-derivative financial instrument is
initially recognized at transaction price
equivalent to the fair value of the instru-
ment. The classification of a inancial
asset determines how it is measured afrer
initial recognition. The Group classifies
its financial instruments based on the
purpose for its acquisition. Management
decides its classification on initial recog-
nition. Sandvik’s holdings of financial
instruments are classified as follows.
Cash and cash equivalents comprise
cash balances and call deposits with
banks and equivalent financial institu-
tions, and short-term investments that
have a maturity of no more than three



months from the date of acquisition, and
are exposed only to an insignificant risk

of changes in value,

Financial assets and liabilities are classified
as follows:

a) Financial assets and financial liabilities at
fair value through profit or loss consisting of
two subgroups;

1) Financial assets and financial liabili-
ties held for trading, which comprise all
derivatives held by Sandvik. Derivatives
rrading is pursued mainly to hedge the
Group’s foreign exchange and interest
rate risks. Derivatives with positive fair
values are reported with other current or
non-current receivables {unrealized prof-
its), while derivatives with negative fair
values are reported with other current or
non-current liabilities (unrealized losses).

i1) Financial assets and liabilities which
are initially classified as belonging to this
category {fair value option). Sandvik holds
1o financial instruments classified in this

subgroup.

b) Loans and receivables

Other non-current receivables and cur-

rent trade receivables are non-derivative
financial assets with fixed or determin-

able payments that are not quoted in an
active market. After the initial recogni-

tion, these assets are measured at amor-
tized cost using the effective interest

method, less any impairment losses.

¢) Financial liabilities

Financial hiabilities, that is, Sandvik’s
borrowings, are initially measured at fair
value net of transaction costs. Borrow-
ings are subsequently measured at amor-
tized cost and any difference between the
loan amount (net of transaction costs)
and the repayable amount is allocated to
profit or loss over the term of the loan
using the effective interest method. Bor-
rowings are classified as current unless
the Company has an unconditional right
to postpone payment for at least 12
months after the balance sheer date.

d) Financial assets available for sale
Investments in shares and participations
reflect holdings that are not trraded on an
active market and are classified as finan-
cial assets available-for-sale. Such assers
are, after initial recognition, principally
measured at their fair values with gains
or losses arising from a change in the fair
value recognized directly in equiry. How-
ever, if there is objective evidence that the
asset is impaired, the cumulative loss rec-
ognized directly in equity is removed
from equity and recognized in the income
statement. Investments in equity instru-
ments that do not have a quoted market
price in an active market and whose fair
value cannot be reliably measured are,
however, measured at cost, possibly
adjusted to recognize an impairment loss.

The policies set out above are those
that Sandvik mainly apply when account-
ing for financial assets and financial lia-
bilities. The exceptions from the above-
mentioned principles apply to financial
instruments that form part of hedging
relations.

A more detailed account of such excep-
tions is set out in the hedge accounting
section of the risk and risk management
statement.

Derivatives and hedge accounting
The Group’s derivative instruments are
acquired to hedge interest rates and for-
cign exchange risks to which the Group is
exposed as well as the risk for changes in
the fair value of certain assets, liabilities and
contracted transactions. Derivatives are
initially recognized at fair value. Transac-
tion costs are recognized in profit or loss
for the period. After initial recognition,
derivatives are measured as described
below.

To meet the criteria for hedge account-
ing, there must be a clear-cur relation to
the hedged item and the hedge must be
expected to be highly effective and it
must be possible to measure such effec-
tiveness reliably. Moreover, the hedge

must be formally designated and docu-
mented. Gains and losses on hedges are
recognized in the income statement at the
same time that the gains and losses are
recognized for the hedged items.

Receivables and liabilities denominated in
foreign currencies

Sandvik uses foreign exchange conrracts
to hedge the foreign exchange risk inher-
ent in these assets and liabilities. Hedge
accounting is not applied to derivatives
that economically hedge such monerary
assets and liabilities denominated in for-
eign currencies. Rather, both the underly-
ing receivable or Hability and the hedging
instrument are measured at the exchange
rate ruling on the balance sheer date with
changes in value recognized in the income
statenient.

Cash-flow hedges

Sandvik uses foreign exchange contracts
and foreign currency options to hedge
future cash flows and forecast transac-
tions denominated in foreign currencies,
including intra-group transactions as
defined in the amendment to IAS 39 issued
by the IASB in April 2005. These deriva-
tive instruments are included in the bal-
ance sheet at fair value. The effective por-
tion of changes in fair value is recognized
directly in the hedging reserve in equity.
The ineffective portion of a gain or loss is
immediately recognized in the income
statement. To a lesser extent, Sandvik has
entered into foreign exchange contracts
that are not designated as hedging instru-
ments. The changes in fair value of these
contracts are directly recognized in the
income statement.

The accumulated gain or loss recog-
nized in equity is reclassified into profic
or loss in the periods during which the
hedged item affects profit or loss {for
instance when a forecast sale takes place).
If the hedged forecast transaction subse-
quently results in the recognition of a

non-financial asset {for instance, invento-
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ries or an item of property, plant and
equipment), or a non-financial liabiliry,
the hedging reserve is dissolved and the
gain or loss is included in the initial cost
or other carrying amount of the asset or
liability.

Interest-rate swaps are used to hedge
the risk in future interest rate flows of
loans with floating interest rate. The
swaps are measured at fair value in the
balance sheet. The interest coupon on
swaps is reported as interest income or
interest expense in the income statement.
The remaining change in fair value is rec-
ognized directly in the hedging reserve in
equity until the hedged item is recognized
in profit or loss, or as long as the criteria
for hedge accounting and hedge effective-
ness are net. Some of Sandvik’s interest
rate swaps do not meet the criteria for
hedge accounting and the changes in fair
value of these instruments are therefore
recognized in profit or loss. Also the con-
tracts that Sandvik, on account of its
share option program, has concluded to
limit the effect of future Sandvik share
price rises are accounted for in this manner.

Fair value hedges

When a hedging instrument is used to
hedge the exposure to changes in fair
value, changes in the fair value of the
instrument are recognized in profit or
loss. The gain or loss on the hedged irem
attributable to the hedged risk adjusts the
carrying amount of the hedged item and
is recognized in profit or loss.

Fair value hedges are used to hedge the
value of assets and liabilities recognized
in the balance sheet, provided that the
hedged item is otherwise reported ar pur-
chase value, and by contracted flows. The
derivative instruments used include com-
modity and electricity derivatives used to
hedge delivery contracts entered into with
suppliers.

Hedging of net investments

Sandvik has no derivatives ro hedge net

investments in foreign operations.
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Intangible assets

Goodwill

Goodwill acquired in a business combi-
nation represents the excess of the cost of
the business combination over the net fair
value of the identifiable assets, liabilities
and contingent labilities recognized.

Goodwill is measured at cost less any
accumulated hmpairment losses. Good-
will is allocated to cash-generating units
and is tested annually for impairment.
Goodwill arising on the acquisition of an
associated company is included in the
carrying value of such an investment,

On transition to IFRS, the Company
has not applied IFRS retrospectively to
business combinations effected before 1
January 2004. Instead, the carrving value
of goodwill at that date henceforth con-
stitutes its deemed cost, adjusted only for
any impairment losses,

If in a business combination the fair
value of the identifiable assets, liabilities
and contingent labilities exceeds the cost
of the business combination, the differ-
ence 1s immediately recognized in the

income statement,

Research and development

Expenditure on research activities related
to the obtaining of new scientific or tech-
nical knowledge is charged to income as
incurred. Expenditure on development
activities, whereby the research results or
other knowledge is applied to accomplish
new or improved products or processes,
are reported as an intangible asset in the
balance sheet, provided the product or
process is technically and commercially
feasible and the Company has sufficient
resources to complete development, and
is subsequently able to use or sell the
intangible asset. The carrying value
includes the directly attributable expendi-
ture such as the cost of materials and ser-
vices, costs of employee benefits, fees to
register a legal right and amortization of
parents and licenses. Other expenses for
development are charged to income as
incurred. In the balance sheet, capitalized

development expenditure is stated at cost
less accumulated amortization and any

impairment losses.

Other intangible assets

Other intangible assets acquired by the
Company are reported at cost less accu-
mulated amortization and any impair-
ment losses. Capitalized expenditure for
the development and purchase of soft-
ware for the Group’s IT operations are
included under this caption. Expenditure
for internally generated goodwill and
trademarks is reported in the income
statement as incurred.

Subsequent expenditure

Subsequent expenditure on capitalized
intangible assets is capitalized only when
it increases the future economic benefits.
All other expenditure is expensed as

incurred.

Amortization of intangible assets
Amortization is charged to the income
statement on a straight-line basis over the
estimated useful lives of intangible assets
unless such lives are indefinite. Goodwill
and intangible assets with an indefinite
useful life are systematically tested for
tmpairment on each balance sheet date or
as soon as there is an indication that the
asset may be impaired. Intangible assets
with a finite useful life are amortized as
trom the date the asset is available for
use. The estimated useful lives are as
follows:

¢ Patents and trademarks 10-20 vears

* Capitalized development costs 3-7 vears
* Software for IT operations 3 vears

Property, plant and equipment

Owned assets

Items of property, plant and equipment

are measured at cost less accumulated

depreciation and any impairment losses.
No borrowing costs are included in the

cost of an asset but such costs are charged

to income as incurred irrespective of how

the borrowed funds were used.



Leased assets

In the consolidated financial statements,
leases are classified as either finance
leases or operating leases. A finance lease
substantially transfers the economic risks
and rewards of ownership to the lessee. If
that is not the case, the lease is classified
as an operating lease.

Assers leased under finance leases are
recognized as assets in the consolidated
balance sheet and are initially measured
at the lower of the fair value of the leased
property and the present value of the
minimum lease payments at inception of
the lease. The obligation to pay future
leasing fees is reported as interest-bearing
non-current and current liabilities. The
leased assets are systematically depreci-
ated and the leasing fees are apportioned
between interest expense and the reduc-
tion of the outstanding liabilities.

In cases in which Sandvik is the lessor
under a financial lease, the assets held
under such leases are not presented as
property, plant and equipment since the
risks of ownership have been transferred
to the lessee. Instead, the future mini-
mum lease payments are reported as

financial receivables.

Subsequent expenditure

Subsequent expenditure on an item of
property, plant and equipment is capital-
ized only when it increases the future
economic benefits. All other expenditure

is expensed as incurred.

Depreciation

Depreciation is based on cost less estimated
residual value. The assets are depreciated
over the estimated useful lives. Plant and
machinery is generally depreciated on a
straight-line basis over 3-10 vears, rental
assets over three years, buildings over
10-50 vears, and site improvements over
20 years. Land is not depreciated. Com-
puter equipment is depreciated over 3-§

vears on the diminishing balance method.

If an item of property, plant and equip-
ment comprises parts with different use-
ful lives, each such significant part is
depreciated separately.

Depreciation methods and estimated
residual values and useful lives are

reviewed at each year-end.

Impairment and reversals of impairment
Assets with an indefinite useful life are
not amortized but tested for impairment
annually. Assets that are amortized or
depreciated are tested for impairment
whenever events or changed circum-
stances indicate that the carrying amount
may not be recoverable. An impairment
loss is recognized in the amount by which
the carrying amount of an asset exceeds
its recoverable amount, which is the
greater of the net selling price and value
in use.

In assessing value in use, the estimated
future cash flows are discounted to their
present value using a rate that reflects
current market assessments of the time
value of money and the risks specific o
the asset. For an asset that does not gen-
erate largely independent cash inflows,
the recoverable amount is determined for
the cash-generating unit to which the
asset belongs.

Impairment losses recognized in
respect of a cash-generating unit {or
group of units) are allocated first to
reduce the carrying amount of any good-
will allocated to the unit (group of units)
and then to reduce the carrying amount
of the other assets in the unit {(group of
units) on a pro rata basis.

In respect of items of property, plant
and equipment and intangible fixed assets,
an impairment loss is reversed if there has
been a change in the estimates used to
determine the recoverable amount. An
impairment loss in respect of goodwill is
not reversed.

An impatrment loss is reversed only to
the extent that the asset’s carrying
amount does not exceed the carrying
amount that would have been deter-

mined, net of depreciation and amortiza-
tion, if no impairment loss had been rec-
ognized.

Impairment — and any reversal of
impairment ~ of certain other assets, such
as financial assets under the scope of IAS
39, inventories, plan assets held by a
long-term emplovee benefit fund and
deferred tax assets, is tested in accor-
dance with the respective standard.

Inventories

Inventories are stated at the lower of cost
and net realizable value, with due consid-
eration of obsolescence. Net realizable
value is the estimated selling price in the
ordinary course of business, less the esti-
mated costs of completion and selling
expenses.

Cost is based on the first-in/first-out
principle and includes expenditure incurred
in acquiring the inventories and bringing
them to their existing location and condi-
tion. In the case of manufactured inven-
tories and work in progress, cost includes
an appropriate share of overheads based
on normal operating capacity.

Equity
When share capital is repurchased, the
amount of the consideration paid is rec-
ognized as a change in equity. If the
repurchased shares are cancelled, the
quota value of such shares reduces the
share capital. If repurchased shares are
re-issued, the consideration directly
increases sharcholders’ equity.
Dividends are recognized as a liability
in the period in which they are declared
at a shareholders’ meeting.

Earnings per share

The calculation of basic earnings per
share is based on the profit or loss attrib-
utable to ordinary equity holders of the
Parent Company and the weighted aver-
age number of ordinary shares outstand-
ing during the year. When calculating
diluted earnings per share, the weighted
average number of shares outstanding is
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adjusted for the effects of all dilutive
potential ordinary shares, that is during
periods presented options under employee
cquity-settled share-based payment trans-
actions. The options are dilurive if the
exercise price is less than the quoted
stock price and increases with the size of

the difference.

Employee benefits

The Group’s pension plans

The Group sponsors a number of defined
contribution and defined benefit pension
plans, some of which with plan assets
held by separate foundations or equiva-
lent. A number of Group entities also pro-
vide post-employment medical benefits.
Whenever possible, Sandvik nowadays
seeks defined contribution pension solu-
tions and in recent years defined benefir
plans have as far as possible been closed
for new entrants in connection with nego-
tiations about defined contribution pen-
sion arrangements. The Group’s Swedish
companies as from October 2007 offers
to its newly hired white-collar staff the
defined contriburion pension solution
(ITP 1) resulting from the renegotiation
of the ITP Plan between the Confedera-
tion of Swedish Enterprise and the Nego-
tiation Cartel for Salaried Employees in
the Private Business Sector.

Defined-contribution plans

A defined contribution plan is a post-
employment benefit plan under which an
enrity pays fixed contributions into a sep-
arate entity and will have no legal or con-
structive obligation to pay further amounts.
The size of the pension that the employee
will ultimately receive in such case depends
on the size of the contributions that the
entity pays to the plan or an insurance
company and the return thar the conrri-
butions yield. Obligations for contribu-
tions to defined contribution pension
plans are recognized as an emplovee
benefit expense as the emplovee renders
services to the entity and the contribution
payable in exchange for that service
becomes due.
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Defined-benefit plans

The Group’s net obligation in respect of
defined-benefit pension plans is calcu-
lated separately for each plan by estimat-
ing the amount of future benefit that
employees have earned in rerurn for cheir
service in the current and prior periods.
That benefit is discounted to determine
its present value. The discount rate is the
yield a the reporting date of AA credit
rated bonds — or if there is no deep mar-
ket for such bonds, government bonds ~
that have maturity dates approximating
the terms of the Group’s obligations. The
calculation is performed annually by a
qualified actuary. Also the fair value of
any plan assets as at the balance sheet
date is assessed. Sandvik applies such
accounting policy to the Group’s most
significant defined-benefit plans. A num-
ber of plans, which neither individually,
or in the aggregate are significant in rela-
tion ro the Group’s total pension obliga-
tions, are still reported in accordance
with local regulations.

In measuring the present value of pen-
sion obligations and the fair value of plan
assets, actuarial gains and losses may
accrue either because the actual outcome
differs from earlier assumptions {so-
called experience adjustments) or since
the assumptions are changed. The corri-
dor rule is applied which means that only
the portion of the aggregate gains and
losses that exceed the greater of 10% of
the present value of the obligations or
10% of the fair value of plan assets are
recognized in profit or loss over the
remaining expected average service
period of the plan participants. Actuarial
gains and losses are otherwise not
recognized.

When the benefits under a plan are
improved, the portion of the increased
benefits that relate to past service by
employees is recognized in profit or loss
on a straight-line basis over the average
period until the benefits become vested.
To the extent that the benefits vest imme-
diately, the expense is recognized imme-
diately in profit or loss.

The amount of obligations reported in
the balance shect for pensions and similar
obligations reflects the present value of
the obligations at balance sheet date, less
the fair value of any plan assets and any
unrecognized gains or losses as well as
any unrecognized past service costs.

If the net amount so determined is an
asset, the recognized value of the asset is
limited to the total of any cumulative
unrecognized net actuarial losses and
past service cost, and the present value of
any economic benefits available in the
form of refunds from the plan or reduc-
tions in future contributions to the plan.

When there is a difference between the
pension cost recognized in the separate
financial statements of an entity and in
the consolidated financial statements, a
provision or a refundable claim for pay-
roll tax on pension costs calculated on
such difference is recognized. Such calcu-
lation is not discounted to present value.

Termination benefits

A provision is recognized relating to ter-
mination of employees only when the
entity is demonstrably commirted either to
terminate the employment of an employee
or a group of employees before the normal
retirement age or provide termination
benefits as a result of an offer made to
encourage voluntary redundancy. In the
latter case, a liability and an expense are
recognized if it is probable that the offer
will be accepted and the number of
employees that will expect the offer can
be reliably estimated.

Share-based payments

A share option program allows employees
to acquire shares in the Company. The
fair value of options granted is recog-
nized as an employee expense with a cor-
responding increase in equity. The fair
value as measured at grant date is spread
over the vesting period. The fair value of
the options is measured using the Black
& Scholes formula, taking into account
the terms and conditions upon which the
options were granted. Sandvik’s option
programs contain no other vesting condi-



tions than thar the enployee shall remain
in the entity’s employ at the end of the
three-vear vestiug period. The amount
recognized as an expense is adjusted ro
reflect the actual number of share options
earned.

Cash-settled options result in a com-
mitment to employees measured at fair
value recognized as an expense and a lia-
bility. The fair value is initially measured
at the allotment date and is allocared over
the vesting period. The fair value of the
cash-settled options is calculated in
accordance with the Black & Scholes for-
mula, taking into account the terms and
conditions of the rights. The fair value of
the lability is re-measured at cach report-
ing date and at the dare of setrlement,
with any changes in fair value recognized
as an employee expense in the income
statement.

Social costs relating to share-based
payments to employees are expensed over
the accounting periods during which the
services are provided. The charge is based
on the fair value of the options ar the
reporting date. The fair value is calcu-
lated using the same formula as that used

when the options were granted.

Provisions

A provision is reported in the balance
sheer when the Group has a legal or con-
structive obligarion as a result of a past
event, and it is probable that an ourflow
of resources will be required to settle the
obligartion, and a reliable estimate of the
amount can be made. If the effect is
material, the provision is determined by
discounting the expected future cash
flows at a pre-tax rate thar reflects the
current market assessments of the time
value of money and, where appropriate,
the risks specific to the liability.

Warranties

A provision for warranties is recognized
when the underlying products or services
are sold. The provision is based on histor-
ical warranty data and a weighing of all
possible outcomes with their associared
probabilities.

Restructuring

A provision for restructuring is recog-
nized when the Group has approved a
derailed and formal restructuring plan,
and the restrucruring has either com-
menced or has been announced publicly.

Furure operating costs are not provided for.

Site restoration

In accordance with the Group’s published
environmental policy and applicable legal
requirements, a provision for site restora-
tion in respect of contaminared land is
recognized when the land is conrami-

nated.

Onerous contracts

A provision for onerous contracts is rec-
ognized when the expected benefits to be
derived by the Group are lower than the
unavoidable cost of meeting its obliga-
tions under the contract.

Contingent liabilities

A contingent liability is reported when
there is a possible obligation rhat arises
from past events and whose existence will
be confirmed only by the occurrence or
non-occurrence of one or more uncertain
tuture events or when there is a present
obligation that can not be reported as a
liability because it is not probable that an
ourflow of resources will be required,
alternatively because the amount of the
obligation cannort be measured with suffi-

cient reliability.

Cash-flow statement
Payments and receipts are presenred by
activities: operating activities, investing
acrivities, and financing activities, Cash
tflows from operating activities are
reported using the indirect method.
Changes during the year in operating
assets and liabilities are adjusted for the
effects of exchange rate movements.
Acquisitions and divestments are
reported with investing activities. The
assets and liabilities held by acquired or
divested entities at the transfer date are
not included in the analysis of changes in

working capiral, nor in changes in bal-
ance sheet irems reported with investing
and financing activities.

In addition to cash and bank, cash and
cash equivalents include short-term
investments, the conversion of which to
bank funds can be accomplished at an
amount thar is largely known in advance.
Cash and cash equivalents thus include
short-rerm investments with a marurity of

less than three months.

Parent Company’s accounting policies

The Parent Company has prepared irs
annual report in accordance with the
Annual Accounts Acr (1995:1554) and
the standard, RFR 2.1 Reporting by a
legal entity, issued by the Swedish Finan-
cial Accounting Standards Council. Also
the interpretations issued by the Council’s
Emerging Issues Task Force valid for
listed companies have been applied.
Under RFR 2.1, the Parent Company in
its annual report shall apply all the IFRSs
and IFRIC interprerations approved by
the EU to the extent possible within the
framework of the Annual Accounts Act,
the law on safeguarding of pension com-
mitments, and also considering the close
tie between financial reporring and taxa-
rion. The standard specifies whar excep-
tions from or additions to the IFRSs shalt
be made. Taken together, this results in
differences between the accounting poli-
cies applied in the consolidated financial
statements and those applied by the Par-
ent Company in the following areas.

Classification and reporting formats

The Parent Company’s income statement
and balance sheet adhere to the formars
included in the Annual Accounts Act.
The differences compared to IAS 1 Pre-
senration of Financial Statements applied
when presenting the consolidated finan-
cial statements mainly pertain to the pre-
sentation of finance income and expenses,
non-current assets, equity and the presen-
tation of provisions as a separate caption
in the balance sheer.
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SIGHNIFICANT ACCOUNTING POLICIES

Shares in Group companies and associated
companies

The Parent Company reports shares in
Group companies and associated compa-
nies in accordance with the cost model.
Revenues comprise only dividends
received, provided such dividends are
derived from post-acquisition earnings.
Dividends in excess of such earnings are
considered a recovery of part of the cost
of the equity securities that reduces the

carrying value.

Property, plant and equipment

The Parent Company reports items of
property, plant and equipment at cost less
accumulated depreciation and any impair-
ment losses, that is as in the consolidated
financial statements, but increased by any

revaluation.

Leased assets
The Parent Company reports all lease
contracts as operating leases.

Intangible assets

The Parent Company recognizes all
expenditure for research and develop-
ment in the income statement.

Employee benefits

The Parent Company calculates expenses
for defined benefit pension plans differ-
ently from the manner prescribed in IAS
19. The Parent Company applies the Act
on Income Security and regulations
issued by the Swedish Financial Supervi-
sory Authority, which is a prerequisite for
income tax purposes. Compared to IAS
19, the most significant differences relate
to the determination of the discount rate,
the fact that the obligarion is calculated
based on the current salary level disre-
garding assumptions about future levels,
and the immediate recognition of actuar-
tal gains and losses in the income state-

nment.
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Income tax

The Parent Company reports untaxed
reserves including the deferred tax compo-
nent. In the consolidated financial state-
ments, untaxed reserves are reported in

their equiry and deferred tax components,

Group contributions and shareholders’
contributions in legal entity accounts

The Parent Company reports group con-
tributions and shareholders’ contributions
in accordance with the pronouncement of
the Swedish Financial Accounting Standard
Council’s task group (UFR 2). Sharehold-
ers’ contributions are reported directly in
the recipient’s equity whereas the contrib-
utor capitalizes the contribution with
shares and participations, to the extent
that the recognition of an impairment
loss is not required. Group contributions
are reported in accordance with their
financial substance. This means that
group contributions paid to minimize the
Group’s overall income tax burden are
reported directly in retained earnings net

of the related tax effect.

Anticipated dividends

Anticipated dividends from subsidiaries
are recognized in case the Parent Com-
pany unilaterally may decide the size of
the dividend and provided thar the Parent
Company has made such decision before
itissued its financial reports.

Financial instruments
Hedge accounting is not applied by the
Parent Company.

Financial guarantees

Sandvik has elected not to apply the pro-
visions of IAS 39 relating to financial
guarantee contracts entered into in favor
of subsidiaries and associated companies

as allowed under RFR 2.1.

Critical accounting estimates

and judgments

Key sources of estimation uncertainty

In order to prepare the financial reports,
management and the Board make various
judgments and estimates that can affect
the amounts recognized in the financial
statements for assets, labilities, revenues
and expenses as well as informarion in
general, including issues with regard to
contingent liabilities. The judgments and
estimates discussed in this section are
those deemed to be most imporrant for
an understanding of the financial state-
ments, considering the level of significant
estimations and uncertainty. The condi-
tions under which Sandvik operates are
gradually changing meaning that the esti-

mates also change.

Impairment tests of goodwill

Goodwill is tested for impairment annu-
ally and whenever events or changes in
circumsrances indicate that the carrying
value of goodwill has been impaired, for
example due to a changed business ¢li-
mate or a decision has been taken cither
to sell or close-down certain operations.
In order to determine if the value of
goodwill has been impaired, the cash-
generating unit to which goodwill has
been allocated must be valued using pres-
ent-value techniques. When applying this
valuation technique, the Company relies
on a number of factors, including historic
results, business plans, forecasts and mar-
ket dara. This is further described in
Note 13. As can be deduced from this
description, changes during 2009 in the
conditions for these judgments and esti-
mates can significantly affect the assessed
value of goodwill,

Impairment tests of other fixed assets
Sandvik’s property, plant and equipment
and intangible assets — excluding good-
will - are stated at cost less accumulated
depreciation/amortization and any



impairment losses. Other than goodwill,
Sandvik has not identified any intangible
assers with indefinite useful lives. The
assets are depreciated/amortized over the
estimated useful lives to their estimated
residual values. Boch the estimated useful
life and the residual value are reviewed at
least at each financial year-end.

The carrying value of the Group’s non-
current assets are tested for impairment
whenever events or changes in circum-
stances indicate that the carrying value
will not be recovered. The carrying value
of intangible assets not vet available for
use 1s tested annually. If such analysis
indicates an excessive carrying value, the
recoverable amount of the asset is esti-
mated. The recoverable amount is the
higher of the asset’s fair value less costs
ro sell, and its value in use. Value in use is
measured as the discounted future cash
flows of the asset, alternatively rhe cash-
generaring unit to which the asset belongs.
The rental fleet of Sandvik Mining and
Construction is particularly examined
considering its dependence on the busi-
ness climate in the mining industry and
the risk that rental agreements may be
cancelled. The carrying value of the
rental fleet at the end of 2008 was SEK
468 M (569).

A call for an impairment test arises
also in connection with the classification
of a non-current asset as held for sale,
when it shall be re-measured at the lower
of 1ts carrying amount and fair value less
cost to sell.

Property, plant and equipment and
intangible assets - excluding goodwill -
comprise about 30% of the Group’s
assets (see Note 13). Impairment losses
during 2007 and 2008 were not signifi-
cant, but losses may artse if forecasts of
future cash flows are changed due to
changes in the business model and strat-
egy, the competitive situation or legal

conditions for the operations.

Pension assumptions

Actuarial assumptions are important
ingredients in the actuarial merhods used
to measure pension obligations and they
can significantly affect the reported net
liability and the annual pension cost. Two
critical assumptions — the discount rate
and expected return on plan assets - are
essential for the measurement of both the
expense of the current year and the pres-
ent value of the defined-benefit obliga-
tions. These assumptions are reviewed
annually for each pension plan in each
country. Other assumptions, which may
relate to demographic facrors such as
pension age, mortality rates and employee
turnover, are reviewed less frequently.
The actual outcome often differs from the
actuarial assumptions for economic or
other reasons.

The discount rate is used to measure
the present value of future cash flows at
the measurement date. This rate shall be
determined by reference to marker yields
at the balance sheet date on high-quality
corporate bonds or, if there is no deep
market for such bonds, the market vields
on government bonds. A lower discount
rate increases the present value of the
pension obligation and the annual pen-
ston Cost.

In order to determine the expected rate
of return on plan assers, the Company
considers the current and anticipated cat-
egories of plan assets as well as historic
and expected returns on the various cate-
gories.

Considering current interest rate levels,
Sandvik raised the discount rate for 2008
from a weighted average rate of 5.3% in
2007 to 5.7%. The expected weighted
average return on plan assets was 6.2%
in 2008 compared with 6.5% in 2007.

Income tax

Significant estimates are made to deter-
mine both current and deferred tax liabil-
itics/assets, not least the value of deferred
tax assets. The Company then must
determine che possibility that deferred
rax assets will be utilized and offset
against future taxable profits. The actual
results may differ from these estimates,
for instance due to changes in the busi-
ness climate, changed tax legislation, or
the outcome of the final review by rax
authoritics and tax courts of tax returns.
At year-end 2008, Sandvik reports
deferred tax assets of SEK 1,277 M
{1,323). Further, the Group has addi-
tional tax loss carryforwards of about
SEK 570 M (570) for which no deferred
tax assets are recognized since utilization
of these losses is not deemed probable. A
change in the estimate of the possibility
for utilization thus can affect resules both
positively and negatively. The expendi-
ture recognized as a provision for ongo-
ing rax litigations is based on manage-
ment’s best estimate of the outcome and
at the end of 2008 amounts to SEK 3,201
M (2,760).

Disputes
Sandvik is ~ bestdes the tax litigation
cases set out above ~ party to a number
of disputes and legal proceedings in the
ordinary course of business. Management
consults with legal experts on issues
related to legal disputes and with other
experts internal or external to the Com-
pany on issues related to the ordinary
course of business. It is management’s
best estimate that neither the Parent
Company, nor any subsidiary, is involved
in legal proceedings or arbitration that
may be deemed to have a marerially nega-
tive effect on the business, the financial
position or results of operations.

For additional information on risks
related to disputes, refer ro page 26.
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SIGNIFICANT ACCOUNTING POLICIES

Key assessments in applying the Group’s
accounting policies

The Company refers to its description
above of the accounting policies that the
Company has chosen to apply, especially
when those policies are selected from
allowed alternatives. Management would
in particular draw attention ro the fol-

lowing:

Inventory accounting

Sandvik applies IAS 2 in accounting for
its inventories. Inventories are carried at
the lower of cost and net realizable value.
A consequence of the IAS 2 rules is that if
the market value of materials and compo-
nents included in Sandvik’s finished

goods drops, the value of the marerials

Definitions

Earnings per share

MNet profit for the year attributable to equity
holders of the parent company divided by
the average number of shares outstanding
during the yean

Equity ratio
Shareholders'equity including minority inter-
ests in relation to total capital.

Net debt/equity ratio

Interest-bearing current and non-current
debts (including provisions for pensions) less
cash and cash equivalents divided by the total

SANDYIK ANNUA

and components must not be reduced as
long as the selling price of the finished
product less selling costs still is greater
than the cost of the finished product.
Instead, the lesser market value of the
marterials and components shows irself in
the form of a lower margin in future peri-
ods to the extent that Sandvik must adapt
its selling price due to the changes in
market values. [n periods of significant
price volatility, this state of things should
be taken into consideration when future

results are being appraised.

Accounting for actuarial gains and losses
Under IAS 19, it is not allowed to imme-
diately recognize actuarial gains and
losses related to defined-benefit pension

of shareholders'equity including minority
interests.

Rate of capital turnover
Invoiced sales divided by average total capital,

Relative working capital
Average working capital divided by invoicing
in the most recent quarter adjusted to annual

rate.

Return on capital employed

Profit after financial income and expenses, plus
interest expenses, as a percentage of average
total capital, less non-interest-bearing debts.

plans in the income statement but to rec-
ognize only that portion of such gains
and losses that fall outside of a corridor
of plus/minus [0% of the greater of the
present value of the defined-benefit obli-
gation and fair value of the plan assets.
Also any systematic method that results
in faster recognition of actuarial gains
and losses is posstble, including immedi-
ate recognition in the income statement.
Sandvik has chosen to apply the corridor
approach and to recognize gains or losses
ourside the corridor over the expected
average remaining working lives of the
employees participating in the plan.
Unrecognized actuarial losses amounted
to SEK 932 M at year-end 2007 and SEK
2,353 M at vear-end 2008.

Return on shareholders’ equity
Net profit for the year as a percentage of
average shareholders'equity during the vear.

Return on total capital

Profit after net financial items plus interest
expenses as a percentage of average total
capital.

Working capital
Total of inventories, accounts receivable and
accounts payable,
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Notes

TO THE CONSOLIDATED AND PARENT COMPANY FINANCIAL STATEMENTS
{Amounts i SEK millions, unless otherwise stated)

SEGMENT INFORMATION
1.1 Information on business segments/business areas

tk Mirnrg vtk Materials

& tlinnations Graup tota

2098 ) 'Z(?O? 2008 2007 2008 007 200’8” . 2008 ) pis]
Revenue o
External revenus 25795 24732 38651 33073 21480 22486 4,513 6011 35 36 - - 92,654 36,338
Internal revenue 1416 338 21 [ 326 351 23 23 112 131 628 ~849
Group total 26,121 25,070 38,672 33,079 21,806 22,837 6.536 6,034 147 167 ~628 -849 92,654 86,338
Share of results of
associated companies 11 5 29 63 5 49 1 2 e e 46 119
Operating profit by
business area 5461 5,989 4996 4979 1187 2,435 1,332 1.491 -~182 -~500 12,794 14,394
Net financing cost 2 1,397
Income tax expense ~3,403
Profit for the year 9,594
Other disclosures
Assets 27415 32,740 26678 21,832 22440 5812 4795 2413 1931 89512 78219
associates 143 19 81 57 253 263 8 9 — o 485 348
Segment assets 77258 22394 32821 26735 22085 22,703 5.820 4,804 2413 1931 90,397 78,567
Unallocated assets — e e 12.830 6,868
Group total 103,227 85,435
Lisbilities 5,269 5.034 7,445 8126 3487 3,637 1,338 1295 2,357 2,228 21,87 20,320
Unallocated liabilities - e = o 44626 35293
Group total 66,502 55,613
Capiral expenditure 2,496 2,024 1,940 1,273 1,770 1227 725 563 401 312 7332 5,399
Business combinations 337 1,508 320 2,842 g9 1973 106 - — 352 6,323
Depreciation/
Amortization 1,356 1161 929 ~916 722 563 <351 -309 26 90 2444 3.039
fmpairment losses 32 -5 5 e - e 37 5
Other non-cash
expenses ~16 29 25 -73 41 4 54 O 128 ~587 -147 -627
All transactions between the business areas are on market terms,
1.2 Information by market area

Alrica. Asia,
Lurope MNAFTA South America Middle Fast Australa Group total
I T 2008 o7 2008 07 2008 607 2008 008

External income o Masl 39701 14827 14901 5982 5445 781 6716 22183 19572 92654
Total assets 56,717 54339 14,347 11952 4,575 3,775 3293 2,512 14295 10,857 103227 85435
Direct capital expenditure 4483 3,739 954 591 5381 352 136 160 1178 557 7332 5,399

External segment revenue is based on the geographizal location of the customers,
The reported amounts for segment assets and investments during the year are based on the location of the assets.

CATEGORIES OF REVENUE

Group
, | B 2008 o007
Sale of goods ' 86629 BOI43
Contract revenue 3,070 2,903 o
Rendering of services 2,388 2.613 31 52
Rental income 567 679 4 5
Total 92,654 86,338 20427 20,682

20 wirh tne g

nave been made comn

5
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PERSONNEL INFORMATION AND REMUNERATION TO MANAGEMENT AND AUDITORS
3.1 Average number of employees

‘Women

Mursber : Nuraber Nuraber
21 10.964 20
1o 645 19 - d
Total Europe 0 25 20 8,022 20 7.707 19
NAFTA 5,534 19 82 12
Seuth America 3292 15 3,07 12 1 1
Africa, Middle East 3434 12 2,694 1
1 Australia 8,469 15 7,264 4
Total 48,571 18 44,423 18 8,023 20 7.708 19
3.2 Absence due to illness, Parent company 3.4 Wages, salaries and other remuneration by market area
) 2008 ; Group Parent Comnpany
Total Abs@r’wce 2] »?mns< asa ;;r'ccn! ge ‘ - ———— e e 2008 . 2008
ol regular workmg hours 39 .5 Sweden 842 3.515
Share of total absence due to illness pertaining to Rest of Furope 6,728 6.21 0
continued «ick leave for 60 days or more 399 45,5 fotal Europe 11570 10.662 3.515
Absence due to illness as percentage of each group’s NAFTA 2,919 2478
regular working hours South America 682 572 ¥} 0
Sick feave by gender Afirica Middle East 663 661 -
Men 40 Asia, Australia 2,347 1709
Women 6.3 Total 18181 16,080 3,515 3222
Sick leave by age category Of which, to Boards of Directors and
33 presidents
i [ Salaries and other remuneration 377 366 27 28
Age 50 or Q!dzr RESENLE e Cm :3.8 57 of which variable salary 61 63 8 8
3.5 Information on remuneration to the Board of Directors
3.3 Wages, salaries, other remuneration and social costs Z"fj sgnior executives
’ oo N uidelines

The guidelines for the remuneration of Sandvik's senior executives were
2008 20607 2008 adopted at the Annual General Meeting in 2008. They are designed to =nsure
ares and other that Sandvik, from a glohal perspective, can offer market reiated remuneration

Wa
muneration 18181 16080 3.515 3922 in order to attract and retain qualified members.
Sotial costs 1881 4244 1647 1495

Companents of remuneration

7 “nF . £ 273 3 14 e R . w N

mplovee profit sharing 67 238 53 197 The total remuneration package is distributed between fixed salary, annual
Total 23,129 20562 5,215 4,914 variable salary. fong-term variable salary, pension and other benefits, such as
of which pension costs reported rompany free housing, health insurance and severance benefits. It is

Al s 1424 1392 495 416 mntended that the components together shall form a well-balanced remunera-
tion and benefit program that reflects the individual's performance, responsibil-
SEK 56 M (46} of the Group's pension costs relate to Boards and presidents. ity as well as the Group's profitability deveiopment,
The CfOJp pension hability 1o 1 Hob pe SONS dmmwtcd to SEK 205 M (189).
Correspondingly, SEX 21 M (7) of the Parent Company's pension costs related Preparation and decision-making process
e f‘C Board of Directors and presidents. TI” Parent Company’s pension fiabil- The Board's Remuneration Committee prepares issues relating 1o Group Exec
ity refating to these persons amounted to SEK 92 M (75). utive Ivrar‘a,fmom s remuneration. The Committee met six times during the

vear lssues dealt with included the distribution between fixed and variable sal-
ary, the magpitude of any pay increases and the long term variable salary. The

Remuneration and other benefits during the year"

Annual Lang term Other Share based
. U far vanablesalary ™ benefits®  Pension cost SR,

Cfﬁa:r%ahé’i nn BQQ:C C‘;s Ake Hedkszr‘éfn ‘ o - 7‘747;000"‘
Prasident and CEQ Lars Pettersson 8.805,712% 1,688,709 263,420 2,783.0007
Other senior executives ™ 18,043,579 3562363 1,375,333 14.301.0007 1.594,658
Towl T a9 SI51072 163875 31825000 1594658

1 e arount of SEK 1.4

25, SEK 3,333,000 of 4

o e Peasicens

(0,500 10 ws




NOTE

3.5 PERSONNEL INFORMATION AND REMUNERATION TO MANAGEMENT AND AUDITORS (CONT.)

ion, using the Comminte
< on the Remun

Snine remuner

onoft
ther semaor exeduiives after consuliation with the Remunera-
ion Committee performed s task supported
s and structures. For mformation on the

e 160,

remuneration ¢
s Committee, The Remun
expertize on remuneration |
ion of the Committee,

o

Remuneration to the Board and senior executives
The Board

o5 to the Chairman and other e
e with the d on at the Annual General M
to the President and the employee reprasen

w2

Board members are paid in accer-

President and other senior executives

The following gundelines approved by the Annual General Meeting for remu-
tron 1o sentor executives were applied for 2008:

wdelines for remuneration Lo semor execuines s
ned to ensure that the Sandvik Group from a global perspeciive can offer
wneration at the market rake and that i competitive to attract and retamn
ed pe f dak's Group Executive Management.

nnet 1o
Group Executive Management's remuneration comprises fixed salary, annual

arable salary and fong-term variable salary. The components are intended to

nced remuneration and benefit p 2 that reflects the

is reviewed annually
Payment of annual va

iable salary requires fuifiliment of annuaily established
ls. The g nd to measurable goals
the individual’'s area of responsibiity. The annual variabie salary for Group
Executive Management may amount 1o @ maximum of 50 -75% of fixed salary.

The long-term vara ary requires fulfillment of measurable goals, set by
the Board. pertaining to ¢ in key ligures that create shareholder vatue linked
to the company's growth, profitability and capital efficiency during a three-vear
period. The maximum payment. of iong-term varable salary for Group Executive
Management is 45-50% of the annual fixed salary.
viously, the fong-term variable salary comprised employee stock options,
Only employee stock opuiens fram 2004 are still exercisable. The program was
based on an annual allotment of employee stodk sns on Sandvik shares.

L 29 February 2008, the number of options outstanding amounted to 20,000,
y's cost for these oprions is estimated to amount to SEK 2.5 M,

Group Executive Management's other benefits shali correspend to what
could be considered reasonable in relation to generally accepted practize on
the market. The benefits comprise pension. company car housing, medical
insurance and severance pay.

The pension benefits for Group Executive Management are based solely on
fixed salary and shali be defined-benefit or defined-contribution. Normaily,
retrement is at age 62. Retirement age for the President s 60.

Normally, severance payment is made when employment is terminated by the
company, Any other incarme from employment 1s deducted from the severance
pay. which is between 12 and 18 moenths for persons under 55 years of age and
between 18 to 24 months for persons over 55. No severarsce is paid te employees
who resign from the compary.

The Board shall have the nght to aeviate from the guidelines decided by the
Annual General Meetng, if in individual cases there is a special reason for this.
compassed by the proposal is the Presi-
<ecutive Management,

ed to the company's earnings

|

1

The sphere of senior executives ¢
dent and other members of Group

The Board’s proposal for remuneration to senior executives to be applied in 2009
The Beard proposes that for 2309 the Annual General Meeting decide to apply
the same guidelines for remuneration to senior executives as applied in 2008,
#ith the exception of pension benefits, which as of 2009 are based either on
fixed salary or the gross salary paid in cash.

Remuneration and other benefits during the year
In accordance with the decision at the Annual General Meeting, the total fee to
the external directors elected at the Meeting amounts 1o SEK 4,500,000, Of this
arnount, SEK 1,350.000 (on an annual basis) is payable to the Chairman of the
Board {Clas Ake Hedstram), SEK 900,000 to the Vice Chairman (Anders Nyrén)
and SEK 450,000 to each of the other external Board members {Georg Ehrn-
rocth, Simon Thompson, Egil Myklebust, Fredrik Lundberg and Hanne de Mora).
In addition to these amounts, the Annual General Meeting resolved that an
additional fee should be pad for the committee work to commitize members
not employed by the company, in the amount of SEK 400,000 to be divided
between the members of the Audit Committee (Anders én SEK 150,000,
Fredrik Lundberg SEK 125,000 and Hanne de Mora SEK 125,000} and SEX
250,000 to be divided between the members of the Remuneration Committee

in addition to the pension obl
dent. there are no pension obhig >r Board members. At 31 Decem-
ber 2008, the penston obligatien to the Chairman amounted to SEK 56,355,685
and relates (o a defined-benetit obligation, which 1s not secured by an insurance
pohcy and which refers to his perod of services as President of Sandvik AB.
1ia 2008, President and CEO Lars Petrersson (s paid an
2d salary of SEK 7.200.000, and recerves benelits in the form of free

fousing and company car. In addition, a varable salary of maximum 75% of the
fixed salary is paid. The variable salary for 2008 amounts to SEK 575,000,

Lars Pettersson s entitled Lo retire with pension at age 60. His |
between age 60~ 65 will amourit Lo 65% of the fixed salary up to 30
amounts and 50% of fixed salary i excess of 30 price base amounts, No pen-
ston insurance peolicy is taken out for his pension throush age 65 and at 31
December 2008 the obligation for pension earned through that date amounts
o SEK 19585 374, The pension from the age of 65 is arranged through the TP
Pian sand a supplementary defined-contribution plan under which the company
each year contributes 40% of the fixed salary in excess of 20 price ba
amaunts make up pension from age 65. Moreover, an agreement has been
ched covering severance pay in the event that the company terminates
employment. Severance pay equals 18 months’ fixed salary in addition 1o the
six-month notice period.

For other members of Group Executive Management, penision age is 62.
Pension between the age of 62 and 65 will amount to 65% of fixed salary up Lo
30 price base amounts, 50% of fixed salary between 30-50 price base
amounts, and 25% of fixed salary i the interval 50100 price base amounts.
Mo pension insurance policies have been taken out for pensions through age 65
ard at 31 December 2008 the obligation for pensions earned through that date
amounts to SEK 22971902,

The pension from age 65 to the other members of Group Executive Man-
agement is arranged through the (TP Plan and a supplementary defined-contri-
bution plan under which the company each year contributes 20-30% (depend-
irg on age} of fixed salary portions in excess of 20 price base amounts, More-
over, agreements have been reached covering severance pay in the event that
the company terminates employment. The severance pay equals 12-18 months'
fixed salary in addition to the six-month notice pericd. For both the President
and other members of Group Executive Management, any earned income is
cifset against the severance pay.

Profit sharing

To promote a performance that is favorable to the Group's long term develop-
ment and also to stimulate continued employee loyalty, since 1986, Sandvik has
a profit-sharing system for all employees in wholly-owned companies in Swe-
den. As from 2007, the system has been modified in arder to increase trans-
parency and elasticity and to better relate the system to the company’s goals.
Under the modified systern, the maximum allocation may be higher tha

before, but cannot exceed SEK 250 M, and alsc the requirements for maximum
allocation have been raised. The Group's return during 2008 implied an alloca-
tion of SEK 66.8 M to the profit sharing foundation,

Share-based remuneration

As part of the total remuneration package, a share-based program was estab-
lished in the year 2000 to offer a long-term varable salary to some 350 inter-
national executives and specialists in the Group. The program was based on an
annual aflotment of personnel options on Sandvik shares with a lifetime of five
vears and the right to exercise after three years, conditional upon continued
employment. The allocation was based on Sandvik's return on capital employed
during the preceding year. While the grant as such was free of charge, the
sption holder must pay an exercise price for the shares. The program is based
on existing shares and, therefore, does not require the issue of new shares.

Allotments under the program were made during years 2000-2004. During
2008, it was possible to exercise options granted in years 2003, and 2004,

Operating profit for the year was positively affected by SEK 28,211,889 for
the share-based remunerzation, including related social security costs. The posi-
live effect relates to the decreased market price of the Sandvik share which has
implied a lower value estimation of the exercisable options.

Under a swap agreement with a bank, the company has secured the acquisi-
tion of 9,000,000 Sandvik shares (after the 5:1 split decided at the Annual Gen-
eral Meeting in 2006) at a price of SEK 46,80 as a financial hedge. Of that num-
ber, 624,936 shares were acquired during 2008 (1.842,605 shares during 2007).
in total, 8,537,163 shares have been acquired under the agreement. Under a
call option fully utitized during 2006, additionally 270,000 shares (before the
split) had been secured at a price of SEK 2567.50, These measures limit the
effects of future increases i the market price of the Sandvik share on the com-
pany's costs for the program and for 2008 these measures had a negative effect
on results of SEK 36,265,000, Accordingly, the net effect of the share based
program and related financial arrangements during 2008 reduced resuits by
SEK 8,053111




Long-term variable solary program in 2611, Under these prograrms, there is a direct hink between perfor-
06, the Board deaided to implement a5 a long-term vanable salary a cash- E ind 1 ton. There s an annual maximum outcome
based p Based on a common goal percepuion for executives, specialists oia ed o Lho partic pqu s fixed salary i the December of the third year. The
he g)rr 7 shall .uvm aink (o fulure coals outcome is condiional upon meetng measurable goals established by the
icement of the value of the company. Oy Board for certain key ratios that create shareholder value linked to the comy
oup dnd bu;mm: area focus on and governing towards profitable nility and capital efficiency over a three-year period. For
An addiional purpose s Lo improve the possibidities to members of Group Executive Management, the maximum long-term variable
an amourt 1o 45-50% of the annual fixed salary.

erformance

ind retan key emplovees in the Group. salary
ong-term variable salary program was decided for cach o mounts attributable to these three programs are expensed and reserved
ind 2008, Seme 400 Sandvik employees par qudfc in me prcg ams on a amounts continuously, based on assumptions regarding actual performance

. The programs 1ppty for a thee- v oal achievement. The cost of the three programs s esumated at SEK 206 M
he third year of

A total of SEK 185 M has been reserved for these programs in the 2008
ACLoUNts,

Break-down of share-based payments (personnel options)

Group
Allotted and exercisabie options at year-end are presented in the following table:
Ltement

thod

rlying
shar es :

@81 1% Delivery of E

004-02-18 ares

Parent Company
ted and exercisable options at year-end to employees at the Parent Comparny are presented in the rotk(\wmg table:

Setdement
shaves mvmcd

)87764 D livery of shares

Options exercisable by senior executives

Other semor
eReCUtives

Option pr

2001

2002
2003
2004 20,000

Number and weighted average exercise prices for shares under options
Group

stions i thousands Mumber

Segnning o

Forfeited

Exercised 5 384
At end of year 3 31 324
Exercisable at end of vear 51.34 131 1516 324

Parent Company

s thousand

Rumber of options. 2007

Nuruber of options. 20

At beginning of year 396
Forfeited 45
Exercised 200
At end of year 151
Exercisable at end of year 75 46.38 151
For options exercised during the year, the weighted average share price during the period was SEK 37.94. The exercise price for options outstanding at 31 December
2008 amounted to SEK 51.34. Thew contractual ifetime s 1.5 months.

The estimated value of options granted is calculated in accordance with the Black & Scholes option-pricing model. The contractual lifetime of the option (5 years)

is used as Input data in the model. Ant»c»pated early exerdse is taken into account in the Black & Schoies model.

Total expenses for cash-settled, share-based payments,
excluding social costs

oup md Parent € om pay 2008

Expense related to cash- semeo ophons

s 2002 —

Expense related to cash-settled options

granted 2007 } ————— 3.348,419
Total expense for share-based paymenmts  — 4. 519.228
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3.6 Gender distribution in senior management

Boards and presidents 15 23
Scnior managerment e 3

3.7 Audit fees

es 1o Lthe Group's auditor

2008 )
Audit
Parent Company 75 59 59
Tools) 50.2 389 32 31 9]
0.3 0.3 5.8 7.2 75
58.0 151 29 10.3 579 554
Other services
Parent Company 8.5 4.2
Subsidiaries
{excl Seco Tools) 1¢.2 K
<o Tools 0.5 0.6
Group 19.2 16.2

Audit services comprise the examination of the financial statements, the
accounting records and the admimistration of the business by the Board of
Directors and the President. and other procedures required to be performed
by the Company’s auditors /el 43 other services caused by ohservations
during the performance of such examination and other procedures.

Other services essentially comprise advice in areas closely related 1o the audit,
such as advice on accounting issues, tax services and due-diligence services,

NDVHCANMNUAL REFGRT |

RESEARCH, DEVELOPMENT AND QUALITY ASSURANCE

Expenditure for

research and developmen 920 1019

Y OASHLI .1(27 236

Toral 1127 1,255
1127 1.255

development 2.0%4 1818 920 1.019

Research and quality assurance expenditures are expensed as incurred. xpen-
diture for development 1s reportad as an intangible asset if it meets the critera
for recognition as an asset in the balance sheet.

OTHER OPERATING INCOME

Group ) 2008

Gain on sale of property, plant and equipment 18
Gain on sale of businesses and shares 56 26
insurance compensation 15 144
Exchange rate gains oh opera

recevables and liabilities 497

Other 23 98
Total 661 386

Parent Company

Oth erating income mainly pertains 1o intra-group services and currency
5 k ES Y

pains on receivable and labilites of an operational nature.

.. OTHER OPERATING EXPENSES

o S o 2008
Loss on disposal of non-current assets 28
Exchange rate losses on operating
recevables and payables -28
impairment loss on non-current receivable 104
Other w48 22
Total -180 ~179

Parent Company

Other operating expenses pertain manly 1o royalties between group com-
panies, exchange rate losses on operating receivables and payable
losses on sale of property. plant and equipment,

OPERATING EXPENSES

Group 2008 2607
Employee benefit expense -23.129 -20,562
Depreciation and amortization 3444 3.039
Impairment losses -~ inventories 460 281
impairment losses — property, plant and equipment 37 ~5
Impairment losses ~ trade recevables 228 80

The Parent Company recognized trade receivable impairment losses of
SEK 29 M (25). There were no significant reversals of earlier recognized impair-
ment losses during 2008 or 2007,



FEES FOR FINANCE AND OPERATING LEASES

FINANCE LEASES

Finance leases with Sandvik as lessee

i ant and machinery under finance lease

AL 2008 the net carrying amount of such

SEK M {115, Vanable recognized as an expense were SEK 0 1 {0).
Future minimuim lease payments in respect of non-cancellable contracts fafl

Finimum lee

3

94 i

68 A0
197 130

ment, and unguaranteed
1, WEre minor.

al values accruing 1o the benefit of the lesso
oross investment and the present value of minimum lease paymerits fall
due as follows:

Minmum fee Present value

up . ..., o8 7007 2008 2007
Within one vear 328 ‘ 310 156
‘ 304 265 200
Later than five years a G s O
Total 642 572 575 356

OPERATING LEASES

Operating leases with Sandvik as lessee

Leasing fees for assets under operating leases, such as leased premises, machin-
ery and majoritems of computer and office equipment are recognized with
aperating expenses in the income statement. The Group in 2008 expensed
SEK 509 M (451}, including minimum lease payments of SEK 477 M (442),
varable fees of SEK 35 M (19), and net of sublease income of SEK 4 M (6).

The Parent Company expensed SEK 122 M (110). z

Future minimum lease payments under non-cancellable operating lease
contracts fall due as follows:

SO O S N— goe
Within oﬁé :/‘éar” ‘ w03 150
Between 1-5 years 1122 293
Later than five years 483 127
Total 2,208 570

Future minimum lease payments under non-cancellable lease contracts
expected to be received for assets, which are subleased amount to SEK 4 M (7).

Operating leases with Sandvik as lessor
The net carrying value of the Group's rental fleet is SEK 468 M (569).
Depreciation for the year amounted to SEK 395 M (445). The future minimum
lease payments under non-cancellable leases amount to SEK 250 M (2623, vari-
ble fees recognized as income amounted to SEK 62 M (57,
Future minimum lease payments under non-cancellable operating le
tracts falt due as follo

NET FINANCING COST

Interest income 197
3 1
Other investments incl. derivatives

MNet gan on disposal of financial assets 0 35

> asurement of financial assets/

Habiities at fair value 16 143
Other financial income 4 o]
Fipancial income 375 377
Interest expense 2,256 ~1.541
Other investments incl. derivatives

et oss on disposal of financial assets 3 107

Met foss on remeasurement of financial assets/

tabilities ~260 89
Net foreign-exchange losses -54 34
Other finandal expenses 14

Firancial expenses -2,592 ~1.774

Net financing cost ~2,217 -1,397

Chaniges in the fair value of interest-rate swaps had a positive effect on net
financing cost of SEK 40 M (4). The valuation 1s made by interpolation in an
estimated interest curve based on current interest rates for various durations.
Changes in the fair value of derivatives on equity instruments positively
affected net financing cost by SEK 70 M (85}, The valuation is based on quoted
share prices at balance sheet date.

Financial assets and habifities not measured at fair value through profit or
loss yielded a niet interest expense of SEK 1.929 M (1,486).

Hedging of fair values had a negative SEK 8 M (neg: 0.1} result effect, that is
from the fair value measurement of hedged positions and related hedging
instruments.

me from shares in
oclated companies

Income from shares
in Group companes

Pm‘gnt Company - 2008 2008 7
Dividend. ret of

withholding tax 6,754 5.003 5 5
Gain on sale of shares and

participations 20 17 -
Impairment G — — -
Reversal of earfier impairment

losses — L

Total 6,774 5997 5 5

Income from other

Group Parent Company
o 008 008007
“Within one 124 9 11
Between 15 years 125 13 9 1
Later than five years 1 T 0 o
Total 250 262 18 12

Parent Company

Interest income,

invastments held as
non-current

tarerest income
and sinufar iterns

2008 2007

Group companies — 501 619
Otherinterest income - - 12 19
Total e e 613 638

Parent Company

Interest expense. Group companies

Other interest expense

Derivatives, Group companies

ast expense

and airmalar stems
2008 ) 2007

607

GCther 1

Total ) 1,655
APPROPRIATIONS

[ A:m\C mpany o 2008

Accelerated depreciation B 4

Change in tax allocation reserves — 638

f;hanges in other untaxed reserves 7 4

Total 7 3.063

HKOANNUAL
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NOTES

INCOME TAX Reconciliation of the Parent Company's tax expense
Reported in income statement The Parent Company's effective tax rate 1s less than the nominal tax rate in

daries and

den, manly due Lo taxcexempt dividend incame from

assogiated companes.

iPavent

2008 - N , : . ,
) Reconaiiation of the Parent Company's norminal tax rate and actual tax
11y &
e 829 cxpense:
2008
atn ‘Dbtab‘e Lo prioryears o8 229 = Parent Company Skt
Total current tax expense -2,876 4166 127 Brofii befora tax ’ 5340
i); ferred taxe; r'clatmﬁ to temporary . s s . Tax based on the nommnal
differences and unused 1ax insses 35 27 7 . A e o
cHlerences and unused Lax iosse : 2 tax rate for the Parent Company ~1.198 28.1 2.537 8.0
Total tax expense -2,741  ~3,403 401 ~745
o = N ) o Tax effects of
e Group’s tax expense for the year was SEK 2,741 M (34033 or 25.9% (26.2) N - -
) S . ’ ’ ' MNon-deductible expenses Ot 33 0.4
the profit after financial nems.
Tax-exempt income 36.4 1.758 194
Reconcifiation of the Group’s tax expense Adjustments relating to prior years 04
o Group's weishted averase tax rate. base + tax rales in eac o . )
The Group's weighted average tax rate. i><Led on the tax rates in each country, Effect of changed tax rate 5 0.0
3 63, The nomimal tax rate in Sweaden 15 28.0% (28.0). U ‘ i
. e . previous apitaliz
conciliation of the Group's weighted average tax rate, based on the tax ?e‘o V‘D',Céou fy uncapitalized 5 o . o
rates in each country. and the Group's actual tax expense: tax 1oss deductions e : ol
. Total reported tax expense 401 75 ~745 -8.2
2008 2607 P P
Group A STKM™
Profit after financial items 10,577 12997
Weghted average Lax based Tax items recognized directly in equity
on each country’s tax rale -2,805 -265 -3.849 2196
Tax effect of Lrove L e 2008
zrred 1ax rela sedoins ) 44
Non-deductible expenses 20 195 15 Deferred tax relatng 10 hedging reserve 164
Tax exempt income 14 199 1.5 Total -164
Adjustments relating 1o prior years 0.6 229 1.8
F 30 By > £ PParent C an, 007
Effects of unused tax losses, net 30 0.3 75 0.6 Parent Company e ... . 72008 2007,
Ciher 19 0.4 138 11 Current tax relating to taxable group contributions 85
Total reported tax expense 2741 259 -3403 262 Total 85

Reported in the balance sheet

Deferred tax assets and licbilities
The deferred tax assets and habiifies reported in the balance sheet are attributable to the followng assets and fabilies (Tabilities shown with a minus signy:

2008 007
) o . L wsets | Deferred taliabdines et Beferred taassets  Deferred taliabibties . Met
Intangible assets 43 771 -728 o 34 ' ~béb ' 632 ”
Property, plant and equipment 38 A4 1016 % 65 ~B69
Financial non-current assets 23 2 91 58 2 56
Inventories 1,572 -64 1.508 1445 62 1,383
Recewvables 204 ZB36 332 56 ~335 <269
Interest-bearing liabilities 367 142 -75 325 ~263 62
MNoninterest-bearing liabilities 724 670 54 513 761 -248
Other 29 -50 -2 19 49 -30
Unused tax losses 282 - 282 84 24
fot:a! 3412 -3,649 -237 2,640 -3,103 ~463
Offsetting within companies ~2135 2135 -1.317 1.317 -
Total deferred tax assets and labilities 1,277 -1.514 -237 1,323 ~1.786 ~463
2008 2007
Parent Company : ‘ ) rgci’ta assets | i d t:aﬁhabm!,iex;’ ‘ Net . Jeie  Defervedia |‘:1bﬂitv;‘$ Ney
Property, plant and aquiphy{eht R 34 34 o ‘ 7 ~37
Provisions 3 - A @ 27
Moninterest-bearing liabilities 295 - 295 32 32
Total 326 -34 292 59 -37 22
Offsetting 34 34 — 37 37 e
Total deferred tax assets and liabilities 292 _— 292 22 — 22
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INCOME TAX (CONT.)

Unrecognlzed deferred tax assets
vonal unused tax o
mzed SINCE 1
deductionsn th

Movements in deferred tax in temporary differences and unused
tax losses

ance at begmning of

Recognized in income 5

asticns/Disposa 10 B9
ccogrized in equity 164 31
32
-237 ~463 292 22

on to the delerred ta nd fiabilities, Sandvik reports the follow-

ax habilities and recewvables

Parent Corapany

2008
provisions (or laxes -55

come tax hizbiities -1,301 1,334 e e
income tax receivables 1.699 1429 166
Net tax liabilities/receivables 398 95 166

Other provisions fo ”2 760) relate to ongeing disputes and
assessed risks, The incr (SEK 441 My mamly reflects provisions
the tax dispute as regards .)dnd\/h( inteliectual P'opertv AB and Sand-
rding the reorganization of ownership and managing of patents and
{ernarks effected in LCOJ For additional mlormation refer to the section
“Sandvik's risks and risk management.”

relating

EARNINGS PER SHARE

Basic and diluted earnings per share

5K - 2008

5 per shara 6.30

ators used in the above calcula-
Anc

own Lo Hm nearest SEK 0.05) s shown

Basic earnings per share

The calcutation of earnings per share 2008 is based on the profit for th
attributable to the equity holders of the parent of SEK 7472 M (9116) md the
s number of shares (thousands) during 2008 of 1186287
186,287, These two components have been calculated as follows:

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

o o 2008

Profit for the year atinbutable
to the equity holders of the parent 7472 2116
Weighted average number of shares

stal number of or dmary shares at 1 January 1 “84 ‘87

fects of reacquisitions and redemption e
Weighted average number of shares
outstanding during the year 1186287

Diluted earnings per share

The calculation of diluted earnings per share 2008 is based on the profi attrib-
utable to the equity holders of the parent of SEK 7472 M {9116) am the

hted a number of shares (thousands) during 2008, 1,187.058
188,397}, The two components have been calculated as follows:

Profit for the year attributable to equity holders of the parent
2008

Prefit for the year attrnbutable
1o equity hoiders of the parent

Weighted average number of shares

2008
1186.287 1186,287
Additional shares assuming full exercise of
cpiions 771 2110

’emi“wd average number of shares

during the yean as adjusted 1.187.058 1,188,397

S APMNUAL REPGRT




NOTES

INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT - GROUP

Intangible assets

Iyteraall

Acaquied int

1T St
Cost ¢ ) ) F?Dé}ﬁ(?zl‘ﬂy’f" Pyl il C‘jhm’ S btgn! Eygul
ALT lanvary 2007 150 49 77 122 5 28 305 51% 225 5852 7076
iuons 37 15 2 431 13 38 1 &2 493
Buainess combinations 552 3.886 839 5277 5277
stments and disposals 9 -13 22 - -4 16 -15 35 57
Redassifications 37 -4 28 29 <42 7 + 58 35 -1 -53
ranslation differences during the vear 7 ] 5 ! 15 " i1 51 <35 -6 -
At 31 December 2007 971 471 118 46 1,606 15 278 772 8933 1,061 11,059 12,665
AL lanuary 2008 a7 471 118 46 1.606 15 278 772 8933 1061 11059 12,665
Additions 333 99 25 3 160 20 5 32 57 17
Business combunations 2 120 474 4 602 602
Aquisition of munonty interest e L 16 16
Divestments and disposals 17 10 e -3 -0 18 ¢ 27
Recassifications 100 116 54 o 14 -89 1 74 -
Translation differences during the year 10 5 23 5 73 37 52 408 -1 376 449
At 31 December 2008 1227 681 220 54 2182 15 343 746 9831 1401 12,036 14218
Accumulated amortization
and impairment losses
At 1 january 2007 139 763 39 30 471 15 167 99 72 353 824
Dwestments and disposais 1 [T -0 -4 P - 5 45
Reclassifications -1 5 [ <L e -2 i 48 35 33
Amortization for the vear 50 167 13 8 188 — 40 46 134 220 108
Translation differences for the year 1 2 12 213 8 3 - -8 3 10
At 31 December 2007 196 361 45 32 634 15 209 136 - - 246 606 1,240
Ar 1 January 2008 196 361 45 32 434 15 209 136 - 246 606 1.240
Business combinations .o 2 10 " 23 23
Divestments and disposals 14 12 - 28 - 12 2 e 1 5 43
Reclassifications 3 10 I T 1 1 2 15
Armortzation for the year 91 77 7 [ 181 5 w2 e 112 265 446
Translation differences for the vear 5 3 9 3 2 - 27 0 1 45 S
At 31 December 2008 276 432 71 41 820 15 278 246 e 387 926 1.746
Net book values
1 fanuary 2007 194 187 30 12 753 o 84 106 515 153 5499 6.252
31 December 2007 775 10 7 14 972 0 &9 636 8933 815 10454 11425
1 January 2008 775 1o 73 14 572 O 69 636 8933 815 10454 11.425
31 December 2008 951 249 149 13 1382 0 55 500 9,831 M 12472
Amortization for the year is included in
the following lines in the 2007 income
statement
Cost of sales -1 — — -1 4 e -4 -46 57
Selling expenses . 10 -3 B - 27 — e 18 ~75 --38
Admiristrative expenses 50 Y 13 S 164 12 “45 e 42 -59 -263
Total -60 -107 -13 -8 ) -188 — -40 -46 — -134 -220 —408
Amortization for the year is included in
the following lines in the 2008 income
statement
Costofsales . -8 -2 — -0 e -1 59 -74 -134 114
Selling expenses -6 16 -2 -3 ~27 — 33 o L — -15 52 -119
Administrative expenses -85 53 -3 -3 ~144 a 17 T ~23 ~39 -183
Total ~91 ~77 -7 -6 181 0 ~51 ~-102 — =112 265 ~446
|
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INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT - GROUP (CONT)

Property, plant and equipment

i

2169
2402
Business combinations 15
stments and disposals A7
assifications 1.591
slation differences for 1 25 191
At 31 December 2007 2,703 44,523
At 1 lanuary 2008 9198 27,604 2,703 44,523
561 2,271 3.348 £.815
Business combinations 23 318 46 1 388
estrments and disposals -129 4 ~343 9 2,025
Reclassifications 448 1,695 159 46
ition differences for the year 704 1,850 377 3,390
At 31 December 2008 11,405 32,194 5,492 53137
Accumulated depreciation and impairment losses
At 1 lanuary 2007 3.560 5651 2,976 22187
Business combinations 53 13 43 209
Divestments and disposals 148 1493 -357 -1,698
Reciassifications 1 13 31 43
Depreciation for the year 275 1928 130 2,631
Impairment losses 2 3 5
nslation differences for the vear 38 166 47 251
At 31 December 2007 3.77%9 16,679 3170 23,628
At 1 lanuary 2008 16,679 3170 23,628
Business combinations 1 93 21 s
Divestments and disposals &4 1168 287 ~1.519
Rechssifications 2 65 10 73
Depreciation for the year 334 221 453 2,998
Impairment losses 5 32 — 37
Translation differences for the vear 378 1.053 251 1,682
At 31 December 2008 4,431 18.965 3,618 27,014
Net book values
1 anuary 2007 1798 9,344 1366 2169 17677
31 December 2007 5719 10925 1.548 2,703 20,895
1 January 2008 5719 10,925 1,548 2.703 20.895
31 December 2008 6,974 13,229 1.874 046 2612
bparment losses ded i the Equipment,
wing lines i the | sre staternent land ,’ir’\d’ t’;»glidtngs’ Plant and mac is dmj‘inst‘iﬂyaugvj? B Toral )
Im;ﬁaifment losses
Adminstrative expenses T — 5
Cost of sales - 32 - 32
hilble values 008 007
Butldings (in Sw@den,‘“ 1287 1,059
Land (in Sweden) 421 253

Additional information

ftems of property plant and equipment for a total of SEK 250 M (217) have
property p quip $

been pledged as security for liabilities.

Contractual commitments for the acquisition of property, plant and equip-

ment amount To SEK 150 M (110),

Government grants

The Group received government grants for the acquisition of property. plant
and equipment during 2008 for a total of SEK 63 M {4). Grants received have

reduced the stated cost by SEK 63 M (2).
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NOTES

LI S ML G T B ARG " INTANGIBLE ASSETS AND PROPERTY,
e s SRR O R PLANT AND EQUIPMENT - PARENT COMPANY

Intangible assets

Pagents and simdar

Cost
ALT January 2007 102
Additions 7
> ments and disposals ) A0
At 31 December 2007 99
Walter Group 1.209 1.056
Diamond Innavations 816 874 ALY January 2008 99
1023 71 Additions 23
3,048 2,44; Divestments and disposals 1
At 31 December 2008 121
400 Accumulated amortization
1086 At 1 january 2007 51
237 7.834 nortization for the vear 22
3,858 3,630 At 31 December 2007 ) 73
Sandvik Materials Technology At 1 fanuary 2008 73
Kanthal Group 1139 1,011 , # -
MdtToch > P Amortization for the year i i 17
Business area level 85 31 ‘it laDecember 2008 . 22
- - MNet book value at end of year 3
Total 2,631 2,620
SQ;O Tools and Corporate 294 234 Araorhization for the year s included in
Group total 9,831 8,933 me stat P
T
Goodwill 1s allocated to cash-generating units, The recoverable amount of a ‘ 4 .8
cash-generating unit 1s assessed based on estimates of vajue in use. These cal- 18 Y

culations are based on budgets/lorecasts covering 4 five r period. Cash
ws for subsequent years have been extrapolated based on inflation, in no
case exceeding 2%. Meed of working capital beyond the five-year period is
deemed to remamn on the same level as in the fifth year: Cash flows have gen-
lly been discounted at a pre-tax rate of 10%.

Production and marketing processes of acquired businesses have in most
ases been integrated into other Sandvik operations to such an extent that it 1s
no longer possible o identify the cash fows and assets of the acquired busi-
ses. For such reason, the impairment tests were largely made at a higher
el although in no case above segment level. At present, the activities of Wi
ter, Diamond Innovations, Kanthal, MedTech, Exploration and Extec/Fintec are
also conducted in such a way that it has been possible to separately test good-
will allocated to these acquisitions.

The testing of goodwill at a higher orean:
ability of identifying an impairment loss.
gins supporied the carrying values, Mor have the testing of zoodwill allocated
the Waiter Group, Kanthal and Exploration demanstrated impairment. The
sitivity of the calculations implies that no impairment loss would be 1denti-
fied even if the discount rate were increased by 1 percentage point orif t
long term growth were lowered by 1 percentage point,

zational tevel cbviously lessens the

These tesis have with large mar-

Other impairment tests
Capitalized development projects that are not yet av.
tested without any impairment being recognized.

lable for use have been
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INTANGIBLE ASSETS AND PROPERTY, PLANT AND EQUIPMENT ~ PARENT COMPANY (CONT.)

Property, plant and equipment

SEPUCTON

B i 117@}”(1 [;un(h Plart and {‘m(ﬁ'\u:{»}y AR loial
Cost
AU January 2007 311 3.361 993 974 11139
Additions 5 P19 24 942 1121
Divestments and disposals -2 126 ~38 . B
f cations - 30 {26 18 Sh4 0
At 31 December 2007 - 845 8,870 1,027 1352 12,094
Ar 1 lanuary 2008 345 8.870 1.027 1,352 12,094
Additions 9 21 30 1.264 1,514

tments and disposals -155 65 3 22
Pedassifications ) 25 804 57 586 G
At 31 December 2008 879 9,730 1,049 1727 13,385
Revaluations
At T January 2007 41 o 4
At 31 December 2007 41 — — — 41
At ] january 2008 41 e - kx|
At 31 December 2008 41 e e e 41
Accumulated depreciation
At january 2007 379 4,869 484 5932
Jreestments and disposals 1 104 34 -139
Deprecation for the year 24 481 72 577
At 31 December 2007 402 5.246 722 — 6,370
At tanuary 2008 402 5216 722 5,370
Divestments and disposals =136 5 191
Depreciation for the vear ) 27 532 70 829
At 31 December 2008 429 5,642 737 o 6.808
Net book values
1 lanuary 2007 473 3492 309 974 5,248
31 December 2007 184 3624 305 1352 5.765
1 January 2008 484 3.624 305 1.352 5765
31 December 2008 191 1088 212 1727 £.618
fuable valves - Pacert Compary .. 00807
Buildings (yﬁ Sweden} \ ' 28i ‘ 280
Land {in Sweden) 32 82

SHARES IN GROUP COMPANIES

Parent Company

Shares in Group Ccmpame’s“ ) ) ) o 2008

Cost R 14151

At beginning of year 294 12123

Additions 2477 1,888

Capital contributions 1 148

New ssues -2.09%9 -8

Divestrnents 14824 14151

Accumulated impairment losses

At beginning of year 389 -400

Impairment losses reversed during the year 0 o
389 389

Net book value at end of year 14,435 13,762
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NOTES

SHARES IN GROUP COMPANIES (CONT.)

Sandvik AB’s holdings of shares and participations in subsidiaries
Direct holdings

“DEN

Oberg & Cois AB, Sandviken 556112-1186 2.000 160 G 2.000 100 0
5 1.000 100 119 1.000 100 119

5563078947 100,000 100 110 100,000 100 1o

1 0 0 0 0

11 1,000 91 2,591 1.000 91 2,591

Susab Helding AB, ‘© 556001-9290 1831319 100 53474 1.831.319 100 53.474
Gusab Stainless AB, Mialby 556012-1138 200,000 160 33172 200,000 100 33,212
lrddustrs AB Skomab, Sandviken 556008-8345 2.00 100 100.050 2,000 100 100,050
Malcus AB, Sandviken 556350-7903 1.000 100 100 1.000 100 100
Rarmmmer Svenska AB. Sandviken 5562491004 3,000 100 351 3000 100 851

wock Svenska AB, Sandviken 5561891085 100 100 123 100 100 123
AB Sandvik Antenn, Sandviken 536350-7895 1.000 100 100 1.000 100 100
AB Sandvik Automation, Sandviken 556052-1315 1.000 100 50 1,000 100 50
AB Sandvik Belts, Sandviken 556041-9680 25.000 100 2,500 25,000 100 2,500
AB Sandvik Bruket, Sandviken 556028-578+4 13,500 100 1.698 13,500 100 1698
AB Sandvik Calamo, Molkom 5561902569 . . 56.000 100 5,000
AB Sandvik Communication. Sandviken 556257-5752 1.000 100 120 1.000 100 120
AB Sandvik Construction Segment, Malma 556659-6952 1.000 100 100 1,000 160 100
AB Sandvik Coromant, Sandviken ™ 556234-6845 1,000 160 50 1.000 100 5

Sandvik Coromant Sverige AB, Stockhotm 556350-7844 1.000 100 100 1.000 100 100
Sandvikk Export Assistance AB, Sandviken 161-3716 80.000 100 0 30,000 100 0
AB Sandvik Falken, Sandviken 556330-7791 1.000 100 120 1,000 100 120
Sandvik Far East Ltd, AB, Sandviken 556013-7781 10,000 100 10.000 10,000 100 10,000
Sandvik Forsikrings AB, Sandviken 516401-6742 15.000 100 15,000 15.000 100 15.000
AB Sandvik Hard Matenals, Stockholm 556234-6857 1000 100 50 1,000 100 50
Sandvik Hard Materials Norden AB, Stockhoim 556069-1619 1.000 100 50 1.600 100 50
Sanduvik information Technolagy AB, Sandviken 556235-3838 1.000 100 50 1.000 100 50
Sandvik Intellectual Property AB, Sandviken 556288-9401 1,000,000 100 3499950 1,000,000 160 3499950
AB Sandvik International, Sandviken ' 556147.2977 1.000 10 30 1,000 0o 50
AB Sandvik Klangberget, Sandviken 556135-6857 1.000 100 100 1.000 100 100
Sandvik Materials Techrolog IEA AB, Stockheolm 5567342026 1,000 100 100 1000 100 100
AB Sandvik Materals Technology, Sandviken ! 556234-6832 1.000 100 50 1,000 100 50
Sandvik Mining and Construction AB, Sandviken’ 556664-9983 1,000 100 160 1.000 160 15
Sandvik Mining and Construction Sverige AR, Sandviken " 556288-9443 1800 100 50 1.000 100 50
Sandvik Mining and Construction Tools AB. Sandviken™  554234-7343 1,000 160 50 1.000 100 50
Sandwik Nora AB, Nora 556075-0506 80.000 100 135.000 80,000 100 135,000
Sandvik Powdermet AB, Surahammar 556032-6760 500 100 119.554 &00 160 119,554
AB Sandvik Process Systems, Sandwiken ' 556312-2992 1,000 100 100 1,060 100 100
AB Sandvik Rock Tools, Sandviken 556081-4328 1.000 100 50 1,000 100 50
Sandvik Rotary Tools AB, Képing 556191-8920 101,000 100 150177 101,000 160 150177
AB Sandvik Service, Sanduiken 556234-8010 1,000 100 50 1500 100 50

B Sandvik Skogsfastigheter, Sandviken 556579-5464 1,000 100 6 1,000 00 100
AB Sandwik Steel invesiment, Sandviken 556350-7853 1.006 100 100 1.600 100 100
Sandvik Stal Forsdlinings AB. Stockhoim ™ 556251-5386 1,000 100 50 1.000 100 =0
Sandvik Systems Development AB, Sandviken 556407-4184 1,000 100 100 1.000 1060 100
Sandvik Tooling AB, Sandviken 556692-0038 1.000 160 100 1.000 100 100
Sandvik Tooling Sverige AB. Sandviken* 554692005 1000 100 160 1,600 100 100
AB Sandvik Tranan, Sanduken 5 6330-7817 1,000 100 9.088 1000 100 3,088

ndvik Utbildnings AB, Sandviken 56304-8791 910 91 21 910 1 91
AB Sandvik Vallhoven, Sanduiken 55 272-9680 6,840 100 1,800 6.840 100 1.800
Sandvik Vistanbyn AB, Sandviken 556590-8075 1.000 100 100 1.000 100 100
AB Sandvik Vistberga Service, Stockholm 556356-6933 1,000 100 100 1,000 100 100
Sandvik Qrebro AB, Sandviken 556232-7949 10,000 100 167 10,000 100 167
AB Sandvik Ornen. Sandyiken 556330-7783 1,000 100 120 1.000 100 120
Sandvikens Brukspersonals Byg ggnadsforening upa,

Sandviken 7855001686 — 100 Q - 100 O
Scandinavian Handtools AB, Sandviken 556093-5875 1,000 100 50 1.000 100 50
Steebide International AB, Sandviken 556048-3405 15.000 100 1,000 15,000 100 1,000
Tocling Support Halmstad AB. Halmstad 556240-8210 80,000 100 25,145 80,000 100 25,145
AB Trellbo, Sandviken 556251-6780 1,000 100 120 1.000 100 120
Walter Norden AB, Halmstad 556752-4698 15,000 100 1500 - -— 100
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SHARES IN GROUP COMPANIES (CONT.)

Sandvik AB’s holdings of shares and participations in subsidiaries
Direct holdings

65t 1200,

99 99
BRAZIL 2 3340 100 200000 21374 100 200,000
1894797190 100 46,072 1.894,797190 100 46,072
rdvik Bulgaria Ltd, 100 0 . 160 0
Sandvik China Holding Co Ltd. 100 668,8%0 - 100 327215
Sandvik China Ltd. 100 190,666 - 100 190.646
Sandvik International Trading (Shanghai) Co. Lid. 100 17466 100 17466
Sandvik Mining and Construction (China) Ltd. 100 44,468 100
Sandvik Materials Technology (China) Ltd. 440 109053 - kR
Sandvik Process Systems {Shanghai) Ltd. 100 6.809 — 100
ZECH REPUBLIC  Sandvik CZ sro. 00 G 100 0
RMANY Sandvik Materials Technology GmbH 1o 1,486 - 1 1186
Sandvik Holding GebH 1 367 1 367
GREECE Sandvik A.E. Tools and Materials 5,529 100 1,567 5.529 160 1.567
INGARY Sandvik Magyarorszag Kit, 100 3258 100 3258
INDIA Sandvik Asia Lid. 16,030,246 277 277028 6,030,246 27 277028
IRELAND Sandvik Mining and Construction Logistics Ltd. 100 160 5.508 100 100 5,508
ITALY Sandvik Sorting Systems S.p.A.
JAPAN Sandvik KK, 2,600,000 100 224,701 2,600.000 100 224701
KENYA Sandvik Kenya Lid, 35,000 96 0 35,000 96 0
KOREA Sandvik Korea Ltd. 752,730 100 16,856 752,730 100 16,856
MALY Sandvik Mining and Construction Mali 25,000 100 3462 25.000 100 3462
MEXICO Sandvik Méxicana S.A. de C 106,642,873 0% 71.000 406,642,873 30 71.000
MONGOLIA Sandvik Mongolia LLC. 100.000 100 2482 400,000 100 2682
MOROCCO Sandvik Maroc SARL 910 94 0 940 94 8}
NETHERLANDS Sandvik Finance BV. 18,786 100 7017620 18,786 100 1923930
PERU Sandvik del Pera S.A, 6.562,795 100 26.025 6,562,795 100 26,025
POLAND Sandvik Baildonit S.A. 100 - 100
Sandyik Polska Sp. z.o.0. 321 100 93197 321 100 93197
SLOVAKIA Sandvik Slovakia sro. 100 1238 . 100 12
SWITZERLAND Sanfinanz AG 1,000 100 735 1.000 100 7
TURKEY Sandvik Endistrivel Mamiller Sanayi ve Ticaret
ALS. 125.154,588 100 3.200 125,154,588 100 3.200
UK Inhoco 3367 Lid. — . 97.001 100 861486
Sandvik Medical Solutions Led 1.320,714 100 938,385
ZiMBABWE Sandvik Mining and Construction
Zimbabwe {Pty) Ltd. 233677 100 3,269 233677 100 3,269
14,434,781 13,761,518

rship nterest

Sandvik AB’s holdings of shares and participations in subsidiaries

indirect holdings in operating Group companies
2008 2007 2008"
Kanthal AR : ’J(‘ 100 Sandvik Mimr/wg E Conswucticn '
Sandvik Mining and Construction Py Ltd Austrafia 100 100
Haparanda AB ) 100 100 Sandvik Mining and Construction
Sandvik Invest AB 100 100 f 106G o0
Sandvik SRP /\L 100 100 atia Pty Lid, 106
Sandk SRP o0 00 B Tools Australia Py, Lid. 100
Sandvik Ir edmr\, /\b 00 100 Walter Aust Pty. L. 100
Seco Tools AB 60 60~ AUSTRIA  Walter Austria Gmbk| . 100
ALGERIA Sandvik Mining and Construction Algerie SpA 100 100 Sandvik BRI Bohrtechnik Grbt &Co KG 100
ARGENTINA - Sandvik Argentina S.A. 100 100 Sandvik in Austria Ges.m b.H. 100
Walter Argentina S A, 100 100 Sandvik Mining and Construction GmbH 100
AUSTRALIA - Hydramatic Engineering Pty, Ltd. ) 100 100 Sandvik Mining and Construction
ndvik Australia Pty Ltd. 160 100 Materials Handling GmbH & Co. KG 100 100
160 100 BELGIUM Walter Benefux NV./S.A. 00 100
Sandvik Mining and Construction Perth Pty Lid. 100 100 BRAZIL Diamond Inrovations Brasil
Sandvik '“hr'ﬂc and Corstruction Comérdio £ Importacao Lida. 100 100
Adelaide Pty. Lid. 100 100 Sandvik MGS S.A. 0o 51
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SHARES IN GROUP COMPANIES (CONT.)

Sandvnk AB’s holdings of shares and participations in subsidiaries

hrect holding

CANADA

IDENMARK
FINLAND

FRANCE

CHANA
HONG KONG
HUNGARY
NIDIA

INIDONESIA

IRELAND

JAPAN

KAZAKH-
STAN
KOREA

MALAYSIA

MEXICO

N ETHER-
ANDS

SANDYIK ANN

55 1n operating Group companies

s Inc.

da Inc

g and Construction Canada Inc.
entte- Mod:o td.

QA

Beijing Aubems
S«md»/\k Hard

Sandv\k, za tr,//ommx d.o.o.

Sandvik Chomutoy Precision Tubes <.ro.
Walter C 2
Sandvik A/

Sandvik Minng and Construction Fintand Corp,
Sandvik Mining and Construction Oy

Safety SAS
Sandvik C

rance
clogy Frs
uction Lyon SALS.
Sandvik Mining dnd Construction France S.A.5.
Sandvik S.A5.
Sandvik Tool SA.
ARO Hyd rope Gmbli
Aupema Crushing Technology GmbH
&M Mining Supply GmbH

rototy| rke GmibH
afety Deutschland GmbH
Sandvik Custorner Financing furope GmiH
Sandvik Materials Technology Deutschland GmbH
Sandvik Mining and Construction
Central Europe GmbH
Sandvik Mining and Cor ction Supply GmbH
Sandvik Toaling Deutschland GmbH
TDM Systems CmbH
Walte
Waidlter Deutschland GmbH
Werner Schmitt PKID-Werkzeug GmbiH
Sandvik Mining and Construction Ghana l.id.
Sandvik Mong Kong Lid.
Walter tHur 3
Sandvik Mining and Construction Tools India .1d.
Walter Tools India Pvt. Ltd,
PT Sandwik ‘ﬁdon
PT Sandvik Miring
PT Sandvik SMC
Diamond nnovations International Sales
Sandvik reland Lid.
Dormu alia Sp.A.

ice S.AS.

A

and Construction Indonesta

{
g itatia S.R.L.
L.
s and Cmqmctéunjapan KK
= Supply Japan KK

Wilter Y(‘.‘Oilﬂa;‘ipdﬁ KK

Sandvik Malaysia Woaod Technology Sdn. Bhd.
Sandvik Mining and Construction
(Malaysiay Sdn. Bhd.
Walter Malaysia Sdn. Bhd.
Sandvik de México SA. de CV.
nite de México 5.A. de CV.
Sandvik Mining and Construction
e México S.A. de CV.
Walter Tools S.A. de CV.

Sandvik Benelux BV,
k DC Venlo BV.
Sandvik Intellectual Property BV,

LA f

= 2 2=
S C

D
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DD OO

OO DO
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100
120
100
100
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160
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100
100
100
100

100
100

100
100
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xmd Ltd.

and Construction Nigeria Lid.
ALS
chnology AJS

NIGE M/\
NORW

Sandvik Tamrock A/S
PERU Sandvik del Peru S.A.
FHLPPINES  Sandvik Philippines inc.
Sandvik Tamrack (Phiippines) Inc.
POLAND Walter Polska Sp. 2
Sandvik Mint
ROMAISIA Sandvik SRL
RUSSIA LLC Sandvik
OO0 Walter
Sandvik Mining and Construction CIS LLC
Sandvik-MKTC OAO

SERBIA/MON-
TENEGRO Sandvik Serbia/Montenegro d.0.0.
SINGAPORE  Kanthal El ect roheat { S ) i)m, Ld.

S.E. Agia :’t:,
Sandvik South East Asia Pte. Ltd.
Walter AG Singapore Pte. Lid.
SLOVENIA Sandvik d.o.o.
SCUTH
AFRICA ARO Mining (Pty) Lid.

Sangvik Mining and Construction RSA {Pty) Lid.

Sardvik (Pty) Lid.

Sandvik Mining and Construction

Delmas (Pty) Lid.

SDS Mining Supplies (Africa) (Pty) Ltd.
SPAIN Sandvik Fspafiola SA.

Waltter Tools iberica S AU

SWITZ
LAND Sandvik AG
Sansafe AG
Santrade Ltd.
‘Walter (Schweiz) AG
FARWAN Sandvik Hard Materials Tatwan £ty Ltd.
Sandvik Tatwan Lid.
Walter Tatwan Ltd.
TANZANIA - Sandvik Mining and Construction Tanzania Ltd,
THAILAND Sandvik Thailand Lid,
Walter { Thaland) Co. Ltd.
UK Dormer Tools Ltd.
Extec Screens and Crushers Lid,
Fintec Crushing and Screening Ltd.
Kanthal Ltd.
Prototyp UK Lid.
Safety Cutting Tools UK Ltd
Sandvik Lid.
Sandvik Medical Sohutions Ltd.
vik Mining and Construction Lid.

UKRAINA Sandvik Ukraine
us Diamond Innovations inc.
Diamond Innovations International inc.
Extec Inc.
Kanthat Corp.
MRL Industries Inc
Pennsylvania Extruded Tube Co.
Precision Twist Drill Co.
Sandvik Customer Finance LLC

Sandvik Medical Solutions Alabama LLC
Sandvik Medical Solutions Gregon Inc.
Sandvik Mining and Construction USA LLC
Sandvik Process Systerns LLC
Sandvik Special Metals L1LC
TIDM Systerns Inc.
Valenite LLC
‘Walter USA Inc.

ZAMBIA Sandvik Mining and Construction Zambia Ltd.
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INVESTMENTS IN ASSOCIATED COMPANIES
Group o 2008

Accumulated share of equity

AL beginning of year 543
1 6

16
21 85
i ; 21 1
At end of year 485 348

Summarized financial information of associated companies, and the Group’s share

2008 ‘ . Profit L Assels Feabilites [
Owned directly by Sandvik AB
Balzer Sandvik Coating AB Sweden i 23 77 24 53 49.0

Owned indirectly by Sandvik AB

AvestaPolarit Stainless Tube ABT) Sweden 59 7 126 14 12 20.0
Caterpilar Impact Products Ltd. UK 405 56 ke 79 78 10.0
Eimco Elecon India 175 20 213 43 170 254
ersta Stainfess AR Sweden 1944 5 991 180 S 50.0
Firtec Crushing & Screening Lid. UK 54 1 107 7 90 15.0
Associates owned by Seco Tools 46 4 15 16 19
ountry . ’{evenue b IS Croup's sha

Owned directly by Sandvik AB

Balzer Sandvik Coating AB Sweden 102 20 59 20 39 19.00
Owned indirectly by Sandvik AB
Bellataire LILC Us 62 -8 48 8 50 50.00 ;
Caterpillar Impact Products UK 179 91 123 75 18 40.00
o Elecon India 157 14 223 71 152 2540
Fagersta Stainless AB Sweden 2,540 52 1.050 528 522 5000
Assodiates owned by Seco Tools 78 4 18 30 18

Additional information
The reporuing date of the financial statements of Eimco Elecon is 31 March 2008. Dividend paid in 2008 is included in reported results. No financial reports as of a
later date have been obtainable.

Parent Comp ocated compames . 2003

Cost

At beginning of year i 4
At end of year 4 4

2008
Ralzer Sandwik Coating AB, Stockholm 5560981333 a2 4
2007

zer Sandvik Coating AB, Stockholm 556098-1333 49 4

OTHER FINANCIAL ASSETS

G o 2008

Non-current financial investments

Available-for-sale investments

Shares and partcipations 78 79
Total 78 79

Additional information
it has not been possible to measure the fair value of these shares and partici-
pations reliably and these assets are, therefore. measured at cost.

SANDVIK AMNU

W




NON-CURRENT RECEIVABLES
AND OTHER CURRENT RECEIVABLES

2008
1.512
{38
Other interest-be o -
Total 2.512
Other current receivables
Derivatives neld as mvestments 3

vatives designaled as he

ue from customers for contrs

Other noninteresi-bearing receivables

Other interest-bearing recetvables 139
/ nces Lo suppiiers i
Total 7.759
2008
Non-current recewables
vatives &
Other noninterest-bearing receivables 20 20
Total 26 20
Other current receivables
Drerivatives 19 103
Cther noninterest-bearing receivables 200 407
Other interest-bearing receivables 1] 2
Total 233 518
Group
Co H ‘act costs mcvrrcd a‘\d rﬂco@mved pro fsb
recognized losses) 6,691 6,622
jvances receved 34 770
Amounts retained by customers 0
Gross amount due from customers 1138 1172
Gross amount due Lo customers 207 114
INVENTORIES
Parent C
008 2007 2008
Raw materials and consumables 6,315 5964 1815
Work in progress 4 2.074
Firished goods 1,234
Total 5.123
Cost of sales of the Group includes write-downs of inventories of SEK 460 M

e

{281y while cost of ¢
154 M (113). There
and 2007,

s of the Parent Company includes wri

CAPITAL AND RESERVES

2008

tails of re

Translation reserve

downs of SEK
ere no signilicant reversals of write-downs during 2008

At tegmnmg of year 512
Translatior during the year 800
At end of year 288
Hedging reserve
AL beginning of year 80 0
Cash flow hedges reported in equity -457
At end of year ~377
Total reserves
Reserves at beginning of year 368 =512
Changes in reserves:
Translation reserve 4,740 800
Hedging reserve -457 80
Reserves at end of year 4,651 368

SANDVIK AMNUAL REPORT 2

Other paid-in capital
Relates to payments made b cserve

DECIMIITY 15

Lnar
fram 1 fan 7 and onwards

Reserves

Translation reserve

The transiaticn reserve comprises all foregn exchange differences arising on
the tran ) (:( the financial st 2d in a cur-
rency di nt Company’s
and the Gro

atements of fo Y operations

in the fair v(\‘Je of ¢ _L\Sh-ﬂ()x rOdumw ’mlum&ms rel; sd to hed 5
nsactions that have not yet occurred.

Retained earnings including profit for the year
Retaned earnings ncluding profit for the year comprises the earned profits of
the Parent Company and its subsidia sotiated COMmpanes

Repurchased shares
Repurchased shares include the acquisition cost for owt shares (treasury stock)
neld by the Parent Company.

Managing of capital
Sandvik’s long-term financial objectives

Organic growth 8%

Return on capital employed 25%
Debt/Equity ratio >50% G.7-10
Dividend payout percentage 0,7-1.0 250%
New financial objectives were announced in 2 The abjectives are based on

Sandvilk’s strong development in recent vears and assessments of the compa-
ny's strengths and posttioning i3 future, Sandvik's overall financial objectives are
gressive and based on the Group’s position as world leading within its
s product areas, a strong global presence, strong research and development
efforts, and effective production and fogistics.

Sandvik’s organic growth goal s 8% per year to be compared with the
underlying average growth of the market of 3-5% within Sandvik’s fields of
activities. The higher goal is based on:

* increased market shares in existing as well as new markets
« New products
« New application areas with great growth potentials.

Equity
Eaunty Is defined to indiude total shareholders equity and minority interest,

Equity ; e e i e - e Z00ch -
Share capital 1424 1424
Other paid-in capital 1.057 1.057
Reserves 4,651 348
Retaned earnings including profit for the yea 18456 25.765
Equity attributable to equity

holders of the parent 35.588 28.614
Minority interest 1.137 1.209
Total equity 36,725 29,823

The Board of Directors has proposed to the Annual General Meeting of Share-
holders a dividend of SEK 215 per share. Over the last live years. slightly more
than half of the earnings per share has been distributed as ardinary dividend.
Thus. slightly more than half of the annual earnings per share has been distrib-
uted as ordinary dividends.
Jo changes were made to the processes for managing captlal during the vear

Meither the Parent Company, nor any of s subsidianes have to comply with

externally imposed capital requirements.




CAPITAL AND RESERVES (CONT.)
Parent Company

Share capital
ng 1o the Articles of Agsocianon of Sandvik AB the s

€ cap

Share capital during the last two years has changed as follows:

e capital at 31 December 2006
Share spitt at 22 May 2007, 2.1
k dividend 14 lune 2007

aricellation of redemption 20 lune 2007

Share capital 31 December 2007

Share capital 31 December 2008

diadend is in accordance with the stipulations in the Swedish Companies’

t proposed by the Board of Directars and shall be approved at the Annual
ng of Shareholders. The proposed not yel resolved dividend for 2008 is
eshmated to amount to SEK 3737 M (SEK 315 per share). This amount is not
reported as a habihity,

shares can also be traded n the US in the form of ADRs (American Deposi-
tary Receipts).

Undistributable reserves
Undistnbutable reserves may not be paid Lo the shareholders in the form of
divdends.

PARENT COMPANY’S ACCELERATED DEPRECIATION

Balance at 1 January 2007
Accelerated deprecation for the year
Balance at 31 Decernber 2007
Balance at 1 January 2008

Balance at 31 December 2008

PARENT COMPANY’S
OTHER UNTAXED RESERVES

{ix allocation re 2008 2007
Oiher untaxed reserves 12 19
Total other untaxed reserves 12 19

shares are fully paid have the same voting nghts and are equally entitled to the Company's
Y P £ N3 1 ¥

118628717

all amount to a munimum of SEK 700,600,000 and a maximum of SEK 2,800,000.000.

ssets.

w1

1186,287175 )

0,60 772,305
~1186.287175 O,é() 711,772,305
1186,287175 1.20 1423544610
1186287175 120 1423.544.610

Legal reserve

The purpose of the legal reserve has been to tie up part of the profits uniess
needed 1o cover an accumulated deficit. The legal reserve amount includes
amounts that before 1 January 2006 were included in the share premum
Teserve.

Distributable reserves

Retained earnings

Retained earnings comprise the distributable reserves reperted in the prior
year less any dividend declared. The total of such profits brought forward and
the profit for the year constitute the total distributable veserves, that is the
maximum amount available for distribution to the shareholders.

Fauipment, tools

Clant and mathinery anchinstailabions Total
1 195 2430
-1 ~2,202 ~195 ~32 -2.A430

PROVISIONS FOR PENSION AND OTHER LONG-TERM POST-EMPLOYMENT BENEFITS

Sandvik prowdes direct pension solutions and stherwise partiopates in a num-
ber of defined benefit, defined contnbition and other plans for long-term post-
employment benefits to employees throughout the group. The plans are struc-
tured in accordance with focal regufations and local practice. In recent years,
Sandvik has sought defined contribution solutions and to an everincreasing
extent the total pension expense is made up by the costs for such plans. In
principle, the plans cover all employees. The Group's most significant pension
arrangements are described below.

Sweden

Workers are covered by the SAF/LO Plan which is a multiemployer colletively
varganed defined contnbution pension plan common for several industry sec-
tors. Salaned employees are covered by the ITP Plan, whichis also a mulftiem-
ployer collectively bargained pension plan for several industry sectors. The |TP
Plan was renegotiated and, as from October 2007, newly hired white-collar
employees are offered the defined contribution sofution that the Confedera-
tion of Swedish Enterprise and the Negotiation Cartel for Salaned Employees
in the Private Business Sector agreed on (ITP 1), Earfier hired employees

remain in the old ITP Plan. The old-age pension obtigabion under the old planis
of the defined benelit kind and Sandvik mainly provides for this pension under
the so-cafled FPG/PRI system. However, the commitment for family pension.
also dlassified as a defined benefit plan. is insured with Alecta. Sufficient infor-
mation to use defined benefit accounting for this plan has not been avallable
but these pension benefits insured with Alecta are accountad for as if the plan
were a defined contribution plan. At the end of 2008, Alecta reports a plan
surplus of 112% {152). Such surplus reflects the fair value of Alecta’s plan assets
as a percentage of plan commitments, then measured in accordance wath Alec-
ta's actuarial assumptions which are different from those under IAS 19, Alecta’s
surplus may be distributed to the members of the plan and/or to the plan par-
ticipants.

in addition, the Parent Company has made supplementary defined benefit
pension commitments to a hmited number of Executive Group Management
members.

At 31 December 2008, the defined benefit obligation amounted to SEK
2106 M {1.900). The fair value of the plan assets heid by the Sandvik Pension
Foundation in Sweden was SEK 1,665 M (1,895).




NOTES

PROVISIONS FOR PENSION AND OTHER LONG-TERM POST-EMPLOYMENT BENEFITS (CONT))

subudiarnes have been
on plans sponsored by therr
e commitments have been

fered 4
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aff will hencelorth be ¢
ned benefit plans were closed torr

cntrants,

n the US part of the Group. there are also commitments for post-retire-
nt medhcal benefits.

¢ 31 December 2G08. th:

enelit pen-
due of plan assets
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UK

Sandwik guarantees a number of delined benefit persion plans in the UK These
ris are funded the trusts, which QrowdQ Denswm benefits hased on a
particpant's salary when reachung pension age and length of service. All defined
benefit plans were closed for new entranis n September 2006, MNewly hired
employees since then are being offered to parucipate n a detined contribution

ber 2008, the present value of renaining defi
sion obhigations amounted to SEK 3.732 M (4441) and the fair v
ats was SEK 3,234 M (3.776).

benefit pen-
e of plan

Finland
in Finland, Sandvik sponsors a funded defined benefit pension plan. The bene-
fits offered include an old-age pension and disability pension. In addition to the
benefits guaranteed by the Finnish subsidiary. there s aiso a defined contribu-
tion pension component.

AL 31 December 2008, the present value of the defined benefit pension
bligations was SEK 2,101 M {2,077}, The fair value of the plan assets held by
the related Finnish pension foundauon was SEK 2,455 M (2,466).

Germany

In Germarny, Sandvik has defined benefli pension plans, Until 2008, these plans
unfunded. During 2008, Sandvik formed a foundation, a so-caled Con-
tractual Trust Agreerment (CTA), which covers the current employees within
most of Sandvik's German companies. The pension commitments for retivees
and paid-up policyholders are sull unfunded. The present value of the defined
benefit obligations amounted at 31 December 2008 to SEK 1,709 M (1,578},
of the plan assets amounts to SEK 778 M (0).

Rt

The fair value

Other

The present value of defined benefit pension obhigations in other
countries was SEK 1,882 M (1,643). The fair value of related plan
assets was SEK 1,230 (1.066).

The total cost for the more significani defined benefit pension plans is
presented below:

Parsion cost B 2008
Cur rent service &OSt <414
interest cost 734 558
Expected return on plan assets 734 438
Amortization of unrecognized gains and fosses 10 5
Prior service costs 5 1
Empioyee contributions 47
ains {lossesy on settlements 15 23

Total defined benefit pension cost -359 ~363
Total pension costs for defined contribution and

ned benefit plans were as follows:

aed contribution and defined benefit plans 2008 H07
Defined contribution plans -1.065 1,029
Defined benefit p 359 363
Total pension cost -1424 -1.392

The cost for defined contribution plans includes also plans reported in accor-
dance with focal regulations and the cost for the defined benefit commitments
insured with Alecta described to the feft.

Actual return on plan assets during 2008 was a negative SEK 1.353 M (pos:
£07).

included in the inc ement lines cost of sales, selling
ministrajive expenses, research and development costs, and finan-
Financal expense includes a portion, SEK 206 M (170}, of the
interest cost above that pertains 15 deficts in pension plans.

if the fair value of plan assets for a certain pension plan exceeds the present
of the obhigation, an asset s recagnized considering the restrictio
tbed i the "Significant accouniing principles” section above. The amounts
recognized in the balance sheet are distrnibuted between non-current financal
recewables and provisions as follows:

cal expens

fer

o = 2008
Funded plans reported as non-current recenables 1,542 1035
R n plans reported as provisions for pensions 2.735 3400
Provisions for pensions, net -1193 2,065

Actuarial gains and losses for a speatfic plan are recognized over the expected
average remaining working ives of the emplovees paruapating in the plan to
the extent that the total gain or loss exceeds the greater of 10% of he present
value of the obligations or 10% of the fair value of any plan assets.

A summary of the reported net abligation for the most signilicant plans for
defined benefit pensions and medical benefits follows:

Ret obligation o 2008
Wholly or portly funded plans ‘ - o -
Present value of defined benefit obligations 12,940 11,758
Fair value of plan assets 11,421 1231
Net liability, funded plans -1,519 -527
Unfunded plans

Present value of defined benefit obligations -1.883 2,331
Unrecognized past service costs 34 32
Unrecognized actuarial losses (+) and gains {-}, net 2,353 932
Pansion liability for plans reported

i accordance with 1AS 19 -1,015 -1,894
Persion hability for plans reported

in accordance with local regulations -178 7
Provisions for pensions/medical benefits, net -1,193 -2,065

The consolidation ratio, that is, the value of plan assets in refation to the pres-
ent value of comparable obligations, amounted at vear-end 2008 to 88% (96).

prnpogiton oiplygmissets. B - SO0 H— :
Shares and equity based seur'tws o 26 E
Interest-bearing securities 56 18
Other 18 1
Total 100 100

The fair value of plan assets at 31 December 2008 (and 31 December 2007)
includes loans to Sandvik entities totaling SEK 153 M (154) and the value of
properties leased to Sandvik of SEK 255 M (200).

Movements in the reported obligations for pensions and medical benefits.

and in plan assets are set out in the foliowing tables:

\40‘ n the obi ations 2008
f)b)mduons for defined oﬂncm plans

at beginning of year -14,089 -13.417
Current service cost and interest cost 1149 ~1.065
Pansions pad 554 548
Effects of business combinations and settlements ~161 =253
Actuarial gains{+)/losses( 77 ~83
Translation differences -753 171
Obligations for defined benefit plans at end of year -14,823 -14,089



PROVISIONS FOR PENSION AND OTHER LONG-TERM POST-EMPLOYMENT BENEFITS (CONT.)

ments @ plan assets The development of the Parent Campary's pension obligations appears in the

followmg table:

o 2008 N oL

R apital value at beginrung of vear 5
301 sion ost for the year excl interest cost 53 12 75
Ceontributions from employers 625 Interest cost ) A 53
of business combinations and settlements 195 250 Prnsions paid 32 5 37

ion differences 471 167 + eﬂ‘e&s of settlements

Fair value of plan assets at end of year 11,421 11,231 and business combinations [ T 0
Other ¢ 18 14 32
about SEK 700 M will be pad in 2009 10 existing defined Capita! value at end of year —-1,348 ~117  -1.465
T wihneh insured with FPG/PRI 1,337 S 1,383

novements in the net pension and medical-benefit habildity s presented in
the following Lable:

Capital value at beginning of vear

2008 &
Net liability at beginring of year -2,065 A Pension cost for the year excl. interest cost 53 5 59
New plans, indl those of newly acquired campanies 7 44 interest cost 41 2 -3
Pension cost for the year for defined berefit plaris ~359 -363 Pensions paid 34 6 40
Contributions from Group companies 1,380 £25 +/ - effects of seitlements
. - - and business combinations 5 -5
Translation differences 135 32 o ' 1 ' 1; i
: S Other changes - .
Movement in net Hability for defined benefit plans Camerod = oy Py R 5 342
reported in accordance with |AS 19 879 250 apital value at end of year - -9 -1,
of which wisured with FPG/PR] 1.234 28 1.262
Movement in pension plans reperted
e accordance with focal regulations 7 29 Movement i the assets of the pension foundatio 2008
Provisions for pensions. net ~1193 2,065 Fair value of assets at beginning o
Actual return on assets 202 3
2008 2007 Net amount refunded to emplovers 2
iscount rate 57 53 Fair value of assets at end of year 1,297 1475
Frpected return on plan assets 4.2 6.5 . L s
i © on p - - feconclation of the reportad pension liability: 2008 2007
epocted mie of salary ncrease 3 3 reronciauen, POrtEd pension JAbIY. AR Y
pected Of saiary Increases 35 6 Capital value at end of year : -1,342
T > 25 ) , , y
pected inflation ) 27 <2 Fair value of the assets of the foundation at end of year 1,297 1,475
'~ o IR —— 50 . o
Change in medical cost trend e 2.0 Surplus/defict value of foundation assets 40 -241
Reported net liability ~128 -108
red actuarial gang {1 and | 2 2006 . ) . :
grized actudrial gans (- and s . 008 J The reported pension cost for the year comprises the foliowi
Urirecognized gans and fosses at beginning
! . . ) ent service cost excl interest cost 75
Changed assumptions relating to obligations 716 137 318 . -

g - i interest cost ~53
Exraertence adjustments arising on plan - Return on separated as 0 5
fabilities -30 167 87 ; )
¢ N . ) | Effects of settlements, eic e

xperience adjustments arsing on plan ‘ -
Assels 2087 3 21 Costs for pension under own management ~330 -79
Amortizati f actuarial zains and losses 10 -5 : . .
Amortization of actuarial gams and losses 0 5 3 Defined contribution plans
fferenc 3 20 . .

wtion difference 120 2V 75 Pension premiums for the year 397 -320
Unrecognized gains and losses at end of year 2.353 932 856 Subtotal 727 399
Parent Company Special emnloyer's contribution -91 79
H arent anv's report . e o 12 108). Th B
The Pargn, Com{)(my sreporied pension provision was JEK “8 M{108). The Prermium for credit insurance policy 7 4
Parent Company’s PRI pensions are secured through Sandvik's own pension Total pansion cost for the year 816 79
; 2 o - ost for the ~ E
foundation, the Sandvik Pension Foundaton in Swaden, Sandvik AB and most of P 4
its Swedish subsidiaries. including Seco Tocls, are members of the foundation. )
The fair value of the assets held by the foundation was SEK 1,665 M (1.895). Change in surplus value of separated assets 330 /
iich was below the capital value of the pension obligations by SEXK 72 M Net pension cost for the year ~486 -400
(exceeded by 366).
- e . . £ 3 2008 2007
The Parent Company's funded obligations are mainly the ITP plans, in which ) , ) R P SR

Y - Shares and equity based secunilies 13 20

different fifetime assumptions where made during the yearn, whie at the same

me the consolidation reserve was reduced. In totai, the changes had only a Interest-bearing secuniies 77 76
mited effect on the reported hability. Other B 0 4
The Swedish Financial Supervisory Authority's [Finansinspektionen) new Total 100 100
calculation basis, FFS 2007:31, which covers the Parent Company’s unfunded
bligations, became effective 1 January 2008 and means increased iifetime Key actuaral assumptions S 2008 2007
ptions and reduced discount rates. A b'm o or
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MNOTES

OTHER PROVISIONS

sions for

Other prov

1 irrantes
wce at 1 fanuary 2008 379 331
Provisions made durng the vear 220 481
206 279
12 1 1 &
33 5 8
14 150 121 515 1510
of which current Py 31 136 356 734
of which non-current 203 129 285 189 806
Pirent Company )
Balance at 1 lanuary 2008 27 0 114 13 154
Provisions made during the year 2 50 25 77
Provisions used during the year -4 4 38
Provisions reversed during the year - 5 5
Balance at 31 December 2008 5 125 38 188

Provisions for warranties
A provision for warranties is recognized when the undertying products or ser-
are sold. The provision 1s based on historical warranty data and a weig

Provisions for restruturing
A provision for restiructuring is recognized when the Group |

approved a
detailed and formal retructuring plan and the restructuring has efther com-
menced or has been announced publicly. Future operating costs are not pro-
vided fon

Personnel related provisions

The provisions include, among other things, provisions for lo
salary, social costs. outstanding personnel options and the special employer's
contribution relating to unsecured pensions,

NON-CURRENT INTEREST-BEARING LIABILITIES

Parent Company
Norn-current nteres

ring liabilities fall due as follows:

Other provisions

Other provisions inciude provisions not classified into the above categories,
such as provisions for onerous contracts, for iease commitments relating to

abandoned premises, and for environmental issues.

Pravisions classified as current are expected to result in an outflow of

resources within twelve months from the balance sheet date.
Provisions carnied by newly acquired companies at acguisition date
amounted to some SEK 12 M (35).

Croup Within 15, i ot
Loans t’romkﬁ‘némoai ;&Utuircrs - ‘ ‘7'.653/ ‘ 7‘?18/
Loans from Group companies 122 m 122 30 30
Other liabilites i 8168 2,423 10.591 7707 2,424 10131
Total 9,480 2.886 12,366 8992 2,887 11879

OTHER INTEREST-BEARING LIABILITIES
Grovp. » 2008

Non-current labilities

Bond issues 15,203
Cther 360 492
Total 17,888 15,695
Current liabilities

ol i
Cihr e
Total 3.225 1311

For information on contractual terms, scheduled repayments and the expo-
sure to interest risk and foreign-currency risk, refer to the section “Sandvik's
risks and risk management”.

SrGup

Other non-current liabilities

Derivatives held for trading 38 1
Derivatives designated as hedging instruments 294 54
Other 54 74
Total 398 129
Other current fiabiliies I
Derivatives held for trading 0 3
Derivatives designated as hedging nstruments 1109 224
Bills pavable 185 131
Gross amount due to construction contract customers 207 114
Other o 1791 1.396
Total 3312 2,168

.1 ACCRUED EXPENSES AND DEFERRED INCOME

Parent S A R s .. 2008
Pefsonnei reiaféd - ) o ) o ) \ 7759 )
Expenses related to finance 186
Other 535

el a0




CONTINGENT LIABILITIES AND PLEDGED ASSETS

’r\ hat context, Sandwvik is also party to legal
e proccedm‘s related to its responsibiity for products, envi-
“\th‘h ind safety, None of these proceedings 15 of a material nature

i number of other companies that market and sell welding
US subsidiary, Sandvik Inc.. is the object of
15 in which it s asserted that the exposure to welding fumes caused neuro-
Al of these cases involve multiple defendants in addition to Sand-
»k Inc, The Company has not fost any lawsuit or settled any such claims, and
ly cosis incurred have been the costs of defending the lawsuits. which
d by msurance,
o obtain a favorable result agamst Sandvik Inc., a plaintiff would have to
prove that the ne sical inury was caused by welding electrodes soid by
Sandvik inc. Sandvik Inc's market share for welding electrodes in the US is low,

le

than 175,

Many of the cases aganst Sandvik Inc. have been dismissed because the
plaintiff could not show that they had used Sandvik Inc’s welding electrodes,
Sandvik believes that there is no reliable scientific evidence to support the

fanns but ~ dezpite such Abeenca of evidence, and considering also the minimal
Sandvik Inc will have 1o continue to defend itself
msz th»e kmd of claims in lawsuits and that the possibility that Sandvik Inc. in
future will mcur costs for this kind of legal proceedings cannot be ruled out.

Droup
tHiabilities 2008 2007
Biils mgcounr@d 22 A5 e e

Other surety undertakings
d contingent liabifities 1838 2392 17316 16068

Totai 1860 2457 17316 16068

of which for subsidiaries 17122 15762

W

The Parent Company’s surety undertakings and contingent habilities amounted
1o SE17.316 M, SEK 13941 M of which related to the Parent Company’s guar-
amess for Sandvik Treasury AB's financial borrowings. The remainder com-
orised mainly indemnity bonds for commitments of Group companies Lo their
customers and vendors, and to financial institutions relating to local borrow-
varantees on advances received and various types of performance bonds.
The Group's surety undertakings and contingent fiabilities amounted to SEK
1,860 M and comprised mainly guarantees 1o financial instituticns for various
ypes of performance bonds, chiefly relating 1o construction contracts entered
nto by Sandvik Mining and C \,OWSLI"JCUOH

in

Pledged assets
Pledged assets for own liabilities and provisions.

2008 2007

25 27
166 2
416 259

No assets of the Parent Company had been pledged at 2008 and 2007 year-
ands.

RELATED PARTIES

e Group's sales to assocated companies amounted o SEK 1756 M (2131).
Gmup‘s pur’rhages from associated companies amounted to SEK 564 M
e been made to associated companies in the amount of
SEK O M ;u) Interest Income on loans to associated companies amounted to
SEK O M (1). Guarantees have been made for the obhgations of associated
companies in the amount of SEK 0 M (0). All transactions are carried out on
market terms.

Sales to Group companies from the Parent Company amounted to SEK

15,362 M (14,797, or 75% (72} of total sales. The share of exports was 79%
83) The Parent Company‘e purchases from Group companies amounted to

SEK 2,306 M (2.610). or 13% (13) of total purchases. The Parent Company had
not made any advances to assoc»a&ed companies. Guarantees have been made
for obligations of associated companies in the amount of SEK 0 M (0). All trans-
actions are effected on an arm’s length basis,

Transactions with key management personnel

Except a3 mdicated in Note 3.5, Information on benefits to the Board of Direc
tors and senior executives, and in the description of the Board of Directors on
page 96, no transactions with related natural persons have taken place.

SUPPLEMENTARY INFORMATION
TO THE CASH-FLOW STATEMENTS

2008 2067

Cash and cash equivalents — Group
Cash and cash equivalents comprise:
Cash and bank 3412 1927
Short-term investments 1.886 79
Total in the balance sheet -1.998 2.006
Total in the cash-flow statement 1,998 2,006
Cash and cash equivalents — Parent Company

Cash and cash equivalents comprise:
Cash and bank 3 5
Total in the balance sheet 3 3
Total in the cash-flow statement 3 &

A short-term investment is classified as cash equivalent if:

the risk of che
tis readily con

es in value is insignificant
tible into cash

+ it has a maturity of no more than three months from the date of acquisition,

Group Parent Compiny
e 208, 008 7007
Interest and dividend paid ‘
Dividend received 3 1 4,757 6,005
Interest received 383 257 545 529
Interest paid 2469 1381 44030 1029
Total -1783 -1123 5899 5505
Adjustment for itemns do not require the
use of cash
Amot ion. depreciation and
wnparment fosses 3481 3077 635 581
Changes in fair value of financial
instruments e e 547 178
Unappropriated results of associated
companies -24 37 - -
Gains and losses on disposal of
property. plant and equipment -60 =152 15
Provisions for pensions ~299 253 20 2
Appropriations = ~7 3.063
Unrealized exchange-rate differences = — ~5678 50
Other W 185 118 75
Total 3339 2450 398 2,538
s IR 2008 2007
Acquisitidﬁs ofﬁbb;idiaries and S
other business operations — Group
Net assets acquired:
Non-current assets 865 6,323
Inventories 138 935
Cperating receivables 116 641
Cash and cash equivaients 10 385
Tots assets 1129 8.23’%
Provisions 38 44
Operating liabilities -109 ~919
Orther habilities 155 ~-772
Total provisions and habilities ~302 1,735
Purchase consideration recognized as a Hability -16 -308
Purchase consideration paid -811 -6.24

NDY
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SUPPLEMENTARY INFORMATION
TO THE CASH-FLOW STATEMENT (CONT.)

2008

Acquisition of minority interests in subsidiaries
Purchase considerabion pard 153
cash and cash eguvalents 10
cct on cash and cash equis 754

BUSINESS ACQUISITIONS

o R . 2008
Divestments of subsidiaries and
other business operations — Group
Net
Non-curren 20 94
inventories 16 13

Operating receivables

0 H

97 511

oVisions 3 77
Operating liabilities 261
Orther flabitities 70
Total provisions and labilities 32 108
Purchase consideration received M 104
Less cash and cash equivalents of divested operations O 4%
Effect on cash and cash equivalents kN 83

The business acquisitions effected during 2007 and 2008 are set out below. Annual revenue and rnumber of employees reflect the situation at the time of the

respective acquisition,

Annual revenue and number of employees

arca mpany

Acqusition date Arnnual rex

Sandvik Mining and Construction Shark Abrasion Systems, Australien 17 Janwary 2007 70

Sandvik Mining and Construction Hydramatic Engineering, Australien 28 February 2007 330 290
Sandvik Tooling Diamond Innovations, USA 15 March 2007 >1 000 600
Sandvik Mining and Construction Extec Screens and Crushers Ltd,, Storbritannien 31 May 2007 1800 450
Sandvik Mining and Construction Fintec Crushing and Screening Lid. Storbritannien 31 May 2007 560 325
Sandvik Materials Technology Doncasters Medical Technologies, Storbritanmien 13 July 2007 500

Sandvik Materiais Technology JKB Medical Technologies, USA 14 December 2007 70 90
Sanduik Mining and Construction IN Precse, Kanada 28 January 2008 100 70
Sandvik Materials Technol Medtronic Inc, USA (del av) 1 February 2008 140 1o
Sandvik Mining and Construction Corstor International, Sydafrika 29 February 2008 70 100
Sandvik Mining and Construction Auberma, Tyskdand 3 Aprit 2008 160 30
Sandvik Mining and Construction Sansiip, Sverige 7 April 2008 15 9
Sandvik Materals Technology Eurpcut Lid,, Storbritannien 2 May 2008 50 &
Sandvik Tocling Teeness ASA, Norge 30 May 2008 200 105
Seco Tools ALG, Ryssland 5 May 2008 100 170
Sandvik Teoling BTA Heller Driiling Systems Ltid. 16 january 2009 33 12

all of the business combinations during 2008, Sandvik acquired 100% of the
es. No equity instruments have been issued in connection with the acquisi-
uons,

N Pre 1s a supplier of tools and components for exploration drifling. The
unii is based in Canada.

Sandvik reached an agreemant at the end of 2007 with Medtronic Inc to
acquire a production unit speciahized in medical instruments for spinal surgery.
The unit s based in Memphis, Tennessee in the US.

Corstor International is a company that manufactures and selis systems for
borehole core storage and handling for the nuning exploration industries.

Aubema offers advanced solutions for crushing of coal, imestone and other
iy minerals, salt. fertilizing agents and other types of soft miner
als. The head office and iargest production unitis in Bergneustadt, Germany.

Sanshp manufactures machines {or regrinding drill bits. Operaticns are con-
ducted in Sandviken, Sweden.

Surecut Ltd. manufacturas medical instruments and implants of the ortho-
pedic sector: The customers are leading medical-technology companies that

self directly to hospitals and medical chinics, Operations are carried out from

Shetfield, UK.

Ei

VI ARNNUAL

Teeness ASA is a market leader in development and production of vibra-
tion-dampening tools. The acquisition strengthens Sandvik Tooling's offering to
the aerospace, energy and other industries, The unitis based in Trondheim,
Norway.

On 5 May 2008, Seco Teols acquired 100% of the shares in the Russian tool
manufacturer ALG based on Moscow. The acquisition is part of Seco Tools' aim
to be actively present in the iarge industrial markets in the world, With its
focus on customers in metal cutting and wear parts, ALG is considered a strong
brands on the Russian market and is one of the three leading producers in the
country.

in December 2008, Sandvik reached an agreement to acquire the British
company BTA Heller Drilling Systems Lid. The company specializes in advanced
tooling solutions for deep-hole drilling in complex materials. Annual revenues
amount to about SEK 33 M, with 12 employees. The company is located in
Cirencester, UK

Goodwill has been recognized as a result of synergy effects, for example in
the form of improved production processes, integration of production capacity,
joint research and development activities and synergies in the distribution chain
ansing from added products.




BUSINESS ACQUISITIONS (CONT))

rying amounts determined under IFRS and fair value adjustments of assets and habilities of the acquired companies are presented by business area

ausition ¢d
2 following tabie

Sandvik Tooling 2008
i hue
tnents
sets o 28 28
v. plant and eguipment 129 129
vincal mvestments 3 3 59
entornes 27 27 319
Current receivables 4 14 21
Cash and cazh equivalents 2 - 2 149
Interest-bearing habihties 113 39
Nornterest-bearing fiabilities 30 7 37 133
MNetidentifiabie assets and labilities 37 21 58 1,045
Goodwill 177 729

[N
it
(%2}

Purchase consideration

Cash and cash equivalents of acquired businesses 2 149
MNet cash ourflow 33 1.625
Sandvik Mining and Construction 2008 2007
Fa vahie e zed value ed value

L dustments | oreequsiion .. Shaggusion
Intangible assets 51 975
Property, plant and equipment 32 2 34 280
Financial investments o o 23

w1
D

inventories

Current receivables &5 e 65

Cash and cash equivalents 7 7

interest-bearing halahties kLl -4

Noninterest-bearing liabilities 96 E 6

Met identifiabie assets and fabilities 77 2 79 1227
Earlier investment in assodated company - &1
Goodwill 222

Purchase consideration Bloy

Cash and cash equivalents of acquired businesses 7

Part of consideration entered as a hability

Net cash outflow

Sandvik Materials Technology 2008 2007

Recosnizad vaiue Recognized vdlue
acqu acquisiton

<8t

ur viue

intangible

Property. plant and equipment

o
[

Financial investments

inventories 39 — 39 58
Current receivables — — — 37
Cash and cash equivalents - — 54
interest-bearing habitities e i
Nonmterest-bearing hw abiives e 172
Net identifiable assets and habilities 110 2 112 452
Goodwill 16 1.570
Purchase consideration 128 2022
Cash and cash equivalents of acquired businesses . 54
et cash outflow 128 1,968

A1




NOTES

BUSINESS ACQUISITIONS (CONT.)

Seco Tools

Noninterast-beaning

Net identi

il

Purchase consideration

Cash and cash equivilents of acquired businesses

Finalized purcha

Met cash outflow

1STECET

Total fair value of assets and liabilities of acquired businesses

Property, plant and equipment
Financial investments

ventories

urrent receivables
Cash and cash equivalents

Interest-bearing habdities

Noninterest-bearing habiit

Net identifiable assets and liabilities
Earlier investment in assoclated compary
Goodwill

Purchase consideration

h and cash equivalents of acquired businesses

Part of consideration entered as a lability
Net cash outflow

of which directly attnbutable acquisition costs

No material adjustments have been made 1o the fair values of assets and lia

Contributions from companies
acquired during 2008 by business area

Saindvik
nid Sardk
rue Materuls

Contributions as from
acquisition date
Revenye 0 205 100

Net profit (loss) 2 -2 ~28

Contributions as though

the acquisition date had

been 1 January 2008

Reverue 0 269 119

Net profit (Joss) 14 1 .33

NIDVIK ANNUAL R

togy Seco Tools

ACCISTHGN

65 370
5 =17
102 490
5 12

37

2008
For value
sstets s
38 1.391
1 273 1,045
] 95
1 135 939
- m 653
,,,,, 10 385
175 ~278
16 161 1.507
24 290 2724
,,,,, &1
174 3,886
764 6,549
-10 -385
16 308
738 5856
12 19
ties of businesses acquired during 2007,
Contributions from companies
acquired during 2007 by business area
e Totalt
Cantrib&t:ans as ﬁom '
acquisition date
Revenue 836 1673 263 2772
MNet profit (loss) -33 40 16 2
Contributions as though
the acquisition date had
been 1 January 2007
Revenue - 1058 2,738 572
Net profit (loss) =31 98 35

Acquisition of minority interests

On 15 May 2008, an additional 49% was acquired in Sandvik MGS S.A. on 23
July 21% in Sandvik MKTC-OAQ and on 31 October 30% in Sandvik Shuun
Ltd. As a resuit, the ownership in these companies rose to 100%. Accordingly,
the Group reports a decline in minority interests of SEK 162 M.




PARENT COMPANY PARTICULARS

« Aktiebolag. corporate
shir

sckhoim Stock Exchange. Shares can
e traded in the US in the form of ADRs (American Depesitary Receipts).
2008 consolidated fina ts comprise the Parent Company
The Group also includes the owned
are of investments in associated companies.

INFORMATION ON SHARES, OWNERS AND RIGHTS

= Parent Company has isst
>te. The total nurmber
no more than -1000.000.0600.

At i of 2008, 1186,287175 shares with a quota value
share had beer ssued. Shareholders have a pre tal right Lo subscribe 1o
newly issued shares issued for cash or with terms and conditions concerning rights
ully negotiable.

{ the voting
ial Group Inc,
of the share capt-

tal Since these shares are trustee registered, Sandvik does not have ull insight
into thew total holdings.

mong other things govern the direction
ss, domiciie and share capital. The artidles further stipulate thai the
nual Meeting of
eholders. Board representatives of the employees are appointed by the trade
ns under the Private Sector Employees (Board Representation) Act.

2 agreements entered into by Sandvik AB include conditions coming
fect should the control of the Company change as a result of a pubiic take-

rvices are improperiy
lerruinated, or the employment is terminated as a consequence of a public take-
rbid.

Board statement on dividend proposal

Board statement in accordance with Chap. 18, Section 4 and Chap. 20, section
8 of the Swedish Companies Act.

The nature and extent of the company's aperations are stated in t
of Assodiation and issued annual reports. Such nature and extent do not entail
risks over and above those inherent, or reasonably to be expected, in the indus-
iy or otherwise nherent in business operations. The company's sensitivity 1o
onomic fluctuations is not different from that of other companies in the indus-
For information on significant events, we refer to the Report of the Directors.
The company's financial position at 31 December 2008 appears from this
annual report which shows a net debt/equity ratio of 0.2 (1.0, Such ratic is no
different from what is frequently displayed in the industry. The proposed divi-
dend does not infringe on investments deemed to be reguired. In addition, the

e Articles

company's hquidity reserve at the end of the year in the form of unutilized
credit fachities is about EUR 1.500 M, which means that the Company should
nably be able Lo meet unexpected events and terporary fluctuations in
cash flows of reasonable proportions. The company's financial position sup-
ports the assessment that the company will be able to continue in business and
meet its obligations in both the short and long term.

In wiew of the above and based on what the Board is otherwice aware, the
proposed dividend in the Board's opinion is justified considering the require-
ments which the nature, extent and risks assotiated with the operations place
on the size of the equity of the company, and also taking into consideration the
company’s need 10 strengthen its balance sheet, liquidity and finandial positon
in zeneral.

Sandviken, 3 February 2009
Sandvik Aktiebotag; (publ)
Board of Directors
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Proposed appropriation of profits

‘opose that

The Board of Directors and the President

the profits brought forward from the preceding year 33
and the profit for the T49.736.65
K 11.053.300.358

be appropriated as foilows:
a dividend of SEK 3.15 per ¢

carried forward

e income statements and the balance si
mpany are subjech to the adopton by the Annual General Meeting on 28

sroup and of the Parent

C
Aprit 2009,

The Board of Directors and the President hereby certify that the Annuai
Report has been prepared in accordance with generafly accepted accounting
principles in Sweden, and that the consolidated financial statements have been
prepared in accordance with the international financial reporting standards
referred to in the regulation (EU)Y no. 1606/2002 of the European Parfiament
and Coundil dated 19 july 2002, pertaining he application of international
inanaial reporting standards, and that such financiai reports give a true and fair
v of the results of operations and financial position of the Parent Company
and of the Group, respectively, and that the Report of the Directors pertaining
(o the Parent Company and the Group gives a fair view of the development of
the company's and the Group’s activities. financial position and results of oper-
ations, and further presents the significant risks and uncertainties facing the
company and the entities that are members of the Group.

dviken. 3 February 2009

Clas Ake Hedstrém

Georg Ehrnrooth
Director

Fredrik Lundberg

Director

Anders Nyrén
Director
Vice Chairman

Jan Kjellgren
Director

Hanne de Mora
Director Director

Sieon Thompson
Director

Chairman

Tomas Kirnstrém
Director

Egil Myklebust

Lars Pettersson
President

Our audit report was subrutted on 19 February 2009

<PMG Bohlins AB

Caj Nackstad
Authornized Public Accountant
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Significant events

eitors approved the 2008 Annual Report, some signifi-
ness transactions were carred out in the Sandvik G oup.
junction with assuming toans in the form of US Private Placements in
nd 2007, Sandvik secured interesi-rate Swap contracts to aitam floating
interest. Through dlosing the swap contracts i the first quarter of 2009, Sand-
kil veport a cash flow contribution of about SEK 1.200 M. The correspond-
i ! be distributed over the remaining term of the loans of
about 17 rears. After closing of the contracts, Sandyik wil have a more bal-
anced distnibution between fixed and floating rates on loans outstanding,

On 17 February 2009, it was announced that Sandvik signed an agreement
Lo acquire Wolfram Bergbau- und Hilten-GmbH Nfg, KG (WBH). The acqui-
sition 1s expected Lo be completed dur 2 the second quarter of 2009, after
y relevant anti-trust authorities. Headquartered i St Martin, Austria,

earnings effect wil

Audit Report

To the Annual General Meeting of the Shareholders of Sandvik AB: (pubh)
Corporate registration number 556000-3468

We have audited the annual accounts, the consolidated accounts, the account-
ing records and ih runistration of the Board of Directors and the President
of Sandvik AB: (publ) for the year 2008, The company’s annual report is
mciuded in printed version of this document on pages 12-85. The Board of
Directors and the President are responsible for these accounts and the admin-
istration of the company as weil as for the application of the Annual Accounts
Act when preparing the annual accounts and the application of International
Financial Reporting Standards IFRSs as adopted by the EU and the Annual
Accounts Act when prepaning the consolidated counts. Our responsibility 1s
Lo express an opinion on the annudl accounts, the censolidated accounts and
the administration based on our audit,

We conducted our audit in accordance with generally accepted auditing
standards in Sweden. Those standards r quire that we plan and perform the
ALdit 1o obtain high but not absolute assurance that the annual accounts and
the consoldated accounts are free of material misstatement. An audri includes
examinmg. on a test basis, evidence supporting the amounts and disclosures in
the accounts. An audit also mnciudes assessing the accounting principles used
and their application by the Board of Directors nd the President and signifi-
cant estimates made by the Board of Directors and the President when pre-
paring the annual accounts and the consolidated accounts as well as evaluating
the overall presentation of information in the annual accounts and the consoli-
dated accounts. As a basis for our Gpinion concerning discharge frem liability,

YWBH has been active since 1975 as a producer and supplier of Lungsten prod-
uCts. The company also operates a refiming plant for producing tungsten car-
bide, ndluding a chemical plant for recycling tungsten material, in St Martin,
Austria, where the headquarter s focated. WBH aiso operates a mine and ore
dressing plant in Mittersill, Austria, The product offering inciudes tungsten
cartide and tungsten metal powders, Through its research and development,
WBH has achieved market-ieading product quality. Sales in 2008 amounted to
approximately SEK 1.800 M, with some 300 employees. The acquisition is of
mAor strategic importance for Sandvik,

In February, Sandvik issued a Eurchond loan amounting to EUR 600 M,
slightly more than SEK 6 billion. The loan matures in February 2014 and carries
an interest rate of 6.8%. The loan strengthens Sandvik's financing and provides
for a favorable balance between mid- and long-term berrowing,

we exarmined significant decisions, actions taken and circumstances of the com-
pany in order to be able to determine the habiiity, il any. 1o the company of any
board member or the President. We aiso examined whether any board mem-
ber or the President has, in any other way, acted in contravention of the Swed-
ish Companies Act, the Annual Accounts Act or the Articles of Association.
We believe that our audit provides a reasonable basis for our opmion set out
below.

The annual accounts rave been prepared in accordance with the Annual
Accounts Act and give a true and fair view of the company’s financial position
and resuits of operations in accordance with generally accepted accountng
principles in Sweden. The consolidated accounts have been prepared in accor
dance with International Financial Reporting Standards |FRSs as adopted by the
EU and the Annual Accounts Act and give a true and fair view of the Group’s
wicial position and results of operations. The statutory administration report
s consistent with the other parts of the annual accounts and the consolidated

ATCOUNTS.
We recommend to the Annual General Meeting of Shareholders that the
ncome statements and balance sheets of the Parent Company and the Group
be adopted, that the profit of the Parent Company be dealt with in accordance

with the propssal in the administration report and that the members of the
Board of Directors and the President be discharged from lability for the finan-
cal year,

Sandviken, 19 February 2009

KPMG Bohling AR

i

Nackstad

Authorized Public Accountant
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Sustainability report

: ' Jale ] i Sandvik has been conducting exten-
sive sustainability efforts for many years and reports the results of these efforts in this sustainability
report. The concept of sustainable development éncompasses environment, health and safety, business
ethics and human rights issues. A Code of Conduct and an environmental, health and safety management
system form the foundation of Sandvik’s sustainability work. This work is carried out decentralized within

the business areas, but is guided by Group established

mance indicators.

1. Significant events during the year:

* A 50% reduction in the Lost Time
Injury Frequency Rate compared with
the 2005 figure was artained.

The use of trichloroethylene (TCE) was
phased out as of vear end.

L 4

The number of major production, ser-
vice, machinery rebuilding and distri-
bution units certified in accordance
with ISO 14001 is 147 (82%), with 159
{89%) certified in accordance with
OHSAS 18001,

Group Executive Management set new

sustainability objectives and rargets in
November.

In December, Group Fxecutive Man-

agement established a new environ-

ment, health and safety policy.

* An organization was established to
review suppliers in India and China.

* Sandvik was included in the Dow Jones

World Sustainability Index and the

Dow Jones STOXX Sustainability

Index.

Sandvik was awarded the prize for
Sweden’s best sustainability report for
listed companies, by FAR SRS (the
Institute for the accountancy profes-

sion in Sweden).

2. Sustainability report

This is the third year that Sandvik has
published a sustainability report. This
report describes the Group’s strategies,
controls, responsibilities, risks and oppor-
tunities together with its sustainability
objectives and targets and also presents the
Group’s resules from a financial, environ-
mental and social perspective. The susrain-
ability report has been independently
reviewed in accordance with the proposed

SANDVIK ANNUAL REPORT -

FAR SRS standard “RevR 6 Assurance of
Sustainability Reporting” and Account-
Ability’s “AAT000AS (2008).” AAIOU0AS
{2008} is an internationally accepted stan-
dard thart provides the requirements for
conducting sustainability assurance. It
requires the assurance provider ro provide
assurance on the nature and extent of
adherence to the AA1000%s accountability
principles. Information regarding Account-
Abulity is available on the organizations
website (www.accountability2 1 .net).

The sustainability report is comprised of

information in the following locations:

* The Board of Directors’ report covering
requirements pertaining to non-finan-
cial performance indicators and envi-
ronmental information in line with the
Swedish Anmual Accounts Act.

The report in this section that summa-
rizes strategies, controls, responsibili-
ties, risks, opportunities and the
Group’s objectives, targets and results
from a sustainability perspective.

* The Sandvik World publication that
presents a number of examples con-
cerning work that has been conducred
to achieve the Group’s environmental
and social targets.

» Sandvik’s website (www.sandvik.com),
which contains further information
relating to the sustainability work
being conducted in each of the business
areas.

* Sandvik’s websire also includes com-

plete references to Global Reporting

Initiative’s (GRI) G3 guidelines, which

were applied when preparing this sus-

tainability reporr.

policies, strategies, objectives, targets and perfor-

2.1 Content, scope and limitations

of the report

This sustainability report refers to the
2008 financial year. Unless otherwise
stated, the same accounting policies are
applied in the sustainability report as in
the rest of the Annual Report, and the
report covers the entire operations of the
Group, but excludes Seco Tools, associated
companies and joint ventures. Specific
methods of measurement and assumptions
are presented in connection with the
respective indicators in the report. Dara
from units acquired during the year is
included only in the indicators for 2008.

2.2 Application of laws and
recommendations
This sustainability report is based on the
Swedish Annual Accounts Act, the Swedish
Society of Financial Analysts’ recommen-
dations relating to Corporate Responsibil-
ity and the third generation of guidelines
(G3) issued by the mrernationally recog-
nized organization GRI. Further informa-
tion regarding GRI is available on the orga-
nization's website (www.globalreporting.
org). The report corresponds with the GR1
level B+, which means thart at least 20 indi-
cators are presented and that the report
has been subjected to an independent veri-
fication. A complete GRI index and com-
ments on all of the indicators are available
on Sandvik’s website www.sandvik.com
Sandvik has adopted AccountAbiliry’s
AALOOOAPS (2008) principles for account-
ability that were introduced in October
2008. Accountability means that Sandvik
is acknowledging, assuming, taking
responsibility for and trying o be trans-
parent about the sustainability refated
etfects caused by its operations.




This also involves working to involve
stakeholders in identifving and under-
standing sustainability issues and con-
cerns, and to report, explain and be
answerable to stakeholders for decisions,
actions and performance.

Accountability means that Sandvik will
systematically incorporate AccountAbiliry’s
three principles in relations with Sandvik’s
various stakeholders:
¢ Inclusivity
* Materiality
* Responsiveness

The ambition is to begin mapping the
extent to which the principles are mcorpo-
rated in the Group and based on the result
establish goals and actions for the furure
work that aims to develop sustainability
reporting.

3. Strategy and control of
sustainability programs

A prerequisite for Sandvik remaining a
successful company and attaining sustain-
able development is thar the company
takes its environmental and social respon-
sibility, and that all its employees work in
an ethically responsible manner. Sandvik’s
strategy for sustainability programs entails
proceeding from the company’s Code of
Conduct when analyzing risks and oppor-
tunities, serting objectives and targets as
part of efforts to minimize risks, and uri-
lizing the possibilities available in an ef§-
ctent and effective manner. Sandvik will
always seek an open dialog with all of irs
key stakeholders regarding how this work
is conducted and the results achieved. This
is a key condition in being able to focus on
the correct teatures for continual improve-
ments,

Sandvik’s control model entails that
Group Executive Management sets the
company’s Code of Conduct and objec-
tives, and that each business area assumes
responsibility for ensuring compliance
with the Code and thar the objectives are
broken down in the organization. In addi-
tion, cach business area is responsible for
the assessment of sustainability-related
risks {environment, health and safety, cor-
ruption, human rights issues, etc.) in its

operations, and in each business area, spe-
cific organizations have been appointed to
coordinate issues and support the local
management teams. At the Group level,
various councils exist (such as for environ-
ment, health and safery) to coordinate the
work among the business areas and to
draft policies, objectives, targets and indi-
cators for Group Executive Management,
To ensure that management svstems, inter-
nal controls and risk management function
adequately, an independent unit {Group
Assurance) continually monitors the orga-
nization’s operations and reports to the
Board’s Audit Committee and Group
Executive Management on a quarterly
basis. Moreover, a report on performance
indicators and key figures is presented to
the Board, Group Execurive Management
and the entire organization on a quarterly
basis. Training is also a key factor in Sand-
vik’s sustainability strategy. A program is
In progress to train all company employees
as regards the implications of environmen-
tal and social responsibility and business
ethics. By the end of 2008, §1% (90) of
employees had complered the training. The
decline is artriburable primarily to person-
nel turnover.

3.1 Stakeholders

A number of stakeholders influence and/or
are influenced by the Group’s operations.
Sandvik has identified three stakeholder
groups of particular significance: share-
holders, employees and customers. These
are of eritical importance for operations
and there is regular contact with these
groups at various levels in the Group. Dur-
ing the vear, stakeholder-relared dialogs
took place with a number of Social
Responsible Investment (SR1) analysts and
other stakeholder-related dialogs were
conducred with the assistance of external
parties. Among other aspects, these dja-
logs reveal that Sandvik’s business opera-
tions are viewed as being exposed to sig-
nificant risks from an environmental and
social perspective (for example in terms of
human righes issues) especially in relation
to suppliers and customers. An example of
what stakcholders expect include more
information on Sandvik’s long-term strat-

egy on climate change. The dialogs also

revealed that Sandvik works with relevant
sustainability aspects and that reporting
contains relevant information as regards

the results of Sandvik’s programs. This

was further confirmed during the year

when Sandvik was awarded the prize for

Sweden’s best sustainability report, listed

companies by FAR SRS,

3.1.1 Shareholders

Dialog with shareholders is primarily con-
ducted through the Board and at the
Annual General Meeting, bur also through
a well-developed Investor Relations func-
tion, which regularly enters into dialog
with specific SRI analysts. These dialogs
have indicated thar sharcholders require
more information regarding the risks that
Sandvik identifies and how they are man-
aged, especially regarding human rights
issues in the supply chain.

3.1.2 Employees

Sandvik’s employees are represented on the
Board of the Parent Company. When
requested, information is shared and dis-
cussed with the employees. Furthermore,
negotiations are conducted with employee
fepresentatives at a local level in connec-
tion with such events as organizational
changes. Dialogs with the trade union
organizations have revealed that employees
teel that health and safety, absenteeism,
discrimination and the environment are
key issues, as well as general training in
responsibility and business ethics. Compe-

tence development and assessment of per-
formance are other key areas.

3.1.3 Customers

Customer contacts are handled locally
through Sandvik’s worldwide sales organi-
zation. Increasing demands by customers

regarding Sandvik’s sustainability pro-

grams are becoming ever more evident,
Many of these demands relate to work-
place safety and the environment, for
example customers more often insist that
Sandvik should have systems for compiling

data on carbon dioxide emissions. In addi-
tion, requests have heen presented that ;
Sandvik be able to report the carbon diox-

@
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ide emissions generated in product manu-
facturing. Quesrtions related to the new
European Communiry Regulation on
chemicals and their safe use (REACH) are
also common and many customers, nora-
bly those of Sandvik Mining and Con-
struction, are imposing higher require-
ments on machine safetv. Cusromers also
want to be assured that Sandvik complies
with all international conventions on
human rights.

3.1.4 Other stakeholders

Discussions are maintained on an ongoing
basis with authorities, cducational bodies,
Non-Governmental Organizations
(NGOs), the general public and other
stakeholders as necessary.

4. Responsibility

Sandvik’s responsibilities are summarized
in the Group’s Code of Conduct, which
was set by the Board in 2004. The Code
deals with responsibility in such areas as
business ethics, suppliers, employee work-
ing conditions and development, human
rights, environment and community
mvolvement. The Code has been translared
into 13 languages and is available at Sand-
vik’s website (www.sandvik.com). The
Code also includes a distinet process for
managing the reporting of divergences
from the stared responsibilites. Employees
are encouraged to report behavior that
diverges from the Code to their immediare
supervisor in the respective unirt or, if there
is a feeling that such action will not have
any effect, to a more senior manager, the
company’s human resources department or
Sandvik’s General counsel. There is a
Group unir that is responsible for dealing
with all such notifications. *Whiscleblow-
ers’ are guaranteed that there will be no
reprisals for such notifications or for par-
ticipation in the company’s investigation of
a complainr.

4.1 Business ethics

Sandvik’s Code of Conduct includes clear
guidelines on accuracy of records, the
avordance of bribes as well as compliance
with antirrust and competition legislation
in the countries in which Sandvik is acrive.
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4.2 Suppliers

Sandvik has a clear position regarding
suppliers, including contractors, agents,
distriburors and their sub-suppliers.
These groups must meet the same require-
ments as those imposed on Sandvik’s
emplovees, and operate in line with the
Code of Conduct.

4.3 Environment, health and safety
Sandvil’s vision as regards the environ-
ment, health and safery is to be recognized
by its stakeholders as a company with
excellent environment, health and safery
performance. To achieve this Sandvik must
ensure thar:

At its sites Sandvik minimizes:
* any potential environmental impacts
such as energy use and input materials

in the most efficient way,

any risks to health, safety and well-
being of employees.

Products, services and techuical

solutions:

* provide a long service lifetime and bet-
ter resource utilization,

* have minimal environmental impact
whenused by a customer,

e are fully recyclable.

4.3.1 Policy

In December, Group Execurive Manage-
ment established a new environment,
health and safety policy for all Group
units.

Environment, health and safety policy:

* Environment, health and safety issues
are integral parts of Sandvik’s total
operations and the company achieves
continual improvement in these areas
through management by objectives.
Sandvik believes that the greatest effect
is achieved through preventive actions.

The company follows an approach that
results in long-term sustainable devel-
opment in its operations. Consequently,
Sandvik strives for high efficiency in
the use of energy and natural resources,
promote systems for recycling and

recovery of materials and work to pre-
vent pollution and any work-related

illness and injury.

Sandvik strives to provide a healthy
and safe work environment that stimu-
lates employees to perform effectively,
to assume responsibility and to con-
tinue to develop towards their personal
and professional goals.

-

Sandvik complies with or exceeds
applicable environmental, health and
safety, legal and other requirements.
The company believes that common
and effective environment, health and
safety requirements and standards
should be established at an interna-
tional level.

4.4 Human rights and employee
conditions
Sandvik has clear policies on human
rights and labor rights, which are based
ont the United Nation’s declaration on
human righrs and the International Labor
Organization’s declaration regarding basic
principles and rights in the workplace.
Sandvik is responsible for ensuring
that chese policies are complied with in
the company’s operations as well as
throughout the supply chain where Sand-
vik has the potential to exert influence
and control.

5. Risks and opportunities

Sandvik’s financial risks are described on
pages 27-32. In addition to these, there
are risks assoctated with the fact that
Sandvik is active in many parts of the
world where the risk of environmental pol-
lution, violation of human rights and cor-
ruption is present. Moreover, Sandvik has
a large number of production units in
which environmental, health and safery
risks arise. Sandvik has an established risk
management process to assess these types
of risks, as well as financial risks. The risk

assessment not only encompasses the

Group’s operations, but also risks related
to the geographical areas in which Sandvik
1s active and supplier-related risks. The
risk management process is described in
the section starting on page 25 in Sandvik’s
Annual Report.




5.1 Business ethics

Risks relating to business ethics are
regarded as significant, especially the risk
of bribes in connection with marketing
and sales in countries in which corruprion
ts widespread. The use of agents represents
a particularly major risk. The development
of corruption in various countries in which
Sandvik is active is continually monitored
via, for example, Transparency Interna-
tional’s website {(www.transparency.org).
The risk of breaches of local antitrust and
competition legislation 1s also high. To
minimize these business risks, continual
training and internal audits are conducted.
During the year a few isolated cases of sus-
pected corruption were reported. All these
cases have been investigated and corrective
measures have been taken, such as the
immediate dismissal of employees found o
be behaving inappropriately.

5.2 Suppliers

During 2008, Sandvik sharpened its focus
on risks relating to the supply chain by
establishing guidelines and internal prac-
tice for the future. The fundamental meth-
odology for evaluating suppliers is being
developed and is scheduled to be imple-
mented during 2009. A special supplier
Code of Conduct is also being developed
and 15 scheduled to be implemented during
2009. The Code contains the same funda-
mental requirements as Sandvik’s Code of
Conduct, but also contains addirional spe-
cific material relating to the supply chain.
To minimize risk exposure, a special orga-
nization has been established to increase
the control of suppliers in China and
India, where the supplier risk is deemed to
be significant and where Sandvik is
increasing irs purchases of materials and
components.

5.3 Environment

At year-end 2008, Sandvik had 144 manu-
facturing units and 335 distriburion or ser-
vice/rebuilding workshops worldwide,
many of which present a potential environ-
mental impact.

Environmental management systems
have already been introduced at the vast
majority of these sites and are currently
being developed at the remaining sites.
Within the framework of these systems,
the Group’s environmental risks have been
summarized as follows:

Overall environmental risks at Sanduvik’s

own operations:

¢ Use/consumption of energy, input
materials, fresh water and hazardous
chemicals.

* Generation of emissions and waste
from production.

e Old industrial sites and waste landfills.

¢ Environmental liabilities in conjunc-

tion with company acquisitions.

Risks relating to emissions are primarily
related to the emission of carbon dioxide
to the atmosphere. These emissions are
caused by the company’s use of fossil fuels
for power and transport and indirectly
from purchase of electricity produced by
combustion of fossil fuel. Meanwhile,
there is a long-term business opportunity
tfor Sandvik in its search for new carbon
neutral energy sources, as well as in the
short term in the extraction of more fossil
fuels whose extraction presents grearer dif-
ficulties.

Page 24 in the Board of Directors’
Report present information on licensed
operations and environmental liabilities.

5.4 Health and safety

Sandvik’s various production, service/
rebuild and distribution units present
potential risks of work-related illnesses
and injuries. Health and safety manage-
ment systems have already been introduced
at the vast majority of these units and are
currently being developed at the remaining
sites. The management systems are also
designed to enhance the work environment
and the work conditions of the company’s
employees. Sandvik’s products may also
constitute a risk when in use at customers’
sites. This risk imposes major require-
ments on quality control for the company

and its suppliers, as well as the need for
simple, clear operator manuals and prod-
uct specifications,

5.5 Human rights and employee
conditions

Any violation of Sandvik’s policies in
respect of human rights and employee con-
ditions could have a major negative impact
on Sandvik’s credibility. Consequently,
regular basic training is held covering the
company’s basic values, policies and risks
regarding human rights and labor legisla-
tion. In addition, regular internal audirs
are conducted at units deemed to be par-
ticularly exposed to these risks. The results
of the audits are presented to local execu-
tives, country managers, Group Executive
Management and the Board.

To raise the level of understanding in the
organization regarding the risks relating to
human rights and labor legislation when
Sandvik undertakes operations in high-risk
countries, analyses have been conducted of
countries in Asia, Africa and South Amer-
ica. These analvses are available on Sand-
vik’s intranet for those active in these
countries. Risks of this type arise not only
in direct operations {such as production
and procurement) in such countries, but
also indirectly {risk associated with cus-
tomers}.

No incidents involving human rights
abuses were reported in 2008.

6. Goals for sustainability programs
Sandvik’s Group Executive Management

set new or modified sustainability objec-

tives and targets in November 2008.

6.1 Environment
6.1.1 The Group’s objectives are:
* More efficient use of energy and input

materials.

Reduced emissions to air and water.

Increased recovery of materials and
by-products,

Reduced environmental impact from
the use of hazardous chemicals.

¢ Increased number of products that
support sustainability principles.
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6.1.2 The Group’s targets are:

* Reduce the use of energy in relation to
sales volume by 10% before year-end
2012 (base vear: 2008).

* Reduce consumption of fresh water in
relation to sales volume by 10% before
vear-end 2012 (base year: 2008).

Commence reporting of wastewater
discharged from sites before year-end
20009.

* Replace all chlorinated solvents, such
as dichloromethane, tetrachloroethene,
tetrachloromethane, trichloroethane
and trichloroethene, with other sol-
vents or techniques before year-end
2010.

* Reduce carbon dioxide emission from

internal use of fossil fuels and electric-

ity by 10% in relation to sales volume
betore year-end 2012 {base year:

2008).

Commence reporting of carbon dioxide

emission arising from transportation
before vear-end 2009.

¢ All major production, service and dis-
tribution units shall be certified in
accordance with ISO14001 within
two years of acquisition or establish-

ment.

6.2 Health and safety
6.2.1 The Group’s objectives are to:
Further reduce the frequency of occupa-

tional injurics, illnesses and incidents.

Improve health and well-being among

employees.

6.2.2 The Group’s targets are:

* Reduce the Lost Time Injury Frequency
Rate by 50% before year-end 2012
{base vear: 2008).

e Allsites will introduce a health and
well-being program before vear-end
2010.

¢ All major production, service and dis-
tribution unies shall be certified in
accordance with OHSAS 18001 {or an
cquivalent standard) within two years
of acquisition or establishment.
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6.3 Employee conditions and development
6.3.1 The Group’s objectives are:
¢ Increase cquality of opportunity at

workplaces.

6.3.2 The Group’s targets are:

* Allsites will introduce a program to
improve the gender balance before
vear-end 2010.

* All employees shall have formal annual

performance review discussions.

7. Outcome of sustainability
programs

The following section presents the out-
come in relarion to the Group’s targets
using the relevant performance indicators
and key figures. Acquisitions and divest-
ments have not had any material impact
during the year. Sandvik’s adapration to
the rate of production as a result of the
prevailing market situation had a marked
impact on the majority of the environmen-
tal and safety indicators.

7.1 Financial

Sandvik’s financial progress is presented in
the Report of the Board of Directors and
in the financial statements in the Annual
Report. These include a presentation of the
Group’s financial goals and outcome in
relation to these goals.

The table to the right shows how the
value created through the Group’s opera-
tions has been generated and the manner
in which it was distribured among the vari-
ous stakeholders.

Apart from allocations of carbon diox-
ide emission allowances, Sandvik has not
recetved any significant Government
grants during the year {see Note 13 in the
Annual Report).

7.2 Environment

7.2.1 Use of raw materials

Material consumption varies across the
business areas. At Sandvik Tooling and
Sandvik Materials Technology, production
1s mainly based on metallic raw materials,
while at Sandvik Mining and Constrite-
tion, it 1s primarily based on purchased
components. Sandvik’s consumption of

metallic raw materials is presented in the
table to the right.

Sandvik Materials Technology's sites in
Sandviken and Hallstahammar, Sweden,
are the major users of raw materials in the
Group. The raw materials most important
to Sandvik Materials Technology are iron,
nickel, chromium, manganese and molyh-
denum, erther in alloys or as part of scrap
metal. Of these materials 80% are derived
from recycled scrap. The key raw materials
for Sandvik Tooling are various tngsten
compounds and cobale, but more unusual
elements such as tantalum are also used.
Sandvik Mining and Construction uses
iron and manganese raw material for the
manufacture of castings. Approximately
88% of these materials are derived from
scrap. In rotal for the Group, about 79%
of metallic raw materials are derived from
scrap.

Although the recovery level is already
high today, Sandvik continuously endeav-
ors to mcrease the proportion of recovered
raw materials to secure a sustainable utili-
zation of raw materials and to reduce its
environmental impact. This is accom-
plished through buying back used products
and the recycling of waste products from
proprietary manufacturing plants. Sandvik
Tooling’s recycling program for the recy-
cling of cemented carbide at the Chiplun
plant in India is continuing. In 2008, nearly
40% of the cemented carbide inserts sold
by Sandvik Coromant were recycled. Other
product areas at Sandvik Tooling also
commenced recycling activities during the
year. Moreover, in 2008 Sandvik Mining
and Construction commissioned a new plant
mn Chiplun to separate cemented carbide
and steel in drill cores. The cemented car-
bide is subsequently included in the same
recycling process as Sandvik Tooling’s
cemented carbide inserts. The steel is sold
to local steel mills for recycling.

The recycling of cemented carbide is
based on what is referred to as the zinc
method in which used cemented carbide
mserts are converted into a hard metal
powder, which after adjustment and qual-
ity control can be used as a raw marerial.
This method is a highly favorable comple-



went to the more energy intensive pro-

Financial value generated and distributed*

cesses involving ore as the original mate- Amounts in SEK M Stakeholder 2008 2007 7006

rial. The total energy use in manufacturing Sales Customers 92.654 86338 72289 £3,370

cemented carbide inserts 1s therefore Financial vaiue generated 92,654 85,338 72,289 63,370

reduced by about 75%, which means a Production costs Suppliers 53,287 48343 3B.620%* 33,895

decline i carbon dioxide emissions during Employee wages and benefits Personnel 23129 20,562 18,825 17,281

the production process of about 40% per Payments to providers of capital  Credit providers 2,217 1,397 955 713

cemented carbide insert produced. Nitrous Payments to providers of capital  Shareholders 5111 4.207 3,533 6,97

oxide emissions are also reduced. Payments to governments®* Public sector 2.876 4167 3,151 2,306

Hazardous chemicals are used only to a Financial value distnbuted 86,620 78.676 65,084 61171

limited and well-supervised extent and are Retained in company 6,034 7662 7205 2,199

handled in accordance with environmen- * The table mckiges Seco Took.

tally safe methods. The target of replacing " Value adjusted since preceding reporting.

trichloroethylene with other less environ-

mentally hazardous solvents or techniques Raw materials consumption S 00 2004

has essentially been attained. A few sites Consumption of metallic raw materials (thousand tons} 350 399 405

that continue to use a limited amount of of which, recovered, % 79 78 78

the substance will complete their adjust-

ment in carly 2009. The total annual con-

sumption in 2008 was about 14 (16) cubic .. 082007 2006 2005

crer Use of energy (T))* 8.800 8,600 8,000 7400
of which fossil fuels {T}]) Direct energy** 3.300 3200 2.900 2.700
of which electricity (T]) Indirect energy*® 5,500 5400 5100 4700

7.2.2 Use of energy

The table and diagrams to the right show *Use of energy s reporied i

“<Nalues 20052007 aqpusted

the trend in use of energy in Sandvik as <<% 1jse of ner

Des Pt 4

well as the distributivon of energy use by

the business areas and various markets.
Use of energy in relation to sales volume

indicates that the Group continues its Electricity use in relation to volume

improvement in regard to energy efficiency.

Total use of energy in relation to sales vol-

ume declined by 4.3% and electricity con- 90— e e Target 2010

sumption in relation to sales volume fell by '

3.4%. Compared with the base year 2004

{(index = 100}, electricity consumption in

Change in electricity use in relation to volume, 2004-2008,
The diagram shows the index compared with 2004,
Volume is defined as invoiced sales adjusted for structural,
currency and price effects.

relation to sales volume has declined by
14%. that is, a greater decrease than the
Group target of 10%.

Although the final date for artaining the 94 05 06 07 08
target has not yet arrived (2010}, Group
Executive Management has set a new tar-

get for the period 2008 to 2012, namely,

Energy use per Business Area Energy use per Market Area

to reduce total energy use (electricity and
fossil fuel) by 10% in relation to sales vol-
ume. The new target was established

R .. e Group, 1% ] ~ Y

because the values for electricity consump- Australia, 2% —rem— 1 Middie East. 2%

i ’ : . Sandvik liddle tast, 2%
tion for the base vear 2004 were somewhat = South America, 1% —— Amai N SIS o

Tooling, 29%

uncertain as well as to include the con- NAFTA, 16%

-7 Sandvik Mining and
Construction, 15%

sumption of fossil fuel in the targer. .

: ; Europe, 73% —————
Examples of measures to decrease the
Sandvik Materials

use of energy are presented in The Sandvik o
Technology, 55%

World.
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7.2.3 Consumption of fresh water

Fresh water is a valuable resource and its
efficient use is therefore crucial. During
2008, Sandvik’s Group Executive Manage-
ment set a target to reduce consumption
of fresh water relative to sales volume by
10% from 2008 to 2012. The table on the
right shows the trend in freshwater con-
sumption in Sandvik since 20085.

Of the countries where Sandvik has
significant fresh water consumption only
India, has very limited access to fresh
warter.

All production sites in India have intro-
duced systerms for the treatment of all
waste water, which is subsequently re-used
1n 1ts operations. Similar systems also exist
in Sandvik’s facilities in, for example,
Sandviken, Sweden and Sao Paulo, Brazil.

7.2.4 Biodiversity

13 of Sandvik’s production units are
located within or close to protecred arcas
with high valie in terms of biodiversiry.
Five of these sites are located in the US,
five in Europe, two in Brazil and one in
New Zealand. Approximately half of these
areas comprise wetlands. Sandvik demon-
strates particular consideration for these
areas and cooperates with authorities in
relevant cases.

7.2.5 Emissions and waste

Emissions from Sandvik’s operations vary
in nature. However, the primary substance
emitted is carbon dioxide to the atmo-
sphere. These emissions are a key focus for
Sandvik’s environmental management sys-
tems and are closcly monitored. The table
to the right shows the trend of the compa-
ny’s carbon dioxide emissions. The figures
show the carbon dioxide emissions in rela-
tion to sales volume and the emissions by
business area and markert arca.

Carbon dioxide emissions from the use
of fossil fuels declined in relation to sales
volumes by 4%, which is same percentage
decline compared with the base vear
{2004), but does not quite meet the rarget
that stipulates a reduction of 10% by the
end of 2010.

To increase the quality of the values
reported for carbon dioxide emissions
related to the generation of electricity, fac-
tors used in the calculation of carbon diox-
ide emissions have been obtained from the

suppliers of the electricity used in the
plants that account for 80% of Sandvik’s
electricity consumption. For the remainder
of the units, the country factors (from the
International Energy Agency Data Service)
were used, which were previously used for
all sites. All emissions from earlier years
have been recalculated on the assumption
that all sites have had the same supplier
during this period. The aim is to use sup-
plier-specific factors for all sites to furcher
enhance data quality from 2009,

Although the final date for the target
has not yet arrived {2010}, Group Execu-
tive Management has set a new target to
reduce carbon dioxide emissions by 10%
from internal use of fossil fuels and clec-
triciry in relation to sales volume during
the period 2008 to 2012. The new targer
was established because the values for car-
bon dioxide emissions for the base year
(2004) were somewhat uncertain, and to
include carbon dioxide emissions from the
generation of electric power.

During the year, Group Executive Man-
agement also set a new target to commence
reporting of carbon dioxide emissions aris-
ing from transportation (passenger and
freight} by the end of 2009. As a resul,
Sandvik will be able to present a more
comprehensive report in line with the
Greenhouse Gas Protocol (www.ghgproto-
col.org).

The table to the right presents the waste
volumes produced by Sandvik during 2008.
No major changes compared to previous
years are noted.

7.2.6 Environmental management system
Sandvik’s target is that all major produc-
tion, service and distribution units shall be
certified in accordance with the interna-
tional standard for environmental manage-
ment systems, ISO 14001, within two
years of their acquisition or establishment.
The term “major” is defined as sites with
15 employees or more. At vear-end 2008,
147 (82%) production, service/rebuilding
and distribution units were certified. These
units are physically located on Sandvik’s
sites. In addition, there are about 235 main-
tenance workshops that Sandvik operates
within customer operations (mainly
mines). These workshops are part of the
customers’ environmental management
systems. Of Sandvik’s 144 major pro-



Use of fresh water ) 2008 007 2005
Fresh water use (thousand m”) 4.500 4,500 3,800
of which, purchased (thousand m?) 3,600 3,500 3.300
of which, from own wells (thousand m?) 500 500 400
of which, collected ran water {thousand m’) 400 500 100

) 2008 ) \607 2006 2005
Carbon dioxide emissions (thousand tons CO,)* - 534‘ - Sﬁ ” o '439 o 39f ‘

of which from combustion of fossil fuels

{thousand tons CO;). Direct 218 PR 198 180

of which use of elecirical ene

290 PRy 21

rration rgy Agency Data Service) wheh

ity production.

Carbon dioxide emissions in relation to volume
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Change in carbon dioxide gererated from the combustion of
fossil fuels in relation 1o volume 2004-2008. The diagram shows
index compared with 2004 Volume iz defined as invoicad sales

adjusted for structural. currency and price effects,

Carbon dioxide emission Carbon dioxide emission
per Business Area per geographical Market Area
Sandvik Mining and . .
. Construction D1 7% i, ustralia, 4%
- i on, o . o
Y - Asia, 129~
_ Sandvik Materials — Africa/

Technology, 36% South America, 2% - Middle East, 3%

L Sandvik
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Waste (thousand tons)* ' 166 150 140
of which, hazardous waste (thousand tons) 32 35 24
of which, landfilled {thousand tons) 109 105 95 90
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duction sites, 92% are certified. Al major
units not certified are of new acquisitions
during 2007-2008.

7.3 Health and safety

The table to the right provides an overview
of Sandvik’s results as regards health and
safety.

Regrettably, two fatalities occurred dur-
ing the year. One was a result of a motor
vehicle ineident in Zimbabwe, while the
other took place during service and main-
tenance work in an underground mine in
South Africa.

The number of Lost Time Injuries and
the Lost Time Injury Frequency Rate have
declined by 30% and 50%, respectively,
since 2005, and the number of Lost Days
due to Lost Time Injuries declined by 10%.
Accordingly, the target of a reduction of
50% in the Lost Time Injury Frequency
Rate before the end of 2008 has been ful-
filled.

The sick leave ratio has declined by 44%
since 2005. The target 1s a §0% reduction
by the end of 2010. Since the term sick
feave 1s interpreted differently in various
countries, it is difficult rto monirtor it in a
satisfactory manner. Therefore, Group
Execurive Management has decided to
amend the target of a reduction of 50% in
sick leave by the end of 2010 to “All sites
will introduce a health and well-being pro-
gram before year-end 2010.” The target
will be monitored by measuring total
absenteeism, as well as keeping track of
the implementation of the well-being pro-
grams.

The diagrams to the right present the
Lost Time Injury Frequency Rate by busi-
ness arcas and market areas. During 2008,
all business areas have reduced the njury
frequency rate. Sandvik Mining and Con-
struction and Sandvik Materials Technol-
ogy have succeeded in reducing this figure
by around 25% and Sandvik Tooling by
11% from an already low level. An impor-
tant factor behind the reduction is the pro-
gressive introduction of a health and safety
management system that include an
increased focus on safety leadership and
accountability, structured incident report-
ing and investigation. Other important
factors are communication with, and
involvement of employees through, for
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example, local safery committees and sys-
tematic risk assessments and internal
audits as a basis for implementing preven-
tIVe Measurcs.

Sandvik encourages reporting of health
and safety incidents, for example, by
establishing targets for the reporting of a
specitied number of Near Misses in rela-
tion to one Lost Time Injury. From 2007,
the number of reported Near Misses has
been introduced as a Group-wide indicator
(see adjacent table). In 2008, the number
of reported Near Misses rose sharply. This
is not indicating an actual increase in the
number of Near Misses, but is rather proof
of a broader base and more comprehensive
reporting. The number of reported Near
Misses in refation to one Lost Time Injury
was 8.9,

In certain countries, community and
working life is marked by the presence of
serious transmittable diseases. For exam-
ple, HIV/AIDS 15 an extremely serious
problem particularly in southern Africa.
Sandvik has extensive HIV/AIDS pro-
grams in South Africa, Zimbabwe, Tanza-
nia, Zambia, and Malawi and to some
extent in Ghana and the Democratic
Republic of Congo. A summary of the
HIV/AIDS programs in these countries is
presented in the table to the right.

Sandvik has implemented programs to
educate and counsel employees and their
families and, in some cases, other inhabit-
ants near to Sandvik operations, about
HIV/AIDS. Training in these matters is
provided daily, usually in conjunction with
the safety meetings that are held prior to
work comencing. Counseling is provided
by private organizations with whom Sand-
vik cooperates and the Group’s own coun-
selors. These meetings not only address
HIV/AIDS matters, but take a more holis-
tic approach to address other factors that
may affect an individual, such as stigma.
Preventive work and risk controls are con-
ducted in connection with training and
counseling. The main focus is placed on
changing the attitude to partners and the
usc of condoms. Measures and support are
offered to all employees who test HIV pos-
itive. In addition to the opportunity to
receive testing and free condoms, antiret-
roviral drugs are offered to people who are
within the scope of the program.

7.3.1 Management system for health

and safety

Sandvik’s target is to certify all major pro-
duction, service and distribution sites in
accordance with the international specifi-
cation for the occupational health and
safety management system OHSAS 18001
{or a comparable standard) within two
years of the acquisition or establishment.
The term major is defined as sites with 25
employees or more. At vear-end 2008, 159
(89%) production, service/rebuilding and
distribution units were certified. These
units are physically located on Sandvik’s
sites. In addition, there are about 25 main-
tenance workshops that Sandvik operates
within customers’ operations (mainly
mines). 70% of these units have also been
certified. 90% of Sandvik’s 144 major pro-
duction units are certified. All but one of
the units not certified consist of new acqui-
sitions daring 2007-2008.

7.4 Employee conditions and development
To ensure continuous improvement of
employee performance, Group Executive
Management has decided to monitor five
indicators: diversity (the balance berween
the number of men and women), mobility
(internally within the company), personnel
turnover, competence development days
and performance review discussions. Two
of these indicators have a specitic Group
target — that all employees shall have an
annual performance review discussion and
improvement in the balance between men
and women 1n the company.

7.4.1 Employment

The average number of employees by geo-
graphical area and gender is presented in
Note 3 in the Annual Report. During the
year, 4,503 employees terminated employ-
ment at Sandvik, leading to a personnel
turnover of 10.2% (9.7). Mobility within
the company (the proportion of positions
filled internally in relation to the total
number of positions filled) was 14.8%
{(14.1). The average number of employees
in the companies covered by the sustainabil-
ity report was 44,330 (40,291} at year-end.
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Mumber of Lost Time Injuries”® 717 827 980 1,030
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7.4.2 Diversity and equal opportunity

About 75% of Sandvik’s emplovees work
outside Sweden. The employees at subsid-
laries in more than 60 countries have a
wide variety of nationalities and collec-
tively speak a large number of languages.
Tlis diversity in the Group is considerable
and this is also a prerequisite for Sandvik
to be able to secure the availability of the
right expertise at the right time for the
needs that exist within the company. This
high level of diversity 1s secured by offer-
ing equal rights and equal opportunirties ro
all, irrespective of age, race, color, national
origin, religion, sex or disability. Sandvik
has aimed to increase the proportion of
female employees to 25% before year-end
2010, to ensure access to the most compe-
tent employees in a future with increased
competition for skilled labor. However, as
shown by the table to the left, the propor-
tion has remained ar 17% over the past four
years. Thus, Group Executive Management
has decided to refocus its efforts and refor-
mulate the target as follows:

All sires will introduce a program to
improve the gender balance before vear-end
2010.

Distribution of the average number of
employees within various geographical
regions and taking into account gender is
presented in Note 3 to the financial state-
ments in the Annual Report. Other rele-
vant key figures regarding distribution by
gender are shown in the accompanying
diagrams.

7.4.3 Performance review discussions and
competence development

During 2008, performance review discus-
stons were conducted with 56% of Sand-
vik’s employees, which is far below the
established target of [00%. An imporrant
part of the performance review discussion
1s to identify opportunities to enhance the
skills and well-being of the employee as
well as increase satisfaction and well-being
in the workplace. Advancing the employee’s
skills is equal to advancing Sandvik’s
business. The number of competence
development days per employee and region
during the year is presented in the diagram
to the left.



Limited assurance report
To the readers of Sandvik’s 2008 Sustain-
ability Report:
We have performed a review of Sandvik’s
2008 Sustainability Report. The Sustain-
ability Report is presented on page 86-97
of Sandvik’s 2008 Annual Report and on
Sandvik’s website www.sandvik.com/sus-
tainability under the heading GRI Index in
the form of complete references to Global
Reporting Initatives’s (GRI) Sustainability
Reporting Guidelines, (3. Itis Sandvik’s
Executive Management that is responsible
for the continuous activities regarding sus-
tainable development from the perspective
of financial, environmental and social
responsibility and for the preparation and
presentation of the Sustainability Report in
accordance with applicable criteria. Our re-
sponsibility is to express a conclusion on the
Sustainability Report based on our review.
Our review has been performed in
accordance with FAR SRS (the institute
for the accountancy profession in Sweden)
draft recommendation “RevR 6 Assurance
of sustainability reports” and Account-
Ability’s AATOOOAS (2008). A limited
review consists of making inquiries, pri-
marily of persons responsible for sustain-
ability matters and for preparing the sus-
tainability report, and applying analytical
and other review procedures. A review is
substantially less in scope than an audit
conducted in accordance with the Standards
on Auditing in Sweden RS and other gen-
crally accepted auditing standards. The
procedures performed in a limited review
do not enable us to obtain an assurance

Caj Nackstad
Authorized Public Accountant

that would make us aware of all significant
matters that might be identified in an audit.
Accordingly, we do not express an audit
opinion.

In accordance with the AATO00AS (2008),
we confirm that we are independent of
Sandvik AB and impartial to Sandvik’s
stakeholders.

The criteria used in the course of per-
forming review procedures are based on
applicable parts of the Sustainability
Reporting Guidelines, G3 issued by the
Global Reporting Initiative (GRI) suitable
for the sustainability report, and specific
measurement and reporting principles,
Fair Play Reporting, developed and stared
by Sandvik. We consider those criteria to
be suitable for our engagement.

Qur limited review has, based on an
assessment of materiality and risk, among
other things included the following proce-
dures:
¢ Interviews with certain external stake-

holders to secure that Sandvik responds

to important stakeholders’ concerns in
the sustainability report.

Interviews with responsible manage-
ment, at group level, division level and
at selected business units with the aim to
assess if the qualitative and quantirative
information stated in the sustatnability
report is complete, correct and sutficient.
¢ Share internal and external documents
to assess if the information stated in the
sustainability report is complete, correct
and sufficient.
* Assessment of suitability and application
of criteria in respect to internal and exter-
nal stakeholders’ need of information.

Sandviken, February 19, 2009
KPMG AB

¢ Evaluation of the design of systems and
processes used to obtain, manage and

validate sustainability information,

L

Review of underlying documentarion,
on a test basis, to assess whether the in-
formation and data in the sustainability
report is based on that documentation,
e Pre-announced visits to ten of Sandvik’s
tacilities located in Brazil, Finland, Spain,
Sweden, Germany and the US. Interviews
with management and key personnel in
order to ensure that sustainability perfor-
mance data are reported, in all material,
respects, in a uniform manner and in
accordance with applicable criteria.

L

Review of qualitative information and
statements, as well as the report on com-
pliance with legislation, permits and
conditions related to sustainability.

¢ Assessment of Sandvik’s stated applica-
tion level according to AccountAbility’s
AALOO0APS (2008).

Assessment of the Sandvik’s stated

L

application level according to GRI:s
guidelines.

Reconciliation of financial information
against Sandvik’s Annual Report 2008.

Overall impression of the Sustrainability
Report, and its format, considering the
information’s mutual correctness with
applicable criteria.

Based on our review procedures, nothing
has come to our attention thar canses us to
believe that Sandvik’s 2008 sustainability
report has not, in all material aspects,
been prepared in accordance with the
above stated criteria.

Ase Bickstrom
Expert Member FAR SRS

SANDVIKANNUAL REPORT




Corporate Governance Report

‘ corporate governance enhances the confidence in

Sandvik and also promotes business value and shareholder value in the company.

General

Sandvik Aktiebolag is a public company
listed on Nasdag OMX Stockholm (the
“Stock Exchange”). Sandvik Aktiebolag
has some 104,000 shareholders. Sandvik
AB has its registered office in Sandviken,
Sweden, and is the Parent Company of
the Sandvik Group with subsidiaries in
more than 60 countries. Its operations
are global with representation in 130
countries, and the Sandvik Group has
approximately 50,000 employees. Sand-
vik shall be the customers’ obvious first
choice and create the best added value for
irs stakeholders — in particular, custom-
ers, shareholders and personnel. At the
same time, Sandvik shall act as a good
corporate citizen that assumes long-term
responsibility. The purpose of corporate
governance is to clearly specify the divi-
sion of roles and responsibilities among
owners, the Board and executive manage-
ment. Corporate governance comprises
the Group’s control and management sys-
tem. Another important corporate gover-
nance ingredient is the link to Sandvik’s
risk management, which is conducted in
accordance with the ERM model and to
the model for remuneration of senior
executives. This Corporate Governance
Report is not part of the statutory
Annual Report and it has not been exam-
ined by Sandvik’s external auditors.

Corporate governance within Sandvik
is based on applicable legislation, the rules
and regulations of the Stock Exchange,
the Swedish Code of Corporate Gover-
nance (“The Code”), and internal guide-
lines and regulations.

For additional information regarding
the Swedish Code of Corporate Gover-
nance, the Annual General Meeting of
shareholders, and so forth, refer to the
website of The Swedish Corporate
Governance Board,

www.bolagsstyrningskollegict.se.

Ownership structure

Information on shareholders and share-
holdings is presented on pages 10-11 (the
section on the Sandvik share).
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Articles of Association
According to Sandvik Aktiebolag’s Arti-
cles of Association, the company’s name
ts Sandvik Aktiebolag. Its share capiral
amounts to SEK 1,423,544,610 repre-
sented by 1,186,287,175 shares. Each
share carries one vote at meetings of

harcholders. The Board of Directors, to
the extent elected at the Annual General
Meeting, shall comprise not less than five
and not more than eight members, with
not more than five deputies. In addition,
not less than two and not more than
three auditors and the same number of
deputies shall be appointed. The Annual
General Meeting may also appoint one
auditor only, with no deputy, if a regis-
tered auditing firm is appointed. The
company’s financial year is the calendar
vear. The Annual General Meeting shall
be convened in Sandviken or Stockholm,
Sweden.

The Articles of Association in full are

available on the company’s website,
www.sandvik.se.

Shareholder meetings

Pursuant to the Swedish Companies Act,
the meeting of shareholders is the highest
decision-making forum, at which the
shareholders exercise their voting rights.
At the Annual General Meeting, deci-
stons are made relating to the Annual
Report, dividends, election of Board
members and appointment of auditors,
remuneration of Board members and
auditors, and other matrers set out in the
Companies Act and the Articles of Asso-
ciation. Additional information concern-
ing the Annual General Meeting and
complete minutes are published on the
company’s website, www.sandvik.se.

2008 Annual General Meeting
Shareholders representing 53.1% of the
votes and capital attended the Annual
General Meeting held on 29 April 2008.
Sven Unger, attorney-at-law, was elected
to chair the meeting. The meeting
resolved to declare a dividend of SEK 4
per share for the 2007 financial year. In
his presentation, President and CEO Lars

Pettersson commented on operations dur-
ing the 2007 financial year and develop-
ments during the first quarter of 2008.
He also gave an account of the Sandvik
Group’s development opportunities.

Georg Ehrnrooth, Clas Ake Hedstrom,
Fredrik Lundberg, Hanne de Mora, Egil
Myklebust, Auders Nyrén, and Lars Pet-
tersson were all reelected as permanent
members of the Board. Simon Thompson
was elected as a new Board member,
replacing Sigrun Hjelmquist, who
declined reelection. Clas Ake Hedstrom
was elected Chairman of the Board. The
trade union organizations had appointed
Tomas Kirnstrom and Jan Kjellgren as
permanent members of the Board, with
Mette Ramberg Frodigh and Bo Westin
as deputies. Anders Nyrén is the Vice
Chairman of the Board.

Nomination Committee

A Nomination Committee has been
established in accordance with the resolu-
tion reached at the Annual General Meet-
ing in 2007. T
known to the company each appointed

he four largest sharcholders

one member and together with the Chair-
man of the Board, they made up the
Nomination Committee. Prior to the
2008 Annual General Meeting, the Nom-
ination Committee submitted proposals
for the Chairman of the Meeting, the
number of Board members, fees for Board
members and auditors, Board members
and Chairman, the number of auditors
and the election of auditors, and how the
Nomination Comumittee will be appointed
prior to the 2009 Annual General Meet-
ing and what its assignment shall be.

The Nomination Committee, which for
the 2008 Annual General Meeting com-
prised Carl-Olof By, Chairman (Indus-
trivirden), Curt Killstromer (Handels-
banken’s Pension Foundations), Staffan
Grefbick (A
Marianne Nilsson (Swedbank Robur
Funds), and Clas Ake Hedstrém (Sand-
vik’s Chairman), held five meetings.

lecta Pension Insurance),

Through Sandvik’s Board Chairman, the
Nomination Committee received infor-
mation concerning the Board’s own eval-



uation of Board members’ performance.
The Nomination Committee discussed the
general criteria that Board members should
fultill, including independence issues.

The Nomination Committee concluded
that the current size of the Board, with its
cight members, is what best serves Sand-
vik, and that the proposed Board fulfills
the demands that will be imposed on
Sandvik Aktiebolag with regard to its
position and future direction.

Nomination Committee prior to the 2009
Annual General Meeting

Prior to the Annual General Meeting to
be beld on 28 April 2009, the Nomina-
tion Committee consists of Carl-Olof By,
Chairman (Industrivirden), Hikan Sand-
berg (Handelsbanken’s Pension Founda-
tions), Staffan Grefbick (Alecta Pension
Insurance), Marianne Nilsson (Swedbank
Robur Funds), and Clas Ake Hedstrom
{Sandvik’s Chairman).

The Nomination Committee shall sub-
mit proposals for the Chairman of the
Meeting, the number of Board members,
fees for cach of the Board members and
auditors, Board members and Chairman,
and how the Nomination Committee will
be appointed prior to the 2010 Amual
General Meeting and what its assignment

shall be.

The Board of Directors

The Board of Directors is responsible for
the company’s organization and the man-
agement of the company’s business. The
Board shall continuously monitor the
company’s and the Group’s inancial posi-
ton.

The Board shall ensure that the compa-
ny’s organization is designed in a way
that ensures that the accounts, the man-
agement of assets, and the company’s
financial condition in general are con-
trolled in a satisfactory manner.

The CEQ is responsible for the daily
operations pursuant to guidelines and
instructions issued by the Board. The dis-
tribution of responsibilities between the
Board and the CEO is laid down in terms
of reference.

The principal tasks of the Board are to:

¢ e¢stablish the overall objectives for the
company’s operations and the strategy
for reaching these objectives,

o ensure that the company’s execurive
management functions efficiently and
is suitably remunerated.

s ensure that the company’s external
financial reporting is conducted trans-
parently and objectively and provides a
fair view of the company’s perfor-
mance, profitability, financial position
and risk exposure,

ensure that there are effective systems
for monitoring and control of the com-
pany’s operations and financial posi-
tion in relation to the established goals,

monitor and evaluate the company’s

development and advise and support

the CEO in taking necessary measures,

« ensure that there is adequate control of
compliance with laws and regulations
governing the company’s operations,

s ensure that necessary ethical guidelines
are established for the company’s
behavior,

¢ decide on acquisitions, divestments and
investments,

s propose dividends to the Annual Gen-

eral Meeting.

Composition of the Board of Directors
Sandvik Akrtiebolag’s Board of Directors,
to the extent elected at the Annual Gen-
eral Meeting, has eight members. Pursu-
ant to Swedish legislation, union organi-
zations are entitled to representation on
the Board and they have appointed two
additional permanent members and two
deputies.

In accordance with the Nomination
Committee’s proposal, Georg Ehrnrooth,
Clas Ake Hedstrom, Fredrik Lundberg,
Hanne de Mora, Egil Myklebust, Anders
Nyrén and Lars Pettersson were reclected
at the Annual General Meeting in 2008.
Simon Thompson was elected as a new
member of the Board.

Clas Ake Hedstrom, who was elecred
Chairman of the Board, has earlier held
the position of President and CEO in the
company {1994--2002). President and

CEO Lars Pettersson is emploved by the
company. Anders Nyrén is the President
of Industrivirden. Fredrik Lundberg is a
member of the Board of Industrivirden.
Industriviarden owns shares representing
11% of the voting rights in Sandvik.
Anders Nyrén and Fredrik Lundberg are
thus not independent in relation to major
shareholders as defined in the Code. The
remaining four members elected at the
Annual General Meering were all inde-
pendent in relation to Sandvik and major
shareholders. Accordingly, the composi-
tion of the Board complies with the
requirements in the Code that a mini-
mum of two of those members that are
independent in relation to the company
and its management shall also be inde-
pendent in relation to major shareholders,
and thar the members that are indepen-
dent in relation to the company and
major shareholders have the required
experience to serve public listed compa-
nies.

Sandvik’s General Counsel Bo Severin
served as secretary of the Board, the
Remuneration and Audit Committees as
well as the Nomination Committee.

For additional information on the
members of the Board, see pages 104
10S5.

Procedural Guidelines

The Board’s Procedural Guidelines and
instruction for Work Delegation between
the Board and the CEQ, as well as finan-
cial reporting, are updated and approved
each year. The update is based on such
aspects as the Board’s evaluation of the
individual and collective work that the
Bourd performs.

In addition to financial reporting and
the monitoring and follow-up of daily
operations and profit trend, Board meet-
ings address the goals and strategies for
the operations, acquisitions and major
investments, and matters relating to the
financial structure. Senior executives
report business plans and strategic issues
to the Board on an ongoing basis. The
respective committees prepare remunera-
tion and audit matters.
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Board proceedings during 2008

During the year, the Board met on seven
occasions. The Board dealt with strategic
issues related to the operations of the
business areas. The executive manage-
ments of all three business areas pre-
sented their goals and strategies and the
Board visited Sandvik Materials Technol-
ogy’s medical applications operations in
the UK and the US.

The Board addressed matters related to
personnel, such as planning for replace-
ments and remuneration terms. Decisions
were taken on investments, acquisitions
and divestments. Other areas dealt with
include the Group’s work on risk manage-
ment and the company’s strategy for capi-
tal structure and borrowings.

Remuneration to the Board members

As decided at the Annual General Meet-
ing, the fee to each of the external mem-
bers elected ar the Annual General Meet-
ing is SEK 450,000. The Chairman’s fee
1s SEK 1,350,000 and the fee to the Vice
Chairman is SEK 900,000. In addition,
SEK 150,000 was paid to the Chairman
and SEK 125,000 to each member of the
Audit Committee, in total SEK 400,000.
The Chairman of the Remuneration
Commirtee was paid SEK 100,000 and
each member SEK 75,000, or a total of
SEK 250,000. For additional information
on remuneration to the Board members,
see pages 59-61.

Evaluation of the Board members

To ensure that the Board of Directors
meets with required standards, a system-
atic and structured process has been
developed to evaluate the work that the
Board and its members perform. The eval-
uation of the work of the Board and its
need for experience and expertise covers
cach individual member. The Board dis-
cusses the evaluations in a plenary meet-
ing. The Chairman of the Board presents
the results of the evaluation at a meeting
with the Nomination Committee,

Evaluation of the President

The Board continually evaluates the per-
formance of the President and CEQ.
When this issue is addressed - not less
than once a year - no members of Group
Executive Management attend.

Committees

The tasks of the committees and their
work procedures are set out in written
instructions issued by the Board. The
committees shall draft issues and present
them to the entire Board for resolution.
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Remuneration Committee

According to the Board’s work proce-
dures, the Remuneration Committee shall
prepare remuneration to the President
and other senior executives based on the
guidelines decided at the Annual General
Meeting. In 2008, the members of the
Remuneration Committee were the
Board’s Chairman Clas Ake Hedstrom
{also Chairman of the Remuneration
Commirtee), Georg Ehrnrooth and Egil
Myklebust.

The committee’s proposals to the
Board cover the principles for remunera-
tion, the distribution between fixed and
variable salary, pension terms, principles
for severance pay, and other benefits to
senior executive management.,

Based on the proposal by the Remuner-
ation Committee, the Board decides the
remuneration to the President and CEO.
The President decides remunerations to
the other senior executives following con-
sultation with the Remuneration Com-
mittee. For additional information, see
pages 59-61.

During 2008, the Remuneration Com-
mittee was convened six times.

Audit Committee

The members of the Audit Committee are
Anders Nyrén (Chairman), Hanne de
Mora and Fredrik Lundberg. The com-
mittee held six meetings in 2008 at which
the company’s external auditors and rep-
resentatives of the company’s manage-
ment were present. Areas addressed by
the committee mainly covered financial
reporting and the planning, scope and
follow-up of the internal and external
audit. The committee also dealt with the
Group’s implementation of systematic
processes for risk management, account-
ing procedures, taxation and finance
operations, as well as insurance and pen-

sion issues.

External auditors

At the 2008 Annual General Meeting, the
audit firm KPMG AB was reappointed
auditor for the three-year period until the
2011 Annual General Meeting, with Caj
Nackstad as the auditor in charge.

An account of the audit is presented to
the sharcholders in the audit report. This
report provides a recommendation to the
shareholders upon which they can base
their decisions at the Annual General
Meeting regarding the adoption of the
income statements and balance sheets of
the Parent Company and the Group, the
appropriation of the Parent Company’s

profit and the discharge of the members
of the Board and the CEO of lability for
the financial vear.

The audit is conducted in accordance
with the Companies Act and generally
accepted auditing standards, which
require that the audit is planned and per-
formed on the basis of knowledge of the
Sandvik Group’s operations and irs devel-
opment and strategies. The audit includes
such acrivities as an examination of com-
pliance with the Articles of Association,
the Companies Act, the Annual Accounts
Act, International Financial Reporting
Standards (IFRS) and the disclosure stan-
dards specified by the Stock Exchange
relating to information in the Annual
Report, as well as issues related to the
valuation of items reported in the balance
sheet and the follow-up of essential
accounting processes and financial con-
trol. The audit includes thart the company
has followed the principles of remunera-
tion to the Group Executive Management
approved by the Annual General Meeting.

The progress of the audit is regularly
reported during the year to the manage-
ments of individual companies and the
business areas, to Group Executive Man-
agement, the Audit Committee and to the
Board of Sandvik AB.

The independence of the external audi-
tor is governed by a special instruction
prepared by the Audit Committee setting
out which non-audit services the external
auditors may provide to Sandvik.

In accordance with the Auditors Act,
auditors are required to continually assess
their independence.

For information on fees paid to audi-
tors, see¢ page 62.

Operational management
Information relating to the Group’s oper-
ational organization and business activi-
ties is available on the company's website,
www.sandvik.com.

The three business arcas, Sandvik
Tooling, Sandvik Mining and Construc-
tion and Sandvik Materials Technology,
comprise Sandvik’s operational strucrure.
The presidents of the business arcas
report directly to the CEO of Sandvik AB
and are responsible for the business activ-
ities of their respective areas. In turn, the
business arcas are organized in various
product areas or customer segments.
Internal Board meetings are held at the
business area level. Sandvik’s CEQ chairs
these meetings. In addition to che presi-
dent and the financial manager of the
business area, Sandvik AB’s two Execu-



tive Vice Presidents, the Group’s Business
Courroller and the General Counsel nor-
mally arrend these meetings. Executive
Vice President Peter Larsson is a Board
member of Seco Tools AB and thus does
not participate in Sandvik Tooling’s
Board meetings.

The CEQO, the rtwo Executive Vice Presi-
dents, and the three presidents of the busi-
ness areas niake up Group Executive
Management. Group Executive Manage-
ntent is convened each month and deals
with the Group’s financial development,
Group-wide development projects, leader-
ship and competence issues, and other
strategic issues. The Sandvik Group has
established eleven group functions respon-
sible for Group-wide activities within
finance, treasury, I'T, communications,
internal control, legal affairs, personnel,
taxes, investor relarions, intellecrual
rights, and patents and trademarks. Intel-
lectual rights and patents and rrademarks
are managed by a separate, wholly owned
Group entity. In addition to Group Execu-
tive Management, business arcas and
Group functions, there are a number of
councils commissioned to coordinate
Group-wide strategic areas, such as envi-
ronment, health and safety, research and
development, purchasing, IT, finance
and HR.

The CEO and otlier members of Group
Executive Management are presented on
page 106. For principles, remuneration
and other benefits to the Group Executive
Management, see pages 59-61.

For cach country in which Sandvik has
a subsidiary, there is a Country Manager
whose task includes representing Sandvik
in relation to public authorities in the
country, assuming responsibility for
Group-wide issues, coordinating Group-
wide processes, and ensuring compliance
with Group-wide guidelines.

For each such country, a member of
Group Executive Management, or
another person appointed by Group
Execurive Management, has been
assigned overall responsibility for the
operations in the country concerned
{Group Management Representative). In
most cases, this member is also Chairman
of the local Board and, among other tasks,
must ensure compliance with Group-wide
guidelines aided by the Country Manager.

Integration of acquired companies
Sandvik has actively acquired companies.
In the most recent 10-year period, some
50 companies have been acquired. In the
past two years, 15 new companies with

some 2,900 employees and total sales of
more than SEK § billion {at acquisition
date} have been acquired. Accordingly, a
considerable part of the Sandvik Group's
growth comes from acquisitions.

Swift and well-accomplished integra-
tion of new companies with Sandvik’s
other operations is of urmost importance.
The commercial synergies of the acquisi-
tion must be ensured. The integration
also comprises management and HR
issues, and llarmonization with Sandvik’s
administrative procedures and its core
values: Open Mind, Team Spirit and Fair
Play.

The integration is secured in three
steps. During the initial acquisition stage,
prior to the completion of negotiations
and before the acquisition is finalized, the
significant integration aspects are ana-

lyzed and prepared. As soon as the acqui-

sition is concluded, an integration group
is appointed which is charged with the
task of planning and implementing the
integration in various areas. Finally, the
company is incorporated into Sandvik’s
administrative procedures and its person-
nel are trained in Sandvik’s regulations
and set of values. This includes financial
reporting, which allows for early consoli-
dation into Sandvik’s financial reporting
and the consolidated accounts.

Violation of listing agreement
In May 2006, Sandvik divested all of its
shares in the wholly owned company
Edmeston AB to Edmeston Holding AB
for slightly more than SEK 8 M. All
shares in the aforementioned company
were owned by the 24-year-old daughrer
of Edmeston AB’s President. In February
2008, the Swedish Securities Council
issued a sratement {Statement 2008:06)
that in its overal] assessment, Sandvik
had breached the code of generally
accepted pracrices in the securities mar-
ket, since the sale of the shares in
Ednieston AB could be construed as cir-
cumventing the so-called Leo regulations.
As a result of the Swedish Securities
Council’s statement, the Stock Exchange
requested that disciplinary measures be
taken by the stock market’s Disciplinary
Commitree. In May 2008, the Disciplin-
ary Committee ruled that Sandvik had
violated its listing agreement and issued a
fine corresponding to one annual fee. In
the ruling, the Disciplinary Commitree
noted that the transactions concerned
relatively limited values and that nothing
indicated anything else than that the
transaction was to the benefit of the
shareholders of Sandvik Akriebolag.

Internal control

and risk management

The Board has the overall responsibility to
ensure that the Group’s system for man-
agement and internal control is effective.

Control environment

The guidelines for Sandvik’s operations
are assembled in The Power of Sandvik,
the contents of which include:

¢ the Group’s business concepr, strate-

gies, objectives and values,

organizational structure and job
descriptions,

.

Sandvik’s Code of Conduct including
business ethics, human rights, equal
opportunity, health and safety, exrer-
nal environment and community
involvement,

e administrative procedures, guidelines
and instructions {authority, authoriza-
tion manual, financial reporting, risk
management, personnel policy, health
and safety, etc.); in some markets, such
guidelines have also been adapred to

tocal legislation.

The Power of Sandvik is the platform for
the Group’s processes for internal con-
trol, risk management, and information
and communication, with the exception
of Seco Tools, which has corresponding
documentation,

All employees shall comply with the
guidelines in The Power of Sandvik.
Every manager within the Group is
responsible for ensuring compliance with
the Code of Conduct, guidelines and
instructions. The Code of Conduct covers
Sandvik’s internal activities, the compa-
ny’s role in society and its attitude to cus-
tomers, employees, suppliers, and share-
holders. The Code of Conduct is based on
fundamental values for responsible busi-
ness behavior, human rights, conditions
ar work and the environment as described
in the OECD’s guidelines for multina-
tional companies and applicable laws and
regulations. To ensure that these guide-
lines and values are mirrored in Sandvik’s
actual behavior, monitoring and control
is exercised through self-assessments,
reporting of key data as well as quarterly
reporting to Group Execurive Manage-
ment and the Board. A committee with
members from Group Executive Manage-
ment regularly arranges seminars
attended by managers from throughout
the world. At such seminars, the Code of
Conduct is described, discussed and
transformed into local action plans.
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Risk management

Etfective risk management unires opera-

tional business development with the

demand for control and sustainable value
creation by sharcholders and other stake-

holders. Risk management also aims 1o

minimize risks while also ensuring that

opportunities are utilized in the best pos-
sible way. One example of active risk
management was the implementation of
the Sandvik Pensions Supervisory Board,
which is responsible for monitoring the
exposure of the Group’s pension commit-
ments and the related reserved assets.

The Group’s risk management complies
with the ERM model and is integrared
with the daily planning, monitoring and
control within the framework of strategic
and operational management. Goals
established for integrated risk manage-
ment include:

e the creation of heightened risk aware-
ness in the entire organization, from
operational decision-makers to the
Board of Directors. Transparent and
consistent reporting of risks shall form
the basis for a common approach to
what shall be prioritized and resolved,

o the support of the Board and executive
management in the strategic decision-
making by continuous identification
and evaluation of strategic risks,

*

improved operational decision-making
by managers at various levels by secur-

ing the continuous evaluation and man-

agement of operational risks,

enhanced control of the company’s risk
exposure by implementing a common
model and methodology for risk man-
agement.

The Board of Director’s description of
internal control over financial reporting
for 2008
Sandvik’s financial reporting was estab-
lished in accordance with prevailing legis-
lation, International Financial Reporting
Standards (IFRS) and the listing agree-
ment with the Nasdag OMX Nordic
Exchange Stockholm. This description of
internal control over financial reporting
is prepared in accordance with the Code,
sections 10.5 and 10.6. It does not form
part of the formal Annual Report and has
not been examined by the external auditors.
Sandvik’s finance organization manages
a well-established financial reporting pro-
cess that ensures a high level of internal
control. The internal control system
applied follows the conceptual framework
of COSO, which is based on five key

components comprising good internal

control in large companies. The five com-
ponents are Control Environment, Risk
Assessment, Control Activities, Informa-
tion and Communication and, finally,
Monitoring.

The internal control procedures cover
all stages of the financial reporting pro-
cess, from the initial recording of transac-
tions in each subsidiary and reporting
entity, to the validation and analysis of
cach business area further to the consoli-
dation, quality assurance, analysis and
reporting at Group level. The way Sand-
vik applies the COSO framework is
described in the following.

Control Environment

As described above in the Annual Report,
The Power of Sandvik {PoS) is the pri-
mary source for the guidelines governing

Attendance at Board and Committee meetings 2008

~ Board -

Hember

MNo. of meetings 7
Georg Ehrmrooth 7
Clas Ake Hedstrém 7
Sigrun Hiemlquist 2
lan Kjeligren 5
Frednk Lundberg 7
Hanne de Mora 6
Egil Mykiebust 7
Anders Nyrén 7
Lars Pettersson 7
Simon Thompson 5
Tomas Kdrnstrém 6
Goran Lindstedt 2
Mette Ramberg Frodigh 5
Bo Westin 6
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Audit Committee Rermuneration Committee

6 6
5
6
L
6
4
5
6

management and staff, internal control
and conduct at Sandvik. The PoS con-
tains the Sandvik Code of Conduct, dele-
gation instruments wich signarory and
authorization principles for decision-
making and cost approvals, request and
approval procedures regarding invest-
ments and acquisitions, instructions
regarding funding and the placement of
capital and more.

In the arca of financial reporting, the
Sandvik Financial Reporting Procedures
(FRP) have been implemented., It contains
detailed instructions regarding account-
ing principles and financial reporting pro-
cedures to be applied by all Sandvik
reporting entities. In the twenty major
countries where Sandvik operates are
Country Financial Managers appointed
to support the local management and
finance organizations and to provide a
link between reporting entiries and
Group finance. At Group level, Group
Financial Control manages the reporting
process to ensure the completeness and
correctness of financial reporting and its
compliance with IFRS requirements.
Group Business Control provides the
business analysis of results and the report
on operational performance. Both statu-
tory and management reporting is per-
tormed in close cooperation with business
areas and specialist funcrions such as rax,
legal and financial services to ensure the
correct reporting of the income statement,
balance sheer, equity and cash flow.

Risk assessment and risk management

The ERM work at Sandvik described
above in the Annual Report also includes
the area of financial reporting. This
means that risk management is a natural
element of the daily work with and
responsibility for financial reporting. Spe-
cific activities have been established with
the purpose of identifying risks, weak-
nesses and any changes needed ro the
financial reporting process to minimize
risks. The combination of work descrip-
tions, roles and responsibilities, IT-systems,
skills and expertise creates the environ-
ment continuously being monitored to
identify and manage potential risks.



Control activities
Control activities have been implemented
in all areas that affect financial reporting.
The internal control activities follow the
logic of the reporting process and the
finance organization. In each reporting
entity the finance staff is responsible for the
correct accounting and closing of books.
They adhere to the Sandvik Financial
Reporting Procedures and validate and
reconcile local accounts before submitting
the financial data to business area manage-
ment and Group finance for consolidation.
Controllers in the product and business
areas perform analytical reviews and
investigations, conduct business trend

analyses and update forecasts and budgets.

They investigate certain issues related to
the financial information when needed.
All business areas present their financial
performance in written reports on a
monthly and quarterly basis.

Group finance functions responsible for
the consolidated Sandvik income state-
ment, balance sheet and cash-flow state-
ment and the internal management and
external statutory reporting, perform
detailed reconciliation of submitted
financial dara from each reporting entity.
Comparisons are made against budgers,
forecasts and previous accounting peri-
ods. Key ratios and performance indica-
tors are reviewed and calculations tested.
In-depth analysis is made of reported
numbers and performance. Meetings are
held with business area management to
discuss performance and to agree on the
outcome of financial information for the
reporting period. Group Financial Con-
trol, Group Business Control and Group
Assurance all have key responsibilities for
control activities regarding financial

reporting.

Information and Communication

Financial reports setting out the Group’s
financial position and the earnings trend
of operations are regularly submirted to
the Board. The Board deals with all quar-
terly interim reports as well as the
Annual Report prior to publishing and
monitors the audit of internal control and
financial reports conducted by Group
Assurance and the external auditors.

In the business areas and in major coun-
tries there is also a system with internal
Board meetings with a formal agenda,
including financial information, monitoring
and decisions related to financial matters.

Steering documents, such as policies
and instructions, are regularly updated
on the company’s intranet and are avail-
able to all employees. Reporting require-
ments are also updated on the company’s
intranet and are communicated through
formal and informal channels, as well as
at regular meetings and conferences.

Information to external parties is regu-
larly communicated on Sandvik’s websire,
which contains news and press releases.
Quarterly interim reports are published
externally and are supplemented by inves-
tor meetings attended by Group Execu-
tive Management. In addition, there is an
established agenda tor communicating
information on shareholder meetings and
other information to owners. The Annual
Report is made available to sharcholders
and the general public, both as a printed

version and on Sandvik’s websirte.

Monitoring and follow-up

Order status, sales staristics and cash
flow are reported and monitored on a
monthly basis while a comprehensive and
complere closing of books together with
providing a full reporting package to the
Group Executive Management and the
Board is performed quarterly and for the
full financial year.

Fach business entity manager and
finance organization are ultimately
responsible for continuously monitoring
the financial information of the various
entities. In addition, the information is
monitored at a business area level, by
Group staff functions, Group Executive
Management and by the Board. The
Audit Commirttee at Sandvik is a key
body in the monitoring of financial
reporting and different aspects thereof.

The performance of the financial
reporting process and the quality of inter-
nal controls are being assessed by Group
Finance every month as part of the qual-
ity assurance of reporting. The Sandvik
internal audit function Group Assurance
monitors independently the internal con-
trol system of financial reporting as part
of its audit plan.

Group Assurance
As assigned by the Board and the Audit

Committee, the Group Assurance staft
function ensures that the Group has
effective corporate governance, internal
control and risk management procedures.
The purpose of the activities of Group
Assurance is to support the creation of
value growth in the Group. It achieves
this by ensuring that well-functioning
risk management and internal control
have been established, by ensuring the
qualiry of internal controls and by sug-
gesting improvements in the areas of cor-
porate governance, internal control and
risk management. The independence of
the Group Assurance function is ensured
by its reporting to the Audit Committee.
In practical terms, the head of Group
Assurance reports to Sandvik’s Executive
Vice President and CFO. The internal
audits are based on the Group’s guide-
lines and policies for corporate gover-
nance, risk management and internal
control with regard to such aspects as
financial reporting, compliance with the
Code of Conduct and IT. The examina-
tion results in actions and programs for
improvement. The teams report to Group
Executive Management and business arca

management and to the Audit Committee.
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Board of Directors auditors

Clas Ake Hedstrom, b. 1939
Chairman since 2002, Director of Sand-
vik AB since 1994,

Education and business experience:
MSc. Eng. President and CEO of Sandvik
AB 1994-2002. President of Sandvik
Tooling business arca 1980-1994 and
various positions within Sandvik Coro-
mant 1965-1980.

Current Board assignments: Director of
AB SKF.

Sharebolding in Sandvik (own and
closely related persons): 225,000.

Lars Pettersson, b. 1954,

Direcror of Sandvik AB since 2002.
Education and business experience:
MsSc. Eng., PhD Honorary. President and
Chief Executive Officer of Sandvik AB
since 2002. Group Executive Vice Presi-
dent and President of Sandvik Specialty
Steels business area 2000-2002. Various
positions within production and manage-
ment in Sandvik 1978-1999,

Current Board assignments: Director of
Skanska AB and Teknikforeragen.
Sharebolding in Sandvik {own and

closely related persons): 113,654,

Georg Ehrnrooth, b. 1940.

Director of Sandvik AB since 1997.
Education and business experience:
Graduate engineer, D Tech. Honorary.
President of Metra Oyj (currently Wire-
silda Oyj Abp) 1991-2000, President of
Lohja Oyj Abp 1979-1991, various posi-
tions in production and management
within Wirtsild Ovj Abp 1965-1979.
Current Board assignments: Chairman of
the Board of Sampo ple, Director of Oy
Karl Fazer Ab and Nokia Oyj.
Sharebolding in Sandvik (own and
closely related persons): 35.000.
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Fredrik Lundberg, b. 1951,

Director of Sandvik AB since 2006.
Education and business experience:

MSc. Eng., B.Sc. (Econ.), D.Econ Honor-
ary, D.Tech. Honorary. Active in L E
Lundbergféretagen AB since 1977 and
Chief Exccutive Officer since 1981,
Current Board assigrments: Chairman of
the Board of Cardo AB, Holmen AB,
Hufvudstaden AB, Vice Chairman of
Svenska Handelsbanken AB and NCC AB,
Director of LE Lundbergforetagen AB
and Industrivirden AB. Shareholding in
Sandvik (own and closely related per-
sons): 4,280,000, via L E Lundberg-
foretagen AB 14,000,000 and via AB
Industriviarden 136,431,200.

Anders Nyrén, b. 1954,

Director of Sandvik AB since 2002,
Vice Chairman of the Board.

Education and business experience:
B.Se. (Econ.), MBA. President and Chief
Executive Otficer of AB Industrivdarden
since 2001, Executive Vice President and
CFO of Skanska AB 1997-2001, various
executive positions within AB Wilhelm
Becker, STC Scandinavian Trading Co
AB, STC Venture AB, OM International,
Securum AB and Nordbanken 1979-1997.
Current Board assignments: Chairman
of Association of Exchange-listed Com~
panies and the Association for Good
Practices on the Securities Market, Vice
Chairman of Svenska Handelsbanken
AB, Director of Ericsson, Industrivarden,
SCA, SSAB, and Ernstromgruppen.
Shareholding in Sandvik (own and
closely related persons): 4,500.

Egil Myklebust, b. 1942,

Director of Sandvik AB since 2003,
Education and business experience:
LLB. Chief Executive Officer of Norsk
Hvdro 19912001, President of Neering-
shivets hovedorganisajon 19891990,
President of Norsk Arbeidsgivareforening
1987-1988, various positions within
Norsk Hyvdro 1971-1987. Consultant to
the National Insurance Administration
1968-1971.

Current Board assigiments:

Director of University Board (University
of Oslo). Skareholding in Sandvik {own
and closely related persons): 3,000.

Hanne de Mora, b. 1960.

Direcror of Sandvik AB since 2006.
Education and business experience:
B.Sc. {(Econ.), Bachelor’s degree of Busi-
ness Administration 1ESE, Barcelona.
One of the founders and owners, also
Chairman of the Board of the manage-
ment company a-conttect {group) ag since
2002, partner in McKinsey & Company
Inc. 1989-2002, various positions within
brand management and controlling
within Procter & Gamble 1986-1989.
Currrent Board Asignements: —
Sharebalding in Sandvik (own and
closely related persons): 0.

Simon Thompson, b. 1959,

Director of Sandvik AB since 2008.
Education and business experience:

MA Geology. Various positions with
Anglo American Group 1995-2007
including director of Anglo American plc
2005-2007, Director of AngloGold
Ashanti 2004-2008, chairman Tarmac
2004-2007, Director os SG Warburg
1994-1995, NM Rothschild & Sons Ltd.
1984-1995.

Current Board assignments: Director of
UC Rusal, Newmont Mining Corpora-
tion and AMEC ple.

Shareholding in Sandvik (own and
closely related persons): 0.



Tomas Kirnstrom, b, 1966.

Director of Sandvik AB since 2006
{(Employee representative).

Fducation and business experience:
Principal safety representative Sandvik
Materials Technology. Various positions
within Sandvik since 1986.

Current Board assignments: —
Shareboldings in Sandvik (own and
closely related persons): 2,865,

Jan Kjeligren, b. 1952,

Director of Sandvik AB since 2008
(Emplovee representative).

Education and business experience:
Research engineer, Sandvik Tooling Sver-
ige AB. Various positions within Sandvik
since 1981,

Current Board assignments: AB Sandvik
Hard Materials, Sandvik Tooling Sverige
AB.

Sharebolding in Sandvik (own and
closely related persons): 570.

Bo Westin, b. 1950.

Director ot Sandvik AB since 1999
(Employee representative).

Education and business experience:
Chatrman Union Committee, Metal
Workers’ Unlon, Sandvik Rotary Tools
AB, Képing. Various operator positions
within Sandvik Mining and Construction
since 1973, Volvo Kopingverken 1971~
1972, Képings Mekaniska Verkstad
1968-1970.

Current Board assignments: Director of
Sandvik Rotary Tools.

Sharebolding in Sandvik (own and

closely related persons): 101.

Mette Ramberg Frodigh, b. 1961.
Director of Sandvik since 2006
{(Employee representative).

Education and business experience:
Master of Engincering NTH Norway,
research engineer since 1997.

Current Board assignments: —
Sharebolding in Sandvik (own and
closely related persons): 900.

Honorary Chairman

Percy Barnevik, b. 194]1.
Chairman of the Board of Sandvik AB
1983-2002.

information regarding Board assignments and holdings of shares s as of 1 January 2009

Caj Nackstad, b. 19435.

Auditor in charge, Authorized Public
Accountant, KPMG AB.

Otber auditing assignments: Billerud,
Skanska, LKAB, Axel Johnson AB and
Wallenius.

Current Board assignments: —
Sharebolding in Sandvik (own and
closely related persons): 0.

Bo Severin, b. 1955,

Secretary to the Sandvik Board of Direc-
tors since 2000.

Education and business experience: LLB.
General Counsel in Sandvik AB.

Current Board assignments: —
Sharebolding in Sandvik (own and
closely relared personsi: 12,544.
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Group Executive Management

and Group staff units

Lars Pettersson, b. 1954,

Director of Sandvik AB since 2002,
President and Chief Executive Officer of
Sandvik AB since 2001.

Education and business experience:
MSc. Eng., PhD Honorary. Group Execu-
tive Vice President and President of Sand-
vik Specialty Steels business area 2000~
2002, various positions within production
and management in Sandvik 1978-1999.
Current Board assignments: Director of
Skanska AB and Teknikforetagen.
Sharebolding in Sandvik (o1on and
closely related persons): 113,634,
Emplovyee stock options: —

Peter Larson, b. 1949,

Executive Vice President of Sandvik AB
since 2000. Responsible for Business
Development and HR.

Education and business experience:
B.Sc. (Econ), Execurive Vice President
and head of IT, Sandvik AB 2004 until
15 February 2009, Exccutive Vice Presi-
dent and CFO, Sandvik AB 2000-2004,
Exccurive Vice President of Kanthal
19922000, Administration Manager,
Uddeholm Tooling 1989-1992, controller
positions within Hirntsands Grafit AB,
Kanthal AB and Asea/ABB 1974-1989.
Current Board assigrnuments: Director of
Seco Tools AB.

Sharebolding in Sandvik (own and
closely related persons): 46,425,
Employee stock options: 5,000.

Group staff units

It Peter Larson funtil 15 February 2009)
- Darmel Repond (from 16 February 2009)

Business Control Andreas Burman
Carl Larsson
Bjorn Wahlborg

Anders Orbom

Real Estate
Financial Control
Financial Services

Group Assurance

Per Nordberg, b. 1956,

Executive Vice President and CFO of
Sandvik AB since 2004 until 31 August
2009,

Education and business experience:
B.Sc¢ (Econ). CFO, OMX 2002-2004,
Group Treasurer, AstraZeneca Ple 1999
2002, Group Treasurer, Astra 1995~
1999, other senior finance positions
within Atlas Copco 1981-1994.
Current Board assignments: Director of
Forsta AP-fonden.

Sharebolding in Sandvik (o1 and
closely related persons): 500.

Emplovee stock options: —

Ola Salmén, b. 1954,
CFO of Sandvik AB from 1 September
2009.

Anders Thelin, b. 1950,

President of Sandvik Tooling business
area since 2000,

Education and business experience:
MSec. Eng. Various positions within
research and development and the man-
agement group of Sandvik Coromant
1976-2000.

Current Board assignments: Director of
Haldex AB.

Shareholding in Sandvik (own and
closely related persons): 16,129,
Employee stock options: 3,000,

Investor Relations

Legal Affairs

Personnel and Business Development
Taxes and Financial Projects

Heléne Gunnarson (until 31 March 2009)

Bernth Nilsson (from 1 April 2009)

Information regarding Board assignments and holdings of shares and employee stock options is

as of T january 2009.

Intellectual Property

Communications

Lars Josefsson, b, 1953,

President of Sandvik Mining and
Construction business area since 2003.
Education and business experience:
MSc. Eng. Physics. President, ABB STAL/
ALSTOM 1998-2003.

Current Board assignments: —
Sharebolding in Sandvik (own and
closely relared persons): 40,000.
Employee stock options: 5,000,

Peter Gossas, b. 1949,

President of Sandvik Materials Technology
business area since 2002,

Education and business experience:
MSc. Eng. Physics. General Manager
Sandvik Tube 2001, business unit man-
ager positions within Avesta Polarit,
Avesta Sheffield and Avesta AB 1986~
2001, production and development
positions within SSAB 1974-1986.
Current board assignments: Director
of Hoganids AB, chairman of “Stal och
Metall Arbetsgivareforbundet”.
Sharebolding in Sandvik (own and
closely related persons): 120.
Employee stock options: 5,000.

Henrik Haggldf
Anders Wallin
Jan Lissaker

Bo Severin
Peter Larson

Thomas B. Hjelm



Financial key figures

Key Figures (I

es, SEK M

11 7
12 4
1 1

tura

which currency.

g profit, SEK M

ter financy s, SEK M

f invoicing

d net profit f

s" equity, SEK M

Rate of capital turnover, %

Cash and cash equivalents, SECM

turn on shareholders’ equity, %

Return on capital employed, %

irvestments in property,

rit and equipment, SEK M 7169 5.399 4.801 3.665 2967 3,153 2,357 2627 2,087 1.875
Total investments, SEK M 8,301 10,068 6.081 3950 3.278 3.260 5,066 4,083 2670 2,233
flow from operations, SEK M 9.671 5476 8170 7.266 5.322 6,421 719¢ 5.093 4 3.394

Cash flow, SEK M 2764 179 357 380 207 -104 48 73 -3 577
Number of employees, 31 December 50.028 47123 41,743 39,613 38,421 36,930 37,388 34.848 34,742 33,870

GAAR A%

Per-Share Data (-

o aceordante win IFRS. Farrer years «

2008 1999,

Basic earnings’ 765 645 .95 385 2.20 270 2.85 2.85 2.80
Diluted earrin 7.65 6.45 1.90 375 215 270 2.85 2.80 275
Equity 2410 22.00 19.80 18,30 17.20 18.60 1910 7.80 15.50
Dividend (2008 as proposed) 100 3.25 2.70 2.2 210 2.00 1.90 1.80 1.60
Direct return*, % a4 36 33 36 41 4.2 52 4.2 40 3.0
Payout percentage ', % 50 52 50 55 57 74 73 66 a3 57
Quoted prices, Sandvik share, highest 108 151 106 79 56 5 52 49 62 56
z % 71 16 35 33 35 34 27
L o 50_ 9 5 54

11863 11363 12352 12501 12501 1255 12935

1186.3 1186.3 1255.8 1,2501 12525 12774 12935

g 14.5 154 15.0 139 221 142 154 191

163 462 452 374 293 288 209 235 344

HON TG earrogs per

tnvored sales Operating profit and operaiing margn
2007 2006 2005
KM %S %

Sandvik Tooling 5989 PE
Sandvik Mining
and Construction 38,651 33,073 25.001 20,560 4996 13 4979 15 3.672 15 2,654 13
Sandvik Materais Technology 21480 22,486 19,337 17.003 1,187 6 2435 kl 2,324 12 1729 10
Seco Tools* 6,513 6,011 5436 4919 1332 21 1,491 25 1.266 2 1100 2

“Secs To T of the Saravik Group.

Meta:
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Annual Meeting, payment of dividend

Annual Meeting

The Annual Meering will be held at
Jernvallen, Sandviken, Sweden on Tues-
day, 28 April 2009 at 5.00 p.m.

Shareholders wishing to artend the
Meeting must notify the Company either
by letter to Sandvik AB, Legal Affairs,
SE-811 81 Sandviken, Sweden or by tele-
fax +46 26 26 10 86, or telephone +46 26
76 09 40 from 9.00 a.m. to 12.00 noon
and 1.00 p.m. to 4.00 p.m. on weekdays,
or via the Internet on the Group’s website
(www.sandvik.se). Notification must
reach Sandvik AB not later than Wednes-
day, 22 April 2009, In order to qualify
for attendance, shareholders must also
have been entered in the Share Register
kept by VPC AB not later than Wednes-
day, 22 April 2009 to establish their right
to attend the Meeting.

Shareholders whose shares are regis-
tered as held in trust must have them tem-
porarily re-registered with the VPCin
their own names not fater than Wednes-
day, 22 April 2009 to establish their right
to attend the meeting. Note that this pro-
cedure also applies to sharcholders using
1 bank’s sharcholder deposit account and/
or trade via the Internet.

I notification of your intent to attend
the Meeting, please state your name, per-
sonal or corporate registration number,
address and telephone number, and
details of any advisors.

If vou plan to be represented at the
Meeting by proxy, notice must be given
to Sandvik AB prior to the Meeting.

Payment of dividend
The Board and the President propose that
the Meeting declare a dividend of SEK
3.15 per share for 2008.

The proposed record date is Monday,
4 May 2009. If this motion is adopted by
the Meeting, it is expected that dividends
will be paid on Thursday, 7 May 2009.
Dividends will be sent to those who, on
the record date, are entered in the Share
Register or on the separate List of Assign-
ces, ete. To facilitate the distriburion of
dividends, shareholders who have
changed address should report their
change of address to their bank in suffi-

cient time prior to the record date.

Sandvik’s Annual Report
Sandvik’s Annual Report for 2008 com-
prises the formal financial reporting,
meaning the Board of Directors’ report,
income statements and balance sheets,
with accompanying notes, etc., and is
printed separately in a reduced number of
copies for the shareholders who have
ordered the printed reports. In addition
to descriptions of operations, financial
key figures, goals, business concept, strat-
egy and more, The Sandvik World pro-
vides an in-depth look at a number of key
areas. The Sandvik World is distributed
to all sharcholders.

The formal Annual Report is available
on the Group’s website (www.sandvik.com)

and can be ordered in printed form.
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PRESS RELEASE 29 October 2010

CEQO's comment:

“The market situation continued to improve sequen-
tially. Adjusted for seasonal effects, both order intake
and invoiced sales rose. A high level of demand was
noted in the energy sector and the improvement
continued primarily in the automotive, mining and pro-
cess industries. Order intake exceeded invoiced sales,

faterim report on the third quarter 2010

invoiced sales,” says Sandvik’s President and CEO Lars
Pettersson.

“The seasonal weakening, which adversely impacts sales
and earnings, was offset by a continued improvement

in demand in most markets. However, earnings were
negatively affected by the strengthening of the SEK,

resulting in a further strengthening of the order book.
Order intake and invoiced sales increased by 23% and
21%, respectively, at fixed exchange rates, compared
with the preceding year. Of the order intake of nearly
SEK 22 billion, major project orders from the nuclear
power industry accounted for SEK 700 M. The oper-
ating result amounted to SEK 2.5 billion, or 13% of

particularly in relfation to the EUR and USD. Further-
more, earnings were affected by a provision for variable
compensation and certain nonrecurring costs. Capital
efficiency was further improved and net working capital
neared the target level of 25% of invoicing. Combined
with a low investment level, this contributed to contin-
ued strong cash flow.”

FINANCIAL HIGHLIGHTS

Q3 Q3 Change Q1-3 Q1-3 Change
SEK M 2010 2009 % 2010 2009 %
Order intake™® 21523 17 241 +23 % 66 972 51 498 +32%
Invoiced sales * 20 241 16 578 +21 % 59 378 53725 +12 %
Gross profit 7 296 4105 +78 21 481 12229 +76
% of invoiced sales 36.0 24.8 36.2 22.8
Operating profit 2532 51 7900  -1820
% of invoiced sales 12.5 0.3 13.3 -3.4
Profit after financial items 2120 -523 6 658 -3 395
% of invoiced sales 10.5 -3.2 1.2 -6.3
Profit for the period 1560 -180 4757 -2 494
% of invoiced sales 77 11 8.0 -4.6
of which shareholders’ interest 1575 -181 4 540 2522
Earnings per share, SEK Y 1.33 -0.15 3.83 -2.13
Return on capital employed ? 12.9 1.3 12.9 13
Cash flow from operations +3 978 +3 521 +13 +8 891 +7 909 +12
Number of employees 46 224 44 960 +3 46 224 44 960 +3

¢ At fixed exchange rates for comparable units.
1y Catculated on the basis of the shareholdars' share of profit for the period. No dilutive impact.
2}y 12 months rolling.

Eor additional information please call Sandvik Investor Relations +46 26 26 10 23 or visit www.sandvik.com
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The global market situation improved in the
third quarter. Order intake and invoiced sales
rose by 23% and 21%, respectively, at fixed
exchange rates compared with the preceding
year, although they were largely in line with the
preceding quarter. Adjusted for a normal sca~
sonal weakening, mainly in Europe and the US,
the sequential development for order intake and
invoiced sales was positive in most markets.

A continued increase in global industrial produc-
tion entailed a marked increase in demand for
Sandvik’s products in all markets compared with
the third quarter of 2009. Demand was particu-
farly strong for high value-added products for
industrial production and afrermarker, while the
improvement for investment-related products is
occurring with a some delay.

A high level of activity was noted in the energy
sector and demand increased from, among oth-
ers, the automortive, mining and engineering
industries. Growth in order intake in the mining
industry was most notable in the aftermarket seg-
ment, although the continued high price of metal
meant that the willingness to invest in new equip-
ment also gradually increased. Demand from the
construction industry increased in Asia and South
America, but remained weak in Europe and
slowed slightly in the US compared with the pre-
ceding quarter. Order intake from the aerospace
industry remained stable.

Demand remained strong in Asia, and most
markets — primarily in Europe and the US -
reported high rates of increase. Order intake in
South America and Africa declined somewhat as
a result of fewer project orders compared with the

Q3

THIRD QUARTER 2010

Q3 Order intake Invoiced sales
Pricefvolume, % +23 +21
Structure, % 0 0
Currency, % +1 +1
Total, % +25 +22

The table is multiplicative, i.e. the different components
must be multiplied to determine the total effect.

preceding year. However, the rate of increase was
about 25% excluding major project orders.

The product mix displayed a positive trend in
the quarter, mainly because the share of cutting
rools was relatively high, which was also the
case for aftermarket within Sandvik Mining and
Construction.

Sandvik’s strong position as a supplier to
the international nuclear power industry was
consolidated during the quarter and three addi-
tional orders for steam generator tubes to China
were received for a combined value of nearly
SEK 700 M. Delivery is scheduled for 2012,

Order intake amounted to SEK 21,523 M
(17,241), up 25% in total and 23% at fixed
exchange rates for comparable units. Of the
total order intake, SEK 700 M comprised major
project orders. The increase at fixed exchange
rates for comparable units was 39% for Sandvik
Tooling and 8% for Sandvik Mining and Con-
strucrion. For Sandvik Materials Technology, the
increase was 35%, including a positive effect of
about 8 percentage points related to movements
in meral prices.

Tnvoiced sales in the third quarter amounted
to SEK 20,241 M (16,578), up 22% in total and
21% at fixed exchange rates for comparable
units compared with the third quarter in the
preceding year. The increase in invoiced sales for
Sandvik Tooling was 39%. The corresponding
increase for Sandvik Mining and Construction
was 8% and for Sandvik Materials Technology
25%, including a positive effect of abour 8 per-
centage points related to movements in metal
prices.

[



Earnings and return for the third quarter dis-
played a significant improvement compared

with the corresponding quarter in the preceding
year. Still carnings were lower than the preceding
quarter because of a normal seasonal weakening
combined with negative exchange rate effects

and certain costs of a nonrecurring nature, The
operating result amounted to SEK 2,532 M (51)
and the operating margin was 12.5% of invoiced
sales (0.3). Return on capital employed totaled
12.9% for the most recent 12-month period. The
improvement is attributable to higher volumes,
increased capacity utilization, a lower cost level
and a favorable product mix. Nonrecurring costs
and a provision for variable compensation had a
negative impact of about SEK 200 M on carnings.
The negative impact of movements in exchange
rates was about SEK 280 M compared to the
third quarter 2009,

The carnings mmprovement compared wich the
preceding vear was mainly generated by increased
sales and production volumes combined with
implemented efficiency-enhancement measures
and a product miv with a higher average level of

profinbility, The improvement programs imple-

mented are gradually increasing of

e umderlyving profirabil-

business arcas and thus ¢
iy, Compared with the preceding quarrer, carn-
fngs declined due 1o seasonally lower mvoicing

anud g

roduction volumes combined with negative
exchange-rate effects as a result of a serengthen-
ing of the SFK. The result was also negatively
impacted in the amount of approsimarely SEK
160 M due o a provision for variable safaries and
profitsharing and by abour SEK 100 M refazed o

a noarecurring cost for such measures as the clo-

- CASH FLOW
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sure of the productdon unit in Cryseal Lake i the
i

cHect on the result,

5. Movements in metal prices had a marginal

et Hnancial wems amounted o SEK -212 M
{-574 and ¢h
SER 2,120 M (-5
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e resule after ner fnancial ftems was

3hoor HOSY of invoiced sales.

resudt for the period amounted ro SEK 1,560 M

> oy T
s, or VU0

of mvoscing, Farnings per share

amounted v SERK L33 (00155 in the quarter,

Capital cificiency improved furdher during
the guarrer and working capital amounted ro

279G (43 of nvotced sales. Cash flow from

aperations was SEK 3978 M (+3,32 11 Inves
ments amounted to SEK 1,131 M (11,3200, of
which company acquisitions accounted for

S 238 M (491 Cash flow afrer investments

was SEK +2.886 M (+2,283) for che quarter

Rerorn on capital emploved for the recent 12

Ty

months amounted o 12,9% {1.3) and the retumn

on sharcholders’ equity was 15,29 {-4.0).
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Tooling

Increased demand

Positive underlying earnings
trend

Strong cash flow

Negative currency effects

The demand trend for Sandvik Tooking remasned
positive during the third quarter, both in rela-
tion to the preceding year and qoareer. Order
intake and invoiced sales improved substantially
in all markers compared with 2009, and were
targely in line with the preceding quarter despite
4 seasonal weakening. In the third quarter, order
watake and nvoiced sales vose by 39% at fixed
cxchange rates for comparable vnis. The operat-
ing result was SEK 961 M (247}, or 16.1% of
mvoiced sales. Currency effects, nonrecurring
costs and a provision for vastable compensation

had a neganve impact on carmings of abour SEK

230 M.
The marker situation contin- .

Intensitied global activity in
many areas resulred i growth in
industrial production and thus
higher demand, In Europe, North

America and Asia, order mrake

and mvoicing rose by more than

407%:. Demand from the energy
sector remained strong, while the

auromotive, acrospace and gen-

rrend. A stronger rrend was noted for comenrted-

carbide products and super-bard materials than

for high-speed sreel producs,

Order intake volume for the quarter was about

1 engineering industries demonstrated a stable

Q3 Order intake Invoiced sales
Price/volume, % +39 +39
Structure, % -1 -1
Currency, % -2 -2
Total, % +36 +36
iy

he wable is multiplicative, Le, the different components

miust be multiplied to determine the total effect.

157% below the level recorded 1n 2008, A long-

term focus i strategic areas has boosred Sandvik

Tooling's competitiveness, and marker shares grew

in most markets. The price rrend remained posi-

five,

{he trend

positive and

in working capital was continued

dechined to 26% (42 of invoiced

safes and, combined with o low level of mvest-

ment, fed to a continued strong cash flow.

Compared with 2009, the operating result
iproved and amounted 0 SEK 961 M (-2471 In

seasonal rerms, the third quarter 1s weaker than

the other quarters with respect to order intake,

mvoicing and proficabilicy, which
is why earnings were Jower than
the figure pusted 1 the preced-
ing quarter. Excluding seasonal
and exchange-rate effeers, the
underlving profisabiity dis-
plaved a positive crend. Earnings
were negatively impacted by
about SER 130 M due to move-
ments in exchange rates, amd by
approximately SEK 100 M for

a provision tor vartable salaries

and profit-vharing together with

nonrecurring costs, including the closure of the

production vt w Crys

operating margm was SE

tal Lake 1 ¢he US. The

K 16,19 {-5.6). Return

iy capital employed for the most recent F2-menth

¥

period amounted to 13,67 {164

Q3 Q3 Change Q1-3 Q1-3 Change
SEK M 2010 2009 % 2010 2009 %
Order intake 5998 4408 +39*% 18192 13 906 +35 %
Invoiced sales 5966 4384 +39 % 17 639 14119 +29 *
Operating profit 961 -247 3077 -443
% 16.1 5.6 17.4 -3.1
Return on capital employed 13.6 . 1.6 136 1.6
Number of employees 15296 15521 -1 15296 15 521 -1

* At fixed exchange rates for comparable units.

THIRD QUARTER 2010
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Mining and Construction

Strong aftermarket trend Q3 Order intake Invoiced sales
) . . Price/volume, % +8 +8
Continued earnings improvement  Seructure, % 0 0
. . Currency, % +4 +3
Negative currency effects in EBIT Total. % 13 1

Improved capital efficiency
Strong cash flow

Demand from the global mining industry con-
tinued to improve in the third quarter, both in
relation to the preceding year and quarter. Most
notable was the improvement in the aftermarket
scgment, while the increase for machinery and
cquipment is at a slightly lower pace. Activity in
the construction industry was lower than in the
mining industry. Demand for major material-han-
dling projects remained low during the quarter.
Order intake and invoiced sales increased by 8%
at fixed exchange rates. Excluding major project
orders order intake increased by 28%.

Acri

tivity in the mining industry, par-

teularly in underground mines, con-
rinued to develop posirively during the
quarter tn Hne with the rrend m earhier
guarers, The growrh 1o demand

was more evident from the mining
mdustry than from the construction
idustry and the rrend was more
pronounced for the afrermarker seg-
ment than for the equipment segment.
However, higher metal prices meant
that the willingness to invest in new
equipment gradually increased. Major
project orders represented a relatively low share
of bath order intake and invoiced sales, although
deliveries of projects on order will morease in

the fortheoming quarters. OF invoiced sales, the

aftermarket business accounted for 57% while

cquipment and projects accounted for 36% and

The wable is muldplicative, i, the different components
must be mulziplied to determine the total effect.

7Y%, respectively. The invoicing volume for the
quarter was about 13% lower than the peak
vear 2008, and while the afrermarker volume has
ceturned o the same level, equipment and proj-
ect volumes remain lower. Although the increase

in demand was high in all markers, iv was

strongest in Europe and North America, which
together account for abour 30% of the business
area’s sales.

The number of employees increased slightly on
account of an expansion of the sales organiza-

tion in Asia and Eastern Europe and a growing

need for personnel to production
and service to ensure a high delivery
and service level. Capital efficiency
continued to develop in a positive
direction and net working capital
reached 25% of invoiced sales for
the first time. Combined with a low
investment level, this was one of the
contributing factors behind a contin-
ued strong cash flow.

The third-quarter operating result

= amounted to SEK 1,257 M (332)

or 14.5% (4.3) of invoiced sales.
The result was positively impacted

by increased invoicing and produaction volumes,
increased internal efficiency and a favorable
product mix. Movements in exchange rates had
a negative impact of approximately SEK 100 M
on the result. Return on capital employed for the
most recent 12-month period was 19.2% (5.1).

Q3 Q3  Change Q1-3 Q1-3  Change
SEK M 2010 2009 % 2010 2009 %
Order intake 9163 8134 +8 % 28698 21 885 +30%
Invoiced sales 8674 7762 +8* 244639 24 580 -1 %
Operating profit 1257 332 3162 54
% 14.5 43 12.8 0.2
Return on capital employed 19.2 51 19.2 5.1
Number of employees 15116 14 661 +3 15116 14 661 +3

* At fixed exchange rates for comparable units.
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Materials Technology

Increased demand
¢ Major project orders to China
-+ Seasonal downturn

+ Consolidation of product port-
folio

Demand developed positively for Sandvik Mareri-

als Technology during the guarter. Order inwake

rose by 33% and invoiced sales by 25% at fixed
exchange rates. Order intake for products o

the energy sector and mining industry remained
strong, During the quarter, the business arca
received three major project orders with a com-
bined value of SEK 700 M from the Chinese
nuciear power indusery within the framework of

previously signed agreements,

The market situation graduoally
improved during the quareer,
primarily in North Ameriea,
Furope and Asia. The market for
advanced produces to the nuclear

powey ndustry was extremely

shust and a further three orders

were registered for deliveries of
steam generator tubes 1o Chi-
nese nuclear power plauts ro the
value of SEK 700 M. Demand remained favor
able for products to, for example, the ol and gas

idustry and the efectronics and consumer goods

mdustries. A favorable rrend was noted in most

customer segments — i line with recent quar-

ters — alrthough a flar development was observed
for major projects for the process indusiry, A

conscious focus on high value-added products

tue-added

meant that order intake for low v
products was retained at a Jow fevell Movemenrs

it metal prices had a positive impact of 8 per-

Q3 Order intake Invoiced sales
Price/volume, % +35 +25
Structure, % 0 0
Currency, % +1 +1
Total, % +37 +26

The tble is muldplicative. Le. the different components
must be multiplied to determine the totl effect.

centage points on order intake and mvotcing,

Furrher actions to strengthen the business area’s
serategic position were taken during the quarrer.
These included the establishment of a strategic
partnership with Carpenter Technology Corpora-
tion refaring o the development and producton
of products based on powder technology, Fur-

thermare, the dedision was raken (o discontnue
the production and sale of bimceral products m dhe
Wire and Heanng Technology product area.

The number of emplovees
increased o serengrhen the
sales organizanon in Asia and
o5 ensare the implementation
of expansion projeces w the
nuclear power area.

During the quarter, scheduled
MAINIENANCE MCASUICS Were
conducted, which Himited the
delivery capacity. Some compli-
cations connected o the restart
caused a slight increase in delivery times and had a

negative impact on the operating margin, Working

capiral amounted @ 3 S} of tavoiced sales.
The operating result amounted o SEK 203 M
(-2, or 4.9% (-0, 1) of mvoiced sales, Nonrecur-

ring ceonts and a provision for variable salaries and

profitsharing adversely affecred the operating
margin by abour | pereentage point. Movenments

in meral

rees and exchange rates had no materi-

H

al impact on earnings, Retrn on ca

ital employed
6.9

for the recent |2 months was 8.59

Q3 Q3 Change Q1-3 Q1-3  Change
SEKM 2010 2009 % 2010 2009 %
Order intake 4896 3578 +35*% 15 689 12 036 +33 %
Invoiced sales 4170 3299 +25% 12808 11352 +15%
Operating profit 203 -2 1214 -1 273
% 4.9 -0.1 9.5 -11.2
Return on capital employed 85 -6.9 85 -6.9
Number of employees 8915 8 397 +6 8915 8 397 +6

* At fixed exchange rates for comparable units.



Order intake for the January-Sepromber 2010

s posirively impacted by the global voo-

poriod w

aonnic recovery and amonated © SER 66,972 M
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(51,4981, up 30% in tomland 327% at fived

ovchanee rates For comparable unus, nvoicing

A (53,723, up H1% incoral and
(2% at fived exchange rates for comparable wits.
The operating result for the January-Septem-

ber period improved significantly primarily
due to higher volumes, greater cost efficiency
and a favorable product mix and amounted to
SEK 7.900 M (-1,820). The operating margin
was 13.3% (-3.4) of invoicing. Movements in
exchange rates had a negative impact on the

result of about SEK 470 M since the beginning

of the vear and movements in metal prices had a
positive impact of SEK 390 M.
Finandial net amounted to SEK -1,242 M

(- 1,573) and the result after financial items
was SEK 6,658 M (-3,395). The tax rate was
29%. and the net result for the period amounted
to SEK 4,757 M (-2,494). Earnings per share
amounted to SEK 3.83 (-2.13).

Cash flow from operating activities amounted
to SEK +8,891 M {+7,909). The Group’s invest-
ments in fixed assets totaled SEK 2,079 M
{3,425). Company acquisitions accounted for
SEK 726 M (1,542). After investments, acquisi-
tions and divestments, cash flow amounted to
SEK +6,249 M (+3,118).

« During the quarter, Sandvik Tooling decided to
discontinue production at Crystal Lake in the
US. Manufacruring at the unit primarily focuses
on high-speed steel drills. The plant closure
affects about 150 employees and is expected to
be completed by the end of 2010. The cost of
the closure is estimated to be SEK 50 M, which

corresponds to the estimated annual savings.

o In September, Sandvik Materials Technology
received three orders for steam generator tubes
to China to a total value of nearly SEK 700 M.
Deliveries are expected to commence in 2012,

o To strengthen its market position, improve cost
efficiency and specialize the product program
in Wire and Heating Technology (formerly the
Wire and Kanthal product areas), the decision
was taken during the quarter to discontinue the
bimetal operation. With this move, the product
area has phased-out operations to a sales value
of SEK 250 M through a range of structural
imeasures, including the closure of two heating
clement plants in Europe and the phasing-out of

the spring and welding rod range.

o In October, it was announced that Sandvik
Materials Technology and Carpenter Technol-
ogy Corporation intend to establish a strategic
parmership to further strengthen its position in
the field of powder technology and advanced

materials. As part of the arrangement, Sandvik

AB will acquire 40% of the shares in Carpenter
Powder Products AB and Carpenter Technol-
ogy Corporation will acquire 40% of the shares
in Sandvik Powdermet AB. Carpenter Powder
Products AB manufactures high-alloy powder
and is already one of Sandvik Powdermet AB’s
supplicrs. The partnership, which will also
provide the opportunity for strategic product
development collaboration, makes the combina-
tion of Sandvik and Carpenter Technology mto
a leading player in the powder technology area.

As of 1 October Gdran Westberg is appointed
Senior Vice President Human Resources and
member of Group Executive Management at
Sandvik AB. Goran Westberg also holds the
position as Executive Vice President Human
Resources within Sandvik Materials Technol-
ogy and has a background wichin Outokumpu,
Uddeholm, Ericsson, Spencer Stuart and Ko
Ferry. Peter Larson, who has been responsible for
Group HR, remains as Executive Vice president
and member of Group Executive Management
at Sandvik AB with responsibility for Group IT
and purchasing. Bo Severin, Sandvik’s General
Counsel since 2000, was also appointed member
of Group Executive Management at Sandvik AB
from 1 October 2010. As of 28 October 2010
Ola Salmén, Sandvik’s CFO, is appointed Execu-
tive Vice President of Sandvik AB.

The Board of Directors has decided that the 2011
Annual General Meeting will be held in Sandviken

on 3 May 2011 at 5:00 p.m. The notice to con-
vene the AGM will be made in the usual manner.

THIRD QUARTER 2010




The Parent Company’s invoicing for the third
quarter of 2010 amounted to SEK 3,917 M
(2,700} and the operating result was SEK -13 M
(-362). For the period January-Seprember

2010, mvoicing amounted to SEK 12,754 M
(9,632) and the operating result was SEK 283 M
{(-1.815}. The operating result was positively
impacted by an improved market climate with
subsequent increased sales and production
volumes. An additional contributing factor

THIRD GUARTER 2010

was positive metal price effects and, compared
with 2009, the absence of costs for restructur-
ing programs. Income from shares in Group
companies consists primarily of dividends from
these and amounted to SEK 203 M (3.676) after

the third quarter. Interest-bearing labilities, less

cash and cash equivalents and interest-bearing
assets, amounted to SEK 13,170 M (11,319 at
31 December 2009). Investments in fixed assets
amounted to SEK 845 M (800).

A further part payment was made during the
quarter relating to the acquisition of Wolfram,
which had a negative impacr of SEK 230 M on

cash flow afrer investments. Seco Tools acquired
the French company AOB during the third quar-

ter.

Acquisitions during the most recent 18-month period

Business area Company/unit

Sér‘mdvikr;ln—éyolﬂihg' e

Seco Tools AOB, France

- Wolfram, Austria

Closing  Annual revenue  No. of
date SEKM  employees

28 May 09 1800 274
23 July 10 40 37

No divestments were made during the most recent 18-month period.

This inrerim report was prepared in accordance

seith TERS, applving [AS 34, Interim Financial

Reporting, The same aceounring and valua-

tion policies wore applicd as in the most recent
annual reporn, New standards and interpreta-
tions citective from | January 2010 have not
nad any significant impact on Sandvik’s financial
starements.

The phrase “Minority interest™ has been
changed in the financial statements to the new
designarion “Non-controlling interest” accord-
ing to revised IFRS 3 Business Combinations
and amended IAS 27 Consolidared and Separate

Financial Statements.

Sandvik is a global group represented in 130

countries and i3 as such exposed to a number of

commerciat and firancial risks. Accordingly, risk
ANAGEMENt IS AN IMPorLant process for Sandvik
in s work 10 achieve established targets, Eificient
rick management is an ongoing process conducred
within the framework of business control, and
i part of the ongoing review of operations and

forward-looking assessment of operations.

From 2010, Sandvik recognizes cash flows
related to investments in rental machinery and
sales of these as cash flows from operating activi-
ties. In the past, these cash flows were recognized
as a component in investing activities. Compara-
tive periods have been adjusted to comply with
the new presentation. This change only affects
the cash-flow statement.

The interim report for the Parent Company
was prepared in accordance with the Annual
Accounts Act and Securiries Marker Act, which
is in line with standard RFR 2.3 Reporting by
a legal entity, issued by the Swedish Financial
Reporting Board.

Sandvik’s future risk exposure is assumed not
to deviate from the inherent exposure associated
with Sandvik’s ongoing business operations. The
dramatic developments in the global economy
in 2008 and 2009 have caused a higher level of
general uncertainty, which remains to a certain
extent in 2010. For a more in-depth analysis of
risks, refer to Sandvik's Annual Report for 2009,



Financial
The Group

INCOME STATEMENT

eports summary

THIRD QUARTER 2010

Q3 Q3 Change Q13 Q1-3  Change
SEK M 2010 2009 % 2010 2009 %
Revenue 20 241 16 578 +22 59378 53725 +11
Cost of sales and services -12.945 -12.473 +4 -37 897 -41 496 -9
Gross profit 7296 4105 +78 21 481 12 229 +76
% of revenues 36.0 248 362 228
Selling expenses -2 630 -2516 +5 -7 950 -8 315 -4
Administrative expenses -11238 -1 029 +20 -3 800 -3 754 +1
Research and development costs ~483 -406 +19 -1 539 -1 491 +3
Orher gperating income and expenses -413 -103 =292 -489 -40
Operating profit 2532 51 7900 -1820
% of revenues 125 0.3 13.3 -34
Financial net 412 -574 -28 <1242 -1.575 -21
Profit after financial items 2120 -523 6658 -3 395
% of revenues 105 -32 11.2 -6.3
Income tax -560 343 -1.901 901
Profit for the period 1560 -180 4 757 -2 494
% of revenues 7.7 -1.1 8.0 -4.6
Other comprehensive income
Foreign currency teanslation differences -2026. -2190 -2 476 -1233
Cash-flow hedges 475 186 521 543
Tax related to other comprehensive income -125 -49 <137 -143
Other comprehensive income for the period. -1 676 -2 053 -2092 -833
net after tax
Total comprehensive income for the period -116 -2233 2 665 -3 327
Profit for the period atrributable to:
Owners of the parent 1575 -181 4 540 -2522
MNon-controfling interests 15 1 217 28
Total compreheansive income ateributable to:
Crwners of the parent -5 -2 194 2520 -3 314
Non-controlling interests 54 -39 145 -13
Earnings per share, before ditution, SEK 1.33 -0.15 383 -2.13
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The Group
BALANCE SHEET

30 Sept 30 Sept Change 31 Dec
SEK M 2010 2009 % 2009
Intangible assets 13138 13882 -5 14137
Property, plant and equipment 24 749 26713 -7 26 519
Financial assets 6121 5592 +9 5698
Inventories 20 565 21539 -5 19 842
Current receivables 18 864 18 882 0 17 873
Cash and cash equivalents 4 642 8040 -42 7 506
Total assets 88 079 94 648 -7 91575
Total equity 31428 29 472 +7 29 957
Naon-current interest-bearing liabilities 28 405 30859 -8 31 807
Non-current non-interest-bearing liabilities 5787 5457 +6 5507
Current interest-bearing liabilities 2616 11 891 -78 7574
Current non-interest-bearing liabilities 19 843 16 969 +17 16730
Total equity and liabilities 88 079 94 648 -7 91575
Net working capital® 20 259 24 047 -16 22 122
Loans 28 295 39823 -29 36 388
Net debt** 24 909 33235 -25 30342
Non-controlling interests in total equity 1.107 935 +18 970

* Inventories plus trade receivables excl. prepaid income taxes, reduced by non-interest-bearing liabilities excl. tax liabilities.
#* Current and non-current interest-bearing liabilities including net provisions for pensions, less cash and cash equivalents.

CHANGE IN TOTAL EQUITY

Equity related o Non-controlling Teostal
SEK M owners of the parent nterest aguity
Opening equity, 1 January 2009 35588 1137 36725
Total comprehensive income for the period -2 864 22 -2 842
Dividends -3737 -189 -3926
Closing equity, 31 December 2009 28987 970 29 957
Opening equity, 1 January 2010 28 987 970 29 957
Total comprehensive income for the period 2520 145 2 665
Acquisition of non-controlling interests - -7 -7
Dividends -1.186 -1 -1.187
Closing equity, 30 September 2010 30 321 1107 31428
Opening equity. 1 january 2009 35 588 1137 36725
Total comprehensive income for the period -3 314 -13 -3 327
Dividends -3737 189 -3 926
Closing equity, 30 September 2009 28537 935 29472
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The Group

CASH-FLOW STATEMENT

SN O K

THIRD QUARTER 2010

Q3 Q3 Q13 Q1-3
SEK M 2010 2009 2010 2009
Cash flow from operating activities
Income after financial income and expenses +2120 -523 +6 658 -3 395
Adjustment for depreciation, amortization and impairment losses +993 +982 +2 998 +3 318
Adjustment for items that do not require the use of cash etc. +61 +227 -61 +233
Income tax paid =232 -381 -983 -1.068
Cash flow from operating activities before changes in working capital +2 942 +305 +8 612 -912
Changes in working capital
Change in inventories -634 +2 254 -1718 +7 347
Change in operating receivables +450 +701 -2 058 +5 362
Change in operating liabilities +1 210 +370 +4 047 -3 493
Cash flow from operating activities +1 026 +3 325 +271 +9 216
Investments in rental equipment -30 -140 -130 -524
Divestments of rental equipment +40 +31 +138 +129
Cash flow from operations +3 978 +3 521 +8 891 +7 909
Cash flow from investing activities
Acquisitions of companies and shares, net of cash acquired -258 -491 -726 -1 542
Acquisitions of property. plant and equipment -873 -829 -2079 -3425
Proceeds from sale of companies and shares, net of cash disposed of 0 0 +48
Proceeds from sale of property, plant and equipment +39 +82 +163 +128
Cash flow from investing activities -1092 -1 238 -2 642 -4 791
Net cash flow after investing activities +2 886 +21283 +6 249 +3118
Cash flow from financing activities
Change in interest bearing debt -2370 -484 -7 802 +2 053
Closure of interest swap and currency hedge +419 +1 843
Dividends paid -1 -1187 -3926
Cash flow from financing activities -2 370 -66 -8 989 -30
Cash flow for the period +516 +2217 -2 740 +3 088
Cash and cash equivalents at beginning of the period +4 330 6023 +7 506 4998
Exchange-rate differences in cash and cash equivalents -204 -200 ~124 -46
Cash and cash equivalents at the end of the period 4 642 8 040 +4 642 8 040
KEY FIGURES Q3 Q3 Full-year
2010 2009 2009
No. of shares outstanding at end of period ('000) V 1186287 1186287 1186287
Average no. of shares {'000) 1186287 1186287 1186287
Tax rate, % 264 65.7 25.2
Return on capital employed. % 129 13 -1.3
Return on total equity, % ¥ 15.2 -4.0 -79
Return on total capital, % 9.5 1.0 -1.0
Shareholders’ equity per share, SEK 25.60 24.10 24.40
Net debt/equity ratio 0.8 11 1.0
Equity/assets ratio, % 36 3 33
Net working capital, % 27 40 32
Earnings per share, SEK 133 -0.15 -2.24
Cash flow from operating activities, SEK M +3 978 +3 521 +11792
Number of employees 46224 44960 44 355

1) After dilution.
2) Rolling 12 months.
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The parent company

INCOME STATEMENT

THIRD QUARTER 2010

Q3 Q3 Change Q1-3 -3 Change
SEK M 2010 2009 % 2010 2009 %
Revenue 3917 2700 +45 12754 9632 +32
Cost of sales and services -3 079 -2330 +32 -9558 -8 999 +6
Gross profit 838 370 +126 319% 633 +405
Selling expenses -140 -115 +22 -412 -402 +2
Administrative expenses -629 -519 +21 -1 955 -1778 +10
Research and development costs -214 -186 +15 -668 -658 +2
Other operating income and expenses 132 28 +50 122 390 -69
Operating profit -13 -362 - 283 -1 815 -
Income from shares in group companies 141 48 +194 203 3676 -
Income from shares in associated companies - - - 5 2 +150
Interest income and similar items 413 306 +35 452 589 +11
Interest expenses and similar items -361 -333 +8 -1034 -1199 -14
Profit after financial items 180 -341 - 109 1253 -
Appropriations - - - - - -
Income tax expense -236 746 - -235 614 -
Profit for the period -56 405 - -126 1867 -
BALANCE SHEET
30 Sep 30 Sep Change 31 Dec
SEK M 2610 2009 % 2009
Intangible assets 24 17 +41 17
Property, plant and equipment 6 870 6802 +1 6622
Financial assets 15922 15525 +3 15 489
Inventories 3775 3755 +1 3310
Current receivables 20333 19 030 +7 22269
Cash and cash equivalents 10 13 -23 9
Total assets 46 934 45142 +4 47 716
Total equity 13287 12211 +% 14 607
Untaxed reserves 4 12 -67 4
Provisions 230 273 -16 215
Non-current interest-bearing liabilities 17 069 17 986 -5 19079
MNon-current non-interest-bearing liabilities 18 51 -65 22
Current interest-bearing liabilities 11335 10 635 +7 9 686
Current non-interest-bearing liabilities 4991 3974 +26 4103
Total equity and liabilities 46 934 45142 +4 47 716
Pledged assets - - - -
Contingent liabilities 11893 17818 -33 17778
interest-bearing liabilities and provisions minus cash
and cash equivalents and interest-bearing assets 13170 13876 -5 11319
investments in fixed assets 845 800 +6 910
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Market Overview and Key Figures

The Group

ORDER INTAKEOCH INVOICED SALES PER MARKET AREA

Q3 2010
The Group

Order intake Change™ Share invoiced sales Change*  Share
Market area SEKM % % % SEK M % %
Europe 7 226 +36  +36 34 7202 +20 37
NAFTA 3497 +46  +46 16 3535 +35 17
South America 1506 12 +26 7 1431 +27 7
Africa/Middle East 2 452 10 +25 11 2124 +30 10
Asia 4790 +44  +32 22 3892 +32 19
Australia 2052 +18 _+18 10 2057 -5 10
Total 21523 +23  +30 100 20 241 +21 100
Sandvik Tooling
Europe 3020 +43 +43 51 3009 +41 51
NAFTA 1153 +42 +42 19 1133 +41 19
South America 309 +35 +35 5 300 +37 5
Africa/Middle East 104 +31 +31 2 122 +62 2
Asia 1335 +43  +43 22 1327 +47 22
Australia 77 +8 +8 1 75 +6 1
Total 5998 +39  +39 100 5 966 +39 100
Sandvik Mining and Construction
Europe 1431 +34  +34 16 1474 -12 17
NAFTA 1158 +43  +43 13 1178 +20 14
South America 954 24 426 10 907 +27 10
Africa/Middle East 2271 9 +32 25 1891 +29 22
Asia 1677 +28 +28 18 1537 +24 18
Australia 1672 +21 21 18 1689 -6 19
Total 9163 +8 +28 100 8 676 +8 100
Sandvik Materials Technology
Europe 1945 +27 +27 40 1908 +23 45
NAFTA 934 +56  +56 19 987 +49 24
South America 156 +3 +3 3 130 -3 3
Africa/Middle East 54 -53 -53 1 g8 +82 2
Asia 1525 +67  +22 31 785 +24 19
Australia 282 +7 +7 [ 272 +2 7
Total 4 896 +35 +23 100 4170 +25 100

* At fixed exchange rates for comparable units.
1) Excluding major orders.
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TERMS AND CONDITIONS OF THE NOTES

The following is the text of the terms and conditions which. as supplemented, amended and/or replaced by
the relevant Final Terms, will be endorsed on each Note in definitive form issued under the Programme. The
terms and conditions applicable to any Note in global form will differ from those terms and conditions which
would apply to the Note were it in definitive form to the extent described under “Summary of Provisions
Relating to the Notes while in Global Form™ below.

(a)

(b)

(¢)

(d)

(e)

(H

Introduction

Programme: Sandvik AB (publ) (the “Issuer™) has established a Euro Medium Term Note Programme
(the “Programme™) for the issuance of up to €3,000,000,000 in aggregate principal amount of notes
(the “Notes™).

Final Terms: Notes issued under the Programme are issued in series (each a “Series™) and each Series
may comprise one or more tranches (each a “Tranche™) of Notes. Each Tranche is the subject of a
final terms (the “Final Terms®) which supplements these terms and conditions (the “Conditions").
The terms and conditions applicable to any particular Tranche of Notes are these Conditions as
supplemented, amended and/or replaced by the relevant Final Terms. In the event of any
inconsistency between these Conditions and the relevant Final Terms, the relevant Final Terms shall
prevail.

Agency Agreement: The Bearer Notes and the Registered Notes are the subject of an issue and paying
agency agreement dated 13 February 2009 (the “Agency Agreement™) between the Issuer, Citibank
N.A.. London Branch as fiscal agent (the “Fiscal Agent", which expression includes any successor
fiscal agent appointed from time to time in connection with the Notes), Citibank N.A., London Branch
as registrar, and the paying agents named therein (together with the Fiscal Agent, the “Paying
Agents”, which expression includes any successor or additional paying agents appointed from time
to time in connection with the Notes) and the transfer agents named therein (together with the
Registrar, the “Transfer Agents™, which expression includes any successor or additional transfer
agents appointed from time to time in connection with the Notes). In these Conditions, references to
the “Agents™ are to the Paying Agents and the Transfer Agents and any reference to an “Agent™ is to
any one of them.

Swedish Agency Agreement: The Swedish Registered Notes are the subject of an agreement between
the Issuer and the Swedish Issuing and Paying Agent to be entered into by the Issuer on or prior to
the date the first Swedish Registered Notes are issued, pursuant to which the Issuer will appoint the
Swedish Issuing and Paying Agent (the “Swedish Agency Agreement”), The Issuer will furthermore
enter into agreements with Euroclear Sweden, applicable to a relevant issue of Swedish Registered
Notes. which will set out the terms and conditions for connecting any Swedish Registered Notes to
the Swedish clearing and settlement system maintained by Euroclear Sweden (each a “Euroclear
Sweden Agreement').

Deed of Covenant: The Notes may be issued in bearer form (“Bearer Notes™), in registered form
(“Registered Notes™) or in registered form in accordance with the SFIA Act (“Swedish Registered
Notes”). The Registered Notes are constituied by a deed of covenant dated 13 February 2009 (the
“Deed of Covenant) entered into by the Issuer.

The Notes: All subsequent references in these Conditions to “Notes” are to the Notes which are the
subject of the relevant Final Terms. Copies of the relevant Final Terms are available for viewing at
the Specified Office of the Fiscal Agent, the initial Specified Office of which is set out below, and at
www.londonstockexchange.com.

Summaries: Certain provisions of these Conditions are a summary of the Agency Agreement, the
Swedish Agency Agreement and the Deed of Covenant and are subject to their detailed provisions.
The holders of the Notes {the “Noteholders™) and the holders of the related interest coupons, if any,
(the “Couponholders” and the “Coupons®, respectively) are bound by, and are deemed to have
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(@)

notice of, all the provisions of the Agency Agreement, the Swedish Agency Agreement and the Deed
of Covenant applicable to them. Copies of the Agency Agreement and the Deed of Covenant are
available for inspection by Noteholders during normal business hours at the Specified Offices of each
of the Paying Agents, the initial Specified Offices of which are set out below. A copy of the Swedish
Agency Agreement will be available for inspection by Noteholders during normal business hours at
the Specified Office of the Swedish Issuing and Paying Agent.

Interpretation
Definitions: In these Conditions the following expressions have the following meanings:
“Acecrual Yield has the meaning given in the relevant Final Terms;

“Additional Business Centre(s)* means the city or cities specified as such in the relevant Final
Terms;

“Additional Financial Centre(s)* means the city or cities specified as such in the relevant Final
Terms;

“Business Day™ means:

(1) in relation to any sum payable in euro, a TARGET Settlement Day and a day on which
commercial banks and foreign exchange markets settle payments generally in each (if any)
Additional Business Centre;

(ii)  inrelation to any sum payable in a currency other than euro, a day on which commercial banks
and foreign exchange markets settle payments generally in London, in the Principal Financial
Centre of the relevant currency and in each (if any) Additional Business Centre; and

(iii) in relation to Swedish Registered Notes, the meaning ascribed to such term by the then
applicable rules and procedures of Euroclear Sweden.

“Business Day Convention®, in relation to any particular date, has the meaning given in the relevant
Final Terms and, if so specified in the relevant Final Terms, may have different meanings in relation
to different dates and, in this context, the following expressions shall have the following meanings:

(i)  “Following Business Day Convention™ means that the relevant date shall be postponed to the
first following day that is a Business Day;

(i)  “Modified Following Business Day Convention* or “Modified Business Day Convention®
means that the relevant date shall be postponed to the first following day that is a Business Day
unless that day falls in the next calendar month in which case that date will be the first
preceding day that is a Business Day;

(iii)  “Preceding Business Day Convention* means that the relevant date shall be brought forward
to the first preceding day that is a Business Day;

(iv) “FRN Convention“, “Floating Rate Convention” or “Eurodollar Convention means that
each relevant date shall be the date which numerically corresponds to the preceding such date
in the calendar month which is the number of months specified in the relevant Final Terms as
the Specified Period after the calendar month in which the preceding such date occurred
provided, however, that:

(A) if there is no such numerically corresponding day in the calendar month in which any
such date should occur, then such date will be the last day which is a Business Day in
that calendar month;

(B) if any such date would otherwise fall on a day which is not a Business Day, then such
date will be the first following day which is a Business Day unless that day falls in the



next calendar month, in which case it will be the first preceding day which is a Business
Day; and

(C)  if the preceding such date occurred on the last day in a calendar month which was a
Business Day, then all subsequent such dates will be the last day which is a Business
Day in the calendar month which is the specified number of months afier the calendar
month in which the preceding such date occurred; and

(v)  “No Adjustment” means that the relevant date shall not be adjusted in accordance with any
Business Day Convention;

“Calculation Agent” means the Fiscal Agent or such other Person specified in the relevant Final
Terms as the party responsible for calculating the Rate(s) of Interest and Interest Amount(s) and/or
such other amount(s) as may be specified in the relevant Final Terms;

“Calculation Amount” has the meaning given in the relevant Final Terms;
“Coupon Sheet” means, in respect of a Note, a coupon sheet relating to the Note;

“Day Count Fraction™ means, in respect of the calculation of an amount for any period of time (the
“Calculation Period*), such day count fraction as may be specified in these Conditions or the
relevant Final Terms and:

(1) if “Actual/Actual (ICMA)“ 15 so specified, means:

(a)  where the Calculation Period is equal to or shorter than the Regular Period during which
it falls, the actual number of days in the Calculation Period divided by the product of (1)
the actual number of days in such Regular Period and (2) the number of Regular Periods
in any year: and

(b)  where the Calculation Period is longer than one Regular Period, the sum of:

(A)  the actual number of days in such Calculation Period falling in the Regular Period
in which it begins divided by the product of (1) the actual number of days in such
Regular Period and (2) the number of Regular Periods in any year; and

(B)  the actual number of days in such Calculation Period falling in the next Regular
Period divided by the product of (a) the actual number of days in such Regular
Period and (2) the number of Regular Periods in any year;

(i) if “Actual/Actual (ISDA)* is so specified, means the actual number of days in the Calculation
Period divided by 365 (or, if any portion of the Calculation Period falls in a leap year, the sum
of (A) the actual number of days in that portion of the Calculation Period falling in a leap year
divided by 366 and (B) the actual number of days in that portion of the Calculation Period
falling in a non-leap year divided by 365);

(iiy it “Actual/365 (Fixed)" is so specified, means the actual number of days in the Calculation
Period divided by 365;

(iv) if “Actual/360“ is so specified, means the actual number of days in the Calculation Period
divided by 360;

(v) 1f *30/360" is so specified, the number of days in the Calculation Period divided by 360,
calculated on a formula basis as follows

Day Count Fraction = [360 X (Y?_ -Y‘ )+ [30 x (1W2 ‘JVI])}-*- (D'_) -Dy)

360
where:

“Y " is the year, expressed as a number, in which the tirst day of the Calculation Period falls;
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(vi)

(vii)

“Y,” is the year, expressed as a number, in which the day immediately following the last day
included in the Calculation Period falls;

“M;" is the calendar month, expressed as a number, in which the first day of the Calculation
Period falls;
“M," is the calendar month, expressed as number, in which the day immediately following the

last day included in the Calculation Period falls;

“Dy” is the first calendar day, expressed as a number, of the Calculation Period, unless such
number would be 31, in which case Dy will be 30; and

“Dy” is the calendar day, expressed as a number. immediately following the last day included
in the Calculation Period, unless such number would be 31 and Dy is greater than 29, in which
case D, will be 307;

if “30E/360” or “Eurobond Basis” is so specified, the number of days in the Calculation
Period divided by 360, calculated on a formula basis as follows:

[360 X (Y5 Y] + [30 X (M5 -M )]+ (D5 -Dy)
360

Day Count Fraction =

where:
“Y " is the year, expressed as a number, in which the first day of the Calculation Period falls;

Y, is the year, expressed as a number, in which the day immediately following the last day
included in the Calculation Period falls;

“My” is the calendar month, expressed as a number, in which the {irst day of the Calculation
Period falls;

“M," is the calendar month, expressed as a number, in which the day immediately following
the last day included in the Calculation Period falls;

“Dy” is the first calendar day, expressed as a number, of the Calculation Period, unless such
number would be 31, in which case Dy will be 30; and

“Dy” is the calendar day, expressed as a number, immediately following the last day included
in the Calculation Period, unless such number would be 31, in which case D» will be 30; and

if “30E/360 (ISDA)” is so specified, the number of days in the Calculation Period divided by
360, calculated on a formula basis as follows:

[360 x (Vo -¥ )] + [30 x (M5 -M )]+ (D5 -Dy)

Day Count Fraction =
360
where:

“Y " is the year, expressed as a number, in which the first day of the Calculation Period falls;

“Y,” is the year, expressed as a number, in which the day immediately following the last day
included in the Calculation Period falls;

“Mj” is the calendar month, expressed as a number, in which the first day of the Calculation
Period falls;

“M," is the calendar month, expressed as a number, in which the day immediately following
the last day included i the Calculation Period falls;

“Dy” is the first calendar day, expressed as a number, of the Calculation Period, unless (i) that
day is the last day of February or (ii) such number would be 31, in which case Dy will be 30;
and



"Dy is the calendar day, expressed as a number, immediately following the last day included
in the Calculation Period, uniess (i) that day is the last day of February but not the Maturity
Date or (ii) such number would be 31, in which case D> will be 30,

provided, however, that in each such case the number of days in the Calculation Period is calculated
from and including the first day of the Calculation Period to but excluding the last day of the
Calculation Period;

“Early Redemption Amount (Tax)* means, in respect of any Note, its principal amount or such other
amount as may be specified in, or determined in accordance with, the relevant Final Terms:

“Early Termination Amount” means, in respect of any Note, its principal amount or such other
amount as may be specified in, or determined in accordance with, these Conditions or the relevant
Final Terms;

“Extraordinary Resolution™ has the meaning given in the Agency Agreement;

“Final Redemption Amount” means, in respect of any Note, its principal amount or such other
amount as may be specified in, or determined in accordance with, the relevant Final Terms;

“First Interest Payment Date™ means the date specified in the relevant Final Terms;
“Fixed Coupon Amount™ has the meaning given in the relevant Final Terms;

“Guarantee” means, in relation to any Indebtedness of any Person, any obligation of another Person
to pay such Indebtedness including (without limitation):

(1) any obligation to purchase such Indebtedness;

(i)  any obligation to lend money, to purchase or subscribe shares or other securities or to purchase
assets or services in order to provide funds for the payment of such Indebtedness;

(ii))  any indemnity against the consequences of a default in the payment of such Indebtedness; and
(iv)  any other agreement to be responsible for such Indebtedness;

“Holder”, in the case of Bearer Notes. has the meaning given in Condition 3(b) (Form,
Denomination, Title and Transfer - Title to Bearer Notes), in the case of Registered Notes, has the
meaning given in Condition 3(d) (Form, Denomination, Title and Transfer - Title to Registered Notes)
and, in the case of Swedish Registered Notes, has the meaning given in Condition 3 (e) (Form,
Denomination, Title and Transfer - Title to Swedish Registered Notes),

“Indebtedness™ means any indebtedness of any Person for money borrowed or raised including
(without limitation) any indebtedness for or in respect of’

(1) amounts raised by acceptance under any acceptance credit facility;
(i)  amounts raised under any note purchase facility;

(ii1)  the amount of any liability in respect of leases or hire purchase contracts which would, in
accordance with applicable law and generally accepted accounting principles, be treated as
finance or capital leases;

(iv)  the amount of any liability in respect of any purchase price for assets or services the payment
of which is deferred for a period in excess of 60 days; and
(v)  amounts raised under any other transaction (including, without limitation, any forward sale or

purchase agreement) having the commercial effect of a borrowing;

“Interest Amount" means, in relation to a Note and an Interest Period, the amount of interest payable
in respect of that Note for that Interest Period;



“Interest Commencement Date” means the Issue Date of the Notes or such other date as may be
speciiied as the Interest Commencement Date in the relevant Final Terms;

“Interest Determination Date* has the meaning given in the relevant Final Terms;

“Interest Payment Date” means the First Interest Payment Date and any other date or dates specified
as such in, or determined in accordance with the provisions of, the relevant Final Terms and, if a
Business Day Convention is specified in the relevant Final Terms:

(1)  as the same may be adjusted in accordance with the relevant Business Day Convention; or

(iiy if the Business Day Convention is the FRN Convention, Floating Rate Convention or
Eurodollar Convention and an interval of a number of calendar months is specified in the
relevant Final Terms as being the Specified Period, each of such dates as may occur in
accordance with the FRN Convention, Floating Rate Convention or Eurodollar Convention at
such Specified Period of calendar months following the Interest Commencement Date (in the
case of the first Interest Payment Date) or the previous Interest Payment Date (in any other
case);

“Interest Period™ means each period beginning on (and including) the Interest Commencement Date
or any Interest Payment Date and ending on (but excluding) the next Interest Payment Date:

“ISDA Definitions” means the 2006 ISDA Definitions (as amended and updated as at the date of
issue of the first Tranche of the Notes of the relevant Series (as specified in the relevant Final Terms)
as published by the International Swaps and Derivatives Association, Inc.);

“Issue Date™ has the meaning given in the relevant Final Terms;

“Margin® has the meaning given in the relevant Final Terms;

“Maturity Date” has the meaning given in the relevant Final Terms;

“Maximum Redemption Amount” has the meaning given in the relevant Final Terms;
“Minimum Redemption Amount™ has the meaning given in the relevant Final Terms;

“Noteholder”. in the case of Bearer Notes, has the meaning given in Condition 3(b) (Form,
Denomination, Title and Transfer - Title to Bearer Notes) and, 1n the case of Registered Notes, has the
meaning given in Condition 3(d) (Form, Denomination, Title and Transfer - Title to Registered
Notes);

“Optional Redemption Amount (Call)* means, in respect of any Note, its principal amount or such
other amount as may be specified in, or determined in accordance with, the relevant Final Terms;

“Optional Redemption Amount (Put)” means, in respect of any Note, its principal amount or such
other amount as may be specified in, or determined in accordance with, the relevant Final Terms;

“QOptional Redemption Date (Call)* has the meaning given in the relevant Final Terms;
“Optional Redemption Date (Put)" has the meaning given in the relevant Final Terms;

Participating Member State” means a Member State of the European Communities which adopts
the euro as its lawful currency in accordance with the Treaty;

“Payment Business Day" means:
(1)  if the currency of payment 1s euro, any day which is:

(A) aday on which banks in the relevant place of presentation are open for presentation and
payment of bearer debt securities and for dealings in foreign currencies; and
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(B)  in the case ol payment by transfer to an account, a TARGET Setilement Day and a day
on which dealings in foreign currencies may be carried on in each (i any) Additional
Financial Centre; or

(i1)  if the currency of payment is not euro, any day which is:

(A} aday on which banks in the relevant place of presentation are open for presentation and
payment of bearer debt securities and for dealings in foreign currencies; and

{B) in the case of payment by transfer to an account, a day on which dealings in foreign
currencies may be carried on in the Principal Financial Centre of the currency of
payment and in each (if any) Additional Financial Centre;

“Person™ means any individual, company, corporation, firm, partnership, joint venture, association,
organisation, state or agency of a state or other entity, whether or not having separate legal
personality;

“Principal Financial Centre” means, in relation to any currency, the principal financial centre for
that currency provided, however, that:

(ifl) m relation to euro, it means the principal linancial centre of such Member State of the
European Communities as is selected (in the case of a payment) by the payee or (in the case of
a calculation) by the Calculation Agent; and

(iv)  in relation to Australian dollars, it means either Sydney or Melbourne and, in relation to New
Zealand dollars, it means either Wellington or Auckland; in each case as is selected (in the case
of'a payment) by the payee or (in the case of a calculation) by the Calculation Agent;

“Principal Subsidiary™ means at any time, any Subsidiary whose total assets, consolidated in the
case of a Subsidiary which itself has subsidiaries (to the extent attributable to the consolidated total
assets of the Group), as shown by its latest audited balance sheet, represent ten per cent. or more of
the consolidated total assets of the Group, as shown by the latest published audited consolidated
balance sheet of the Group;

“Put Option Netice™ means a notice which must be delivered to a Paying Agent by any Noteholder
wanting to exercise a right to redeem a Note at the option of the Noteholder;

“Put Option Receipt™ means a receipt issued by a Paying Agent to a depositing Noteholder upon
deposit of a Note with such Paying Agent by any Noteholder wanting to exercise a right to redeem a
Note at the option of the Noteholder;

“Rate of Interest” means the rate or rates (expressed as a percentage per annum) of interest payable
in respect of the Notes specified in the relevant Final Terms or calculated or determined in accordance
with the provisions of these Conditions and/or the relevant Final Terms;

“Redemption Amount” means, as appropriate, the Final Redemption Amount, the Early Redemption
Amount (Tax), the Optional Redemption Amount (Call), the Optional Redemption Amount (Put), the
Early Termination Amount or such other amount in the nature of a redemption amount as may be
specified in, or determined in accordance with the provisions of, the relevant Final Terms;

“Reference Banks' has the meaning given in the relevant Final Terms or, if none. four major banks
selected by the Calculation Agent in the market that is most closely connected with the Reference
Rate;

“Reference Price” has the meaning given in the relevant Final Terms;
“Reference Rate™ has the meaning given in the relevant Final Terms;

“Registrar® means, in relation to any series of Registered Notes, Citibank N.A. London Branch
{which includes any successor registrar appointed from time to time in connection with the Registered
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Notes) or in respect of any Series of Swedish Registered Notes, Euroclear Sweden in accordance with
the SFIA Act;

“Regular Period™ means:

{1 in the case of Notes where interest is scheduled to be paid only by means of regular payments,
each period from and including the Interest Commencement Date to but excluding the first
Interest Payment Date and each successive period from and including one Interest Payment
Date to but excluding the next Interest Payment Date;

(11} in the case of Notes where, apart from the first Interest Period, interest is scheduled 10 be paid
only by means of regular payments, each period from and including a Regular Date falling in
any year to but excluding the next Regular Date, where “Regular Date means the day and
month (but not the year) on which any Interest Payment Date falls; and

(1) in the case of Notes where, apart from one Interest Period other than the first Interest Period,
mterest is scheduled to be paid only by means of regular payments. each period from and
including a Regular Date falling in any year to but excluding the next Regular Date, where
“Regular Date means the day and month (but not the year) on which any Interest Payment
Date falls other than the Interest Payment Date falling at the end of the irregular Interest Period.

“Relevant Date” means, in relation to any payment, whichever is the later of (a) the date on which
the payment in question first becomes due and (b} if the full amount payable has not been received in
the Principal Financial Centre of the currency of payment by the Fiscal Agent or in respect of Swedish
Registered Notes, by the Swedish Issuing and Paying Agent, on or prior to such due date, the date on
which (the full amount having been so received) notice to that effect has been given to the
Noteholders;

“Relevant Financial Centre” has the meaning given in the relevani Final Terms;

“Relevant Indebtedness™ means any Indebtedness which is in the form of or represented by any
bond, note, debenture. debenture stock, loan stock, certificate or other debt securities which is. or is
capable of being, listed, quoted or traded on any stock exchange or in any securities market
(including, without limitation, any over-the-counter market);

“Relevant Screen Page” means the page, section or other part of a particular information service
(including, without limitation, Reuters) specified as the Relevant Screen Page in the relevant Final
Terms, or such other page, section or other part as may replace it on that information service or such
other information service, in each case, as may be nominated by the Person providing or sponsoring
the information appearing there for the purpose of displaying rates or prices comparable to the
Reference Rate;

“Relevant Time" has the meaning given in the relevant Final Terms;

“Reserved Matter” means any proposal to change any date fixed for payment of principal or mterest
in respect of the Notes. to reduce the amount of principal or interest payable on any date in respect of
the Notes, to alter the method of calculating the amount of any payment in respect of the Notes or the
date for any such payment, to change the currency of any payment under the Notes or to change the
quorum requirements relating to meetings or the majority required to pass an Extraordinary
Resolution;

“Security Interest* means any mortgage, charge, pledge, lien or other security interest including,
without limitation, anything analogous to any of the foregoing under the laws of any jurisdiction;

“SFIA Act* means the Swedish Financial Instruments Accounts Act (Sw. lag (1998:1479) om
kontofGring av finansiella instrument) as amended;

“Specified Currency™ has the meaning given in the relevant Final Terms:

“Specified Denomination(s)" has the meaning given in the relevant Final Terms:
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(b)

“Specified Office™ has the meaning given in the Agency Agreement or in relation to Swedish
Registered Notes, the Swedish Agency Agreement;

“Specified Period has the meaning given in the relevant Final Terms;

“Subsidiary” means a subsidiary company or corporation (the “First Company™) of another
company or corporation (the “Holding Company™), where

(1) the First Company is controlled, directly or indirectly. by the Holding Company;

(i) more than half the issued share capital of the First Company is beneficially owned, directly or
indirectly, by the Holding Company; or

(i)  the First Company is a subsidiary of another subsidiary of the Holding Company,

and, for the purpose of this definition, a company or corporation shall be treated as being controlled
by another if that other company or corporation is able to direct its affairs and/or to control the
composition of its board of directors or equivalent body;

“Talon** means a talon for further Coupons;

“TARGET2" means the Trans-European Automated Real-Time Gross Settlement Express Transfer
payment system which utilises a single shared platform and which was launched on 19 November
2007,

“TARGET Settlement Day" means any day on which TARGET2 is open for the settlement of
payments in euro;

“Treaty means the Treaty establishing the European Communities, as amended;

“Euroclear Sweden™ means the Swedish Central Securities Depositary and Clearing Organisation
Euroclear Sweden AB, incorporated in Sweden with Reg. No. 556112-8074;

“Euroclear Sweden Register means in respect of Swedish Registered Notes the computerised
register maintained by Euroclear Sweden for the Issuer consisting of accounts for the holders of
financial instruments registered pursuant to the SFIA Act; and

“Zero Coupon Note™ means a Note specified as such in the relevant Final Terms.
Interpretation: In these Conditions:

(1) if the Notes are Zero Coupon Notes, references to Coupons and Couponholders are not
applicable;

(i) if Talons are specified in the relevant Final Terms as being attached to the Notes at the time of
issue, references to Coupons shall be deemed to include references to Talons:

(i) if Talons are not specified in the relevant Final Terms as being attached to the Notes at the time
of issue, references to Talons are not applicable;

(iv)  any reference to principal shall be deemed to include the Redemption Amount, any additional
amounts in respect of principal which may be payable under Condition 13 (Taxarion), any
premium payable in respect of a Note and any other amount in the nature of principal payable
pursuant to these Conditions;

(v)  any reference to interest shall be deemed to include any additional amounts in respect of
interest which may be payable under Condition 13 (Zaxation) and any other amount in the
nature of interest payable pursuant to these Conditions;

(vi)  references 1o Notes being “outstanding” shall be construed in accordance with the Agency
Agreement or in respect of Swedish Registered Notes, the relevant Euroclear Sweden
Agreement or Swedish Agency Agreement;
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(s

(a)

(b)

(c)

(d)

(e)

(vii) if an expression is stated in Condition 2(a) to have the meaning given in the relevant Final
Terms, but the relevant Final Terms gives no such meaning or specifies that such expression is
“not applicable” then such expression is not applicable to the Notes;

(viil) as Swedish Registered Notes are in dematerialised form, any reference in those Conditions to
Receipts, Coupons and Talons shall not apply to Swedish Registered Notes; and

(ix) any reference to the Agency Agreement shall be construed as a reference to the Agency
Agreement as amended and/or supplemented up to and including the Issue Date of the Notes.

Form, Denomination, Title and Transfer

Bearer Notes: Bearer Notes are in the Specified Denomination(s) with Coupons and. if specified in
the relevant Final Terms, Talons attached at the time of issue and, in the case of Definitive Notes,
serially numbered, in the Specified Currency. In the case of a Series of Bearer Notes with more than
one Specified Denomination, Bearer Notes of one Specified Denomination will not be exchangeable
for Bearer Notes of another Specified Denomination.

Title to Bearer Notes: Title to Bearer Notes and the Coupons will pass by delivery. In the case of
Bearer Notes, “Helder* means the holder of such Bearer Note and “Noteholder* and
“Couponholder~ shall be construed accordingly.

Registered Notes and Swedish Registered Notes: Registered Notes and Swedish Registered Notes are
in the Specified Denomination(s), which may include a minimum denomination specified in the
relevant Final Terms and higher integral multiples of a smaller amount specified in the relevant Final
Terms.

Title 1o Registered Notes: The Registrar will maintain the register in accordance with the provisions
of the Agency Agreement. A certificate (each, a “Note Certificate™) will be issued to each Holder of
Registered Notes in respect of its registered holding. Each Note Certificate will be numbered serially
with an identifying number which will be recorded in the Register. In the case of Registered Notes,
“Holder* means the person in whose name such Registered Note is for the time being registered in
the Register (or, in the case of a joint holding, the first named thereof) and “Neteholder™ shall be
construed accordingly.

Title to Swedish Registered Notes: The holder of a Swedish Registered Note will be the person
appearing as such in the Euroclear Sweden Register. In the case of Swedish Registered Notes the term
“Holder" shall be construed accordingly. Where a nominee (Sw. fdrvaltare) in accordance with the
SFIA Act is so evidenced it shall be treated by the Issuer as the holder of the relevant Swedish
Registered Notes.

Ownership: The Holder of any Note or Coupon shall (except as otherwise required by law) be treated
as its absolute owner for all purposes (whether or not it is overdue and regardless of any notice of
ownership, trust or any other interest therein, any writing thereon or, in the case of Registered Notes,
on the Note Certificate relating thereto (other than the endorsed form of transfer) or any notice of any
previous loss or thelt thereof) and no Person shall be liable for so treating such Holder. No person
shall have any right Lo enforce any term or condition of any Note under the Contracts (Rights of Third
Parties) Act 1999. This Note may be a Fixed Rate Note, a Floating Rate Note, a Zero Coupon Note,
an Index Linked Interest Note, a Dual Currency Interest Note or a combination of any of the
foregoing, depending upon the Interest Basis shown in the applicable Final Terms.

Transfers of Registered Notes: Subject to paragraphs (i) (Closed periods) and (j) (Regulations
concerning transfers and registration) below, a Registered Note may be transferred upon surrender of
the relevant Note Certificate, with the endorsed form of transfer duly completed, at the Specified
Office of the Registrar or any Transfer Agent, together with such evidence as the Registrar or (as the
case may be) such Transfer Agent may reasonably require to prove the title of the transferor and the
authority of the individuals who have excecuted the form of transfer; provided, however, that a
Registered Note may not be transferred unless the principal amount of Registered Notes transferred
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(h)

(1)

(k)

and (where not all of the Registered Notes held by a Holder are being transferred) the principal
amount of the balance of Registered Notes not transferred are Specified Denominations. Where not
all the Registered Notes represented by the surrendered Note Certificate are the subject of the transfer,
a new Note Certificate in respect of the balance of the Registered Notes will be issued to the
transferor.

Transfers of Swedish Registered Notes: Title to Swedish Registered Notes will pass by transfer in the
register that the Issuer will procure to be kept by Euroclear Sweden on behalf of the Issuer. Where a
nominee is so evidenced it shall be treated as the holder of the relevant Swedish Registered Notes.

Registration and delivery of Note Certificates: Within five business days of the surrender of a Note
Certificate in accordance with paragraph (f) (Transfers of Registered Notes) above, the Registrar will
register the transfer in question and deliver a new Note Certificate of a like principal amount to the
Registered Notes transferred to each relevant Holder at its Specified Office or (as the case may be)
the Specified Office of any Transfer Agent or (at the request and risk of any such relevant Holder) by
uninsured first class mail (airmail if overseas) to the address specified for the purpose by such relevant
Holder. In this paragraph, “business day” means a day on which commercial banks are open f{or
general business (including dealings in foreign currencies) in the city where the Registrar or (as the
case may be) the relevant Transfer Agent has its Specified Office.

No charge: The transfer of a Registered Note will be effected without charge by or on behalf of the
Issuer or the Registrar or any Transfer Agent but against such indemnity as the Registrar or (as the
case may be) such Transfer Agent may require in respect of any tax or other duty of whatsoever nature
which may be levied or imposed in connection with such transfer. For the avoidance of doubt, the
provisions of this Condition 3(j) do not apply to Swedish Registered Notes.

Closed periods: Noteholders may not require transfers to be registered during the period of 15 days
ending on the due date for any payment of principal or interest in respect of the Registered Notes. No
Holder of Swedish Registered Notes may require the transfer of a Swedish Registered Note 10 be
registered during a period which is the equivalent of any such closed period pursuant to the then
applicable rules and procedures of Euroclear Sweden,

Regulations concerning transfers and registration: All transfers of Registered Notes and entries on
the Register are subject to the detailed regulations concerning the transfer of Registered Notes
scheduled to the Agency Agreement. The regulations may be changed by the Issuer with the prior
written approval of the Registrar. A copy of the current regulations will be mailed (free of charge) by
the Regstrar to any Noteholder who requests in writing a copy of such regulations. All transfers of
Swedish Registered Notes are subject to any cut-off dates applicable to such Swedish Registered
Notes and are subject to any other rules and procedures for the time being of Euroclear Sweden.
Euroclear Sweden’s rules and regulations may be downloaded from its website: hitp://www.ncsd.eu

Status

The Notes constitute direct, general and unconditional obligations of the lssuer which will at all times
rank pari passu among themselves and at least pari passu with all other present and future unsecured
obligations of the lssuer, save for such obligations as may be preferred by provisions of law that are
both mandatory and of general application.

Negative Pledge

So long as any Note remains outstanding, the Issuer shall not, and the lssuer shall procure that none
of its Principal Subsidiaries will, create or permit to subsist any Security Interest upon the whole or
any part of its present or future undertaking, assets or revenues (including uncalled capital) to secure
any Relevant Indebtedness of the Issuer or any of its Principal Subsidiaries or Guarantee of Relevant
Indebtedness of the Issuer or any of its Principal Subsidiaries without (a) at the same time or prior
thereto securing the Notes equally and rateably therewith or (b) providing such other security for the
Notes as may be approved by an Extraordinary Resolution of Noteholders provided that for the

35



6.

(@)

(b)

(d)

(a)

(b)

(©)

purposes of this Condition 5 (Negative Pledge) Principal Subsidiaries shall not include Seco Tools
AB.

Fixed Rate Note Provisions

Application: This Condition 6 (Fixed Rate Note Provisions) is applicable to the Notes only if the
Fixed Rate Note Provisions are specified in the relevant Final Terms as being applicable.

Accrual of interest: The Notes bear interest from the Interest Commencement Date at the Rate of
Interest payable in arrear on each Interest Payment Date, subject as provided in Condition 1]
(Pavments - Bearer Notes) and Condition 12 (Payments - Registered Notes). Each Note will cease to
bear interest from the due date for final redemption unless, upon due presentation, payment of the
Redemption Amount is improperly withheld or refused. in which case it will continue to bear interest
in accordance with this Condition 6 (as well after as before judgment) until whichever is the earlier
of (1) the day on which all sums due in respect of such Note up to that day are received by or on behalf
of the relevant Noteholder and (ii) the day which is five days after the Fiscal Agent has notified the
Noteholders that it has received all sums due in respect of the Notes up to such fifth day (except to
the extent that there is any subsequent default in payment).

Fixed Coupon Amount: The amount of interest payable in respect of each Note for any Interest Period
shall be the relevant Fixed Coupon Amount and, if the Notes are in more than one Specified
Denomination, shall be the relevant Fixed Coupon Amount in respect of the relevant Specified
Denomination.

Calculation of interest amount: The amount of interest payable in respect of each Note for any period
for which a Fixed Coupon Amount is not specified shall be calculated by applying the Rate of Interest
to the Calculation Amount. multiplying the product by the relevant Day Count Fraction, rounding the
resulting figure to the nearest sub-unit of the Specified Currency (half a sub-unit being rounded
upwards) and multiplying such rounded figure by a fraction equal to the Specified Denomination of’
such Note divided by the Calculation Amount. For this purpose a “sub-unit* means, in the case of
any currency other than euro, the lowest amount of such currency that is available as legal tender in
the country of such currency and, in the case of euro, means one cent.

Floating Rate Note and Index-Linked Interest Note Provisions

Application:  This Condition 7 (Floating Rate Note and Index-Linked Interest Note Provisions) is
applicable to the Notes only if the Floating Rate Note Provisions or the Index-Linked Interest Note
Provisions are specified in the relevant Final Terms as being applicable.

Accrual of interest: The Notes bear interest from the Interest Commencement Date at the Rate of
Interest payable in arrear on each Interest Payment Date, subject as provided in Condition 11
(Payments - Bearer Notes) and Condition 12 (Payments - Registered Notes). Each Note will cease to
bear interest from the due date for final redemption unless, upon due presentation, payment of the
Redemption Amount is improperly withheld or refused, in which case it will continue to bear interest
in accordance with this Condition (as well after as before judgment) until whichever is the earlier of
(1) the day on which all sums due in respect of such Note up to that day are received by or on behalf
of the relevant Noteholder and (ii) the day which is five days after the Fiscal Agent has notified the
Noteholders that it has received all sums due in respect of the Notes up to such fifth day (except to
the extent that there is any subsequent default in payment).

Screen Rate Determination: 1If Screen Rate Determination is specified in the relevant Final Terms as
the manner in which the Rate(s) of Interest is/are to be determined, the Rate of Interest applicable to
the Notes for each Interest Period will be determined by the Calculation Agent on the following basis:

(1) if the Reference Rate is a composite quotation or customarily supplied by one entity, the
Calculation Agent will determine the Reference Rate which appears on the Relevant Screen
Page as of the Relevant Time on the relevant Interest Determination Date;



(d)

(e)

(it  in any other case, the Calculation Agent will determine the arithmetic mean of the Reference
Rates which appear on the Relevant Screen Page as of the Relevant Time on the relevant
Interest Determination Date;

(1) if, in the case of (i) above, such rate does not appear on that page or, in the case of (ii) above,
fewer than two such rates appear on that page or if, in either case, the Relevant Screen Page is
unavailable, the Calculation Agent will:

(A)  request the principal Relevant Financial Centre office of each of the Reference Banks to
provide a quotation of the Reference Rate at approximately the Relevant Time on the
Interest Determination Date to prime banks in the Relevant Financial Centre interbank
market in an amount that is representative for a single transaction in that market at that
time; and

(B)  determine the arithmetic mean of such quotations; and

(iv) il fewer than two such quotations are provided as requested, the Calculation Agent will
determine the arithmetic mean of the rates (being the nearest to the Reference Rate, as
determined by the Calculation Agent) quoted by major banks in the Principal Financial Centre
of the Specified Currency, selected by the Calculation Agent, at approximately 11.00 a.m.
(local time in the Principal Financial Centre of the Specified Currency) on the first day of the
relevant Interest Period for loans in the Specified Currency to leading European banks for a
period equal to the relevant [nterest Period and in an amount that is representative for a single
transaction in that market at that time,

and the Rate of Interest for such Interest Period shall be the sum of the Margin and the rate or (as the
case may be} the arithmetic mean so determined; provided, however, that if the Calculation Agent is
unable to determine a rate or (as the case may be) an arithmetic mean in accordance with the above
provisions in relation (o any Interest Period, the Rate of Interest applicable to the Notes during such
Interest Period will be the sum of the Margin and the rate or (as the case may be) the arithmetic mean
last determined in relation to the Notes in respect of a preceding Interest Period.

ISDA Determination: 1f ISDA Determination is specified in the relevant Final Terms as the manner
in which the Rate(s) of Interest is/are to be determined, the Rate of Interest applicable to the Notes
for each Interest Period will be the sum of the Margin and the relevant ISDA Rate where “ISDA Rate”
in refation to any Interest Period means a rate equal to the Floating Rate (as defined in the ISDA
Definitions) that would be determined by the Calculation Agent under an interest rate swap
transaction if the Calculation Agent were acting as Calculation Agent for that interest rate swap
transaction under the terms of an agreement incorporating the ISDA Definitions and under which:

(1) the Floating Rate Option (as defined in the ISDA Definitions) is as specified in the relevant
Final Terms;

(i)  the Designated Maturity (as defined in the ISDA Definitions) is a period specified in the
relevant Final Terms; and

(1)  the relevant Reset Date (as defined in the ISDA Delinitions) is either (A) if the relevant
Floating Rate Option is based on the London inter-bank offered rate (LIBOR) for a currency,
the first day of that Interest Period or (B) in any other case, as specified in the relevant Final
Terms.

Index-Linked Interest: If the Index-Linked Interest Note Provisions are specified in the relevant Final
Terms as being applicable, the Rate(s) of Interest applicable to the Notes for each Interest Period will
be determined in the manner specified in the relevant Final Terms.

Maximum or Minimum Rate of Interest: If any Maximum Rate of Interest or Minimum Rate of
Interest is specified in the relevant Final Terms, then the Rate of Interest shall in no event be greater
than the maximum or be less than the minimum so specified.
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Caleulation of Interest Amount: The Calculation Agent will, as soon as practicable afier the time at
which the Rate of Interest is to be determined in relation to each Interest Period. calculate the Interest
Amount payable in respect of each Note for such Interest Period. The Interest Amount will be
calculated by applying the Rate of Interest for such Interest Period to the Calculation Amount,
multiplying the product by the relevant Day Count Fraction, rounding the resulting figure to the
nearest sub-unit of the Specified Currency (half a sub-unit being rounded upwards) and multiplying
such rounded f{igure by a f{raction equal to the Specified Denomination of the relevant Note divided
by the Calculation Amount. For this purpose a “sub-unit™ means. in the case of any currency other
than euro, the lowest amount of such currency that is available as legal tender in the country of such
currency and, in the case of euro, means one cent.

Caleulation of other amounts: 11 the relevant Final Terms specifies that any other amount is to be
calculated by the Calculation Agent, the Calculation Agent will, as soon as practicable after the time
or times at which any such amount is to be determined, calculate the relevant amount. The relevant
amount will be calculated by the Calculation Agent in the manner specified in the relevant Final
Terms.

Publication: The Calculation Agent will cause each Rate of Interest and Interest Amount determined
by it, together with the relevant Interest Payment Date, and any other amount(s) required to be
determined by it together with any relevant payment date(s) to be notified to the Paying Agents, the
Swedish Issuing and Paying Agent (in respect of Swedish Registered Notes) and each competent
authority, stock exchange and/or quotation system (if any) by which the Notes have then been
admitted to listing, trading and/or quotation as soon as practicable after such determination but (in the
case of each Rate of Interest, Interest Amount and Interest Payment Date) in any event not later than
the first day of the relevant Interest Period. Notice thereof shall also promptly be given to the
Noteholders. The Calculation Agent will be entitled to recalculate any Interest Amount (on the basis
of the foregoing provisions) without notice in the event of an extension or shortening of the relevant
Interest Period. If the Calculation Amount is less than the minimum Specified Denomination the
Calculation Agent shall not be obliged to publish each Interest Amount but instead may publish only
the Calculation Amount and the Interest Amount in respect of a Note having the minimum Specified
Denomination.

Notifications etc: All notifications, opinions, determinations, certificates, calculations, quotations and
decisions given, expressed, made or obtained for the purposes of this Condition by the Calculation
Agent will (in the absence of manifest error) be binding on the Issuer, the Paying Agents, the
Noteholders and the Couponholders and (subject as aforesaid) no liability to any such Person will
attach to the Calculation Agent in connection with the exercise or non-exercise by it of its powers,
duties and discretions for such purposes.

Zero Coupon Note Provisions

Application: This Condition 8 (Zero Coupon Note Provisions) is applicable to the Notes only if the
Zero Coupon Note Provisions are specified in the relevant Final Terms as being applicable.

Late pavment on Zero Coupon Notes: 1f the Redemption Amount payable in respect of any Zero
Coupon Note is improperly withheld or refused. the Redemption Amount shall thereafter be an
amount equal to the sum of:

(1) the Reference Price; and

(11} the product of the Accrual Yield (compounded annually) being applied to the Reference Price
on the basis of the relevant Day Count Fraction from (and including) the Issue Date to (but
excluding) whichever is the earlier of (i) the day on which all sums due in respect of such Note
up to that day are received by or on behalf of the relevant Noteholder and (ii) the day which is
five days after the Fiscal Agent has notified the Noteholders that it has received all sums due
in respect of the Notes up to such fifth day (except to the extent that there is any subsequent
default in payment).
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Dual Currency Note Provisions

Application: This Condition 9 (Dual Currency Note Provisions) is applicable to the Notes only if the
Dual Currency Note Provisions are specified in the relevant Final Terms as being applicable.

Rate of Interest: 1f the rate or amount of interest falls to be determined by reference to an exchange
rate, the rate or amount of interest payable shall be determined in the manner specified in the relevant
Final Terms. ‘

Redemption and Purchase

Scheduled redemption: Unless previously redeemed, or purchased and cancelled, the Notes will be
redeemed at their Final Redemption Amount on the Maturity Date, subject as provided in Condition
L1 (Payments - Bearer Notes) and Condition 12 (Payments - Registered Notes).

Redemption for tax reasons: The Notes may be redeemed at the option of the Issuer in whole, but not
n part:

(i) at any time (if neither the Floating Rate Note Provisions or the Index-Linked Interest Note
Provisions are specified in the relevant Final Terms as being applicable); or

(ii)  on any Interest Payment Date (if the Floating Rate Note Provisions or the Index-Linked
Interest Note Provisions are specified in the relevant Final Terms as being applicable),

on giving not less than 30 nor more than 60 days’ notice to the Noteholders (which notice shall be
irrevocable), at their Early Redemption Amount (Tax), together with interest accrued (if any) to the
date fixed for redemption, if:

(A)  the Issuer has or will become obliged to pay additional amounts as provided or referred
to in Condition 13 {Taxation) as a result of any change in, or amendment to, the laws or
regulations of the Kingdom of Sweden or any political subdivision or any authority
thereof or therein having power to tax, or any change in the application or official
interpretation of such laws or regulations (including a holding by a court of competent
jurisdiction), which change or amendment becomes effective on or after the date of issue
of the first Tranche of the Notes; and

(B)  such obligation cannot be avoided by the Issuer taking reasonable measures available to
it,

provided, however, that no such notice of redemption shall be given earlier than:

() where the Notes may be redeemed at any time, 90 days prior to the earliest date
on which the Issuer would be obliged to pay such additional amounts if a
payment in respect of the Notes were then due; or

(2)  where the Notes may be redeemed only on an Interest Payment Date, 60 days
prior to the Interest Payment Date occurring immediately before the earliest date
on which the Issuer would be obliged to pay such additional amounts if a
payment in respect of the Notes were then due.

Prior to the publication of any notice of redemption pursuant to this paragraph, the Issuer shall deliver
to the Fiscal Agent (or in the case of Swedish Registered Notes to the Swedish Issuing and Paying
Agent) (A) a certificate signed by two directors of the Issuer stating that the Issuer is entitled to effect
such redemption and setting forth a statement of facts showing that the conditions precedent to the
right of the Issuer so to redeem have occurred of and (B) an opinion of independent legal advisers of
recognised standing to the effect that the Issuer has or will become obliged to pay such additional
amounts as a result of such change or amendment. Upon the expiry of any such notice as is referred
to in this Condition 10(b), the Issuer shall be bound to redeem the Notes in accordance with this
Condition 10(b).
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Redemption at the option of the Issuer: 1{ the Call Option is specified in the relevant Final Terms as
being applicable. the Notes may be redeemed at the option of the Issuer in whole or, if so specified in
the relevant Final Terms, in part on any Optional Redemption Date (Call) at the relevant Optional
Redemption Amount (Call) on the Issuer’s giving not less than 15 nor more than 60 days’ notice to
the Noteholders (which notice shall be irrevocable and shall oblige the Issuer to redeem the Notes or,
as the case may be, the Notes specified in such notice on the relevant Optional Redemption Date
{Call) at the Optional Redemption Amount (Call) plus accrued interest (if any) to such date). In
respect of Swedish Registered Notes, the notice shall furthermore specify the Closed Period.

Partial redemption: 1f the Notes are to be redeemed in part only on any date in accordance with
Condition 10(c) (Redemption at the option of the Issuer), the Notes to be redeemed shall be selected
by the drawing of lots in such place as the Fiscal Agent approves and in such manner as the Fiscal
Agent considers appropriate, subject to compliance with applicable law, the rules of each competent
authority, stock exchange and/or quotation system (if any) by which the Notes have then been
admitted to listing, trading and/or quotation and, in the case of Swedish Registered Notes, the then
applicable rules and procedures of Euroclear Sweden and the notice to Noteholders referred to in
Condition 10(c) (Redemption at the option of the Issuer) shall specify the serial numbers or, in the
case of Swedish Registered Notes, otherwise specify the Notes or amounts of the Notes so (o be
redeemed. If any Maximum Redemption Amount or Minimum Redemption Amount is specified in
the relevant Final Terms, then the Optional Redemption Amount (Call) shall in no event be greater
than the maximum or be less than the minimum so specified.

Redemption at the option of Noteholders: 1f the Put Option is specified in the relevant Final Terms as
being applicable. the Issuer shall, at the option of the holder of any Note redeem such Note on the
Optional Redemption Date (Put) specified in the relevant Put Option Notice at the relevant Optional
Redemption Amount (Put) together with interest (if any) accrued to such date. In order to exercise
the option contained in this Condition 10(e), the holder of a Note must, not less than 15 nor more than
60 days before the relevant Optional Redemption Date (Put), deposit with any Paying Agent such
Note together with all unmatured Coupons relating thereto and a duly completed Put Option Notice
m the form obtainable from any Paying Agent. The Paying Agent with which a Note is so deposited
shall deliver a duly completed Put Option Receipt to the depositing Noteholder. In the case of
Swedish Registered Notes, a Put Option Notice will not take effect against the Issuer before the date
of which the relevant Swedish Registered Notes have been transferred to the account designated by
the Swedish Issuing and Paying Agent and blocked for further transfer by such Swedish Issuing and
Paying Agent (such date will be the first date of a Closed Period). No Note, once deposited with a
duly completed Put Option Notice in accordance with this Condition 10(e), may be withdrawn:
provided, however, that if, prior to the relevant Optional Redemption Date (Put), any such Note
becomes immediately due and payable or, upon due presentation of any such Note on the relevant
Optional Redemption Date (Put), payment of the redemption moneys is improperly withheld or
refused, the relevant Paying Agent shall mail notification thereo! to the depositing Noteholder at such
address as may have been given by such Noteholder in the relevant Put Option Notice and shall hold
such Note at its Specified Office for collection by the depositing Noteholder against surrender of the
relevant Put Option Receipt. For so long as any outstanding Note is held by a Paying Agent in
accordance with this Condition 10(e), the depositor of such Note and not such Paying Agent shall be
deemed to be the holder of such Note for all purposes.

Notwithstanding the above, in the case of Swedish Registered Notes, the right to require redemption
of such Notes in accordance with this Condition 10 (e) must be exercised in accordance with the rules
and procedures of Euroclear Sweden and where there is any inconsistency between the foregoing and
the rules and procedures of Euroclear Sweden, the rules and procedures of Euroclear Sweden shall
prevail.

No other redemption: The Issuer shall not be entitled to redeem the Notes otherwise than as provided
in paragraphs (a) to (e) above.
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Early redemption of Zero Coupon Notes: Unless otherwise specified in the relevant Final Terms, the
Redemption Amount payable on redemption of a Zero Coupon Note at any time before the Maturity
Date shall be an amount equal to the sum of’

(i) the Reference Price; and

(1) the product of the Accrual Yield (compounded annually) being applied to the Reference Price
from (and including) the Issue Date to (but excluding) the date fixed for redemption or (as the
case may be) the date upon which the Note becomes due and payable.

Where such calculation is to be made for a period which is not a whole number of years, the
calculation in respect of the period of less than a full year shall be made on the basis of such Day
Count Fraction as may be specified in the Final Terms for the purposes of this Condition 10(g) or, if
none is so specified, a Day Count Fraction of 30E/360.

Purchase: The Issuer or any of its Subsidiaries may at any time purchase Notes in the open market
or otherwise and at any price, provided that all unmatured Coupons are purchased therewith. Such
Notes so purchased may be held, reissued, resold or, at the option of the Issuer or the relevant
Subsidiary surrendered to any Paying Agent and/or the Registrar for cancellation.

Cancellation: All Notes so redeemed or purchased by the Issuer or any of its Subsidiaries and any
unmatured Coupons attached to or surrendered with them that are not held, reissued or resold shall be
cancelled.

Payments - Bearer Notes
This Condition 11 is only applicable to Bearer Notes.

Principal: Payments of principal shall be made only against presentation and (provided that payment
is made in full) surrender of Bearer Notes at the Specified Office of any Paying Agent outside the
United States by cheque drawn in the currency in which the payment is due on, or by transfer to an
account denominated in that currency (or, if that currency is euro, any other account to which euro
may be credited or transferred) and maintained by the payee with, a bank in the Principal Financial
Centre of that currency (in the case of a sterling cheque, a town clearing branch of a bank in the City
of London).

Interest: Payments of interest shall, subject to paragraph (h) below, be made only against presentation
and {provided that payment is made in full) surrender of the appropriate Coupons at the Specified
Office of any Paying Agent outside the United States in the manner described in paragraph (a) above,

Payments in New York Citv: Payments of principal or interest may be made at the Specified Office
of a Paying Agent in New York City if (i) the Issuer has appointed Paying Agents outside the United
States with the reasonable expectation that such Paying Agents will be able to make payment of the
full amount of the interest on the Notes in the currency in which the payment is due when due, (i1)
payment of the full amount of such interest at the offices of all such Paying Agents is illegal or
effectively precluded by exchange controls or other similar restrictions and (iii) payment is permitted
by applicable United States law.

Payments subject to fiscal laws: All payments in respect of the Bearer Notes are subject in all cases
to any applicable fiscal or other laws and regulations in the place of payment, but without prejudice
to the provisions of Condition 13 (Zuxation). No commissions or expenses shall be charged to the
Noteholders or Couponholders in respect of such payments.

Deductions for unmatured Coupons: 1f the relevant Final Terms specifies that the Fixed Rate Note
Provisions are applicable and a Bearer Note is presented without atl unmatured Coupons relating
thereto:

(i) if the aggregate amount of the missing Coupons is less than or equal to the amount of principal
due for payment, a sum equal to the aggregate amount of the missing Coupons will be deducted
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from the amount of principal due for payment; provided, however, that if the gross amount
available for payment is less than the amount of principal due for payment, the sum deducted
will be that proportion of the aggregate amount of such missing Coupons which the gross
amount actually available for payment bears to the amount of principal due for payment;

(ily  if'the aggregate amount of the missing Coupons is greater than the amount of principal due for
payment:

(A)  so many of such missing Coupons shall become void (in inverse order of maturity) as
will result in the aggregate amount of the remainder of such missing Coupons (the
“Relevant Coupons™) being equal to the amount of principal due for payment;
provided, however, that where this sub-paragraph would otherwise require a fraction of
a missing Coupon to become void, such missing Coupon shall become void in its
entirety; and

(B)  asum equal to the aggregate amount of the Relevant Coupons (or, if less, the amount of
principal due for payment) will be deducted from the amount of principal due for
payment; provided, however, that, if the gross amount available for payment is less than
the amount of principal due for payment, the sum deducted will be that proportion of the
aggregate amount of the Relevant Coupons (or, as the case may be, the amount of
principal due for payment) which the gross amount actually available for payment bears
to the amount of principal due for payment.

Each sum of principal so deducted shall be paid in the manner provided in paragraph (a) above against
presentation and (provided that payment is made in full) surrender of the relevant missing Coupons.

Unmatured Coupons void: 1f the relevant Final Terms specifies that this Condition 11(f) is applicable
or that the Floating Rate Note Provisions or the Index-Linked Interest Note Provisions are applicable,
on the due date for final redemption of any Note or early redemption in whole of such Note pursuant
to Condition 10(b) (Redemption for tax reasons), Condition 10(e) (Redemption at the option of
Noteholders), Condition 10(c) (Redemption at the option of the Issuer) or Condition 14 (Events of
Defaulr), all unmatured Coupons relating thereto (whether or not still attached) shall become void and
no payment will be made in respect thereot.

Pavments on business days: If the due date for payment of any amount in respect of any Bearer Note
or Coupon is not a Payment Business Day in the place of presentation, the holder shall not be entitled
to payment in such place of the amount due until the next succeeding Payment Business Day in such
place and shall not be entitled to any further interest or other payment in respect of any such delay.

Pavments other than in respect of matured Coupons: Payments of interest other than in respect of
matured Coupons shall be made only against presentation of the relevant Bearer Notes at the
Specified Office of any Paying Agent outside the United States (or in New York City if permitted by
paragraph (c) above).

Partial pavments: 1f a Paying Agent makes a partial payment in respect of any Bearer Note or
Coupon presented to it for payment, such Paying Agent will endorse thereon a statement indicating
the amount and date of such payment.

Exchange of Talons: On or after the maturity date of the final Coupon which is (or was at the time of
issue) part of a Coupon Sheet relating to the Bearer Notes, the Talon forming part of such Coupon
Sheet may be exchanged at the Specified Office of the Fiscal Agent for a further Coupon Sheet
{(including, if appropriate. a further Talon but excluding any Coupons in respect of which claims have
already become void pursuant to Condition 15 (Prescription). Upon the due date for redemption of
any Bearer Note, any unexchanged Talon relating to such Note shall become void and no Coupon will
be delivered in respect of such Talon.



12, Payments - Registered Notes

Items (a) to (1) of this Condition 12 are only applicable to Registered Notes. ltem (g) of this Condition
12 is only applicable to Swedish Registered Notes.

(@) Principal: Payments of principal shall be made by cheque drawn in the currency in which the
payment is due drawn on, or, upon application by a Holder of a Registered Nole to the Specified
Office of the Fiscal Agent not later than the fifteenth day before the due date for any such payment,
by transfer to an account denominated in that currency (or, if that currency is euro, any other account
to which euro may be credited or transferred) and maintained by the payee with, a bank in the
Principal Financial Centre of that currency (in the case of a sterling cheque, a town clearing branch
of a bank in the City of London) and (in the case of redemption) upon surrender (or, in the case of
part payment only, endorsement) of the relevant Note Certificates at the Specified Office of any
Paying Agent.

(b)  Interest: Payments of interest shall be made by cheque drawn in the currency in which the payment
is due drawn on, or, upon application by a Holder of a Registered Note to the Specified Office of the
Fiscal Agent not later than the fifteenth day before the due date for any such payment, by transfer to
an account denominated in that currency (or, if that currency is euro, any other account to which euro
may be credited or transferred) and maintained by the payee with, a bank in the Principal Financial
Centre of that currency (in the case of a sterling cheque, a town clearing branch of a bank in the City
of London) and (in the case of interest payable on redemption) upon surrender (or, in the case of part
payment only, endorsement) of the relevant Note Certificates at the Specified Office of any Paying
Agent.

(¢} Payments subject to fiscal laws: All payments in respect of the Registered Notes are subject in all
cases o any applicable fiscal or other laws and regulations in the place of payment, but without
prejudice to the provisions of Condition 13 (Zuxation). No commissions or expenses shall be charged
to the Noteholders in respect of such payments.

(d)  Payments on business davs: Where payment is to be made by transfer to an account, paymient
nstructions (for value the due date, or, if the due date is not Payment Business Day, for value the next
succeeding Payment Business Day) will be initiated and, where payment is to be made by cheque, the
cheque will be mailed (i) (in the case of payments of principal and interest payable on redemption)
on the later of the due date for payment and the day on which the relevant Note Certificate is
surrendered (or. in the case of part payment only, endorsed) at the Specified Office of a Paying Agent
and (i) (in the case of payments of interest payable other than on redemption) on the due date for
payment. A Holder of a Registered Note shall not be entitled to any interest or other payment in
respect of any delay in payment resulting from (A) the due date for a payment not being a Payment
Business Day or (B) a cheque mailed in accordance with this Condition 12 arriving after the due date
for payment or being lost in the mail.

{e)  Partial payments: 1f a Paying Agent makes a partial payment in respect of any Registered Note, the
Issuer shall procure that the amount and date of such payment are noted on the Register and, in the
case of partial payment upon presentation of a Note Certificate, that a statement indicating the amount
and the date of such payment is endorsed on the relevant Note Certificate.

{(fy  Record date: Each payment in respect of a Registered Note will be made to the person shown as the
Holder in the Register at the opening of business in the place of the Registrar’s Specified Office on
the fifteenth day before the due date for such payment (the “Record Date™). Where payment in
respect of a Registered Note is to be made by cheque, the cheque will be mailed to the address shown
as the address of the Holder in the Register at the opening of business on the relevant Record Date.

(g)  Payment- Swedish Registered Notes: Payments of principal and/or interest in respect of Swedish
Registered Notes shall be made to the persons shown as the Holders of Swedish Registered Notes on
the fifth Business Day (or in accordance with the rules and procedure applied by Euroclear Sweden
from time to time) before the due date for such payment, or such other Business Day falling closer to
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the due date as may be stipulated in the current rules and procedures of Euroclear Sweden, Such day
will be the “Record Date™ in respect of Swedish Registered Notes.

Taxation

Gross up: All payments of principal and interest in respect of the Notes and the Coupons by or on
behalf of the Issuer shall be made free and clear of, and without withholding or deduction for or on
account of, any present or future taxes, duties, assessments or governmental charges of whatever
nature imposed, levied, collected. withheld or assessed by or on behalf of the Kingdom of Sweden or
any political subdivision therein or any authority therein or thereof having power to tax, unless the
withholding or deduction of such taxes, duties, assessments, or governmental charges is required by
law. In that event, the Issuer shall pay such additional amounts as will result in receipt by the
Noteholders and the Couponholders after such withholding or deduction of such amounts as would
have been received by them had no such withholding or deduction been required, except that no such
additional amounts shall be payable in respect of any Note or Coupon:

(1) held by or on behalf of a Holder which is liable to such taxes, duties, assessments or
governmental charges in respect of such Note or Coupon by reason of its having some
connection with the jurisdiction by which such taxes, duties, assessments or charges have been
imposed, levied, collected, withheld or assessed other than the mere holding of the Note or
Coupon; or

(i) where such withholding or deduction is imposed on a payment to an individual and is required
to be made pursuant to European Council Directive 2003/48/EC on the taxation of savings
income or any law implementing or complying with, or introduced in order to conform to. this
Directive; or

(iii)  held by or on behalf of a Holder who would have been able to avoid such withholding or
deduction by presenting the relevant Note or Coupon to another Paying Agent in a Member
State of the EU; or

(iv)  where the relevant Note or Coupon or Note Certificate is surrendered for payment more than
30 days after the Relevant Date except to the extent that the holder of such Note or Coupon
would have been entitled to such additional amounts on presenting or surrendering such Note
or Coupon or Note Certificate for payment on the last day of such period of 30 days.

Taxing jurisdiction: 1f the Issuer becomes subject at any time to any taxing jurisdiction other than the
Kingdom of Sweden references in these Conditions to the Kingdom of Sweden shall be construed as
references to the Kingdom of Sweden and/or such other jurisdiction.

Events of Default

[f any of the following events occurs and is continuing;

(a)

(b)

Non-payment: if default is made in the payment of any principal or interest in respect of the Notes or
any of them and the default continues for a period of 7 days in the case of principal and 14 days in
the case of interest; or

Breach of other obligations: the Issuer defaults in the performance or observance of any of its other
obligations under or in respect of the Notes and such default remains unremedied for 45 days after
written notice thereof, addressed to the Issuer by any Noteholder, has been delivered to the Issuer or
to the Specified Office of the Fiscal Agent; or

Cross-default of Issuer or Principal Subsidiary:

(i)  any Indebtedness of the Issuer or any of its Principal Subsidiaries is not paid when due or (as
the case may be) within any applicable grace period;
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(1} any such Indebtedness becomes due and payable prior to its stated maturity (otherwise than at
the option of the Issuer or (as the case may be) the relevant Principal Subsidiary) by reason of’
an event of default (however described); or

(1) the Issuer or any of its Principal Subsidiaries fails to pay when due any amount payable by it
under any Guarantee of any Indebtedness as extended by any applicable grace period; or

(iv) any security given by the Issuer or any of its Principal Subsidiaries for any Indebtedness
becomes enforceable by reason of default, or

{v)  one or more judgment(s) or order(s) for the payment is rendered against the Issuer or any of its
Principal Subsidiaries and continue(s) unsatisfied and unstayed for a period of 45 days after the
date(s) thereof or, il later, the date therein specified for payment,

provided that no event referred 10 in this Condition 14(c) shall constitute an Event of Default, first,
unless the relative Indebledness either alone or when aggregated with other Indebtedness relative to
all (if any) other such events which shall have occurred shall amount to at least €50,000,000 (or its
equivalent in any other currency); or

Insolvency, ete: (i) the Issuer or any of its Principal Subsidiaries becomes insolvent or is unable to pay
its debts as they fall due, (ii} an administrator or liquidator of the Issuer or any of its Principal
Subsidiaries for all or substantially all of the undertaking, assets and revenues of the Issuer or any of
its Principal Subsidiaries is appointed and such appointment is not discharged within 45 days, (iii) the
Issuer or any of its Principal Subsidiaries makes a general assignment or an arrangement or
composition with or for the benefit of its creditors or declares a moratorium in respect of any of its
Indebtedness or any guarantee or indemnity of any Indebtedness given by it, save for the purposes of
an amalgamation, merger, consolidation, reorganisation. reconstruction or other similar arrangement
(A) in the case of a Principal Subsidiary not involving or arising out of the insolvency of such
Principal Subsidiary and under which all or substantially all of its assets are transferred to the Issuer
or any of its other Subsidiaries, or (B) in the case of a Principal Subsidiary under which all or
substantially all of its assets are transferred to a third party or parties (whether associated or not) for
consideration received by the Issuer or a Principal Subsidiary on an arm’s length basis, or (C) in the
case ol a Principal Subsidiary under which all or substantially all of its assets are transferred and the
transferee is or immediately upon such transfer becomes a Principal Subsidiary, or (D) on terms
previously approved by an Extraordinary Resolution of the Noteholders; or

Winding up, etc: an order is made or an effective resolution is passed for the winding up, liquidation
or dissolution of the Issuer or any of its Principal Subsidiaries, save for the purposes of an
amalgamation, merger, consolidation, reorganisation. reconstruction or other similar arrangement (A)
in the case of a Principal Subsidiary not involving or arising out of the nsolvency of such Principal
Subsidiary and under which all or substantially all of its assets are transferred to the Issuer or any of
its Principal Subsidiaries, or (B) in the case of a Principal Subsidiary under which all or substantially
all of its assets are transferred to a third party or parties {whether associated or not) for consideration
received by the Issuer or a Principal Subsidiary on an arm’s length basis, or (C) in the case of a
Principal Subsidiary under which all or substantially all of its assets are transferred and the transferee
is or immediately upon such transfer becomes a Principal Subsidiary, or (D) on terms previously
approved by an Extraordinary Resolution of the Noteholders; or

Unlawfitlness: it is or will become unlawful for the Issuer fo perform or comply with any of its
obligations under or in respect of the Notes,

then any Note may, by written notice addressed by the holder thereof to the Issuer and delivered (o
the Issuer or to the Specified Office of the Fiscal Agent, be declared immediately (or, in the case of
Swedish Registered Notes, such fater date on which the relevant Swedish Registered Notes have been
translerred to the account designated by the Swedish Issuing and Paying Agent and blocked for
further transfer by such Swedish Issuing and Paying Agent) due and payable, whereupon it shall
become immediately due and payable at its Early Termination Amount together with accrued interest
(if any) without further action or formality.




[5.

16.

Prescription

Claims for principal in respect of Bearer Notes shall become void unless the relevant Bearer Notes
are presented for payment within ten years of the appropriate Relevant Date. Claims for interest in
respect of Bearer Notes shall become void unless the relevant Coupons are presented for payment
within five years of the appropriate Relevant Date. Claims for principal and interest on redemption
in respect of Registered Notes shall become void unless the relevant Note Certificates are surrendered
for payment within ten years of the appropriate Relevant Date.

Replacement of Notes and Coupons

If any Note, Coupon or Note Certificate is lost, stolen, mutilated, defaced or destroyed, it may be
replaced at the Specified Office of the Fiscal Agent, in the case of Bearer Notes, or the Registrar, in
the case of Registered Notes (and, if the Notes are then admitted to listing, trading and/or quotation
by any competent authority, stock exchange and/or quotation system which requires the appointment
of a Paying Agent or Transfer Agent in any particular place, the Paying Agent or Transfer Agent
having its Specified Office in the place required by such competent authority, stock exchange and/or
quotation system). subject to all applicable laws and competent authority, stock exchange and/or
quotation system requirements, upon payment by the claimant of the expenses incurred in connection
with such replacement and on such terms as lo evidence. security, indemnity and otherwise as the
Issuer may reasonably require. Mutilated or defaced Notes, Coupons or Note Certificates must be
surrendered before replacements will be issued. For the avoidance of doubt, this Condition 16 shall
not apply to the Swedish Registered Notes.

Agents

In acting under the Agency Agreement and in connection with the Notes and the Coupons, the Agents
act solely as agents of the Issuer and do not assume any obligations towards or relationship of agency
or trust for or with any of the Noteholders or Couponholders.

The initial Agents and their initial Specified Offices are listed below. The initial Calculation Agent
(if' any) is specified in the relevant Fina] Terms. The Issuer reserves the right at any time to vary or
terminate the appointment of any Agent and to appoint a successor fiscal agent or registrar or
Calculation Agent and additional or successor paying agents; provided, however, that:

(a)  the Issuer shall at all times maintain a fiscal agent, a registrar in respect of Registered Notes or,
as the case may be. the Swedish Registered Notes, which in the latter case shall be Euroclear
Sweden; and

{(b)  the Issuer shall at all times maintain a paying agent in an EU member state that will not be
obliged to withhold or deduct tax pursuant to European Council Directive 2003/48/EC: and

{c)  the Issuer shall at all times maintain a Swedish Issuing and Paying Agent provided that such
Swedish Issuing and Paying Agent is duly authorised by Euroclear Sweden; and

(d) 1 a Caleulation Agent is specified in the relevant Final Terms, the Issuer shall at all times
maintain a Calculation Agent; and

(e) if and for so long as the Notes are admitted to listing, trading and/or quotation by any
competent authority, stock exchange and/or quotation system which requires the appointment
of a Paying Agent and/or a Transfer Agent in any particular place, the Issuer shall maintain a
Paying Agent and/or a Transfer Agent having its Specified Office in the place required by such
competent authority, stock exchange and/or quotation system.

Notice of any change in any of the Agents or in their Specified Offices shall promptly be given to the
Noteholders.
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19.

(a)

(b)

(©)

Meetings of Noteholders; Modification and Waiver

Meetings of Noteholders: The Agency Agreement contains provisions for convening meetings of
Noteholders to consider matters relating to the Notes, including the modification of any provision of
these Conditions. Any such modification may be made if sanctioned by an Extraordinary Resolution.
Such a meeting may be convened by the Issuer and shall be convened by them upon the request in
writing of Noteholders holding not less than one-tenth of the aggregate principal amount of the
outstanding Notes. The quorum at any meeting convened to vote on an Extraordinary Resolution will
be two or more Persons holding or representing more than half of the aggregate principal amount of
the outstanding Notes or, at any adjourned meeting, two or more Persons being or representing
Noteholders whatever the principal amount of the Notes held or represented; provided, however, that
Reserved Matters may only be sanctioned by an Extraordinary Resolution passed at a meeting of
Noteholders at which two or more Persons hoiding or representing not less than two-thirds or, at any
adjourned meeting, one quarter of the aggregate principal amount of the outstanding Notes form a
quorum. Any Extraordinary Resolution duly passed at any such meeting shall be binding on all the
Noteholders and Couponholders, whether present or not.

In addition, a resolution in writing signed by or on behalf of all Noteholders who for the time being
are entitled to receive nofice of a meeting of Noteholders will take effect as if it were an Extraordinary
Resolution. Such a resolution in writing may be contained in one document or several documents in
the same form. each signed by or on behalf of one or more Noteholders.

Modification: The Notes, these Conditions and the Deed of Covenant may be amended without the
consent of the Noteholders or the Couponholders to correct a manifest error. In addition, the parties
to the Agency Agreement may agree to modify any provision thereof, but the Issuer shall not agree,
without the consent of the Noteholders, to any such modification unless it is of a formal, minor or
technical nature, it is made to correct a manifest error or it is, in the opinion of such parties, not
materially prejudicial to the interests of the Noteholders.

Further Issues

The Issuer may from time to time, without the consent of the Noteholders or the Couponholders,
create and issue further notes having the same terms and conditions as the Notes in all respects (or in
all respects except for the first payment of interest) so as to form a single series with the Notes.

Notices

Bearer Notes: Notices to the Holders of Bearer Notes shall be valid if published in a leading English
language daily newspaper published in London (which is expected 1o be the Financial Times) or if
such publication is not practicable, in a leading English language daily newspaper having general
circulation in Europe. Any such notice shall be deemed to have been given on the date of first
publication (or if required (o be published in more than one newspaper, on the first date on which
publication shall have been made in all the required newspapers). Couponholders shall be deemed
for all purposes to have notice of the contents of any notice given to the Holders of Bearer Notes.

Registered Notes: Notices to the Holders of Registered Notes shall be sent to them by first class mail
(or its equivalent) or (if posted 1o an overseas address) by airmail at their respective addresses on the
Register or, if such publication is not practicable, in a leading English language daily newspaper
having general circulation in Europe. Any such notice shall be deemed to have been given on the
fourth day after the date of mailing.

Swedish Registered Notes: Notices to the Holders of Swedish Registered Notes shall be valid if sent
by mail (if posted to an overseas address) by airmail to their registered addresses appearing in the
Euroclear Sweden Register. Any such notice shall be deemed to have been given on the fourth
Business Day after the day of which it was mailed.
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(b)

(d)

(e)

Currency Indemnity

[fany sum due from the Issuer in respect of the Notes or the Coupons or any order or judgment given
or made 1n relation thereto has to be converted from the currency (the “first currency’) in which the
same is payable under these Conditions or such order or judgment into another currency (the “second
currency’’) for the purpose of (a) making or filing a claim or proof against the Issuer, (b) obtaining
an order or judgment in any court or other tribunal or (c) enforcing any order or judgment given or
made in relation to the Notes, the Issuer shall indemnify each Noteholder, on the written demand of
such Noteholder addressed to the Issuer and delivered to the Issuer or to the Specified Office of the
Fiscal Agent, against any loss suffered as a result of any discrepancy between (i) the rate of exchange
used for such purpose to convert the sum in question from the first currency into the second currency
and (ii) the rate or rates of exchange at which such Noteholder may in the ordinary course of business
purchase the first currency with the second currency upon receipt of a sum paid to it in satisfaction,
in whole or in part, of any such order, judgment, claim or proof,

This indemnity constitutes a separate and independent obligation of the Issuer and shall give rise to a
separate and independent cause of action.

Rounding

For the purposes of any calculations referred to in these Conditions (unless otherwise specified in
these Conditions or the relevant Final Terms), (a) all percentages resulting from such calculations will
be rounded, if necessary, to the nearest one hundred-thousandth of a percentage point (with 0.000005
per cent. being rounded up to 0.00001 per cent.), (b) ail United States dollar amounts used in or
resulting from such calculations will be rounded to the nearest cent (with one half cent being rounded
up), (c) all Japanese Yen amounts used in or resulting from such calculations will be rounded
downwards to the next lower whole Japanese Yen amount, and (d) all amounts denominated in any
other currency used in or resulting from such calculations wili be rounded to the nearest two decimal
places in such currency, with 0.005 being rounded upwards.

Governing Law and Jurisdiction

Governing law: The Notes and all non-contractual obligations arising out of or in connection with
the Notes are governed by English law. In addition, the Swedish Registered Notes must comply with
the SFIA Act.

English courts: The courts of England have exclusive jurisdiction to settle any dispute (a “Dispute™)
arising from or connected with the Notes including a Dispute relating to any non-contractual
obligation arising out of or in connection with the Notes.

Appropriate forum: The Issuer agrees that the courts of England are the most appropriate and
convenient courts to settle any Dispute and, accordingly, that it will not argue to the contrary.

Rights of the Noteholders to take proceedings outside England: Condition 23(b) (English courts) is
for the benefit of the Noteholders only. As a result, save in respect of the limited exception set out in
Condition 23(e) (Proceedings in respect of Swedish Registered Notes), nothing in this Condition 23
(Governing law and jurisdiction) prevents any Noteholder from taking proceedings relating to a
Dispute (“Proceedings”) in any other courts with jurisdiction. To the extent allowed by law,
Noteholders may take concurrent Proceedings in any number of jurisdictions.

Proceedings in respect of Swedish Registered Notes: Notwithstanding that, under the SFIA Act or the
operating procedures, rules and regulations of Euroclear Sweden (together, the “Swedish
Remedies™), Holders of Swedish Registered Notes may have remedies against the Issuer for non-
payment or non-performance under the Conditions applicable to such Swedish Registered Notes, a
Swedish Registered Note Holder must first exhaust all available remedies under English law for non-
payment or non-performance before any Proceedings may be brought against the Issuer in Sweden in
respect of the Swedish Remedies. Notwithstanding Condition 23 (d), and in this limited respect only,
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a Registered Holder of Swedish Registered Notes may therefore not take concurrent Proceedings in
Sweden.

Service of process: The Issuer agrees that the documents which start any Proceedings and any other
documents required to be served in relation to those Proceedings may be served on it by being
delivered to Sandvik Limited at Manor Way, Halesowen, West Midlands, B62 8QZ or at any address
of the Group’s in Great Britain at which service of process may be served on it in accordance with
Part XXIII of the Companies Act 1985. Nothing in this paragraph shall affect the right of any
Noteholder to serve process in any other manner permitted by law. This Condition applies to
Proceedings in England and to Proceedings elsewhere.
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