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The black soldier fly is presently in focus since this tiny insect might help
to overcoms the growing need for high-quality protein. Aveacdy today,

iivestock production uses up roughly 85 percent of the planet's avallable
farmland. And the rapidly rising number of humans cals for a 50 percent
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Insect famning Is creating a buzz since it s expected to be part of the
solution to close this protein gap, The larvae of the black soldier fiy are
growing quickly and can be harvested within weeks. Thanks to Alfa Laval's
technologies, these small insects can be processad into animal foodstuff,
The larvae are fed with organic lood waste which supports the circular

economy. 80 percent less feed and space are required sompared ta
conventional farming, The idea is stillin its pupal stage, but the first

industrial plant is akeady In operation.
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This is Alfa laval

Alfa Laval is active in the areas of Enargy, Marine, and Food & Water, offering
its expertise, products, and servics 1o a wide range of industries in some
100 countriss. The company is committed to optimizing processas, craating
reapansible growth, and driving progress — always going the extra mile to
support custornens in achieving ther business goals and sustanability targets.
Alfa Laval's innovative technologies are dedicated 1o purifying, refining,
and reusing malerials, promating more responsibie use of natural resources.
They contribute to improved enargy efficiency and heat recovery, better
water freatment, and reduced emissions. Thereby, Alfa Laval is not only
accelerating success for its customers, biut also for people and the planst.

Making the world better, every day, We have a noss for that,
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Optimizing customer
processes to benetit people
and the environment

Alta Laval is a leading giobal provider of first-rate products in the areas of heat
transtes separation and fluid handlng. With thase as its base. Alfa Laval
ams 1o halp enhance the productivity and competilivenass of its customars
Fovanous industres throughout the world, We define their chalienges and
deliver sustarable prodacts and solutions that meet their requirements —
mainty i energy. the environment, food and the marine industry.




HOW?

iOWHAT MANNERY

Heat transfer

Affa Laval’s heat exchangers transfer heating or cooling from, for exampe,
one liquid 1o ancther. The company’s compact heat exchangers have
the capabidty to recycle heat, optimize customers’ energy consumgption,
cut costs and reduce their environmental impact.

Separation

The technology is used to separate liquids from ather liquids and solid
partickes from bquids or gases. The offering includes separators, decanter
centrifuges, filters, strainers and membranes.

Fluld handling

Alfa Laval offers pumps, valves, tank cleaning equipment and installation
material for industries with stringent hygiene requirements as wel as pumping
systems specifically for the marine industry and the offshcre market.

The reed to heat, cool, transport and separate arises in many industries.
Take almost any sector: food, energy. the environment, engineering,
phammaceuticals, refineries or petrochemicals — Atfa Laval can help in
the majority of tham, Customers are reachaed through three sales
divisions: Energy, Food & Watser and Marine.

The Cperations division is responsible for the Group’s production-
related procurement, manufacturing, distribution and logistics on a
global basis. In other words, Operations ensures that anything soid by
the three divisions — everything from heat exchangers and separators
to pumps, valves and membranes — is produced and defivered in line
with the prormise made 1o the customer,

New sales

Alfa Laval's preducts, systems and services are sold in more than
100 countries. Around half of ail sales are handled directly by the three
divisions and the rest via channels such as system builders, external
contracting companies, retallers, agents and distributors.

Service and spare parts

Alfa Laval has more than 10 service centers with the capacity to delver
services in over 160 countries. This means that Alfa Laval is ckose to
its customers, ready to help at a moment's notice when the need arises.

All countries are 1o strive to achieve the UN's 17 Sustainable
Develcpment Goals {SDXEs) to end poverty, reduce inequalities and
solve the climate cnsis by 2030. Alfa Laval helps achiave these goals
through products and solutions that improve energy efficiency, reduce
amissions, purify water, minimize waste and lead to the efficient use of
raw materials.
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it L SER millinn

44 119

17,387

Number
of employees

23%

Return on
capital employed

3,700

Nurmit

40,617

Net sales, SEK milicn

Adiusted EBITA

ot patents

Amounts in SEK million unless otherwise stated +/- % 2019 2018 2017 2016 2015
Order intake -2 44,119 45,005 36,628 32,060 37 098
Net sales +14 46,517 40,666 35,314 35,634 39 746
Adjusted EBITDA +23 9,062 7344 6.239 6,196 7478
Adjusted EBITA = +19 7.089 6,718 5,610 5.553 6811
Operating margin (adjusted EBITA 2), % 17.2 16.5 15.9 15,6 174
Profit after financial items +22 V.22 5,596 4,371 3,325 5444
Return on capital empioyed, % 23.0 22.4 17.7 153 21.6
Raturn on shareholders’ equity, % 213 203 13.9 11.8 21.7
Earnings per share, SEK +21 13.08 10.77 7.09 5.46 215
Dividend per share, SEK 5509 5.00 4.25 4.25 a4.25
Equity per share, SEK +18 66.15 56.26 48,87 48.34 4392
Free cash flow per share, SEK % +17 10.00 8.56 8.92 997 12.25
Equity ratic. % 431 40.6 39.0 38.0 35.5
Net debt to EBITDA, times 0.88 0.93 1.31 1.81 1.56
Number of employees * +2 17,497 17,228 16,367 16,941 17417

1) Adjusted ERITDA — Operating income bafore depraciation and amaortization of step-up val- 3 Board proposal to the Annual Genaral Mesting.
ues, adiusted for iterns affecting comparahiity, 4) Fres cash flow is the sum of cash flow from operating and invesling aclivities,

2) Adjusted EBITA - Operaling income before amortizalion of step-up valies, adjusied for 5) Number of employees at year-end.
ftams affecting comparatoility. 6 Percentags changs betwean 2018 and 2019,

Order intake Free cash flow Adjusted EBITA

Order intaks amounted to SEK 44,118 miion in 2019, Alfa Laval generated a free cash flow of SEK 4,196 milion Adjusted EBITA amounted to SEK 7 989 milion,

down 2 percent cormpared to 2018, Excluding exchange 13,5801 n 2019, The adiusted EBITA margin was 17.2 percent,

rate variations, ordar intake declined 6 parcent.
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Three years of
organic growth

Following three years of our organic growth strategy, invoicing reached
arecord level in 2019, Sales amounted to SEK 48.5 tilion, an increase
of 12.5 percent compared 10 the previous year. Looking at the strategy
period as a whole, average annual organic growth was 7.6 percent,
or SEK 2.9 billior. The Marine Bivision was the main growth engine
as demand for environmental solutions increased following the im-
plementation of new marine regulations. These drivers alone account
for more than SEK 4.7 billion of the Group's growth since 2016.
The Marine Division reported average organic growth of 11.3 percent.

The organic development was also strong in the other divisions, with
the Energy Division reporting 6.4 percent average annual organic
growth since 2016. In order to mest the world's growing energy
demand, energy efficiency solutions are playing an increasingly im-
portant role. Alfa Laval’s heat transfer technologies ars vital in creating
solutions for waste heat recovery and improved thermal efficiency in
industrial processes. Strong underlying demand trends and a highly
competitive offering supported the division’s growth in 2019.

The Food & Water Division has also generated solid growth over the
most recent three-year perod, with average organic sales growth of
5.1 percent. Underying trends are positive in general, although individual
end markets can fluctuate between years. Substantial investments

have been made in new product platforms, which are now gradually
reaching the market. These new products include various sustain-

ability features, such as reduced energy and water consumption, 1o
support custorners in their ambitions to contribute to a better world.

Continued focus on products and services

Investrnents in the development of new preducts and technolegies
contributed to generating positive results across the Group, with the
number of new product intreductions more than doubling compared
to historical levels. The new products typically come with significant
efficiency or capacity improvements. In many cases, the products’
digital capabilities have been improved, with connectivity becoming
a standard feature for most of the new offering.

Over the past three years, Alfa Laval has also been committed to
developing s service business. We supply oritical technology 1o
industrial processas around the world, and the refiability and uptime of
our equipment is vital to our customers. An efficient service offering
is key to ensuring our products’ long-term performance. Several
improvernent programs have been faunched since 2016 to boost
our senvice capabiities. Some examples are new and updated service
centers and an increased number of servico ongineers. In 2019, the
results of these initiatives started to show. For the first time in the
strategy period, the service business grew 7 percent organically

- ahead of our long-term growth target.

The program to improve our manufacturing foctprint also started to
yield positive results. The new facility for brazed heat exchangers in
Richmond, USA, commenced production in early 2019 and the new
decanter factory in Krakow, Poland, had reached the targeted pro-
duction level by the end of the year. The relocation of the main man-
ufacturing unit for marine boilers and scrubbers to a new location in
Qingdao, China, was also compieted. These are just a few examples
of completed projects. When it comes to building a more competitive
supply chain, our activity level will remain nigh this year and next,
afthough our capital investments are expected to start decreasing
from the elevated level seen in 2018 and 2018.

Building a sustainable society

Alfa Laval is now a stronger, more competitive and more customer-
arientad company compared to three years agoe. The necessary
platform to continue on this journsy is also in place, with a continued
focus on profitable organic growth. However, tomorrow's demands
on Alfa Laval will create both new challenges and opportunities. Since
our aim is to build a more sustainable society for a growing world
population, the implications for Alfa Laval are highly tangible. While
a large share of our business already relates to sustainability trends,
the big changes are still to come. With that in mind, we increased
the pace of investments in 2019 to support cur long-term future.



A few examples can serve to illustrate this point. Power generation
output is becoming more volatile as the share of renewable electricity
increases. As a result, the need for energy storage is growing beyond
what foday’s battery technology can handle. Alfa Laval is taking a
leading position in developing the core heat transfer technology for
thermal energy storage in partnership with several other companies.
This is one of the most promising, but also most challenging, appli-
cations that we have ever worked on.

Food manufacturing is also undergoing significant changes as new
protein sources are increasingly regarded as viable aiternatives for
both humans and animals. Large-scale insect farming is expected
to be one significant growth area. Again, Alfa Laval has entered into
a partnership to take a leading position in the key technologies
neaded to suppert customers in this area.

Sustainabiiity trends are also becoming increasingly evident in the
marine industry. Considerable attention has been given to the global
sulphur cap on exhaust gases and the cleaning of ballast water, which
has led to a period of strong demand for Alfa Laval. The trend, how-
aver, is much breader than this and also includes an expected increase
in the use of LNG as a marine fuel - another area where Alfa Laval is
fulty equipped to meet our customers’ needs.

“Following three years of
our organic growlh strategy,
Invoicing reached a record
level in 2019."

SIUSLLLLIOD §1UBPISEIY

Overall, 2019 was an exciting year and we made good progress. It
was also a strong year from a financial perspective, with sales at a
record level and operating profit (adjusted EBITA) of SEK 8 billion,
The balance sheet continued to strengthen, and net debt decreased
significantly. Our capacity for future investments is substantial.

In conclusion, | would like to express my sincere gratitude to our
customers for a fruitful cooperation — and to all our emiployees for your
onhgoing dedication and determination te continue building a successful
Alfa Laval. | look forward to 2020 with confidence based on our
improved competitiveness and broader platform to support growth,

Lund, February 2020

Tom Erixon
President and CEO




Our Purpose

Our purpose provides the motivational force
in our daily activities, Dedicated to cutstanding
customer service, an inspiring and embracing
workplace, and with sustainability in our
ganetic code, we define our purpose as
acceferating success for otir customers,
peoble and planeat.

Putting our customers first

We focus on cost effective and innovative
solutions that support industries in their en-
deavour to purify, refine and recycle material.
Our commitment is to optimize our customers’
processes, creating responsible growth
and driving progress. We work seamlessly
together with them and are responsive to

Financial goals

their needs - always going that extra mile
to support them in achieving their business
goals and sustainability targets.

Empowering our people

Our Scandinavian origin embodies our cort-
porate cuiture, which is open, supportive
and nformal. This creates an ervironmert
for our employees to develop their talents
and excel as professionals. By giving them
responsibility, we demonstrate trust, which
makes our people grow, Everyone is treated
with respect and we lead by example. We
are determined to attract, develop and retain
the most innovative and curious people in
our business.

Making our world better, every day

We regard sustainability both as a necessity
and as a busingss opportunity. Our tech-
nologies promote a more responsibie use
of natural resources. We constantly drive
progress to help reducing the environmental
impact of most industrial processes through
improved energy efficiency and heat recovery,
better waler treatment and reduced emnissions.
Both on land and at sea. It is all about iiving
up to our motto Advancing better™,

Alfa Laval is governed with the aim of realizing its business concept, while at the same time meeting the financial goals established with regard
to growth, profitability and return. By achieving or exceeding these goals, Alfa Laval creates the nocessary scope for its continued development 1
as well as generating increased value for its shareholders in the form of an annual dividend and by boosting the value of the company.

Growth

Alfa Laval's goal is 1o achweve average annual sales growth
of at least 5 percent measwed over a business Gycks. This
target is regarded as realistic, viewed in light of the prevaiing
business scenario and against the backdrop of Affa Laval's
achievernents in recent years.

Profitability

Alfa Laval 5 to aciveve an operating margin - adjusied ERITA
- of 15 percent measured over a business cycle. This goal
was established based on historical marging, while alse
taking the company's growth ambitions nito consideration.

Capital utilization

The goal s to have a retum on capital enysloyad of at least
20 parcent, a realistic ambition based ¢on a combination
of organic and accuared growth,

Outcome

15 6 17 18 19

Outcome
Invoicing rose 10.1 parcent” in 2019,

* Excluding exchange rate variations.

Cutcome

20

Outcome
The adjusted operating margin for 2019 was 17.2 percent,
comparsd with 16.5 parcent for full-year 2018,

Outcome
25
20 -

15

Outcome
The retum on capial employed for 2018 was 23.0 percert,



Financial benchmark values

In addition to the Group's financial goals, the Beard has established benchmark values for three key financial ratios, which further specify the
framework and goals for the operation of the company.

Net debt in relation to EBITDA

In the long term, net debt in relation to FBITDA, meaning
operating profit before depreciation and amortization of
step-up values, is not 1o be more than 2. Akthough the ratiu
may excead the goal In connection with major acouisitions,
thig should be viewed as a temporary situation, since the
company’s cash flow is expected to offset this effect,

Investments

The long-term banchmark value has been, and will continue
te be, for 2 percant of sales to go to Invastments. In 2018
and 2019, however, tha Imit is temporarily lifted to enabla
the investments that the company considers necessary for
expanding and changing the production structure. There-
ahter, investmants are expecied to move back towards the
banchmmark value - a ievel that creates the necassary scope
for replacement investments as well as certain capacity
expansions in order to match the organic growth of the
Group's key products.

Cash flow from operating activities

Cash flow from cperating activiies is to amount to 10 percent
of sakes, including nvestments in fixed assets, This vahe B
lewar than the goal for the operating margin, since organic
grovwth normally requires an increase in working capital, In
addition, taxes are pald In an amount corresponding to
approximately 26 percent ot earnings before tax.

Qutcome

3

15 16 17 18 19

Outcome
Net debt/EBITDA at year-end 2019 was 0.88.

Outcome
a4
3
2 _— —
1
i
15 1% 17 18 18
Outcome™

Investments in 2018 amounted te 2.9 percent.

' As a percentage of sales

Outcome

20

15 16 17 18 19
Outcome*
In 2019, cash flow from operating activities totaled 8.4

percent”*.

T As a percentage of sales
** Inchuding investrents in fixed assels



Strategic priorities

To achieve its vision, implement its business concept and attain its growth, profitability and capital utilization
goals, Alfa Laval has established varicus strategic priorities that encompass customer callaboration, a focus
on products and working to further strengthen the aftermarket offering.

Improve our interaction
with customers

Customers

Alfa Laval endeavors o optimize its customers'
processes. Naturally, the company's products
play a key role in this. But customers tend to
weigh other critesia as well when they evaluate
thelr overall experience with a suppiier. They
ook at the product's quality and efficiency,
of course, but also at the seller's service and
knowledge, how easy they are 1o reach and
how quickly they respond with answers to
any questions. They evaluate how helpful
the supplier can be if something happens
and they need to order spare parts and
service. They alsc look at how punctual the
supplier's deliveries are and, in many cases,
even at the supplier's sustainability work, to
name a few examples. Alfa Laval endeavors
to be a company that is easy to do business
with. By meeting the customer’s expectations
and needs, from the initial contact through
the sales process to delivery and even in
the aftermarket, the conditions are created
for a positive customer experience, making
it more likely that Alfa Laval wiil become
their first choice for their next procurement.

Alfa Laval works on a broad scale o simplify
customer collaboration. One aspect of this

10

Capitalize on our technical
competence

involves an organizational structure created
to ensure short decision-making paths and
thus faster customer contacts. Ancther involves
the establishment of three standardized
busiress models 10 address customers’
differing needs, challenges and purchasing
PIOCESSES.

1. Standard - sale of standardized components
through channels and online, with a focus
on easy accessibility and lead times.

2. Configured - standardized components
with standard configuration formats for
adaptation to specific applications,
capacities, slc,

3. Project — customized systerns and sokutions
for customers with specific requirements.

There are also other ways to make things
easier for customers. Afa l_aval therefore
works actively to improve and develop its
digital platforms, including everything from
the company’s website and e-commerce
platform to marketing initiatives and social
media. The goal is to reach the customer
early in the decision-making process, help
thern find Alfe Laval's website, make it easier
for themn to find what they need there and

s & @

Continue to develop
our service offering

even offer them a way of configuring as well
as ordering products online. Purchasing
pattems change and 1t is essential {o keep up.

Products

Alfa Laval's product offering in the three key
technologies of heat transfer, separation and
fluid handling serve as the foundation for
achieving the company's goal for profitable,
organic growth. The efficiency and quality of
these products are considered — and expected
te remain ~ key critetia tor customars who
want to improve their competitiveness while
reducing their energy consumption and
environmental impact. To ensure that Alfa
Laval’s product offering is constantly one
step ahead of its competitors, the company
invests approximately 2.5 percent of its sales
in R&D. This level reflects an intensification of
the company’s devetopment efforts in order to
increase the number of products launched
during the coming years. This may include
everything from brand new products to
improved versions of existing ones. Another
important aspect of development work is
identifying new areas of application for existing
products, When it comes to products, the
company also turned up the pace by intro-



Acquisitions and divestments

Between 2015 and 2018, Alfa Laval made two acquisitions with combined sales of SEK 64 million, corresponding to average

annual growth of SEK 13 million.

ABayens

Year Acquisitions Divestments Reason Sales, SEK million*
2015 Service Mullibrand - Channal 50
20167 —7 ) B 77— S o —7 o T --------_—
208 Greenhouse - shelk-and-lube heat exchangers  Product a0
Greenhouse — heat exchanger systems Product 300
2019 7 Alrec ) S - - Product ) “__1;1"-':
Greenhouse - air heat exchangers Product 1,108
Greenhouse — shalf-and-tube heat exchangers Product 14g=

* Refers te saes for the year preceding the acquisition or divestrient. ™ Expected sales for 2015 on the acquisition date, *** Sakes in 2017,

*** Sales between June 2017 and June 2018,

ducing more focused activities to ensure that
the time from concept to product launch is
substantially shortened. This is an overall
thangs that affects all product groups, but
heat exchangers and high-speed separators
are two exampiles where the focus is on new,
differentiated platforms for various areas of
application. A number of new products were
launched during the year, encompassing
everything from heat exchangers, fresh water
generators and separators to membranas,
ballast water systems and systems for
monitoring separator performance.

At the same time, the consolidation of pro-
duction to fewer units in Europe, the US and
Asia continued under the Footprint program
with the aim to strengthen Alla Laval’s
products and competitiveness over time,

While the focus is mainly on organic growth,
the product offering can naturally also be
strengthened and expanded through ac-
quisitions — primarily of supplementary
products in the three key areas, but also of
products that are new to the company and
complement the offering in application areas
where Alfa Laval is already represented.

""" Sales in 2018.

™ Sales in 2019.

Service

The aftermarket — meaning service and spars
parts - is a significant part of the company’s
business. It involves local activity with a global
presence comprising more than 100 service
centers workdwide. Alfa Laval’s products have
along senvice ffe, which forms the foundation
for a large installed base that — to varying
degrees and with varying frequency — requires
both spare parts and service. Thus, the
installed base has inherent revenue potential
that the company aims to capitalize on
through various reinforced activities. These
may cormprise an expansion of additional
service centers or the intreduction of further
automation or standardization of the service
execution. Alfa Laval has a comprehensive
aftermarket portfolic and can tailor its offering
to individlual customers. The work to further
refine this packaging of aftermarket products
will continue, including elements of digitization.
At the same time, this focus on senvice goes
hand-in-hand with the other two strategies
—being swift in dialogue and collaboration with
the customer and supporting the offering of
high-quality products with an equally high-
quality offering of spare parts and service.
it should be easy o do business with Affa Laval.

An initiative that can be used to llustrate
new manners of working is the Marine Divi-
sion’s global service organization - Interna-
tional Marine Service. It offers constant
support and service to marine customers,
regardless of where in the world they are
located. The structure is based on six ser-
vice hubs that cover three regions, with
seamless transfers over time zones. Coor-
dinators and service technicians at these
service hubs can provide technical advice
remotely. The organization also includes
service engineers positioned at various
ports around the world - ready to mobilize.

Lk!



Alfa Laval's share during 2019

Alia Laval's share deliverad a strong performance in 2019. A share
price of SEK 235.90 (189.65) was quoted at the close of the finai
tradling day of the year, up SEK 46.25, corresponding tc 24.4 percent.
OMX Stockholm Industrials, the sector index for industrial shares in
which Alfa Laval is listed, rose 44.6 percent in 2019. The Stockholm
Stock Exchange as a whole rose 29.6 percent in 2019. Dividends in
2019 amounted to SEK 5.00 per share, which corresponded to a total
return of 27.0 percent. The highest closing price for the share was
SEK 242.40, quoted on Decaember 27. The lowest closing price was
SEK 165.05, quotad on August 13, Alfa Laval's market capitalization
at year-end was SEK 98.9 billion (79.5). The Alfa Laval share is listed
on Nasdag Stockhoim and is included in the large cap segment in
Stockholm and the Nordic region as well as OMXS30, which includes
30 companies with the most-traded shares in Stockhelm.

Strong long-term return

Since Alfa Laval was re-listed on the Stockholm Stock Exchange on
May 17, 2002, the company's share, including reinvested dividends,
has generated a return of 1,357 percent. Measured over the full listing
period, this corresponds 16 an average annual effective return of 16

percent, compared with an annual effective ratum of 9.4 percent for the
Stockholm Siock Exchange {SIX Return index} during the same period.

Share turnover

Alfa Laval’s share is not traded exclusively on Nasdaq Stockholm,
but alse on CBOE Global Markets, the Londen Stock Exchange and
Aquis, to name a few examples of major alternative marketplaces.
In 2019, the Stockholm Stock Exchange accounted for 31.7 percent
(38.1) of all trading in the share. Trading on CBOE Giobal Markets
accounted for the largest share at 48.3 percent (45.9). The liquidity
of the Alfa Laval share is favorable, and trading in the share increased
slightly in 2019 to 829.4 (823.2) milion shares and corresponded to
a combined value of SEK 170.46 billion (177.5), including all market-

places. This corresponds to an unchanged share urnover rate in

20619 of 2.0 (2.0) times the total number of shares outstanding. In

2019, the average number of transactions completed in Alfa Laval
shares decreased to 8,430 {9,264) per trading day.

Dividend policy

The Board of Directors’ goal is to regularly propose a dividend that
refiects the Group's performance, financial status, and current and
expected capital requirements. Taking into account the Group's
cash-generating capacity, the goal is to pay a dividend of between
40 and 50 parcent of net profit over a business cycle. For 2019, the
Board proposes that the Annhual General Meeting approve a dividend
of SEK 5.50 (5.00). The proposed dividend corresponds to 36.8
percent (39.4) of earnings per share, adjusted for surplus values.

Share capital

The par value ai year-end was SEK 2.66 (2.66) per share. All shares
carry equal voting tights and equal right to the company's asselts.
Alfa Laval has no options outstanding that could create a dilution
affect for shareholders. The total number of shares during the year
was unchanged at 419,456,315,

Shareholders

At year-end 2019, Alia Laval had 41,147 {34,180) shareholders,
corresponding to an increase of 6,967 (1,213) sharcholders. The ten
largest shareholders controlled 5.7 percent {47.0) of the shares.
excluding nominee-registered shares. The single largest shareholder
was Tetra Laval, whose holding at December 31, 2019 was un-
changed at 29.1 parcent. The Secend Swedish Ponsion Fund and
Lansférsikringar Fondirvaltning were no longer among the ten
largest shareholders at year-end, while Livitrsakringsbolaget Skandia
and Handelsbanken Fonder became the ninth and tenth largest
shareholders, respectively, in 2019.

Price trend, January 1 - December 31, 2019

Number of
SEK shares (000g)
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Total return, May 17, 2002 — December 31, 2019
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Ownership distribution by size at December 31, 2019

Ownership categories at December 31, 2019

No. of No. of No. of No. of shares Hoiding, %
sharsholders sharehciders, % shares Holding, % Financial companies 104,617,472 z24.9
1 -500 31,183 75.8 4,128,146 1.0 Other knancial companies 28.407 0.0
501 - 1.000 4.452 109 3,642,264 0.8 Bocial insurance funds 4,768,675 11
1,001 - 5,000 4,122 10.0 0,264,604 2.2 Government 319,419 0.1
5.001 - 10,000 553 1.5 4,114,109 1.0 Municipal sector 36,172 0.0
10,001 - 15,000 287 06 3,863,062 0.6 Trade organizations 4,987,633 1.2
15,001 - 20,000 221 05 7.067.879 1.7 Grther Swedish lagal entities 5,831,243 1.4
20,001 - 306 0.8 387,376 181 92.4 Sharsholders domiciled abroad {legal antities 275,863,815 B5.B
Total 41,147 419,456 315 and individuals)
Swedish individuals 20,727,817 4.9
fiource. Eumclear Uncategarized lagal entities 2,575,462 05
Sourcs Funclear
Data per share Ten largest shareholders at December 31, 20199
2019 2018 2047 2016 2015 Change in
Share price at year-snd, SEK 23550 1R%H5 193.80 15080 155.00 Capltalf/veting  helding in 2018,
. . No. of sharas rights,% percentage points
Highest paid, SEK 24240 24810 213.90 154.40 176.90
Totra t.ava 122 580,148 26.1 o0
Levwest pard, BEK 165,05 18B50 152,60 12130 12610
Alecta 23,662,464 5.6 o0
Sharsholders equdy, SEK 6615 5626 4887 4834 4307
Earnings per share 1308 1077 708 546 9.5 AMF Insurance and Funds 21.887.405 b2 o
Dividend, SEK 5.507 .00 4.05 425 4.25 Swedbank Robur Funds 18,510,252 4.4 0.0
Fros cash flow, SEK # 1000 856 892 997 12.25 CBNY Nargos Bank 10.857.642 28 00
Prica changs during the year, % 4.4 2 29 = 5 SERB Investiment Management 8,506,141 2 0.0
Didend as % of EPS, % 420 464 B5OG  TIA 460 Folksam 3,774,113 0.8 0.0
Direct return, % * 2.3 26 2.2 25 27 SPP Funcs 2.572.267 07 0.0
Share pricedsharehciders’ squity, rutiple 3.5 34 40 31 35 Litrsakringsbolaget Skanda 2,308,953 0.8 0.0
P/E ratic 7 18 18 27 28 17 Handelsbanken Funds 2,269,689 0.6 0.1
No. of sharshokders 41,147 34.31B0 32967 35840 37,097 Total ten largest sharsholders 217,450,003 5.7

Source’ OMX Nasdag, Euroclear, Aa Laval

"' Board motion to the Annual General Meeting.

¢ Free cash flow is the sum of cash flow from operatng and investing aclivities,
=Measured as the proposed dridend in relation o closing price on the last trading day.
“Clesing pnoe on the last trading day in redation lo earnings per share.

Sowrce Eurockear

% The table is adjusted for nominea-registered shares.

Dividend and percentage
of adjusted EPS®

Il Dividend e« Parcentage of adjusted EPS

o Addpsted tor stet 1 1p amortzation net of taxes.
“Board motion 101he Anrual General Mestieg.

Hource ANalaval

Geographic distribution of the free float,
% of capital and voting rights®
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Share turnover on various
marketplaces 2019

16 17 18 9 1 CBOE Global Markets 8%
2 Nasdag OMX 32%

| LS 3 London Btock Exchanga 14%
4 Agquis 28,

Other 5 Cther 4%

B Excluding Tetrs Laval (Swhtzerand) 20, 125,

Seree: Flockar

Source: Fdesea
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World-leading in three
key technologies

Alfa Laval's operations are based o0 ihree key terhrologss — naal
transfer, separation and flud handiing, These technologies play a ke

role in a number of industrial procasses and Alfa Laval commands a
world-leading positicn in all three areas.




Heat transter

Heating and cooling are basic needs for both the individual and most industrial processes. There is a large
number of industries taday in which heat transter solutions are reguired for heating, cooling, ventilation, evaporation
and/or condensation. All of this can be achieved efficiently using a heat exchanger. Therefore, heat transfer
products from Alfa Laval are now found in numerous areas — within everything from food production and
petrochemicals to the creation of a pleasant indoor climate or hot tap water in private households, to name
only a few examples.

The key word is efficiency

Heat exchangers transfer heat or cooling, often from one liquid to ancther. The main product [ec2]  Business units with heat transfer
in Alfa Laval's offering - the compact plate heat exchanger - is more efficient than afternative 00O  products in their range
technologies, allowing it to play a crucial role in boosting the overall efficiency of the customer’s

manufacturing process. Energy efficiency reduces not only costs but also the impact on the ENERGY DIVISION

environment. Plate heat exchangers are made up of a series of plates assembled closely to - Brazed & Fusion Bonded Heat Exchangers
each other. Between these plates run two channels containing media at different temperatures - Gasketed Plate Heat Exchangers

- often liquids. These flow on either side of the thin plates and in opposite directions to each * Welded Heat Exchangers

other, resulting in a fransfer of heating or cooling.
FOOD & WATER DIVISION

A complete offering Food Heat Transfer

There are differant types of plate heat exchangers — gasketed, brazed and welded - each - Food Systems

designed to withstand different pressure and temperaturs levels. With the industry’s broadest

product porticko, Alta Laval offers efficient, compact products — that are easy to service and MARINE DIVISION

maintain ~ for nearly all industries wordwide. Marine Separation & Heat Transfer Equipment

- Boiler Systems
- Gas Systems

Competitors

46 Danfoss A/S Denmark) ® MIURA (apan)

= HEATMASTER (Netheriands) ® OSAKA [Japan)

®  HISAKA iJapan) @ SAACKE (Germany)
M Kedion (Germary) & 5P FLOW/APY US)
6f KANGRIM (Korea) £ SWEP US)
Market position Sales

Mors than 30 percent of the world market, Share of Group sales,

Plate trem a plate hoat exchanger,




Separation

Separation is the technclogy that represents the origin of the Afa Laval we see today. The business began
in 1883, based solely on separation, and this technology remains a core feature 1o this day. With precision
and a high degree of reliability, liquids, solid particles and gases are separated from one another, which is a
requirement in a large number of industries.

High-speed separators and decanter centrifuges
Alfa Laval's separation products are dominated by high-speed separators and decarter cenfrifuges. Business units with separation
Separators have high rotation speeds, are generally mounted vertically and can separate small OO0 products in their range
particles from liquids and gases. Decanter centrifuges are normally mounted horizontally, operate

at lower speeds and are used to separate larger particles from liguids. They are used, for example, ENERGY DIVISION
in the dewatering of sludge in wastewater treatment plants. Other separation products include » Energy Separation
membrane filters, which are the established solution for separating very small particles, and belt
filter presses, which are used for mechanical dewatering, mainly of municipal wastewater. FOOD & WATER DIVISION
High Speed Separators

Key role in a number of processes = Decanters
Separators and decanter centrifuges play a crucial role in numerous industrial processes, such as: * Food Systems
- food, pharmaceutical, bioengineering, chemical and petrochemical processes.

extraction and production of crude oil, and treatment and recavery of drilling mud. MARINE DIVISION
- handling and treatment of fuel and lubricants aboard vessels and at diesel/gas power plants. Manne Separation & Heat Transfer Equipment

dewatering of siudge and treatrnent of process water in private and municipal facilities.

Competitors
Separators Dacanters
M GEA (Gormany) & Futweg (Germany}
& MITSUBISHI KAKOKI KAISHA (Japan) B GEA Gomany)
() PIERALIS Haly) ) = GUINARD/ANDRITZ (France, Austria)
£ 5oy FLOWSeital (US) () PIERAUSI (Raly)
Market position Sales
25-30 percent of the world market. Share of Group pales,

Purt af a decanter
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Fluid handling

The transportation and regulation of fluids in an efficient and safe manner is crucial to many industries.
Affa Laval focuses on fluid handling products, such as pumps and valves, for industries with stringent
hygiene requirements and on pumping systems for the marine industry and the offshore market.

Efficient and precise

The company’s pumps, valves and installation material are used in production processes
with strict hygiene requirements, such as the production of beverages, dairy products, food eleje

and pharmaceuticals.

[eee]  Business units with fluid
handling products in their range

FOOD & WATER DIVISION

Pumps drive the flow of liquids, while valves are used to guide the flow by opening and closing. Food Bystems

For hygienic applications, Alfa Laval mainly offers centrifugal, liquid ring and rotary lobe pumps. Hygienic Fluid Handling
The most common types of valves include control valves, constant-pressure valves, butterfly

valves and diaphragm valves. The offering also includes hygienic tank equiprment ranging MARINE DIVISION
fromn mixers to cleaning equipment. Mixers can be used to mix both high and low-viscosity Pumping Systems

fluids, such as milk, wine, juice, yoghurt, desserts and fruit gdrinks,

For the marine sector, Alfa Laval offers submerged, hydraulic pumping systems for product and
chemical tankers. These systems enable safe and flexible load handling, which results in less
time in port and fewer journeys without commercial loads. For the offshore industry, the offering
includes pumping systems for collecting sea water for various onboard applications, water
injection in drifl holes and fire extinguishing, which contribute to safe and efficient operation,

Competitors

€} Bardiani Vaives fitaly

@ Dockweier Edelstaht (Germany)
M Fristam (Gormany)

M GEA (Germany)

Market position

T

10-12 percent of the world market.

@ Kieseiman GrobH (Germany}

% MARFLEX {Natherlands)

&= SPX FLOW/ARY (US)
) SULZER (switzerand)

Sales

22%

Share of Group sales.

Pan of & centnfugal puimp




Driven by development

A constant focus on research and development is and always has been essential for Alfa Laval. This is, without
a doubt, the most important condition for the company to be able to deliver products and solutions of the
highest gquality to industries around the world, The goal is clear: remain a market leader in heat transfer,
separation and fluid handling.

The company’s growth rate and the tempo of its product taunches
are constantly accslerating, and major initiatives have been under-
taken in the last few yaars. The most important of these were the
launch of two new platforms for separators and heat exchangers
and the development and implementation of several digitai solutions.

These changes were made possible in large part due to a compre-
hensive analysis of the entire Group in 2016. Everything from the
company's R&D processes to the product range and marketing were
put under the microscope and reviewed from several perspectives.
The analysis also included the company’s services offering and, not
least, the rate and scope of digitization. Challenging and reviewing
our offering is an ongoing process, which will continue throughout
all areas to ensure the company's competitiveness.

Life cycle analysis can help the company define and implement
melhoeds that alse take environmental aspects into consideration
during the development and design of key technologies. The ambition
is that every new product, in addition to being more efficient, should
have a smaller impact on the environment than the product it replaces.
#t is not only about the product’s own life cycle, however — it is also
about developing a product or solution that can help make the cus-
tomer's processes more resource efficient.

The rate of product launches has increased over the past few years.,
Between product improvements, upgrades and entirely new products,
Alfa Laval launches approximately 100 products annually, which is
the equivalent of around two products per week. The focus is on
delivering products and services that can provide improvements for
the customer, whether in terms of energy sfficiency or the ability to
digitally monitor product performance.

A competence center for tomorrow’s solutions

During the last few years, Alfa Laval has established international
competence and test centers in different key areas. There is a center
for high-speed separators in Tumba, Sweden as well as several facilities
in Denmark: a center for hygienic fluid handling in Kolding, a center for
the development marine solitions in Aalborg and center for membrane
filtration in Nakskov. In 2019, ancther competence center was opened
in Seborg, where the next generation of decanters will be developed,
tested and optimized. This center will also focus on digital soiutions,

In addition to competence centers, Alfa Laval has different product-

based business centers. Each center focuses on a specific product
portfolio, such as compact heat exchangers, fluid handling products or
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boilers. These centers are responsible for research and development
as well as further developing existing product platforms, They are also
responsible for product strategies, pricing, sales tools and training as
well as follow-up and evaluation of product launches. Product and

business development takes place every day of the year at Affa Laval.

Approximately 2.5 percent of Alfa Laval's annual sales are invested in
R&D, the equivalent of hundreds of milions of Swedish kronor every
year. In 2019, nvestrments in R&D amounted to approximately SEK
1,086 million. It is therefore of the utmost importance that we protect
the products that are the final resuit of these development efforts and
investments. When a new product, design or function is ready, Alfa
Laval's patent department steps in. Every year, the patent departrnent
handles a large number of internal reports on new inventions, of which
approximately 35-70 lead to new patent applications. The patent
department also deals with trademark registrations and investigations
as well as monitoring and handling patent infringements. At year-end
2019, Alfa Laval had more than 3.700 patents in its portfolio.

Continuously developing the operations

For Alfa Laval, warking with developrment is about much more than the
concept of “R&0C". Development is continuous and permeates alf areas
of the operations. alkowing the company to lead the way in a changing
world. When it comes to the supply chain — that is, the Operations
Division - this work is handled by Operations Development. They make
sustainable improvements across the entire chain, from procurement
and production to distribution and logistics, which encompasses further
developing the procurement process and investigating, developing
and evaluating new production technology within the framework of
Industry 4.0. During the year, a pilot project was established for ad-
ditive manufacturing: 3D printing of product components.

Operations Development has employees at major production facilities
spread around the globe. Everything they do is about change, big
and small. The goal of their work is to find solutions that strengthen
the company’s competitiveness. The unit manages hundreds of
projects every year

Another unit that also works with development is Corporate Develop-
rnant. They work according to a strategic, long-term view of technical
development in possible future growth areas and new Mmarket concepts.
They also support long-term activities carried cut in the company's
various functions, and investigate and analyze different possibilities
when it comes to new technologies or areas that could present future
challenges cr opportunities.



2.5%
Investrrerts in N&D aro to corrgopond
in 2 & parcent of sales per year.

35-70
Every year, tha patent department handbes
a large number of intarnal reports on new
wwventions, of which approxirmately 35-70
lsact to new patent appkcations.

>3,700

At year-and 2019, Alfa Laval had more
than 3.700 patents in fts porticfio.

Operations Development
Contributes to the development and
optimization of the supply chain, Refines
procurement processes and investigates,

devslops and evaluates new cost-efficient
production technologies,

)
)

@)))
S

Corporata Revalnpment
13KeS 3 strategic, Kng-refn v of ekl
devalopment in terms of polential future
sprumllcsuug o vy Fadokot poncopts for
the company as a whole,
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I hree industry-bpased
divisions and a shared
supply chain

Realizing Alfa Laval's business concept - "to optimize the performance
of our customers’ processes, time and time again” - requires a solid

product offering, high technological competence and a structure that

is fast moving and has a high level of insight into the custorners’ needs,
purchasing behavior and processes. Accordingly, Alfa Laval has established
three industry-based sales divisions: Food & Water, Energy and Marine,
which are supported by Operations, the Group's shared supply organiza-
tion with responsibility for procurement, rnanufacturing and distribution.,
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Food & Waler

The division targets customers in industries such as: food, pharma-

ceuticals, biotech, vegetable oils, breweries, dairy and personal care
products. In addition, it focuses on pubkc and industrial water treatment
as well as wastewater and waste treatment.

D Y 6%

Share of Group Aftermarket’s share Operating margin
order intake of ihe division

Chergy

The division targets customers in: oil and gas extraction, off and gas processing and
transport, refineries, petrochemicals and power generation. it also works with construction-
related applications, such as heating, ventilation and ceoling, and has an offering for cus-
tomers in the mining and metal industries and lighter industries, to name a few examples.,
Energy efficiency is a focus area in which the division helps its customers to reduce their
energy consumption, which is beneficial both from a financial and environmental point of view.

15%

Share of Group Aftermarket's share Operating margin
order intake of the dhdsion

NMarine

The division’s customers include shipowners, ship yards,
manufacturers of diesel and gas engines and companies
that specialize in offshore extraction of oil and gas.

N 19%

Share of Group Aftermarket's share Qpetating margin
order intake of the division

Operations

The division is responsible for the Group’s prbductiowretated
procurement, manufacturing, distribution and logistics. This

centralized, coordinated and global supply chain creates the .
necessary prarequisites to ensure reliable access o the Procurement Manufacturing Distributien/Logistics
company’s products worldwide. ) o

MBIAIBAT UOISIAIG






A number of macro drivers continued to prevail in the world
economy in 20198: a growing population and middle class and
more and stricter regulations in the water and environmental
areas as well as for food and pharma {with a focus on sanitary
aspects) generated business opportunities for the division.

Sustainability is an increasingly important factor impacting our
product offering and supply chain as well as the way we conduct
business, It atso influenced our research and development, with
our new products enabling water and energy savings and an
increased yield from natural resources. Our extensive innovation
focus resutted in a large number of product launches, well suited
for today's increasingly demanding global market. Being
“customer centric” is a guiding principie when conducting
business but also when prioritizing strategic activities, such as
exploring innovative applications and product development.

During 2013, the division inaugurated its first purpose-built
testing and innovation center for decanters in Copenhagen,

The vear In brief

MNish Pated
Prremssclert Footd & Watier Divennn

Denmark, Working in close cooperation with customers, the
Decanters business unit will test and evaluate new and existing
products and applications in an environment that reflects real
working conditions. It will ensure that our products are fully
tested and prepared for various conditions at the time of launch,
which is key for custormer satisfaction.

A further expansion of the network of distributors and integrators
rernained an impartant part of the division's strategy and resutted
in an increasing order intake, facilitated to a certain extent by
further development of e-business and online tools. Both
e-commerce and channel sales simplify the supply chain and
improve the customer experiencea,

Finafly, our service businaess continued to grow through new
and existing products and concepts. We saw a higher share
of long-term service agreements, driven by customer needs
to reduce downtime and achieve optimal operating costs.

Cthet, 4% Sweden, 4%

Qther

Asla, 28% EL), 26%

‘ & oo
Latin Amenca, 6% v Europs, 5%

Sales and operating profit Order intake
SEK milions. SEK milions
15,000 2,500 15,000
12,000 2,600 12,000
9,000 1,500 9,000
6,000 1,000 6,000
3,000 500 3,000
0 0 0
16 17 18 18 16

R Sales === Operaling profit

North America, 27%

UOISIAIC] JBIBAA ' P00
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The Food & Water business

Target industries

The division targets customers in industries such as food, pharmaceuticals, biotech, vegetable
oils, breweries, dairy and persenal care products, to name a few exampies. It alsc focuses on
public and indusirial water freatment as well as wastewater and waste treatment,

©
@

Offering

Alfa Laval's three key technologies are allincluded in the offering. This encompasses different
types of heat transfer and separation products as well as fluid handling equipment such as
pumps and valves,

Way to market

The divisicn’s business comprises sales of components, configured products and projects.
This means that in addition to direct custorner sales, the division also reaches end customers
via system buiiders, contractors, retailers, agents and distributors.

Business units

The division has five technology-based units. These units have full profit and loss responsibility
and are responsibie for driving the global business for a gefined group of products, covering
averything from product development to marketing, sales and service.

Structural growth drivers

Food

A growing number of peopie are joining the middle class,
urbanization is continuing at an undiminished rate and
women now account for a higher percentage of the
workforce. This is contributing to growing demand for
ready-made food and the development of more efficient
supply chains with the capacity to reduce wasta.

Alfa Laval's history began in 1883 with the development
of a separator for separating cream from milk. Since then,
the company’s offering for hygienic applications in the food
industry has been expanded to include heat exchangers,
pumps and valves, These products meet the strictest
hygiene requirements and can help to optimize the use
of raw materials. Alfa Laval can aiso help to reduce waste
by offering cooling solutions for transport and storage.

Environment

Human impact on the ervironment is coming under greater
scrutiny, resulting in new, increasingly stringent laws. in

parallel with this, a sustainability mindset has also evolved
and is encouraging cornpanies to voluntarily take steps
that contribute to environmental improvernents.

Alfa Laval has a wide range of products for managing
various environmental problems, The Food & Water division
offering includes decanter centrifuges to dewater sludge
in municipal wastewater treatment plants and they are
also involved in handling industrial waste and water.
Within food manufacturing, Alfa Laval offers processes and
solutions that can reduce waste by increasing the vield.



New trends in the
brewing industry

Beer has been around for ages, but consumers’ tastes and
preferences have naturally changed over time, depending on
geographic location. All kinds of new beers — microbrewed,
alcohol-free, flavored besr — are launched every year. THis means
major challengas for the brewing industry, which needs flexible
processes that can be adapted to new conditions and con-
sumer demands. Other important factors for beer brands is
maintaining the same flavor, regardless of where the beer is
preduced as well as increasing consumer demand for sus-
tainable processes. No matter what the need is, Alfa Laval has
the products and expertise that make us a reliable partrer for
everyone from microbreweries to the major beer producers.
Did you know that one out of every six beers consumed in the
world comes from a facility that uses Alfa Laval's equipment?

Alternative for the growing
vegan sector

In just over ten years, Oatly has gone from being a local cat
milk producer in Helsingborg, Sweden 1o selling products in
more than 20 countries, Through creative marketing, such as
reporfing its climate impact right on its packaging, the compary
has established itself as a climate-smart altemative for consumers
who are moving away from dairy products. Oatly appeared at
just the right time for the growing environmentally conscious
vegan sector, Aa Laval has supplied acvanced processing
equipment to Oatly since it began operating in 2006. What
began as an exclusive agreernent for customized decanters
for the company's Swedish facilitios has now grown to cover
production faciities in the US and the Netherlands. The basis
for the cooaperation is our in-depth, mutual expertise in the
processes involved. Alfa Laval's eguiprent helps lower Catly's
energy consurnption by up to 20 percent, which has further
reduced the company's environmentat impact.

Cleaning microplastics
out of the world's oceans

There might be as many as 5C triflion particles of micro-
plastics in our oceans, This poution has serious conse-
guences and the UN is now encouraging cooperative
measures to sohve the problem. One way is 1o ban micro-
plastics in cosmetics. But there are also other solutions.
In a research project in Denmark, Alfa Laval, along with
various universitias and environmental groups, studied the
effects of using a membrane to remove plastic particles
from wastewater. Alfa Laval installed and operated a
membrane bioreactor (MBR) pilot plart capable of fittering
down to diameters of 0.2 jim [micromeater) — one-thousandth
of the diameter of the nets or filters used in standard
plastic tfrawis. The results showed that the MBR solution
works: no traces of microplastics were detected in the
wastewater cleaned by the pilot facility. In other words,
it is a possible solution for the future.

Read more examples of what Alfa Laval is Going within Energy, Food & Water, and Marine www.alfalaval.com/media/here-magazine

UOISING IB1BAN 3 POOS
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Major end

markets

Dairies

Hygienic products for dairy processes - everything from treating whey, milk and cream
to the production of ice cream, cheese, sour cream or yogurt. Includes separators, heat
exchangers, tank cleaning equipment, rmembranes, pumps and valves.

Water and waste management

Progucts and solutions for municipal wastewater management and for treating industrial
water and waste. The offenng includes decanter centrifuges, belt fitter presses, spiral
heat exchangers, shell-and-tube heat exchangers and membrane bioreactors,

Ethanol, starch and sugar
Separators, decanter centrifuges, heat exchangars and evaporalion systerns are used
n the production of starch and sugar, which are the raw materials for sthanol production.

Protein

Products used o recycle protein, fats and oils from residual vegetable and animal
products for the praduction of everything from gslatin, fish cil and fish meal to bone
meal, sunmi and animal feed. The portfolio includes separators, decanter centrifuges,
evaporation systems, membranes, heat exchangers and boilers.

Breweries

Prodiucts for all steps of the brewing process, from production of mash and wort 1o
fermentation, filtration and pasteurization. The range includes separators, membranes,
decanter centrifuges, mixing equipment, plate heat exchangers, pumps, valves, run-off
water systems and pasteurizing modules.

Pharmaceuticals and biotech

Pumps, valves, separators, membranes, decanter centrifuges, tank cleaning eguipment
and heat exchangers suitable for use in the production of liquid or solid medicing,
vaccines, creams or cintments — processes that are very demanding in terms of hygiena.

Edible oils

Separators, decanter centrifuges, heat exchangers and pumgps are seme of the
products offered for the production of oils from rapeseed, olive, soy beans or figh, oils
that need to be treated to mest customer demands regarding color, taste and rwutrition.

QOther (also retented 10 as “Prep. Food & Beverage” i the Graun's finansial eeparting)
Ali of the end markets mentioned above are included in this category. A large share of
sales is difficutt to allocate to a specific end market since these saies are cairied out
through varicus channels (distributors, retailers, agents, etc.), This share of sales is
summarized and presented here as “Other.”




24%

Share of division’s
order intake

11%

Share of division’s
order intake

Share of division's
order intake

Share of division’s
oreer intake

7%

Share of division's
orger intake

8%

Share of division’s
arder intake

11%

Share of division’s
arder intake

24%

Share of division’s
order intake
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Business units

The dwision has five technology-based units, These units have
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full profit and loss responsibilty and are responsible for driving the
global business for a defined group of products, covering every-
thing from product development to marketing, sales and service.

High Speed Separators
High-speed separators for breweries, dairies and vegetable ol refineries as well
as for applications in pharmaceuticals, biotech, ethanol, starch and sugar.

Food Heat Transfer

Provider of gasketed, tubular, brazed, welded and scraped-surface heat exchangers
—to name a few examples — 10 a wide range of industries such as food, breweries,
dairies, pharmaceuticals, ethanol, sugar and starch.

Food Systems

This unit integrates Alfa Laval's core technokogies into process solutions for the food
sector, especially targeting breweries, vegetable oils, meat and fish processing, fruit
and vegetable processing as well as fermentation and starch and sugar processing.

Decanters

Decanter centrifuges, presses, filters and membranes as components or modules
for food or life science applications as well as waste management such as de-
watering of sludge in municipal wastewater treatment plants, or water treatment
for industrial wastewater.

Hygienic Fluid Handling
Component sales of pumps, valves, Installation material and tank equipment for
hygienic applications in the food and pharmaceutical industry.

Order intake, business units

Hygienic

Fiuid
Food Heat Handling
Transfer

High Speed
Separators
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Susanne Palilén Akbindly
Progicent Enopy Divigion

The division as a whole saw an increased order intake in 2019,
due in part to a favorable economic climate that affected the
majority of our end markets. Activity in oil and gas, however,
has decreased since 2018 to a somewhat lower level during
the second half of the year,

Investments in energy efficiency within the refining and petro-
chemical industry continued to help generate several major orders
for welded heat exchangers throughout the year. The brazed heat
exchangers business unit also experienced favorable growth,
with an increased order intake from most of cur key custormers.

We also continued to invest in increased capacity in our existing
preduction units, while also commencing manufacturing of
brazed heat exchangers in the US and the construction of an
entirely new, state-of-the-art production facility in ttaly. The
now facllity will allow us to better meet the growing demand
from our HVAC customers,

The year in brief

Last year's major launch of an entirely new product platform
for gasketed heat exchangers has reached the next step and
is now generating a steadily increasing order intake.

Sales via channels also performed well during the year. E-commerce
and online advisory services are becoming even more important
competitive factors, and we continued our work to make more
of our preducts accessible via global e-commerce solutions.

During the year, we integrated Airec (based in Malmé, Sweden),
a technological company acquired in 2018 in the brazed and
fusion bonded heat exchangers business unit. The technology
opens up many interesting markets and applications for Afa Laval,

Overall, mest of our primary industries experienced a favorabie
trend. This applied to both new and aftermarkst sales, where
the division’s service business continued to demonstrate
favorable growth.
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The Energy business

©
Sy

Target industries

The division targets customers in markets such as: oil and gas extraction, oil and gas processing
and transport, refineries, petrochemicals and power generation. The division also works with
construction-related applications, such as heating, ventilation and cooling, and has an offering
for customers in the mining and metal industries and lighter industries, to name a few examples.
Energy efficiency is a focus area in which the division helps its customers 1o reduce their energy
consumption, which is beneficial both from a financial and environmental point of view.

Offering

Heat transfer is the main technology offered, comprising everything froms gasketed plate heat
exchangers for gentler applications to different types of welded heat exchangers for more
demanding applications. Separation technology is the other main technaology offered - both
high-speed separators and decanter centrifuges.

Way to market

The Energy division's business comprises sales of components, configured products and projects.
This means that in addition to direct customer sales, the division also reaches customers via
system builders, contractors, retailers, agents and distributors.

Business units

The division has four technology-based business units. These units have full profit and loss
responsibility and are in charge of driving the global business for a defined group of products,
covering everything from product development to marketing, sales and service.

Structural growth drivers

Energy

Environment

The world’s energy needs are continuing to intensify —
at a faster rate in some areas of the world than others.
There are two ways to handle this challenge: increase
the total energy production and make greater use of
technolegies that enable more efficient use or recycling
of the energy generated.

Alfa Laval's offering encompasses products and solutions
for oif and gas extraction, power production, renewable
fuels, refinement and much more. With its compact heat
exchangers at the heart of its solutions, the company's
products also play an important role in the efforts to make
the world's industrial processes more energy efficient.

Human impact on the environment is coming under greater
scrutiny, resulting in new, increasingly stringent laws. In

parallel with this, a sustainability mindset has also evolved
and is encouraging companies to voluntarily take steps
that contribute to environmental improvements.

Alfa Laval has a wide range of products for managing
various environmental problems. The Energy division's
efficient heat exchangers and its focus on recovering waste
heat create an opportunity for substantial energy savings
and a reduction in CO, emissions for the custorner.



Profitable sustainability
efforts in the energy sector

The Hengli Group, one of China’s largest petroleumn refineriss,
waorks sustainably and has set its own environmental goals
and benchmark values that are more stringent than those of
the Chinese government. Alfa Laval has worked closely with
Hengli for a long time, beginning with the delivery of its first
heat exchanger in 2003. Hengll's positive experances of the
cooperation made Alfa Laval a natural choice when the com-
pany wanted to build an entirely new refinery and needed heat
exchangers to optimize heat transfer and energy recovery.
By using compact heat exchangers in the refinery, which
producas 400,000 barrels of oil per day, Hengli can capture
heat from the refining process and re-use i to heat the oil in
the initial steps of the procaess. The result is a 30 percent
reduction in energy consumption. This, in turns, leads to
both financial and environmental advantages that are entirely
in line with Hengli's sustainability agenda.

Read more examples of what Alfa Laval is doing within Enargy, Food & Water, and Marine www.altak

New conditions for
renewable energy

Our growing energy need and increasingly limited resources
make meeting the energy needs of the future one of our most
pressing challenges. Renewable energy could be the solution,
but the problem is that renewable energy can not atways be
preduced when the need is greatest, and there is a lack of
efficient storage methods. The startup company Malta inc,
has developed a solution in which energy is transformed into
heat and can be stored for several days before being trans-
ferred back to the power grid when the need increases.
As a partner in the comparwy, Alfa Laval is alkso a supplier of
specially designed heat exchangers that have a key function
in the solution. Malta is now planning its first pilot plant to test
the solution on a larger scale. Couid this be the beginning
of a more sustainable energy supply?

Greenhouses in the
Netherlands becoming
even greener

Mairtaining the Netherlands' approximately 8,000 hectares
of greenhouses at the right temperature requires a lot of
energy. At the sama time, the government has sat clear
envirenmental goals. This has made the developrment
of alternative energy sources a top priority for quite sorme
time. The first step Involved developing geothermat
snergy. which has been used for the last few years,
Alfa Laval participatad in a pilot project and developed a
specially designed heat sxchanger optimized for geo-
thermal applications. The results were positive and the
heat exchanger was installed in several greenhouses.
The Netherlands plans to build around 175 new geo-
thermal greenhouses by 2030. Alfa Laval could thus
play a major rote in reducing energy use and emissions
from the Netherlands' greenhouses in the futura.

1 madia/ "
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Major end markets

HVAC

Aifa Laval’s heat exchangers help creaie a comfortable indoor climate in houses, ware-
hauses, public buildings, hotels, office complexes and athietic facilities over the world.
Thay can also be used In data centers and for cokl storage, They are even used within
district heating and cooling systems and 1o heat tap water for Doth single- and mui-
farmily residences.

Oit and gas

Includes driling, processing, production and transportation of ol and gas. Within drilling.
Affa Laval offers mixers, heat exchangers and decanter centrifuges for mixing. cooling
and cleaning drilling mud, Affa Laval's products can be used in some 40 applications
within oil and gas processing/productionvtransportation. Products are alse offered for
efficient waste management.

Petrochemicals

The range inciudes plate heat exchangers and shell-and-tube heat exchangers for
use N a number of procasses connecied (o the production of organic base chemicals,
fine chemicals, intermediate petrochemicals, potymers and fibers.

Manufacturing industry/metal working

Alfa Laval offers heat exchangers and separators for heating/cooling and cleaning
industrial fluids within metal working. They can also be used to cool and/or filter
hydraulic oil and lube oil.

Refineries

In a refinery, crude ollis divided into different cormnponents that are then refined toa useful
products like naphtha, heating oil, aircraft fug! and diesel. Alfa Laval's heat exchangers
are designed 1o withstand the high pressure and temperatures in the different processes
at a refinery,

Cooling

Encompasses everything from industrial deep freezing and cold storage to cooling ice
rinks, The offering for the food industry includes air-cooled and plate heat exchangers
for cooling slaughterhouses, spaces for handling fish ana meat, for storing fresh
goods and for cooling or heating greenhouses.

Power generation

Affa Laval's heat exchangers, separators, fiers and bollers can be used in a number of
processes in the power sector — regardiess of which energy source Is used to generate
the electricity. They can even be used in capturing and storing carbon dioxide, or for

storing concentrated solar energy.

norganic chemicals

Fquipment for heat transfer, separation, condensation and evaporation applications
for producing incrganic base chemicals like hydrogen percxide, caustic scda, hydro-
chloric acid, sulphuric acid and soda ash.
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The division has four technology-based business units. These units
have full profit and loss responstbility and are in charge of dnving the
global business for a defined group of products, covering every-
thing from product development to marketing, sales and service,

Brazed & Fusion Bonded Heat Exchangers

A clear majority of the business targets HVAC applications — heating, ventilation,
air conditioning and cocling — meaning that the unit, to a large extent, is exposed
to the construction industry as well as to public investments in district heating.
A smaller part of the business is involved in engine or industrial applications, such
as engine cooling for off-road vehicles or pleasure boats as well as cocling and
cleaning of liquids in light manufacturing.

Energy Separation

Separation equipment and solutions for both upstream and downstream elements
of the hydro carbon chain as well as for the chemical industry, power production,
mining, minerals, pulp and paper and several other industries. The main technol-
ogies offered are high-speed separators and decanter centrifuges, but the offering
also includes mixing equipment and fresh water generators.

Gasketed Plate Heat Exchangers

While this business unit is responsible for supporting all three divisions and thus
has an extremely wide product range, its focus in the Energy division is on supplying
gasketed plate heat exchangers for HVAC, codling, engine cooling, chemical
processing, oil production and power generation.

Welded Heat Exchangers

All types of welded heat exchangers including compact plate heat exchangers,
spirals, plate-and-shell, wet-surface air coolers, Packinox, shell-and-tube as well
as air heat exchangers for demanding process applications with high pressures
and temperatures in the refinery, petrochemical, gas processing, pulp, paper
and mining industries.

Order intake, business units

Brazed & Fusion Gasketed
Bonded Heat Plate Heat
Exchangers Exchangers

Welded Heat
Exchangers
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Sameer Kalrm

In 2018, the marine market was somewhat cautious as it waited
1o see what effect the global sulphur cap on emissions, which
took effect on January 1, 2020, would have on fuel prices, The
sulphur cap requires that shipowners switch to low-sulphur fuel
or install an exhaust gas systern that can clean fuel emissions to
the required level. Uncertainty regarding the price delta between
the different fuels had a dampening effect on demand for exhaust
gas cleaning systems in general and alse on our order intake.

The wait-and-see mode in the market was further fueled by
concerns regarding the macro economy in the wake of global
trade disputes, This weighed on the general contracting of new
vessels. The decline in contracting had a negative impact on our
order intake, especially since demand for important ship types,
such as chemical and product tankers, was particutarty low.

While our order intake for exhaust gas cleaning systems declined,
revenue from the same technology grew substantially — reflecting
the record-high dermand levels noted in the previous year. The
growth in deliveries and sales was managed through a continuous
ramp-up of production capacity and contributed to a boost in
sales for the division as a whole.

One area that reported a higher order intake was ballast water
cleaning systems. The final enforcement of lagisiation for ballast

Prregctent, Warie [eeeatn

The year in briet

water treatment in late 2018 boosted demand for Alfa Laval
PureBallast throughout 2019. The activity level in the il and gas
markets also remained strong, resulting in favorable demand
for our offshore offering.

The marine industry has begun a slow transttion away from using
fassil fuels. In this decarbonization journey, LNG is expectad to
serve as an intermediate fuel as we move towards a zero-carbon-
emission industry. This is the reason why we invested in a gas
section at our Testing and Training Center in Aatborg, Denmark.
We want ¢ ensure that we are at the forefront when we develop
products and solutions for gas-propelled vessels. In 2019, we
saw a significant increase in both enquiries and orders from
shipowners choosing gas as a fuel in order to comply with the
new sulphur cap diraective.

Our service order intake was very strong in both marine and
offshore. Strong demand for connectivity and compliance ser-
vices linked 1o our environmental products contributed to this
strong order intake, as did an uptick in demand from customers
requiring senvices and support when switching to compliant fuel.
The continued expansion of our service organization also
contributed to our increased order intake, driven by improved
service engineer avaiability and quicker help desk support.,

Cther, 2% Swaden, 0%
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The Marne business

Target industries

The division’s custorners include shipowners, ship yards, manufacturers of diesel and gas
enginas and companies that specialize in offshore extraction of oil and gas.

Way to market

The division’s sales force targets customers directly, its customers are well defined and imited
in pumber — 56 a direct approach is possible with a imited sales force.

Business units

Offering
The offering includes heat transfer equipment, high-speed separators and pumping systems
as well as different environmental products such as ballast water treatment systems.
&

The division has four technology-based business units. These units have full profit and foss
responsibility and are responsible for driving the global business for a defined group of products,
YOO covering everything from product developrnerit to marketing, sales and service,

Structural growth drivers .

International trade - globalization

Global trade helps 1o connect a world where raw matenals
are extracted in one country and processed in another,
after which the end products are transparted to customers
across the globe. Shipping is the most efficient - and at
the same time economical - transport solution, which is
why approximately 8¢ percent of commercial fonnage
is now shipped by sea.

Alfa Laval has delivered equipment to the marine industry
since 1817, It started in the engine room with separators
for cleaning ube oil and has since grown to include every-
thing from heat exchangers for generating fresh water

o pumping systems for efficient loading and unloading.

Environment

Human impact on the environment is coming under
greater scrutiny, resulting in new, increasingly stringent
laws. ln parallel with this, a sustainability mindset has
also evolved and is encouraging companies to voluntarity
take steps that contribute to environmental improvements,

Alfa Laval’s Marine division offers a number of sclutions
that reduce the impact on the environment, such as sys-
tems for treating ballast water, lowering the sulphur content
in ships’ exhaust or cieaning the bilge water on board.



Connected solutions
ensure that marine
regulations are followed

Vessels that run on heavy oil generate dangerous sulphur dioxide
smissions, leading to acid rain that damages sensitive eco-
systems. In January 2020, the giobal limit for sulphur diexide
emissions was lowered from 3.5 percent to 0.5 percent. This
leaves shipping companias three chelces: change to liquid
natural gas (LNG} or to fuel with law sulphur content, or install
an exhaust gas scrubber that cleans exhaust gas before it is
released. Alfa Laval's PureSOx is a market-feading exhaust gas
scrubber, with an accompanying Connect service that simpiifies
monitoring reports for sulphur dioxide emissions. Shipping
companies can use the service 1o easily develop user-friendly
and graph-based reports that can mmediately be turned ovar
to the autherities. An easy way o ensure regulatory complance
and protect our marine erwironment.

Read more examples of what Alfa Laval is doing within Energy, Food & Waler, and Maring wnarw,

Technology that cleans our
oceans after ol catastrophes

Our oceans are constantly exposed to threats and differant
kinds of stress. One threat with devastating consequences for
life on tand and under the water is the unintended release of
oil after vessels run aground or after an oil platform springs a
leak. And accidents happen. There have been several major
oit spils in the last few years, including off the Spanish coast and
in the Gulf of Mexico, On both occasions, Alfa Laval's Framo
pumping system helped bmit the scope and effects of the ca-
tastrophes. Alfa Laval's specially designed pump solutions, the
Framo skimmer systemn, clean oif out of the ocean even in the
toughest possible conditions, such as in powerful storms or
ice-cold water — even at the tremendous depths where wrecks
leaking cit can cause severe damage to the marine environment.

Award-winning solution
for ballast water cleaning

According fo the International Maritime Organization (IMO),
the spread of invasive species is how recagnized as “one
of the greatest threats to the ecological and economic
well-being of the planet.” But there are sclutions. Alfa
Laval’s PureBallast, the first chemical-free system for
ballast water treatment, was jointly developed by Alfa
Laval and Wailenius Water based on technology from
‘Wallenius Water. The system adheres 1o reguiations from
both the US Coast Guard (USCG} and IMO. In 2019,
Alfa Laval was recognized as a leading global company
in the market for ballast water treatment systems. Every
year, the consulting firn Frost & Sullivan recognizes
“companies that are market leaders and establish best
practices within growth, innovation and leadership.”
The consuiting firn based its decision on Alfa Lavals
long experience as a lkeading supplier of marine solutions.

com/media/here-m
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Major end markets

Shiphuilding and maritime transport

Alfa Laval has a broad offering of products and systems for installation onboard vessels.
The offering includes systems for cleaning and treating fuel, pumping systems for
joading and unloading, boilers, fresh water generators, inert gas systems. systems
for treating lubricanis and tank cleaning equipment.

Offshore

The offering for ofl and gas platforms includes fresh water generators for producing fresh
water and tailing water, pumping systems for fire extinguishing or to pump sea water
for different onboard applications, inert gas systemns and emergency DOwer generatars.

Engine power

Engine-generated power is used in places that are not connected to the power grid.
It is also used for back-up power during blackouts, to manage peaks in demand when
the power grid is not encugh or as a supplement for solar or wind energy. Aifa Laval
offers modules for fire axtinguishing. separators for cleaning crank case gases, and
heat exchangers for different cooling applications.
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BUSINESS UNits
The division has four technology-based business units. These units
have full profit and loss respensibility and are responsitle for dhiving

the global business for a defined group of products, covering every-
thing from product developrment to marketing, sales and senvice.

Pumping Systems
Carge pumping systems for product and chemical tankers and pumping sys-
tems for utilities and safety applications on board offshore platforms.

Gas Systems
The unit supplies inert gas systems and exhaust gas scrubbers to customers in
the marine industry.

Boiler Systems

Bailers, heat recovery systems, gas combustion units and thermal fluid systems
primarily for the marine sector but also for engine-generated power ang industri-
al applications on land.

Marine Separation & Heat Transfer Equipment

High-speed separators, heat exchangers, ballast water treatment systems and
filters are some of the products that this unit offers to the marine industry and
diesel and gas-engine manufacturers.

Order intake, business units

Boilers

Environmental
products

Pumping
systems

Saparation and
haat transfer
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Anocther year with a high rate

of production

and ment

Manufacturing

Alfa Lavals production structure is based on its thwee key technolkogies
and organized to provide the most even capacity utilization possible
across its production units. Separators, for example, are sold within
all divisions and are therefore ultimatety found in a number of different
application areas and processes. But the technolkogy is essentially
the same, which makes it possibie 1o consolidate proguction 1o
shared units ~ regardiess of whether the individual separators are
for the marine sector or food processing. In other words, Alfa Laval's
production structure is based on technology, not the end market.

Al year-end 2019, Alfa Laval had 39 major manufacturing units, spread
across Europe, Asia, the US and Latin America. During the year,
Operations experienced a strong upswing in ordler intake and deliveries,
which was a challange in itself. On 1op of this, the organization con-
tinued to implement selective capacity expansions in certain argas —
such as establishing new production capacty for brazed heat exchangers,
separators and gasketed heat exchangers — while efforts to concentrate
certain manufacturing to fewer sites wera completed. From a short-term
perspective — that is, in the daily work — the focus was on sustainability,
lead times, quality, productivity and cost. From a long-term perspective,
considerable time was devoted to strengthening the manufacturing
process by ensuring the right competence is in place, investing in new
production technologies, assessing opportunities related to automation,
digitization and 30 printing, and ensuring that the results lead to
improvements in health, safety and the environment.

Procurement

The procurement organization handies all of Alfa Laval’s needs for
direct as well as indirect materials, for all factories and distribution
centers, The largest item in ihe cost of goods sold is direct materials
— accounting for a full 70 percent — and any improvements possible
within this area are therefore extremely valuable. The organization
handies procurement of a variety of goods and raw materials, such as
aluminum, stainless steel, titanium, cast metal, forged iron, machinery,
electrical equipment and fasteners, to name a few examples. 1t is alsc
responsible for the purchase of goods outside the manufacturing
process, such as software, consulting services, hardware, telecom-
munications and comparny cars,

When it comes to procurement, there are many parameters to take
into consideration. Cost is a factor, but it is one of many. it must be
weighed against quality, dependability, delivery capacity and reliability;
at the same time, the supplier needs to meet Alfa Laval's Business
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by the three divisions

e U

arators to pumps, valves

nes —1s produced and delivered in line with the promise mads to the customer.,

Principles concerning the environment, heaith and safety. Alfa Laval
has a platform for auditing suppliers, which simplifies assessments
so that comparable results are obtained.

Alfa Laval's shared supply chain is a strength. The company can
consolidate the demand for metals and other products/goods for all
production units, achieve sconomies of scaks and gain feverage in
negotiations right from the start. At the same time, the right work
method can generate considerable savings. Training and process
development are carfed out on an ongoing basis to ensure a uniform
and structured work method, regardless of where in the world the
buyer is located. This includes incorporating an ever-larger portion of
the total procurement volumes into global contracts, which reduces
the number of suppliers, reduces costs and minimizes complexity.

Procurement also manages the development of existing and new
suppiliers in order to optimize Alfa Laval’s current value chains and
future needs through cooperative projects and product developiment.
These factors must be weighed against the supplier’s technical ability,
quality, dependability. delivery capacity and reliability; at the same time,
the supplier needs to meet Aifa Laval's Business Principles concerning
the environment, health and safety.

Distribution and logistics

Logistics and the distribution of components, spare parts and new
products include everything from order handling and inventory man-
agement to stock picking, delivery and invoicing. It is not enough for
a praduct to be of high quality and in line with specifications — it must
also reach the recipient at the right time, in a secure way and with
as little impact on the environment as possible. Alfa Laval has eight
distribution centers, spread over Europe, Asia and North America.
They process over 1.2 million order lines every year. Distribution and
logistics is also responsible for Alfa Laval's overall transport needs.

Consolidating transportation needs provides economies of scale, from
both a cost and quafity perspective. But costs are only one parameter
that must be considered. The environment is another important
component, Alfa Laval actively works to reduce the company's freight-
related CO, emissions. In 2019, Alfa Laval implemented a new
transportation management system that will enable customers to
better track their deliveries from Alfa Laval.

During 2019, Alfa Laval's deliveries to most end markets increased
congiderably, particularly towards the end of the year. Despite its high
volumas, Alfa Laval kept the partion of air freight in line with previous
year. At the end of the year, 69 percent had been shipped by road,
23 percent by sea and 7 percent by air.



Production units
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Mikael Tydén

During the year, we continued our efforts to further strengthen
our competitive abilties and delivery capacity while our pro-
curement organization continued to make good progress in its
work to ensure reliable access to materials and components.

We invested in equipment to increase our capacity and pro-
ductivity in the supply chain for brazed and gasketed heat ex-
changers and separators.

The structural changes initiated under the Footprint program in
2016 continued according to plan. Step 1 is over and the end
of step 2 is planned for the first half of 2021, The degree of

automation and digitization also increased in our production and
distribution units, where we intensified our Industry 4.0 efforts,

The year in brief

President, Operations Division

We reduced water and energy consumption at our production
units despite an increased rate of production. We also increased
the share of renewable energy, and around 70 percent of the
energy used at our production facilities came from renewable
energy sources.

We continued to make improvements in a number of areas,
including health and safety, quality, productivity and lead times.
We were successful tharks to the commitrment of our employees,
our focus on Lean Six Sigma and the continued training of
both employees and managers.

UOISING SuciRIsdD
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A service offering with
the customer in mind

Alfa Laval sees Service — the offering of spare parts and services — as a part of the cycle rather than an after-
market or secondary market offering. Senvice can be essential for the customer’s next investment decisions
-~ in olher words, providing the right service creates the conditions for new sales, Through continuous customer
contact, this part of the business provides valuable information for the development of new products and
services, Service's abilty to contribute 10 the company's growth in a nuimber of different areas makes it an

imporlant focus area in Alfa Laval's slrateqy.

In addition to its capacity for new sales and providing information to
units that work with research and development, Service also has Other
advantages, since it is less sensitive to economic trends and has good
profitability. Alfa Laval's goalis 1o continuously improve the service
offering and its interaction with customers — that is, to enhance the
customer experience — in order to generate growth in absolute
numbers. Year after year.

The foundation for generating growth is the company’s installed base
of products. These products have a leng service life, during which they
- to varying degrees and with varying frequency - require spare parts
and service. The instailed base also has inherent revenue potential for
dacades to come. Actively leveraging this potential, and further cap-
italizing on it, is an essential part of Alfa Laval's strategy. The way to
achieve this is through custormer satisfaction: offering something that
the customer values and doing so in a way that is easy and simple.

With the customer in the center, the big picture is what counts — the
customer's entire experience of Alfa Laval, The customer’s interaction
with Alfa Laval's selfers, and subseguent clelivery and installation of
new equipment. lasts for a relatively short period of time, This is, of
course, incredibly important, but from the customer’s perspective, the
supplier's ability to help throughout the decades to come - the rest of
the equipment’s life - is at least equally important. Getting help quickly
when unplanned stoppages occur or, even better, help to avoid them
entirely, is important for everyone who runs a business. Suppliers
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need to meet this need. That is why Alfa Laval is investing heavily in
further developing the Service business, with the goal of delivering a
positive full-service experience.

2019 was brimming with activities connected to further developing
the Senvice businesss offering. Increased automation at selected service
centers, improved web functionality to provide easy access to infor-
mation and seif service, QR codes on products that provide access
to manuals, tips and contact information, competence development
for service employess to improve security awareness and standardize
the level of service, and increased focus on developing new digital
service solutions. These were some of the initiatives that began or
were completed during the vear — all intended to enhance the overall
experience of Alfa Laval’s offering.

Tha Service business has global coverage through more than 100
service centers, bul thers is aiso a high degree of local activity since
having a local presence is essential o be able to quickly reach out
and help customers, Equally important as having service technicians
and service engineers close by is the guick delivery of spare parts
and a web functionality that both informs and enables self service.
Speed, presence, These factors are essential when a customer is
facing a problem that affects their operations, This also guides Alfa
Laval's development work in these areas. The goal is to carry out a
digital transformation in areas where it is logical to do so. One area
where a digital offering provides a clear benefit is Alfa Laval PureSOx



Connect, a sclution offered for Alfa Laval's marine exhaust gas that
reduces the sulphur content in a vessel's exhaust. The systern con-
tinuously measures the sulphur content in exhaust to ensure it meets
the legal requirements set in different parts of the world and can
generate reports 10 selevant autherities that certify compliance, it
can also be seen as a service module that alerts Alfa Laval as need-
ed {o provide support from a distance or, as necessary, to send out
spare parts or service lechnicians to the vessel’s next port of call.

Need for spare parts and service

Access fo service and spare parts is important for customers to avoid
stoppages or interruptions. But customers' senvice needs are extremely
varied. Regardiess of whether the custormer wants to receive all their
help from an external service supplier or prefers to have their own
service organization and only purchase spare parts, Ala Laval can
customize its service offering. The Service organization handles every-
thing from installation, testing and start-up to cleaning, troubleshooting,
spare parts and raconditioning.

Service centers

>100

Mure than 100 servica centers with
tha capacity to deliver services in
over 160 countries,

@ Service cenlers

@ Large and mature installed base that
neads to be maintained and renewed.

® A combinalion of fast-growing markets
and astabhshed niche apphications,

& Installed base that 15 growing rapicly,

sOIMBS

Just as custemer needs vary, different technologies also have different
needs depending on whether they have moving parts. Another factor
that affects the need for service is the application or process where
the product is used. A heat exchanger that heats tap water in an
apartment buikding will not need to be serviced as often as a decanter
that cleans chiling mud. The need for service also depends on whether
the product is installed in a process that runs around the clock, every
day of the year, or if it is used for short-term seasonal work.

Obvicusly, all products installed in industrial processas will — sooner
or later, in varying degrees and at varying rates — need spare parts or
some form of service. This is what makes the Service business so
important for Afa Laval. Calculations show that the aftermarket po-
tential greatly exceeds the value of new sales, where heat exchangers
have the greatest potential and can generate up to seven times the
value of a new sale,

Order intake, SEK million

MSEK

14,000

12,000
10,000
8,000
8,000
4,000
2,000

Long-term potential ~ Value of the aftermarket relative to new sales

Plate heat
axchangers x 1-7

Separators x 4

Fumps and
valves x 1-2.5
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An attractive workplace

Alfa Laval's employees are the company’s greatest resource. Creating a secure, inspiring work environiment is
therefore a top prionty, as is forming a culture hal can both attract and retain talent and allow people o thrive.
Succesading with this task requires a great deal of sensitivity to everyone's individual conditions and neads,

Creating work places that are inclusive and free from discrimination,
where ermptoyees feel secure and confident, is essential. It is also a
given at Alfa Laval that employees have opportunities to improve, o
as to meet the challenges of today and of the future. The company
can also offer an additional advantage, namely the opportunity for
empioyees to feel that they are individually contributing to a more
sustainable future. This can be achieved through solutions that clean
water, minimize waste, use natural resources efficiently or enhance
energy use efficiency.

Health and safety

Since Alfa Laval's employees are the foundation of the company's
success, ensuring their health and safety is only natural. Alfa Laval works
continuously to create a healthy, safe and attractive work environment
for its employees as well as its contractors, customers and visitors.
The company strives to be a warkplace that is free from accidents
and work-related ilinesses.

Gomprehensive work is therefore conducted in the line organization to
ensure that the work environment is designed to minimize these risks.
This work follows a manual developed to ensure that safety is incor-
porated into the company's dafly routines. In addition to guidelines
and manuals, employees must also receive training so that they have
the right attitude towards safety issues. The human factor is the most
common cause of accidents, which means that individual behavior
is a kay factor in the effort to eliminate risks.

I 2019, Alfa Lavalimplemented a health and safety program that includes
clear guidelines and focuses on leadership, training and communicaticn.
All of Aifa Laval’s facilities will eventually follow this program, in addition
to existing local laws and regulations. The facilities will also have an

organization that actively works to ensure a safe and heatthy workplace.

Diversity that enriches

Alfa Laval is an international company with Scandinavian roots and
a global organization that serves customers in approximately 100
countriss. Diverss nationalities among the company’s employees are

Employee training and development - 70-20-10

© > SR
&

20 percent 15 10 come from various types of developrmental
relationships, mearing what the individual learns from
managers, more experienced colleagues or mentors,

70 percent is 10 come from the challenges
faced during the course of the individual's
day-to-day work,
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therefore a natural part of its operations. Alfa Lavals ambition is for its
local organizations 10 reflect the markets in which they operate and,
at the end of 2019, the company thus had employees of about 100
different naticnalities.

But diversity is about s¢ much more than this. it is about bringing
together individuals who are different, who think differently and con-
tribute different perspectives — or who are of differant genders, ages,
and have different experiences. This variety is something the cormpany
strives for. It provides an important base for insights and flexibility,
and makes it possible to change together, based on the growth
drivers that characterize the business.

With an explicit focus on varety and diversity, all ernployses must feel they
are treated on equal termns and that they have career paths open and
available to them. This is one of the reasons that Alfa Laval works with
open internal recruiting, All available positions are published on the
company’s intranat and all smployees are welcome to apply. By com-
bining an open recruitment process with an explicit focus on perfor-
mance, Alfa Laval aims to create an inClusive work environment with
equal opportunities for development. The hope is that this will encourage
mobility and help the company retain employees with a high ievel of
competence, An inclusive work environment that sticnulates the indi-
vidual's development is a key step in reaching Affa Lavals overall goals.

Development and training - the basis for success
Development in the sense of research and development (R&D) is
essential for Alfa Laval's success, yesterday as well as today. But R&D
is driven by people, and without their individual abifities, curiosity
and insight, the company cannot advance, To keep moving forward,
the individuals who are te develop the business must therefore be
given their own development opportunities. In this context, we are no
longer talking only about R&D, but rather about employee develop-
ment within all areas of Affa Laval's operations, at all ievels.

Change is a constant in society and in business. Customers want
new and even more efficient products, and there are always new

10 percent of what an indivigual leams is 10
come from fermal training programs, either
online or in a classroom setting.



rules and conditions. All of this imposes demands on Alfa Laval and
its employees. To succeed, Alfa Laval needs to stay one step ahead,
and this can only be achieved when people can kift their gaze and
think differently, when they thrive in their tasks and have the tools
they need to succeed in their work.

During the year, Alfa Laval began developing a new digital training
portal, which will simplify planning and follow-up of training modules
for individual employees. The portal will also be open for customers
who are interested in customer-gpecific training, which will strengthen
Alfa Laval’s offering and competitiveness.

For development, Alfa Laval uses the 70-20-10 model. This means
that 70 percent of development cpportunities are to come from the
chalienges faced during the course of the individual's day-to-day work
and 20 percent is to come from various types of developmental
relationships, meaning what the individual learns from managers,
mere experienced colleagues or mentors. The last 10 percent is what
the employee learns from formal training pregrams, either online or
in a classroom setting.

Alfa Laval offers a broad range of training opportunities, some of which
are managed locally, while others are part of a central program. The
hub for this training is a training portal, which is available on the
company intranet. Many of the company’s courses are internst-based
(e-learning). These can be complsted in groups in real time or indi-
vidually at a pace and time that best suits the employee. The course
offering is continuously developed tc meet the needs of both the
employees and the company.

Health and safety program

As a first step in the health and safety program, approxi-
mately 150 managers participated in the first training module,
in the next step, they will be responsible for training i their
own organizations, The program will be carried out in dia-
legue with the employees.

Average number of employees
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Employees by region

1 Sweden

2 Other EU

3 Qther Europe

4 North America
5 Latin Amernca
G Asia

7 Other
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8%

3%
34%
1%
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Sustainability
and its foundation

Alfa Laval works with sustainability in order to be an attractive company for both
investors and customers — and to better attract and retain competent employees.
Sustainability is considered both a respongsibility and a business opportunity,

Read more

Note that Alfa Laval pubbshes a separate Sustainability Report that complies with Swedish
fegal requiroments. the Global Reporting initiative and the UN Global Compagt, The repag :
is available in English: wew.aifalaval.co is “EQ% o




Sustainability begins at home, by Affa Laval conducting its own
operations ethically, and according to prevailing social and
environmental legislation. Alfa Laval's four business principles
help by providing clear guidelines for how they are to be con-
tinucusly implemented, monitored and documented.

Alfa Laval’s business principles

Alfa Laval's four business principles are aimed at continuously
improving Alfa Laval's social, environmental and ethical wark
as well as maintaining its internal and external transparency.
Alfa Laval's business principles incorporate the “Protect, Respect
and Remedy” framework introduced in the UN Guiding Principles
on Business and Human Rights as well as the OECD Guide-
lines for Multinational Enterprises.

1. Social responsibility — respect for human rights is
fundamental

One of our foremost priorities is to prevent the occurrence of
workplace accidents. The company has a vision of a work-
place that is free from accidents and work-related illnesses.

2. Business integrity - high ethical standards guide

our conduct

The foundation for this principle is that the company is 1o comply
with the laws in effect where we operate. The principle covers
such areas as anti-bribery and anti-corruption (ABAGC) efforts.

L.egislation

Milienials want to work for a
company with a purpose

Reducing risk & cost

AyqeuteISng

3. The environment - we optimize the use of natural
resources

it is important that our production and service operations
cohtinuously improve from an environmental perspective and
also in minimizing risks, Alfa Laval sels clear goals regarding
energy and water consumption, climate impact, chemical use
and waste management. An area that is equally as important as
Alfa Laval's internal work — and offers infinitely greater potential
- is the provision of products, services and solutions that can
optimize our customers’ use of natural resources.

4. Transparency — our commitment to open dialogue
builds trust

Alfa Laval's ambition is to build trust through open dialogue with
various stakeholders, for example, by addressing the oppor-
tunities and challenges within the area of sustainability. Read
more about our stakeholder dialogue and materiality analysis
in our separate Sustainability Report.

Sustainability as a business opportunity

Alfa Laval's products and solutions make it possible for customers
to solve their environmental challenges and reach their own
sustainability goals. This achieved through solutions that clean
and/or reuse water, improve energy efficiency or ensure that
industrial processes are more resource efficient. This way
sustainability becomes a “win-win” for all parties: more efficient
and sustainable processes lead to increased profitability for
customers while creating a better environment for all of us.

Investors

Sustainability goals +
improved profitability

Rating value ESG and
clean tech opporturities




We support the

UN's Sustainable
Development Goals

The UN has developed 17
Sustainable Development Goals
that are to be achieved by 2030
— goals that world leaders have
committed to achieving, Affa Laval
supports 15 of the 17 geals.

Enabiing change

{44 Zero hunger
' Alfa Laval's products and solutions con-
tribute 1o hygisnic and safe food manufacturing.
They can also improve shelf Jife and reduce waste
fn the manufacturing process.

___44\' Good health and well-being

Alfta Laval defivers equiprment that
contnbutes to safe and resource-efficient processes
in the pharmacsuitical industry.

Clean water and sanitation

Alfa Laval has a wide offering for wastewater
treatment. The portfolio also includes fresh water
generators. Alfa Laval can thus contribute to
improving access to clean water and frash water.
;'.'. Affordable and clean energy
“n7 Affa Lavals products are inveived in re-
newahle production processes. They can also store
heat generated by the sun. enabling electricity
generation even after the sun has set,

Indusiry, inncvation and infrastructure

Alfa Laval continuously invests in R&D.
The pace has increased over the past few years,
which is expected Yo resull in a range of new
products — among them new, even more energy-
efficient heat exchangers.,

AEQ Sustainable cities and communities
ABEE At Laval contributes to energy-efficient
heating and codling. This includes systems for the
reuse of waste heat which, ttwough a district heating
grid, can contribute to heating whole cities.

and preduction
Alfa Laval's goal is that every new product should

have a smaller environmental impact — from a lfe
cycle perspective ~ than the product it replaces.

Enabling change

Contributing
to progress

9 Climate action
Alfa Laval's heat exchangers can
improve energy efficiency in customers' processes,

reducing the need for fossil fuels and helping to
lower CQ, emissions.

S~ Life befow water

M A Laval offers its marine customers a range
of products within energy and the environrment. Cne
example is PurcBallast - a systern which prevents
organisms that travel along with ballast water from
being released in areas whera they lack natural
enemiss and hence could damage ecosystems.

#:— Life on land

=== Affa Laval's inhovative technoiogies can
contribute to optimizing resource efficiency. They
can also reduce the ¥npact on difierent ecosystems
and cut greenhouse gas emissions. One conarete
example of how Alfa Lavals equipment can con-
tribute is a cooling solution to protect the world's
largest sead collection, providing a backup in
case a natural catastrophe, climate change or
war should deplete sarth's crop cliversity.

@ Partnerships for the goals
Aifa Laval has been a signatory of the UN
Giobal Cormpact since 2011, This is a voluntary

initiative, where members commit to implementing
the UN's sustainability principles.

Contributing to progress

m Quality education
Alfa Laval is committed to ensure com-

potence development in our own business. We
also support charities and volunteering projects
related to child education across the globs.

g Gender squality
Dwersity and inclusion are key priorities

for Alfa Laval and the aim is that the composition
of employees reflects the geographic markets
where we operate.

' Decent work and sconommic growth
" Alfa Laval's Business Principles require
decern working conditions. Working conditions
and safety arg a highty prioritized area bath in our
own operations and in the demands we set on
our suppliers,

Peace, justice and strong institutions
v Alfa Laval has a zero-tolerance approach
to bribery and corruption. Our programime builds
on the six steps cutlined in the UK Bribery Act
and is based on a “prevent, detect and camect”
methodology.






Alfa Laval

Alfa Laval's business concept is to optimize the performance
of its customers’ processes through products and services
in the three key technolegies of heat transfer, separation and
fiuid handlng. Through constant innovative and insight, the
company develops new products to meet custamers’ various
neads. Once implermented in industrial process solutiors, the
company’s products enable resources to be used ettectively
and sustainably, with minirmal impact on the environment.
Both through cooperation with customers and internal work,
Alfa Laval contributes to a more sustainable society.

The Board’s task is to create the conditions for long-term,
profitable growth, with the best interests of the company and
the owners in mind. At the sarne tims, the Board bears the
ultimate responsibifity for ensuring that business is conducted
comrectly and in accordance with prevailing laws and regulations.
Everyone at the company, from individual employees to
management and the Board, are to follow regulations and act
in accordance with the company's business principles regarding
the environment, ethics, transparency and social responsibility.
This requires guidance i the forrm of training, monitoring and
clear processes and areas of responsibility. The following pages
describe the more tangible aspects of how the Board conducts
this work,

The year in brief

In 20189, the Board continued to focus on the initiatives im-
plemented within the framework of the company’s profitability
and organic growth strategies. These initiatives included the
introduction of structural changes in the supply chain, most of
which were concluded during the year and generated positive
results. They also included a continued focus on further de-
veloping the Service business to better support our custorners
and ensure our product’s long-term capacity and efficiency.
Our efforts had a positive impact in this area as well, with
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significant growth in the Service business during the year.
Our efforts to develop products and systems for a changing
world continued, with new demands and needs concerning
energy supply, energy utilization and food production as well
as changes in regulations aimed at reducing people's impact
on the environment,

Adbin all, our initialives and o niue decentralized organizational
structure generated earnings that refiected our high expec-
tations in the form of healthy growth, despite cautious market
conditions in certain areas.

After 17 years as Chairman of the Board, | have announced
that | will not seek re-election. In all those years, | have thor-
cughly enjoyed my time at Alfa Laval. Those of us on the Board
have worked intensively to create the conditions for growth
and profitability, thereby enabling long-term value growth for
oUr OWners.

1 would like to thank the owners for the confidence they have
had in me over the years, and | would like 1o thank Alfa Laval's
ermpicyees for their incredible commitment, hard work and deep
passion for change. The last 17 years have been a fantastic

journey. | am leaving a company whose sales, earnings and

value have increased several times over in that time. A corn-
pany whose offering has been continucusly developed and

which today offers a portfolio that is more relevant than ever,
not least considering the world's increased focus on sustain-
ability. | will follow Alia Laval's continued developiment with keen
anticipation, and | wish the new Board all the best in their work.

Lund, February 2020

Anders Narvinger
Chairman of the Board




Alfa Laval offers efficient and environmentally responsible products and solutions in
the areas of heat transfer, separation and fluid handling, The business is driven by clear
goals for growth, profitability and retums, at the same time as there are distinct re-
quirements on Alffa Laval to act in a manner that is sustainable from a long-tenm per-

spective for its sharehclders, employees, customers, suppiiers and other stakeholders,

The framework for the company’s Corporate governance is based on various laws and regutations, such as
the Swedish Companies Act, the Swedish Annual Accounts Act, the rules of the stock exchange and the
Swedish Corporate Governance Code (the “Code”). These are supplemented by the company’s Business
Principles regarding the environment, Ruman rights, ethics and transparency. The company's control is also
subject to internal regutations, including governing docurnents with guidelines and instructions as well as
procedures for control and risk management. The work of the Board and the President is governed by formal
work plans, This Corporate Governance Repont aims to describe the guidelines that are in place, the division
of responsibility within the company and the interaction between the Annual General Meeting, the Board of
Oirectors and the President. The Repor was reviewed by the company's auditors.

Uoday 8ouBWIBA0L) 81eIodiory



Share and ownership structure

At Decermnber 31, 2019, Alta Laval had
418,456,315 shares outstanding, aliccated
among 41,147 shargholders according to
Eurcclear Sweden’s share register, Alfa Laval
has only one ciass of shares and each share
corresponds to one vote. Tetra Laval was the
largest owner, with 28.1 percent of the shares
in Alfa Laval at year-end, and the only owner
with & stake farger than 10 percent, The secand
largest owner was Alecta with 5.6 percent,
followed by AMF with a holding of 5.2 percent,
Legal entities accounted for slighitty more than
95 percent of the holdings, while inciividuals
accounted for the remainder. From a geographic
perspective, the following five countries rep-
resentad a total of 94.2 percent of the share-
holdings: Switzerland, Sweden, the US, the
UK and Luxembourg, For mere information
about Alfa Laval's share, share performance
and ownership structure, refer to the Share
section on pages 12-13.

Annual General Meeting

The Annual General Meeting is the company’s
highest decision-making body in which all
shareholders are entitled to participate and each
share entities its holder to one vote, The majority
of motions addressed at the Annual General
Meeting are decided by a simple majority.
However, certain points sometimes require a
qualified majority, for example, amendments
to the comparty's Articles of Association or
resclutions o buy back shares. The Annual
General Mesting is 1o be held annually within
six months of the close of the fiscal year in either
Lund or Stockholm. Normally, the Annual
General Meeting takes place in late April in
Lund. The date and location are announced
not later than in conjunction with the publication
of the intexim report for the third quarter. To be
entitled to participate and vote in the Annuai
General Meeting, shareholders must be reg-
istared in the share register maintained by
Euroclear Sweden AB. Any shareholder who
is unable tc attend in person may pariicipate
through a proxy with a power of attorney.
Shareholders with nominee-registered shares
must hava the shares temporarily registered
under their own name. The Annual General
Meseting is held in Swedish and all documen-
tation is available in Swedish and English.
Alfa Laval endeavors 1o ensure that all Board
members participate ag wel as, inso farasitis
possible, all membrers of Group management.
The company’s auditors are always present.
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Dividend and percentage Total number of shareholders

of adjusted EPS™

SEK

®

& 6.8 &0 50,000

40,000

30,000

20,000

10,000

® Dividend = Percentage of adjusted EPS

* Board motion to the Annual General Meeling.
~ Adjusted for step up amortization net of taxes.

Ownership categories at December 31, 2019

No. of shares Hoiding, %
Financial companies. 104,617,472 24,9%
Other financiaé companies 28,407 0.0%
Social insurance funds 4,768.675 1.1%
Governmant 319,418 0.1%
Municipal sector 36,172 0.0%
Trade organizations. 4,987,633 1.2%
Other Swedish legal enttes 5,831,243 1.4%
Shareholders domicled abroad flegal entities and individuals) 275,863,815 B65.8%
Swaedish individuals 20,727,917 4.9%
Uncategorized legail entities 2,275,462 0.5%
Sourie. Eurociear
Ten largest shareholders at December 31, 2019
Capital/veting Ghange in hokding In 2018,
No. of shares rights, % percentage points
Tetra Lavai Bv 122,580.14% 29.1 0.0
Alecta 23,662,464 56 0.0
AMF Insurance and Funds 21.887,403 5.2 00
Swedbank Robur Funds 18,510,252 4.4 0.0
CBNY Norges Bank 10,897 642 26 0.0
SEE Investment Management 8,596,143 2 0.0
Foksam 3774113 08 0.0
SPP Funds 2972287 0.7 0.0
Livirsakringsbolaget Skandia 2,308,953 0.6 0.0
Handelsbanken Funds 2,250,682 086 0.1
Total ten largest sharsholders 217,458,003 51.7

Bourca EUrGGRar

* The table is adjusted for nominee-registered shares.
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1 for the

The Annual General Meeting of Alfa Laval AB (publ} wiil be held on Wednesday,
April 23, 2020, at 4:00 p.m. at Scandic Star Lund, Glimmervagen 5. in Lund,
Light refreshments will be served after the Meeting.

In accordance with the company's Articles of Association, notice of the Annual
General Meeting wilt be inseried as an announcement in the Swedish Official
Gazette and on the company’s website not more than six and not less than four
weeks prior 10 the Meeting, An announcement that notification has been issued
will be placed in Dagens Nyheter. As a service 1o existing shareholders, in-

formation about the Annual General Meeting can also be sent to them by mail.

Annual General Meeting for the 2018

fiscal year

The Annual General Meeting for the 2018 fiscal
year was held at Scandic Star in Lund on
April 24, 2019, The Annuat General Meeting
was attended by 358 people. including
shareholders, proxies, assistants, guests and
officials. The tatal number of votes represented
corresponded to 60 percent of the total
number of votes in the company. Chairman
of the Board Anders Narvinger was elected
as the Meeting Chairman. The minutes from
the Annuat General Meeting, and all other in-
formation related to the Meeting, are available
at www.alfalaval.comvinvestors/corporate-
governance/. The resolutions passed at the
Meeting inciuded the following:

— A resolution was passed to adopt the in-
come statement and balance sheet and
discharge the Board of Directors and
Presicient from llability.

— A resolution was passed in accordance
with the Board's motion that a dividend of
SEK 5.00 per share be paid.

- A resolution was passed that the number
of Board members is to amount to eight,
wilh rno deputies.

— A resolution was passed 10 re-elect Board
members Anders Narvinger, Finn Rausing,
Jérn Rausing, Uif Wiinberg, Anna Ohlsson-
Leijon and Henrik Lange. Heléne Mellguist

and Maria Moraeus Hanssen were elected
as new Board members. Margareth @vrum
declined re-election.

- Aresolution was passed in favor of the
Nominating Committee’s motion for auditors,
resulting in the election of Authorized Public
Accountants Staffan Landén and Karoline
Tedevall, Authorized Public Accountants
Henrik Jonzén and Nina Bergman were
elected as deputy auditors.

— A resolution was passed that fees paid to
non-executive directors on the Board would
amount to SEK 5,845,000. In addition,
fees are payable for work on the Board's
commitiess.

— Aresolution was passed accepting the Board's
motion for remuneration principles far senior
execuiives. These principles comprise fixed
reruneration and short-term and long-tem
programs for variable remuneration,

Nominating Committee

Work of the Nominating Gommittes

The Nominating Cormmittee, which comprises
representatives of the largest sharehclders,
is respansibie for preparing and submitting
motions regarding candidates for Board

members and, if appiicable, auditors. The
supporting documentation utilized for the
Committee’s work inciudes the annual evaluation
of the work of the Board, which is initiated by
the Chairman of the Board. Other key factors
to be considered, against the background of
the company’s strategy, include the type of
competence required. The Nominating
Committee can cail upon the assistance of
external resources in its search for suitable
candidates and can also conduct interviews
with incividual Board members. The Nominating
Committee is also responsibie for submitting
moticns in respect of remuneration to mem-
bers of the Board and its committees.

Composition for the 2020 Annual

General Meeting

The composition of the Nominating Committee
is determined in accordance with the process
approved by the Annual General Meeting.
The Chairrnan of the Board contacts repre-
sentatives of the institutions which, as of the
end of August. are among the largest share-
hoiders and recuesls Lhat ey eacl appuint
one member. The Nominating Cornmittee may
decide whether or not to inchude the Chairman
of the Board or other Board mambers. The
composition is then announced in a press
release, in the third-quarter interim report and
on Alfa Laval's wabsite. Ahead of the 2020
Annual General Meeting, the composition of
the Nominating Committee was announced
on October 3, 2019, 1t was also inciuded in
Alfa Laval's third-quarter interimn report, which
was published on October 24, The Nominating
Committee for the Annual Generai Meeting for
the 2019 fiscal year comprised the following
individuals: Finn Rausing (Tetra Laval, Ramsay
Brufer (Alecta). Jan Andersson (Swedbank
Robur Funds), Lars-Ake Bokenberger (AMF)
and Vegard Torsnes (Norges Bank Investrment

Composition of the Nominating Committee ahead of the Annual General Meeting for

the 20189 fiscal year

ﬁ;ﬁa T h "Firerprenminrg o Shamhok:llng in Alf“s; Laval, %*
FoRavsing Cetalmal s
Ramsay Brufer Alecta 58
Jan Anderssor Swedbank Robur Funds 58
tars-Ake Bokenberger AMF Insurance and Funds 55
Veg Norges Baik Investmes 26

*As of August 31, 2019,
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Proposals to the Nominating Committee

Shareholders wishing 16 submit proposals to the Nominating
Committee prior 1o the Annual General Masting were able
to comtact Alfa Laval's Board Chairman Anders Narvinger, or
one of the owner repregentatives. Contact could also take
place directly via e-mail at vasberedningendalfalaval.com.
The final day for submifting matters to be addressed by
the Annuat General Meeting was March 5, 2020.



Management). The holdings of the Nominating
Committee represented 48.6 percent of the
number of shares outstanding at August 31,
2019.

Chairman of the Board Anders Narvinger was
elected as a member, Alfa Laval's Chief Legal
Counsel Emma Adlerton was elected as
secretary and Finn Rausing was elected as
Chairman of the Nominating Committee. Due
to Finn Rausing's position as a Board member,
nis role as Chairman is a deviation from the
Code. The reason for this deviation is that the
Nominating Committee deemed Finn Rausing
to be particularly well suited to lead the
work of the Committee and obtain the best
possible results for the company’s owners.

Proposals to the Nominating Cormmittee
Shareholders wishing to submit proposals
to the Nominating Committee prior to the
Annual General Meeting were able to contact
Affa Laval's Board Chaimnan Anders Narvinger,
or one of the owner representatives. Contact
could also take place directly via e-mail at
vaiberedningen@alfataval.com. The final day
for submitting matters to be addressed by
the Annual General Meseting was March 6.

Work of the Nominating Committee ahead
of the 2019 Annual General Meeting
Ahead of the Annual General Mesting that
took place in April 2019 for the 2018 fiscal
year, the Nominating Cormmittee heid five
minuted meetings. The Neminating Com-
mittee also conducted a number of discus-
sions by phone and e-mail. The Norminating
Committee’s meetings covered a review of
the Board's composition, an assessment of
the potential future competence requirements
of the Board and evaluating candidates for the
Board'’s coming term. As a basis for its work,
the Nominating Committee used an internal
avaluation of the work of the Board that was
conducted by the Chairman of the Board.

The reasoned statement of the Nominating
Committee ahead of the 2019 Annual General
Meeting stated that the Nominating Committee
has applied Rule 4.1 of the Swedish Corporate
Governance {"the Code™ as its diversity policy
when preparing its moticn. The aim of the
policy is to ensure that the composition of
the Board of Directors is appropriate to the
company’s operations, phase of development
and other relevant circumstances, and that

it is characterized by diversity and breadth
of qualifications, experience and background,
and that an even gender balance is sought
after. The Nominating Committee’s armnbition
up to this point has been for the Beard mem-
bers 1o collectively represent a broad range of
industrial experience relevant for Alfa Laval.

The Nominating Commitiee was tasked with
preparing proposals for two new members for
Alfa Laval's Board of Directers before the 2019
Annual General Meeting, The Nominating Cem-
mittee's work particularly focused on identifying
potential women candidates so as to achieve
a better gender balance on the Board. The
Nominating Committee’s efforts resulted in
another two women Board members being
appointed by the 2019 Annual General Meeting.
Since a previous Board member declined
re-election, the election of two new members
meant that the number of Board members
increased from seven to eight, including three
women and fve men, This division means that
38 percent of the Board members are women,
which is well in ine with the ambitions of the
Swedish Corporate Governance Board.

Board of Directors
Work and responsibilities
The Board administers the company on behalf
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of the shareholders and thus bears the ulti-
mate responsibility for the organization and
administration of the company. The work and
responsibilities of the Board are governed by
the Swedish Companies Act, the Swedish Board
Representation (Private Sector Employees)
Act, the Articles of Association, the Board's
own formal work plan, Nasdag’s Rule Beok
for Issuers and the Code. The Board estab-
lishes and evaluates Alfa Laval's overall long-
term objectives and strategies. This includes
establishing business and financial plans,
reviewing and approving financial staterments,
adopting guidelines. making decisions on is-
sues relating to acquisitions and divestmenits,
and deciding on major investments and sig-
nificant changes to Alfa Laval's organization
and operations. The Board is also responsible
for Alfa Laval's business principles, which
determine how the company and its employees
are to conduct themselves in society, taking
into consideration the environment, ethics,
social responsibility and transparency. The
Board is responsible for the Corporate Gov-
emance Report. The Board is also responsible
for ensuring that processes are in place for
monitoring compliance with refevant laws
and rules. The Board appoints, evaiuates
and dismisses the company’s President,
estabiishes the instructions for the President
with respect to the Group’s daily operations
and approves the President’s cornmitments
outside the company. Through the Audit
Committee, the Board procures auditing

Remuneration of Board members and attendance at Board meetings

Appointed by the AGM Andars Narvinger
Henrik Lange

UH Wiinberg

Margareth Byvrume*

Finn Rausing
J&rn Rausing

Anna Ohlsson-Leijon

Heléne Metlquist

Bror Garcia Lantz
Susanne Jonsson
Henrik Nielsen

# Chairman

Marnia Moraeus Hanssen

*The remuneration recogrised pertaing 1o the period betwesn twe AGMs

Preném Romunmétiﬁﬁ;
e T " 1,750,000
9 585,000

8 585,000

1 -

] 585,000

9 585,000

9 585,000

& 586,000

& 585,000
e i ;

9 -

9 -

o 5,845,000

“*Declined re-election at the AGM
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services, maintains ongoing contact with the
company’s auditors and works to ensure that
a sound internal contrel function and formalized
procedures are in place to enable monitoring
and assessment of the company's financial

situation. Through the Rernuneration Committes,
the Board determines salaries and remuner-
aticn for the President and senior executives.,

Composition

The Board of Directors is 1o comprise a min-
imum of four and maximum of ten members.
with a maximum of four deputy members.

At the 2019 Annual General Meeting, eight
members were elected, and no deputies.
The members are elected annually for the
period until the conclusion of the nest Annual
General Meeting and are to dedicate the
requisite time and diligence to the assignment
as well as have the necessary knowledge 1o
best look after the interests of the company
and its owners. The trade-union organizations
appoint three employee reprasentatives and
three deputy emplovee representatives. Sal-
aried employees in the company are invited
1o Board meetings as presenters and experts.
The company’s Chief Financial Officer partici-
pates in all meetings, as does its Chief Legat
Counsel, who serves as Board Secretary. For
more information about the goals regarding
Board composition. refer to “Work of the
Nominating Committes ahead of the 2019
Annual General Meeting" on page 55.

Independence of Board members

All members of the Alfa Laval Board elected
by the Annual General Meeting are consiclered
independent of the company. Al members are
also considered independent of the company's
miajor sharshoiders, except Finn Rausing and
Jorn Rausing, who cannot be considered in-
dependent due to their relationship with Tetra
Laval, which owned 29.1 percent of the shares
in the company as of December 31, 2018.

The Board's formal work plan

The work of the Board is governed by a formal
work plan that is determined annually at the
statutory meeting. This formal work plan de-
scribes the Board's work assignments and the
division of responsibility between the Board,
the committees and the President. 1t also
defines the role of the Chairman of the Board
and Includes separate instructions for the
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company's President regarding the financial
reporting to be submitted to the Board to enable
ongoing assessment of the financial position.

Work of the Board in 2019

The Board held nine meetings in 2019, including
eight ordinary meetings and one extraordinary
mesting. Two meetings were held by phone,
while the other mestings were held in Lund
and Stockhoim in Sweden and Krakow in
Poland. The company's President prepares an
agenda for each meeting in consuitation with
the Ghairman of the Board. Normal agenda
items include earnings results, order trends,
investments and acquisitions. In addition,
considerable time was devoted to following
up on: the restructuring of the supply chain,
investments in new service capacity, R&D and
various areas pertaining to sustainability as well
as health and safety. The Board also focused
on reviewing personnel issues such as man-
agement development and succession planning.

Board training

All new Board members receive an exlensive
introduction program, In addition, a combined
training course and field trip takes place sach
year. In 2019, the destination for the trip was
Krakow, Poland.

Evaluation of the Board’s work

The Chairman of the Beard ensures that an
annual evaluation is conducted of the work of
the Board. The evaluation focuses on work
rmgthods and work climate as well as its ac-
cess to and the need for particutar Board
competence in order to lay the foundation for
a wall-functioning and efficient Board. External
resources are brought in at regular intervals to
evaluate the work of the Board. Regardiess of
whether it is conducted internally or externally,
the evaluation forms a foundation for the
Nominating Committee's work related to the

nomination of Board members and proposed
remuneration levels. In 2019, the evaluation
was conducted by the Chaiman of Board, who
hekd discussions with the Board members, The
evaluation followed a clear structure based on
standarg models. The results were reported
to the Board and communicated to the
Nominating Committee.

Responsibilities of the Chairman of the Board
The Chairman of the Board directs the work
of the Board in a manner that ensures it
complies with prevailing laws and regulations,
the Code and the Board's formal work plan.
The Chairman must ensure that the work is
well organized and conducted efficientty, and
that the Board fulfills its tasks. In dialogue
with the company’s President, the Chairman
monitors operational developments and i
rasponsible for ensuring that the other
members continuously receive all information
necessary for the work of the Board to be
performed in the most effective manner,
Together with the company's President, the
Chairman also approves the proposed agenda
for Board meetings. The Chaiman is responsible
for ensuring that new Board members receive
an introduction to the company and any other
training agreed on by the Chairman and the
individual memiber within stx months from the
member’s election. In addition to being re-
sponsible for evaluating the Board's work, the
Chairman alsc participates in evaluation and
development matters with respect to the Group's
senior executives. The Chairman ensures that
the Board's decisions are executed and rep-
resents the company in ownership issues.

Remuneration of the Board

Remuneration to the Board is determined by
the Annual General Meeting based on the
motions submitted by the Nominating Gom-
mittee. The Chairman and members of the

Remuneration Committee: fees and attendance

Narme

Anna Ohlsson-Leijon
Henrik Lange
Heléne Mellguist®

Finn Rausing**

Present  Remunsration
" as 200,000
5 125,600

4 125,000

3 -
R 450,500

“Appanted after tha AGM **Declined re-slection al the AGM




Autdit Committee and the Remuneraticn
Committee receive supplementary remuner-
ation. No Board member is entitled to pension
payments from the company.

Committees

Alfa Laval's Articles of Association stipulate that
there must be a Remuneration Cormmittee and
an Audit Committee that report to the Board.
Committee members are appeinted from
among the Board members for a period of
che year.

Audit Committee

Areas of responsibiity

The Audit Committee ensures compliance
with the principles for financial reporting and
internal control. The Committee formulates
guidelines for the compary’s financial reporting
and follow-up, and has the right to determine
the focus of the internal audit, The Committee
examines the procedures for reporting and
financial controls as well as the work, qualifi-
cations and independence of the external
auditors. For further information regaraing
the respensibilities of the Audit Committee,
refer to “The Board of Directors’ report on
internal control™ on page 56.

Members and meetings in 2018

Members are appointed annually at the Board's
statutory meeting. In 2019, the Committee
comprised Anna Ohlsson-Leijon (Chairmany,
Henrik Lange and Heléne Meliguist with the
Group Centroller serving as secretary. Eight
meetings were heid during the year, six of
which were conducted by phone. The com-
pany's Chief Financial Cfficer, the Head of the

Internal Audit Function and the company’s
auditors also attend the Committee's meetings.
Among other items, the meetings addressed
the following: a review of the financial reports
and a debriefing from the external auditors,
a review of a new template for interim reports,
a discussion regarding the finance policy and
capital structure strategy, updating the
guidelines for services unrelated to auditing,
a review and follow-up of the results of the
annual feedback from, at present, approxi-
matety 260 managers regarding governance
and a review of Group provisions and allo-
cations. The Committee also updated the
work instructions for the infernal audit. External
and internal audits were planned.

Remuneration Committee

Areas of responsibility

The Remuneration Cormmittee is involved in
recruitment, appointments, and matters per-
taining to other conditions of employment re-
lating to the President and Group management.
The Committee is responsible for preparing
the guidelines for remuneration to senior ex-
ecutives to be resolved on by the Annual
Ganeral Meeting and for subrmitting motions
to the Board of Directors regarding salary and
employment terms for the President. In addition,
the Committee addresses matters regarding
salary and employment terms for senior ex-
ecutives who report directly 1o the President.

Members and meelings in 2018

The Remuneration Commitiee is appointed
annually at the Board’s statutory meeting. in
20189, the Committee comprised Anders
Narvinger (Chairmany, Jorm Rausing and Ui
Wiinberg. The Committee held two meetings
during the year. Minutes are taken at all
meetings and the contents are distributed to
the Board members, except in certain cases
when the minutes are noted directly in the

Audit Committee: fees and attendance

Mamea

An(‘jers‘ hia;v:rnger
Jérn Rausing
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coresponding Board minutes. During the year,
the Remuneration Committee, amoeng other
things, conducted a review and follow-up of the
guidelines for remuneration to serwor executives.

The company’s auditors

The auditors comprise a superviscry body
appointed by the Annual General Meeting.
The assignment includes the following: au-
diting the accounting and financial statements
of individual companies, evaluating the account-
ing policies applied. assessing the adminis-
tration of company management, reviewing
the interim report for the third quarter and
evaluating the overall presentation in the Annual
Report. The results of the audit — the Audit
Repert ~ are communicated to shareholders in
the Annual Report and at the Annual General
Meeting. In addition, the auditors present a
staternent regarding the discharge from liability
of the Board of Directors, a statement regarding
the adoption of the income staterment and
balance sheet by the Annual General Meeting
and a statement regarding the Corporate
Governance Report. The Group must have a
minimum of one and maximum of two auditors,
with not more than two deputy auditors. An
authorized public accountant or registered
auditing firm is to be appointed as the com-
pany'’s auditor and, where applicable, as deputy
auditor. At the Annual General Meeting on
April 24, 2019, Authorized Public Accountants
Staffan Landén and Karoline Tedevall were
slected as the company’s auditors. Henrik
Jonzén and Nina Bergman were elected as
deputy auditors. According to Alfa Laval's
assessment, none of these auditors has any
relationship to Alfa Laval, or any company
related to Alfa Laval, that could affect their
independent status. In 2018, the entire Board
received a report from the company's extemal
auditors on one cccasion. On this occasion,
the Board met with the auditors without the
CEO or anyone from Group management
being present. The Audit Committes received
separate reports on five occasions,

Remuneration to auditors
Refer to Note 7 on page 117,
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Employee representatives
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Deputy employee representatives

Auditors Deputy Auditors
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*Holdings at Decernber 31, 2019, **Holkdings at December 31, 2018.

Areas of responsibility

The President directs the dally operalions and is responsible for snsuring 1hat the Board has access 10 the
necessary information and supporting documentation for its decision-making purposes. The Prasident is also
responsible for ensuring that the company's accounting complies with applicable laws and regulations, and
that the ethical guidelines included in Alla Laval’s Business Principles are reflected in the conduct of the com-
pany, Tha President has the suppart of the Group management, to which responsibilities and authority are
delegated. The members of Group managsment include a head of global sakes and serviie, four divisional
managers and the heads of HR, Communications and Finance.
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Remuneration to senior executives, pensions and
severance pay/termination of employment
The remuneration principles for the Pregident and other members of

Group management ara delermined by the Annual General Meeting, For
additional information, refer to pages 115-117 and 141-143,
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~Holdings at Decentber 31, 2018, **Holdings at December 31, 2018,

QOperational control

Alla Laval's operational controt modet comprises a malrix in which the Group's divisions are presented verlically. intersecting with the Group's geographic regions, which ara presenised honzonlally.
The Operations Division, which 1s responsible for production-related procurement, production, logistics and distribulion, senves as a shared supply chan for the sales dwisions.

*Members of Group managarent

Group management meetings in 2018

Group management heid eight scheduled meetings in 2019 during which minutes were taken,
In addition, quartery reviews were performed to discuss the business developments in the
divigions and regions. Thasa reviews addressed the business cimate, eamings, samings
projeciions for the next 12 months and specific issues affecting the respective business areas.
Separale sfrategy meetings were also held to address, among other areas, managsment's
proposals concerning the future direction with regard to organic growth and growth through
acquisitions. In 2018, Group management meslings concentrated on discussing risks and
opportunities in individual business units, products, application areas and geographic regions

as wek as the consaquences on the supply chain. Group management also addressed research,
development and prochict latnches as well as the company’s strategies and the fulure direction
of the indhvidual divisions. Additional topics of discussion included structures concerning
processes, system support and the senvice business as well as opportunities within digital
market communications ang the development of solutions for electronic developmant and
control of the company's products, Sustainability was also discussed during the maetings,
with a focus on health and safety.
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The Board is responsible for the intemal control of the company, with the aim of safeguarding its assets
and thus the interests of the shareholders. Through scund imternal control, the Board ensures the rediability
of Alfa Laval's reporting and its compliance with legislation, regulations, applicable accounting policies and
the company's Business Principles. All communication and financial reporting is to be correct, relevant,

objective and transparent.

Control environment

The control environment includes the internal
governance instruments adopted by the
Board for the company’s daily operations,
The control instruments comprise policy
documents, which are continuously assessed,
reviewed and updated. These documents
includa, for example, the Board's formal work
plan, the President’s instructions, reporting
instructions, the company’s finance policy,
business principles, investment policy and
communication policy.

The Board has overriding responsibility for
financial reporting, among other things, and
must therefore assess the performance
and earnings of the operations through a
package of reports including resuits, fore-
casts and analyses of key indicators. The
Board also reviews the company’s interim
reports and year-end report and is 1o meet
with the external auditors at least once a
year without the presence of the President
or other members of Group management.

The Board's Audit Committee is taskad
with ensuring cornpliance with the principles
for financial reporting and internal control,
The Committee follows up the effectiveness
of the internal control system and reviews
the financial procedures 1o ensure that the
information can be traced back to underlying
financial systems and that it is in line with
legislation and relevant standards.

The Committee examines procedures
for reporting and financial controls as well as
addressing the company’s financial reparts.
it also monitors, evaluates and discusses
significant issues related to accounting and
financial reporting. The Committee evaluates
and manages information pertaining to dis-
putes and potential improprieties, and as-
sists management with identifying and
evaluating mainly financial and similar risks
that are relevant to the operations in order
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to ensure that the focus is on managing
these risks. It also reviews the company’s
information security system and the contin-
gency plans in ptace to ensure delivery of
financial information,

The Audit Committee has the right to
determine the focus of the internal audit and
is responsible for ensuring the efficiency of
the functicn by assessing its activities, re-
sources and structure. The Committee is
also responsible for raviewing the resuits
and recommendations of the internal
audit to ensure that they are handled in an
appropriate manner. It is responsible for re-
viewing the internal audit plan every six
months to ensure that it addresses the rel-
avant risk areas and for ensuring that there is
suitable coordination between the internal
and external audit. The Audit Cormmittee
holds regular meetings with the external
auditors and reviews their work, qualifications
and independence, and the results of this
review are reported to the company’s Norni-
nating Committee on an annual basis. The
Audit Committee supports the Nominating
Committee in its work to nominate auditors
and conducts an annual review of the pro-
posed scope of the audit. Reports are pro-
vided to the Board regarding internal meetings
as wel as meetings with the internal auditors,
the external auditors and various specialists
in Group management and its support
functions. The Committee is responsible for
reviewing significant results from the external
audit and the recommendations issued by the
external auditors as a result. It is also respon-
sible for establishing guidelines that ensure
the independence of the external auditors,

The President is subject to instructions
issued by the Board and is responsible for
ensuring an effective control environment.
The President is alse responsible for the
ongoing control work and for ensuring that
the company's accounting complies with

legislation and that the management of assets
is adequately performed. The President is
also respongsible for ensuring that all Board
members regularly receive sufficient infor-
mation to be able to assess the company’s
financial position.

Group management is responsible for
managing and maintaining the internal con-
trok systems required to manage significant
risks in the company’s operating activities,
Management is also responsible for clearly
ensuring that all employees understand the
requirements for and the individual's role in
maintaining sound internal control.

The internal auditors review and implement
improvements to the internal control function,
conduct internal audits — which are reported
to the Audit Committes — and propose plans
for the coming six to eight months. The
internal auditors also issue reports from
individual audits to the appropnate members
of Group management. Procedures are in
place for performing regular reviews of the
agreed actions to guarantee that specific
actions are taken tollowing the internal audit.
These are based on an agreed schedule set
with the party respensible for the individual
activities. The Internal Audit Function com-
prises four internal auditors, internal specialist
resources and external auditors. Internal
audits encompass a broad spectrum of
functions and issues determined by the
Board, The areas audited include: compliance
with the systems, guidelines, policies and
procasses established for the Group’s
business operations; the existence of systems
to ensure that financial transactions are camed
out, archived and reported in an accurate
and lawful manner; and opportunities to
improve management control, the company’s
profitability and the organization, which
may be identified during audits. In 2018,
35 internal audits were performed.



Risk assessment

Within the framework of the company's
operating activities and review functions,
procedures are in place for risk assessments
pertaining to the financial reporting. These
procedures aim to identify and evaluate the
risks that may affect internal control. The
procedures encompass risk assessments
in conjunction with strategic planning and
acquisition activities as well as processes for
identifying amendments to the accounting
policies to ensure that they are accurately
reflected in the financial reperting.

Control structures

Control structures are in place in all areas of
the organization in order to prevent, identify
and adjust errors or deviations. They manage
the risks that the Board and management
consider to be significant to the business,
internal contral and financial reporting. These
structures comprise both an organization with
clearly defined roles that enables an effective
and - from an internal control perspective
- appropriate division of responsibility, and
specific control activities that enable the
identification and timely prevention of risks
becoming a reality. Control activities also
inclide clearly defined decision-making
processes and a policy for decision-making
with respect to, for example, investments,
agreements, acquisitions and divestments,
earnings analyses and other formns of analyticat
reviews, reconciliations, inventory-taking
and automatic controls in the IT systems.

Information and communication

The company's regulations, guidelines and
rmanuals are communicated through several
internal channels and the efficiency of this
communication is monitored on an cngoing
basis. There are formal and informal infor-
mation channels that enable employees to
communicate important information to rele-
vant recipients and ultimately, i necessary,

to the Board of Directors. Clear guidelines
have also been established for external
communications, the aim of which is to
provide the most accurate and relevant
ovetrview possible while at the same time
ensuring that all obligations are met.

Follow-up
The intemal control process is mainly followed
up by two bodies: the Audit Commitiee
and the Internal Audit Function. The Audit
Committee establishes the principles that
apply for the company with respect to ac-
counting and financial reporting, and moni-
tors compliance with these regulations.
Tha Committee meets with the external
auditors to obtain information about the
focus and scope of the audit and to discuss
rasults and coordination of the external and
internal audite. In addition, the Committee
establishes the direction, scope and time
schedules for the work of the internal audit
team, whose audits are reported to the Audit
Committee and continuously to Group
management so that any necessary mea-
sures may be taken. The scope of the inter-
nal audit includes, among cther factors,
operational efficiency, compliance with regu-
lations and guidelines, and the quality of
financial reporting from the subsidiaries.
An annual feedback functien is alsc in
place, which is geared toward the cormpany's
senior executives. This feedback function is
designed tc ensure that Alfa Laval's internal
instructions and rules are fully implemented.
All managers who report directly to a mem-
ber of Group management are expected to
review the guidelines and rules that apply
to their respective areas. They must sign
and submit documents confirming their
understanding of the significance of these
guideiines and compliance with these
guidelines in thelr area of responsibility. If
there are any deviations compared with the
instructions, they must specify what actions
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they intend to take to ensure comgliance.
This process also aims 1o increase trans-
parency and thus facilitate assessments by
the external and internal auditors.

Lund, February 2020
Board of Directors
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To the general meeting of the sharehoiders of Alfa Laval AB {publ), corporate identity number 556587-8054

Engagement and responsibility

1t is the Board of Directors who is responsible for the
corporate governance statement for the year 2019 on
pages 48-64 and that it has been prepared in accordance
with the Anhual Accounts Act.

The scope of the audit

Cur examination has been conducted in accardance with
FAR's auditing standard RevlU 16 The auditor's examination
of the corparate governance statement. This means that
our examination of the corporate governance statefment
is different and substantially less in scope than an audit

conducted in accordance with International Standards

on Auditing and generally accepted auditing standards in
Sweden. We believe that the examination has provided
us with sufficient basis for our opinions.

Opinions

A corporate governance statement has been preparad.
Disclosures in accordance with chapter 6 section 6 the
second paragraph points 2-6 the Annual Accounts Act
and chapter 7 section 31 the second paragraph the same
law are consistent with the annual accounts and the
consolidated accounts and are in accordance with the
Annual Accounts Act.

Lund 9 March 2020

Staffan Landén
Authorized Public Accountant
Ermnst & Young AB

Karoline Tedevall
Autharized Pubiic Accountant
Ernst & Young AB
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Board of Directors’ Report

The Board of Directors and the President of Affa Laval AB {pub) hereby submit their annual report for the
year of operation January 1, 2019 to December 31, 2019,

The information in this annual report is such information that Alfa Laval
AB {publ) must publish in accordance with the Securities Market Act.
The information was made public by publishing the annual report on
Alta Laval's website on March 26, 2020 at 10.00 CET and by sending
the printed annual report to the shareholders starting in week 15, 2020.
Alta Laval AB is a public limited liability company. The seat of the
Board is in Lund and the comparny is registered in Sweden under
comorate registration nurmber 556587 -8054. The visiting address of the
head office is Rudeboksvigen 1 in Lund and the postal address is Box
73, 221 00 Lund, Sweden. Alfa Laval's website is: www.alfalaval.com.

Financial statements

The following parts of the annual report are financial statements: the
Board of Directors’ Report, the ten-year overview, the consolidated
cash flows, the consolidated comprehensive income, the consoli-
dated financial position, the changes in consolidated equity, the par-
ent company cash flows, the parent company income, the parent
company financial position, the changes in parent company equity
and the notes. All of these have been audited by the auditors.

The Corporate Governance Report, which also has been reviewed
by the auditars, is to be found on page 49.

The company’s statutory sustainability report 2018 is found in the
Sustainability Report together with the risk section of the annual report.
These two reports constitute the statutory sustainability report for the
parent company and the consolidated Group. Acquisitions must within
three years report sustainability data according to the Group's routines
for sustainability reporting. The separate Sustainability Report was
published at the same time as the annual report and is to be found
on Alfa Laval's website www.alfalaval.com/about-us/sustainability/
sustainability-reports/.

Ownership and legal structure

Alfa Laval AB (pubi) is the parent company of the Alfa Laval Group.
The company had 41,147 (34,180) shareholders on December 31,

2018. The largest owner is Tetra Laval BV, the Netherands, who owns

29.1 (28.1) percent. Next to the largest owner, thera are nine institu-

tional investors with ownership in the range of 5.6 to 0.5 percent. These

ten largest sharsholders owned 51.7 {47.1) percent of the shares,

Operations

The Alfa Laval Group is engaged in the development, production and
sales of products and systems based on three main technologies:
separation/filtration, heat transfer and fluid handling.

Alfa Laval’s business is divided into four Business Divisions "Energy”,
"Food & Water”, "Marine” and "Greenhouse” that sell to external cus-
tormers and one division “Operations & Other” covering procurement,
production and fogistics as well as corporate overhead and non-core
businesses, These five divisions constitute Alfa Laval's five operating
segments,

The customers to the Energy Division purchase products and systems
for energy applications, whereas the customers to the Food & Water
Division purchase products and systems for food and water appli-
cations. The customers to the Marine Division purchase products
and systems for marine and offshare applications.

The three first Business Divisions are in turn split into a number of
Business Units. The Energy Division consists of four Business Units:
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Brazed & Fusion Bonded Heat Exchangers, Energy Separation,
Gasketed Plate Heat Exchangers and Weided Heat Exchangers.
The Food & Water Division consists of five Business Units: Decanters,
Food Heat Transfer, Food Systemns, Hygienic Fluid Handling and High
Speed Separators. The Marine Division consists of four Business Units:
Boller Systems, Gas Systermns, Marine Separation & Heat Transfer
Equipment and Pumping Systems.

Material factors of risk and uncertainty

The main factors of risk and uncertainty facing the Group concern the
price development of metals, fluctuations in major currencies and
the business cycle. For additional information, see the sections on
financial and operational risks and the section on critical accounting
principles, the section on key sources of estimation uncertainty and
the section on judgements under accounting principles.

Acquisition of businesses

On December 18, 2018 Alfa Laval announced that it has signed an
agreernent to acquire Airec — a Malmd, Sweden-based innovation
company with patented technology for dirmple asymmetry heat ex-
changers. The new company will be integrated into the Brazed &
Fusion Bonded Heat Exchangers unit of the Energy Division, The
acquired technology represents untapped opportunities in combination
with Alfa Laval's existing heat transfer know-how, manufacturing
footprint and global markst presence. The transaction was closed
on January 2, 2018,

Divestment of businesses

On December 12, 2018 Alfa Laval announced that it had signed an
agreement to sell part of its air heat exchanger business related to
commercial/industrial air heat exchangers in the Greenhouse divi-
sion to the LU-VE Group. The transaction was closed on May 1,
2018. The divestment has resulted in a gain of SEK 260 million that
is reported as a comparison distortion item. The operation was dur-
ing the period December 12, 2018 to April 30, 2019 reported as a
disposal group heid for sale according to IFRS 5.

The last remaining Greenhouse operation shell-and-tube Sarasota,
also known as Alfa Laval Champ, was soid to Thermal Solutions Manu-
facturing on December 31, 2019. The divestment has resutted in a koss
of SEK -71 million that is reported as a comparison distertion gem.

The sale of the Alonte based commercial tubular heat exchanger
business in the Greenhouse division to the BITZER Group was closed
on May 1, 2018. The sale of the heat exchanger systems business
in the Greenhouse division to the NIBE Group was closed on May
31, 2018. The divestments resulted in a total gain of SEK 26 million
that is reported as a comparison distortion item.

Sale of real estate

During 2018 a few miner properties in different countries have been
sold for SEK © (74) million with a realised result of SEK -4 (70} million,
which has been reported in other operating costs/income. The gain on
the sale of the property in Lima in 2018 of SEK 70 million was reported
as a comparison distortion item.

A small property in France is empty and has been for sale for several
years. It is not expected to be sold within the next year. This means
that no properties have been re-classified as current assets held for
sale. The fair value of the properties for sale exceeds the beook value
by approximately SEK 2 (2) million.
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. Order intake per quarter new

Orders received rolling 12 months

Orders received amounted to SEK 44,119 (45,005) million during 2019,

Order bridge

Consolidated

SEK milions/% 2018 2018
Order intake jast year 45,005 36,628
Organic -3.6% 19.8%
Structurat ¥ -21% -0.6%
Currency 3.7% 3.7%
Total -2.0% 22.9%
Order intake current year 44,119 45,005

" Change excluding currency effects

Orders received from the aftermarket Service constituted 29.1 {25.7) percent of the Group's
total orders recetved for 2019,

Order bridge Service

Consolidated

SEK millions/% 2019 2018
Order Intake lagt year 11,568 10,623
Organic " 6.6% 3.6%
Structural ' -0.4% “0.1%
Currency 4.7% 2.4%
Total 10.89% 5.9%
Order intake current year 12,824 11,568

" Change exckiding currency affects
* Organic: change excluding acquisition/divestment of businesses.

& Structural: acquisition/divestment of businesses.
+ Service: Parts and service.
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Large orders

Large orders are orders with a value over EUR 5 million. The volume of large orders is an important indicator of the cdemand situation and is
therefore moenitored separately within Affa Laval. A large volume of large orders normally also means a good load in the facteries. During 2019
Alfa Laval has received the following large orders:

Large orders (>EUR 5 million)

Division Order  Total per Business Linit
Business Unit Order Deiivery amount 2019 2018
Scope of supply received in date SEK millions
Energy
Waelded Heat Exchangers
Compact heat exchangers 1o a refinery and petrochemical plant in China. o1 2019/2020 75
: Air cooler systems to a gas processing plant inthe U.S. o1 2019 110
‘ Compact heat exchangers to an ol company in Russia, Q2 2020 70
Compact heat exchangers to a refinery and petrochemical ptant in China, Q3 2020 100
Air cooler systems to a gas processing plant in the U.S. a3 2020 110
Large heat exchangers to a petrochemical plant in Russia. Q4 2020 20
Air cooled heat exchangers, 10 be instalied in an oil and gas production facility in
Kazakhstan, 4 2020 70
Air cooled heat exchangers, to be installed in a refinery in the Middie East. Q4 2020 60
Air coolars and sheff and tube heat exchangers, to berinstalied in a refinery in Russia. 4 2020 200
Alfa Laval Packinox heat exchangers to a petroghemical plant in China, Q4 2020 65 850 784
Gasketed Plate Heat Exchangers - z
Food & Water
Decanters
I Decanters to a waste water treatment plant in the US. Qa1 2019 160
i Decanters to be ingtalled in wastewater treatment plants in italy. Q4 2020 65 205 60
Food Systems
Various equipment to a vegetable oil processing plant in Uzbekistan, o2 2020 60
A procass line for an edible oil plant in South East Asia. Q3 2020 50
Complete process ines 1o an edible oil processing plant in the Middie East. 4 2020 60 170 355
Marine
Marine Separation & Heat Transfer Equipment - 85
Boiler Systems
Waste heat recovery systems to a power plant in West Africa. [o7] 2020 60
Wasle heat recovery systems to a power plant in El Salvador. Qa 2020 85 155 70
Pumping Systems
i Frama cargo pumiping systems for FPS0" vessals to be built in China, Q3 2020 165 tes 965
i Total 1,665 2,350

* FPSO = Aloating Production, Storage and Offioading.
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Crder Backlog December 31

BnSEK %

24

20

2017 2018 2018

- For delivery during next year
- For dalivery later than next year

wwo Part of fast 12 months' invoicing

Excluding cumency effects and adjusted for acquisition and divestment of businesses the order

backlog was 8.1 percent lower than the order backlog at the end of 2018.

Net sales
Net sales amounted to SEK 46,517 (40,666) million during 2019.

Sales bridge

Consolidated

SEK millions/% 2019 2018
Net sales last year 40,666 35,314
Qrganic ¥ 12.5% 12.4%
Structural -2.4% D6%
Currency effects 4.3% 3.4%
Total 14.4% 18.2%
Net sales current year 46,517 40,666

" Change excluding currency effects.

Net inveicing relating to Service constituted 26.9 (28.2) percent of the Group's total net inveicing

for 2019.

Sales bridge Service

Consolidated

SEK milions/% 2019 2018
Net sales last year 11,423 10,773
QOrganic ™ 4.8% 4.2%
Structural -0.3% -0.1%
Currency 4.6% 286%
Total 91% 6.7%
Net sales current year 12,544 11,493

" Change excluding currency effects.
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Qperating segments

Energy Division

The division targets customers in oil and gas extraction, oit and gas processing and transport, refinery, petro-
chemicals and power generation, but also construction related applications such as heating, ventilation and
cooling and in the mining and metal industries and lighter industries. Focus is increased energy efficiency
and sustainable sclutions,

The Energy Division consists of four Business Units: Brazed & Fusion Bonded Heat Exchangers, Energy Separation, Gasketed Plate Heat
Exchangers and Welded Heat Exchangers.

Energy Division

Consolidated

SEK millions 2019 2018
Orders received 13,963 12,686
Order backiog” 5,214 4,857
Net sales 13,814 12,413
Operating income™ 2,069 1,770
Operating margin 15.0% 14.3%
Depreciation and amortisation 337 304
Investments 11 83
Assets” 11,300 10,362
Liabilties” 4,513 4,323
Number of employees* 3,015 3,112

* At the end of the period, ** in managermeant accounts,

Quarterly development Order intake 2019 split per end market/business unit

Other 6%

Chemnicals 5%

HVAC 24%
186 Power 6%

Energy
Separation

12 Refrigeration 6%

Brazed & Fusion Gasketed
Bended Heat Plats Heat

T

290 18 Exchangers Exchangers
15 Bie
10 g’%s 4 Machinery &

. o Marudfacturing
05 Bz 12% Welded Heat

: by Bt Oil & Gas
0,0 h i =g changers 16%

Q118 G218 Q318 Q418 Q119 Q218 Q319 Q419
Refinery 12%

. Orders received

Operating margin

Petrechemicals 13%
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Order intake Net sales

Order bridge Sales bridge

Consolidated Consolidated

SEK millions/% 2019 2018 SEK milkons/% 2019 2018
Order intake last year 12,685 11,175 Net sales last yoar 12,413 11,00t
Organic 5.4% 10.5% Organic " 6.4% 9.7%
Structural ¥ 0.1% - Structural 0.1% .
Curmency effects 46% 3.0% Currency effects 4.8% 3.1%
Total 10.1% 13.5% Total 11.3% 12.8%
Order intake current year 13,963 12,685 Net sales current year 13,814 12,413

" Change excluding currency effects

The Energy Divisiort’s order volumes grew compared to last year.

General growth and upgrades in Asia and in Russia drove the order
intake from rofinery and petrochemical customers, which has resulted
in several large orders. The order intake frorn the power industry
has grown during 2019 from very low levels. Conversion to natural
refrigerants and higher demand for energy efficient solutions grew the
order intake from the HVAC (Heating, Ventilation & Air Conditioning)
and refrigeration industries. The order intake from general manufac-
turing remained on high levels. Demand from customers in the sem-
iconductor industry recovered in the fourth quarter after a couple of
guarters with lower order intake as investments increased in 5G.
Order intake from customers in oit & gas declined compared to last
year, partly due to bottlenecks in infrastructure in the North American
gas market but also because of lower drilling activity.

Service order intake increased compared to last year,

Order intake 2019 split on:

After Sajes &
Service 25%

Capital Sales 75%

* Base business and base orders refer io orders with an order value of less than EUR 0.5 milfion,

" Change excluding cumency effects

Net invoicing was up versus last year, due to the geod base business®
order intake over a longer period and a high project order invoicing.

QOperating income

Bridge

Consolidated

SEK miflions 2012 2018
Operating income last year 1,770 1,525
Volurme ® 257 362
Mix ™ 160 -73
Costs ! -182 -44
Currency ) 0
Operating income current year 2,069 1.770

" Change excluding currancy effects

The increase in net invoicing meant a positive volums sffect. Despite
a high share of project invoicing the mix was positive, driven by an
improved capacity utifisation. Overhead cost was slightly higher reflecting
inflation.Currency effects had a positive impact on the result.
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Operating segments

Food & Water Division

The givision offers different types of products for heat transfer, separation and hygienic fluid handling and
targets customers in feod, pharmaceuticals, biotech, vegetable oils, brewery, dairy and body care products.
In addition, the division focuses on public and industrial water treatment as well as wastewater and

waste treatment,

The Food & Water Division consists of five Business Units: Decanters, food Heat Transfer, Food Systems, Hyglenic Fluid Handling and High

Speed Separators.

Food & Water Division
Consolidated
SEK miflions 2019 2018
Orders received 14,026 13,601
Order backlog® 4,804 4,860
Net sales 14.189 13.210
Operating incoma®* 2,268 2,110
Operating margin 16.0% 16.0%
Dapreciation and amortisation 250 145
Investments 144 132
Assets” 10,627 8,675
Liabilities* 4,448 4,612
Number of employees® 4,405 4,194
* At the end of the period. ™ in management accounts.
Quarterly development Order intake 2019 split per end market/business unit
Other 3%
Protein 69
Brewsry 79 Dalry 24%
Pharma &

5E e Bictech 8%

By @

: 4

- 3

i . Erana,

?l 3 5 Starch &

] 5} Sugar 9% Separators

a11g Q2B Q418 QU9 Q218 Q319 E:,’;;;,'?‘if%
Edible Ol 11%

Il Ordersreceived % Netsales

wmanenemer - Operating margin

Waste & Water 11%
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Order intake Net sales

Order bridge Sales bridge

Consolidated Consolidated

SEK milions/% 2019 2018 SEK millions/% 2019 2018
Order intake last year 13,691 12,388 Net sales last year 13,210 11,824
Crganic ¥ -1.8% 7.9% Organic ® 2.9% 8.0%
Structural ¥ - - Structural ¥ - -
Currency effects 4.2% 26% Currency effects 4.5% 2.7%
Total 2.4% 10.5% Total 7.4% 11.7%
Order intake current year 14,026 13,691 Nest sales current year 14,188 13,210

! Change excluding currency effects

Excluding currency effects, the division’s order intake declined slightty
in 2019, Base business was unchanged compared to last year, while
farge orders were somewhat down. North America and Europe werns
slightly up, Asia was unchanged, although China showed good
growth and Latin America contracted.

The order intake from the pharma and bictech market almost
reached last year's level. The industry is benefitting from structural
growth and demographic changes, combined with the manufacturing
base moving east, seen in a good growth in Asia. Investments in the
wastern world however contracted somewhat. The order intake from
the waste & water sector grew strongly during the year, particularly
in North America. The order intake from the edibie oil Industry also
grew. Also, in this industry did structural growth contribute to the
development, with increased capacity investments as a result. Order
intake in dairy was slightly down. Activity level and sentiment however
rernained positive in the industry, which had a favourable influence on
base business. The brewery sector came in lower, as a result of lack
of large orders, but the base business however had a strong develop-
ment, with new products and applications in focus. The demand in
ethanol, starch & sugar showed a slight contraction compared to
last year where predominantly the North America ethanol industry
was impacted by the US /China trade conflict, Protein applications
grew, with new offerings to a fast growing market opening up inter-
esting opportunities in a food market welcoming new sources of protein,
For the more wider application area prepared food and beverage,
the order intake was marginally below last year.

Service demand was slightly up from last year's level. From an
end-market perspective brewery, dairy, edible oil, prepared food &
beverages and protein showed growth, whereas a contraction was
noted in the waste & water sector as well as in the ethanol area.

Order intake 2019 split on:

After Sales &
Service 31%

Capital Sales 69%

" Change excluding curmency effects

Net sales increased in 2019 compared to last year based ona
successful execution of the high order backleg from previous year's
strong order intake. Net sales for service increased even more after
a strong last quarter 2019.

Operating income

Bridge

Consolidated

SEK miflions 2018 2018
Operating income last year 2,110 1,780
Volume 134 3n
Mix 1 3 €6
Costs " -67 -141
Currency B8 34
Operating income current year 2,268 2,110
# Change excluding cumency effects

With an aimost unchanged mix, the growth in net sales was fully
reflected in increased operating income. The cost increase during
the year was more than compensated by positive exchange effects.
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Operating segments

Marine Division

The division's customers include shipowners, shipyards, manufacturers of diesel and gas engines, as well
as companies that work with offshore extraction of oil and gas. The offering includes pumping systems,
boilers, heat transfer equiprnent, high speed separators and several different environmental products, inciuding

systems to clean ballast water and exhaust gases.

The Marine Division consists of four Business Units: Boiler Systerns, Gas Systems, Marine Separation & Heat Transfer Equipment and Pumping Systerns.

Marine Divislon
Consolidated
SEK millions 2019 2018
Orders received 15,853 17.322
Order bacikiog® 11,443 13,118
Net sales 17.893 13,5683
Operating income** 3.425 2,328
Operating margin 19.0% 17.1%
Depreciation and amortisation 852 785
Investments 107 80
Assets” 26,654 24,244
Liabitites" 7,758 7.168
Number of employees® 3,393 3,008
* At the end of the pericd. ** In management accounts.
Quarterty development Order intake 2019 split per end market/business unit
Other 1%
Engine Power 99
Chfghore 11%
Environmental
preducts
Separation and
heat transfer
Q118 Q218 Q318 G418 Q119 G219 Q318 Q419 Ship Building &
Shipping 79%

M Ordorsreceived 7% Net sales weomanne OPATAKNG Makgin
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Ordoer intake Net sales

Order bridge Sales bridge

Consolidated Consolidated

SEK rilions/% 2019 2018 SEK millions/% 2018 2018
Order Intake last year 17,322 11,456 Nst sales last year 13,583 10,809
Organic ® -10.7% A5 7% Organic ¥ 28.5% 21.4%
Structural " - - Structural ¥ - -
Currency effects 2.8% 55% Cumency effects 4.0% 4.3%
Total -7.9% 51.2% Total 32.5% 257%
Orderintake current year 15,953 17.322 Net sales current year 17,993 13.583
' Change exchuding currency eftects. 1 Change exchuding curency effects

Crder intake showed a significant decline compared to last year due
to a lower demand for PureSOx and pumping systems.

Order intake for Alfa Laval PureSOx decreased significantly com-
parad 1o last year. Uncertainties in the marine industry, mainty regarding
the availability and prica of new fuels coupled with the lack of short-
term installaticn capacity at retrofit yards contributed to a generally
fower demand for scrubber technologies. Demand for PureBallast
was, on the other hand, somewhat higher than last year. General
demand for equipment tied to the building of new vessels was on a
lower level than last year with fewer vessels being contracted in the
yeay, including in the principal vessel segments for Alfa Laval — tankers
and containers. Boilers, gasketed heat exchangers and freshwater
generators recorded higher dermand whereas pumping systems and
separators declined compared to last year. Offshore orders decreased
compared to last year due to lack of large orders for pumping systerms
and boilers. The underlying market sentiment is still positive. Products
going into the onshore engine power applications saw a lower demand
than last year, but still on a high level,

Order intake for sarvice had a very positive development, driven
mairty by the upcoming IMO 2020 regulation and an increasing installed
base of environmental products with significant growth compared to
last year. This was reflected in solid demand across service scopes
(spare parts, fiekd service) as well as all product groups.,

Order intake 2019 split on:

Alter Sales &
Service 31%

Capital Sales 69%

Net sales were substantially higher than last year driven by deliveries
of ballast water systems, exhaust gas cleaning systems and pumping
systerns. In addition, the growth in service throughout the year resulted
in higher service revenues.

Operating income

Bridge

Consolidated

SEK miflions 2019 2018
Operating income last year 2.328 1,771
Volume 1,273 783
Mix 110 -98
Costs " -344 -181
Currency 58 53

Operating income current year 3,425 2,328

') Change exchuding curmsncy effects

The operating income increased substantially compared te last year.
This was mainly driven by the increased inveicing and a positive mix
effect rom a favourable product mix in capital sales and increased
service sakes. The increase in cost was largely driven by the higher
activity level within the marine environmental and service businesses
and increased royaity payments for PureBallast.
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Greenhouse Division
As per the end of 2019 &l parts of the division have been divested.

Greenhouse Division

Congolidated

SEK millions 2019 2018
Orders received 105 1,258
Order backlog* 0 328
Net sales 444 1,418
Operating income™ -30 80
Operating margin -6.8% 5.6%
Depreciation and amortisation 8 14
Investments 5 21
Assets” 39 680
Liabilties” 71 431
Number of employoes® 33 502

* At the end of the period. ** In rmanagerment accounts.

Order intake, net safes and operating incorne

Order intake, net sales and operating income in the Greenhouse
division were negatively affected in ihe fourth quarter by the divest-
ment of the air heat exchanger business at the end of April, since
the air heat exchangers made up the majority of Greenhouse.

Operations & Other

Operations & Cther is covering procurement, production and logistics
as well as corporate overhead and non-core businesses.

Operations & Other

Consolidated

SEK millions 2019 2018
Orders received 72 48
Order backlog® o] 5
Netsales 77 42
Operating income** -742 -674
Depreciation and amaortisation 606 418
Irvestrnents 980 1,164
Assets” 7.880 8,778
Liabiities* 3,307 2.853
Number of employees” 8,651 6,322

* Al the end of the period, ** In management accounts,

The order intake and net sales for Operations and Other is relating
to contract manufacturing of shell and tube heat exchangers for
BITZER after the sale of the business to BITZER,

The lower operating income during 2019 compared to last year is
mainly explained by higher group-wide and project related costs,
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Informaticn about gecgraphicsl areas
All comments are excluding currency effects,

Western Europe including Nordic

The order intake for the region was flat compared to last year.
Excluding the divestment of Greenhouse, the growth was good
driven by higher order intake in Energy and Marine and the service
business. Spain and France grew strongly, whereas Adriatic did not
repeat large PureSOx orders from last year.

Central and Eastern Europe

The growtt was very good throughout the ragion driven prirmarily by
Energy and Marine. Senvice showed good growth, while Food & Water
had a more modest development. The development was strongest
in Russia and Turkey, albeit good growth numbers were recorded
throughout all countries of the region.

North America

The order intake for the region was unchanged compared 1o last year.
Food & Water and Marine and also Energy in Canada had a strong
year, but this could not fully compensate for the decrease in oil & gas
in Energy in the U.S, The latter was due to bottlenecks in infrastruc-
ture in the North American gas market but also because of lower
driling activity. The order intake for service displayed good growth.

Latin America

The region showed a lower order intake than last year, when a large
brewery order was booked in Food & Water, A weak demand in
Marine and a generally unfavourable macro and political environment
impacted the order intake negatively. The demand was however
good within energy and especially in Brazil. There was alsc some
growth in the important service business.

Asia

The region had a clear decrease in order intake in 2019, due to
Marine and the lack of large PuraSCx and pumping system orders.
Both Energy and Foogd & Water however showed good growth. The
order intake in China was flat, but with strong figures for Energy and
Food & Water. Japan, India and South Korea were clearly down while
Indonesia and Vietnam grew strongly. The order intake for service
was strong.

Africa and Oceania

The order intake for 2019 was weak for Oceania and fiat for Africa.
Food & Water developed poorly whereas Marine grew especially
waell in Africa thanks to offshore. Energy saw good mining growth in
Africa. Strong order intake in service.

Personnel
The parent company does not have any employees.

The Group has on average had 17,387 (16,785) employses. At the
end of December 2019, the Group had 17,497 (17,228} employees.
The employee turnover rate for 2019 is 11.9 (10.8) percent and
mainty relates to employees within central management & adminig-
tration, production units and warehouse & logistical units.

Alfa Laval has the ambition to deveiop the employees on ali levels
within the Group. The jargest part of the competence development
takes place in the daily work when our employees continucusly get
more demanding tasks as well as get the opportunity to participate in
different projects together with more experienced colleagues. Local
training and development efforts in the different factories and sales
companies around the world are equally important, for instance ALPS
(Alfa Laval Production System) that is based on the well-known
concepts of Lean and Six Sigma and ALPAS {Alfa Laval Product &
Application School). The ALPAS trainings are designed and developed
by the product responsible Business Unit.



4
1 Norgic 9%
2 Waestern Europe 21%
3 Central- & Eastemn Europe 8%
4 Asia 7%
S Latin Amarica 4%
& Nedth America 19%
7 Africa & Oceania 2%

1 Nordic 10%
2 Western Europe 20%
3 Central- & Eastern Europe 5%
4 Asia 41%
5 iatin America 5%
& North America 17%
7 Africa & Oceania 2%

Ordets received 2019

I = Compared to 2018 excluding currency effects ]

Orders receivad 2018

= Cornpared to 2017 exciuding curency effects I
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Alt training programmes and development projects are performed
within the Alfa Laval Academy frarnework, to ansure they follow the
Alfa Laval Learning Principles. Further exampies of such training
programmes are Challenger {for young talents with international
leadership potential), Impact (for women in the middie of the career),
Project Management, information Security (mandatory training via
E-learning) and Pure Leadership (for middle management).

Alfa Laval has a global certification in “Learning Facilitation Capa-
bilities" called “licence to Train” to secure quality and consistency in
tha way we deliver our learning programmes internally as well as to-
wards customers and partners.

Alfa Laval is working to achieve equal career opportunities inde-
pendent of for instance gender or ethnic origin. The latter is not the
ieast important in an international company. Likewise, the number of
female managers shall increase in order {o better reflect the females’
part of the total number of employees. To faciltate this, a mentor pro-
gramme has started for wornen with capacity to become future leaders.

The distribution of the number of employees by region is:

Average number of employees - by region

Number
18,000

15,000

12,000

9,000

6,000

3,000

[}
2018 2019

. Contra!s Eastem Evrope [ Asia
W Cther

%% wastern Europs
Latn America

I Noric
M Herth America

The distribution of the number of employees by personnel category
at year end is:

Employees - by category

Number

18,000 ‘ ——— 10
15,000
12,000
9,000
6,000

3,000

Dec 31, 209

Dec 31,2018

B Manufacturing, logistice & §4 Management & | R
procurament Administration

Il Contral Sales & Markating Local Gales & Service ] Acquired deing the year

78

The productivity by employee has developed as follows:

Employees — Productivity development

SEK thousands

3,000 2675

2,500

2,000

1,500

1.000

500

o

2014 2015 2016 2017 2018 2018

Il Adiwsted EBITA/averags number of smployees
i Net number of

The outcome for 2015 was affected by the weakening of the Swedish
krona and the acquisition of Frank Mohn. The outcome for 2016 was
affected by the receding demand, mitigated by the continued weak-
ening of the Swedish krona. The improvement for 2017 is entirety
explained by the change programme that was launched during the
autumn 2016. This also affects the outcome for 2018 and 2019 but
reinforced by the stronger demand within primarily environmental
products and the weakening of the Swedish krona.

The distribution of employees per country and per municipality in
Sweden and between males and females can be found in Note 5 in
the notes to the financial statements. The specification of salaries,
wages, remunerations, social cosis and pension costs are provided
in Note 6 in the notes to the financial statements.

Guidelines for remunerations to executive officers

The guidelines for remunerations to executive officers are established
by the Annual General Mesting, see further dascription: in Note 6
and the complete guideline in Note 38.

The Annual General Meeting 2019 decided to implement step two
of the modified cash based long term incertive prograrmrne Jor rnexi-
mum 95 senior managers in the Group including the Chief Executive
Officer and the persons defined as executive officers. The outcome
of the modified programme depends on how the adjusted EBITA
margin and the growth in net invoicing have developed during a
three-year period, with a 50/50 weight between the targets. This
means that there will be no award during the first two years since it is
first in year three that it can be determined to what extent the targets
have been achieved. Maximurn outcome is awarded when he targets
are exceeded, The remuneration from the modiified long-tenm incentive
programme can constitute between maximurr 20 and 50 percent of
the fixed remuneration depending on position. Payment to the partici-
panis in the prograrmme is rmade after year three and only provided
that they are still employed at the date of payment.

The Board of Directors will propose the Annual General Mesting 2020
toimplermnent step three of the modified cash-baged kng-term incentive
prograrmme for the period January 1, 2020 — Decernber 31, 2022 for
maximum 85 senior managers in the Group including the Chief Ex-
ecutive Officer and the persons defined as executive officers.



Research and development

As the result of an intensive and consistent commitrment over many
years to research and development, Alfa Laval has achieved a world-
leading position within the areas of separation and heat transfer. The
product development within fluid handling has resufted in a strong
market position for a number of products. In order to strengthen the
Group's position and to support the organic growth, by identifying
new applications for existing products as well as developing new
products, research and development is always an activity of high
priority. Research and developrment is conducted at approximately
twenty facilities around the world.

The costs for research and developrment have amounted to SEK 1,086
{1,020} million, corresponding to 2.3 (2.5) percent of net sales. Excluding
currency effects and acquisition/divestment of businesses, the costs
for research and development have increased by 6.6 percent com-
pared to last year.

Ethics and social responsibility

Two of Alfa Laval's four businass principles are: "Respect for human
rights is fundamental” and "High ethical standards guide our conduct™.
This means that Alfa Laval respects hurnan rights and the very different
social cuttures in which the company works and supplies its products

and services and that Alfa Laval conducts #s business with honesty,
integrity and respect for others.

Globatisation gives Alfa Laval new business opportunities for in-
creased sales as well as lower costs for manufacturing the products.
But when part of the supply chain is moved toe countries with lower
costs the company is often confronted with ethical questions in a
more obvious manner. Health, security and working conditions for
the employees at the company's suppliers are some of Alfa Laval's
main topics. When Alfa Laval procures products from quickly growing
economies ke China and India it is important for the company to
secure that the cost reduction opportunities are not at the expense
of those performing the work in each country. Alfa Laval regards it
as an obligation to make sure that its suppfiers develop quickly if the
work, health and security conditions are not acceptable.

Alfa Laval has developed an internal training programme o
give salespeople and purchase departments knowledge on legal
business practice.

Environment

One of Alfa Laval's four business principles is: "Optimizing the use of
natural resources in the most efficient manner is our business.” The
cormpany's products make a significant contribution to reducing the
environmental impact of industrial processes and are used to produce
renewable energy.

All sites have an environmental management systemn in place.
More than 85 percent of the delivery value comes from production
sites with ISC 14001 certification,

The subsidiary Alfa Laval Corporate AB is involved in operational
activities that are subject to an obligation to report and compulsory
licensing according to Swedish environmental legislation. The perrmits
mainly relate fo the manufacturing of heat exchangers in Lund and
Ronneby and the manufacturing of separators in Tumba and Eskistuna.
The external environment is affscted through limited discharges into
the air and water, through waste and noise.

The foreign manufacturing sites within the Aifa Laval Group are
engaged in operational activities with a similar effect on the external
environment, To what extent this activity is subject to an obligation to
report and/or compulsory licensing according to local environmental
legislation varies from country to country. Affa Laval has an overall
intention to operate well within the limits that are set by local legislation.

Asbestos-related lawsuits

The Alfa Laval Group was as of Decamnber 31, 2019, named as a
co-defendant in a total of 698 asbestos-related lawsuits with a total
of approximately 698 plaintiffs. Alfa Laval strongly believes the
claims against the Group are without merit and intends to vigorously
contest each lawsuit.

Based on current information and Alfa Laval's understanding of
these lawsuits, Alfa Laval continues to believe that these lawsuits
will not have a material adverse effect on the Group’s financial con-
dition or results of operation.

Result for the parent company

The parent company’s result after financial items for the full year 2019
was SEK 604 (647) million, out of which dividends from subsidiaries
SEK 633 (668) million, net interests SEK 0 (-0) million, realised and
unrealised exchange rate gains and losses SEK 1 (1) miflion, costs
related to the listing SEK -4 (-4) million, fees to the Board SEK -8 {-8)
million, cost for annual report and annual general meeting SEK -2 {-2)
million and other operating income and operating costs the remaining
SEK -16 {-7) million, Change of tax allocation reserve has been made
with SEK -283 (-698) milion. Group contributions amount to SEK 2,142
(2,810} million, Tax on this year's result amount to SEK -395 (-461)
milliion. Net income for the year was SEK 2,058 (2,298) million.

Unrestricted equity for the parent company
The unrestricted equity of Affa Laval AB (publ) was SEK 9,893
(9,932) million.

Proposed disposition of earnings

The Board of Directors propose a dividend of SEK 5.50 (6.00) per
share comesponding to SEK 2,307 (2,087) millicn and that the re-
maining income available for distribution in Alfa Laval AB (publ} of
SEK 7,586 (7,835) milion be carried forward, see Note 40,

The Board of Directors are of the opinion that the proposed divi-
dend is in line with the requirements that the type and size of opera-
tions, the associated risks, the capital needs, liquidity and financial
position put on the company.

Disclosure on share related information

Paragraph 2a in chapter 6 of the Swedish Annual Accounts Act re-
auires listed companies to disclose certain informaticn relating to
the company's shares in the Board of Directors’ Report. This infor-
mation is found in the following paragraphs, in the “Changes in con-
solidated equity” and in Note 6.

Outlook for the first quarter
In the fourth quarter and full year 2019 report issued on February 4,
2020 the President and Chief Executive Officer Tom Erixon stated:

“We expect demand in the first guarter to be about the same as in
the fourth quarter.”

Farfier published outlook (October 24, 2019): “We expect demand in the
fourth quarter to be somewhat higher than in the third quarter.”

Date for the next financial reports during 2020
Alfa Laval will publish interim reports during 2020 at the following dates:

Interir repaort for the first quarter April 23
Interim report for the second quarter July 21
Interim report for the third quarter October 22
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Consolidated cash fiows

GConsolidated cash flows
SEK milions Note 2018 2018
Operating activities
Operating incorne 7.168 5,831
Adjustment for depreciation, amortisation and write down 2.053 1,664
Adjustment for other non-cash items 141 -208
9,382 7,287
Taxes paid -1,801 -1,642
7.49 5,645
Changes in working capital:
Increase{-)/decrease{+) of receivables -1.394 -1,026
Increase(-Ydecrease{+) of inventories 617 -805
Increase{+)/decreasef(-) of liabilities -84 1,399
Increasel+)/decrease(-) of provisions -173 -240
Increase(-)/decrease{+) in working capital -2,268 -T62
5,223 4,583
Investing activities
Investments in fixed assets (Capex) -1.337 -1,490
Divestment of fixed assets 7 120
Acquisition of businesses 17 61 -
Divastment of businesses 364 7
-1,027 -1,283
Financing activities
Received interests and dividends 120 142
Paid interests -281 -192
Realised financial exchange gains 239 182
Realised financial exchangse losses -498 -267
Dividends 1o owners of the parent -2.097 -1,788
Dividends to non-controling interests o] 0
Increase(-) of financial assets -283 ~116
Decrease(+) of financial assets ¢} 601
increase of lnans 3155 726
Amortisation of loans -3,268 -1,738
-2,845 -2,445
Cash flow for the ysar 1,251 1,145
Cash and cash equivalents at the beginning of the year 4.205 3,137
Translation difference in cash and cash equivalents 48 13
Cash and cash equivalents at the end of the year 26 5,584 4,205
Free cash flow per share (SEK) * 10.00 8.56
Capex in relation to net sales 2.9% 3.7%
Average number of shares 419,456,315 419,456,315

* Free cash flow is 1he suim of cash flows frorm operating and investing activities,
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Comments to the consolidated cash flows

For further comments on certain individual
lines in the cash-flow statement, reference
is made to Notes 17 and 26.

Cash flows from operating activitieg
The increase in cash Aows from operating
activities in 2019 is explained by:

+ higher operating income before
depreciation and amortisation,

- mitigated by an increase in working
capital, as a result of an increased
order intake and

- higher tax payments linked to the
higher taxable income.

Cash and cash equivalents
The item cash and cash equivalents is mainly
relating to bank deposits and liquid depasits.

Cash flow

Cash flow from operating and investing ac-
tivities armounted to SEK 4,196 (3,590) milion
during 2019. Qut of this, acqguisitions of
businesses were SEK -61 (-) milion whereas
divestments generated cash of SEK 364
(187) million.

Adjustment for other non-cash items
Other non-cash items are mainly referring to
realised gains and losses in connection with
sale of assets. These have to be eliminated
since the cash impact of divestments of fixed
assets and businesses are reported sepa-
rately under cash fiow from investing activities,

Working capital
Working capital increased by SEK 2,268
(762) million during 2019.

Investments

investments in property, plant and egquipment
amounted to SEX 1,337 {1,490} million
during 2019.

A number of structural changes within the
Footprint programme in the form of new or
improved bulidings including move of pro-
duction for improved cost and availability
have been completed during the year, among
others in Qingdao and Kunshan in China,
Krakow in Poland and in a few places in
the U.S. The investments made for the in-
dividual product groups are as follows:

Heat exchangers

Investments have been made in machines
for increased capacity and rmanufacturing of
new products and in productivity enbancing
equipment in Alonte in taly and Jiang Yin in
China for brazed heat exchangers. Invest-
ments have been made in Jiang Yin in China
and in Lund in Sweden in equipment to
widen the product range and increase the
productivity for gasketed heat exchangers.

High speed separators

Continued capacity investments in machining
equiprnent for separators have been made
in Eskilstuna in Sweden and Pune in India.

Decanters
Capacity and preductivity enhancing invest-
ments have been made in Pune in India.

Depraciations

Depreciation, excluding allocated step-up
values, amounted to SEK 1,073 (626) milicn
during the year. The increase is partly due to
the higher investments, but above all to the
fact that depreciation of right-of-use assets
has increased with SEK 406 million due to
the initial application of IFRS 16 Leases.

Acquisitions and digposals

For a further analysis of the impact on the
cash flow by acquisitions and disposals,
sea Note 17,

Free cash flow per share
The free cash flow per share is SEK 10.00
(8.56).
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Consolidated comprehensive income

Consolidated comprehensive income

SEK millions Note 2018 2018
Net sales 1,2,84.37 46,517 40,666
Cost of goods sold g -30,734 -26,930
Gross profit 15,783 13,736
Sales costs 569 -4,802 -4,539
Administration costs 5678 -2.092 -1,987
Research and developrnent costs 9 -1,086 -1,020
Other operating income 8 1,174 906
Other operating cosls 89 -1,799 -1,280
Share of result injoint ventures 34 20 15
Qperating income 7.198 5,831
Dividends and other financial income 10 32 27
interest income and financial exchange rate gains 11 377 377
Interest expense and financial exchange rate losses i -386 -339
Result after financial items 7.221 5.896
Tax on this year's resuft i6 -1,676 -1,332
Cther taxes 18 -37 =27
Netincome for the year 5,508 4,537
Cther comprehensive income:

Iterns that will subsequantly be reclassified to netincome

Cash flow hedges 307 -505
Market valuation of external shares [} 0
Translation difference 632 841
Deferred tax on other comprehensive incorme 16 -75 83
Sum 864 219
lternis that will subsequently not be reclassified 1o net income

Revaluations of defined benefit obligations -138 200
Deterred tax on other comprahensive incomea ) i1 -60
Sum -127 140
Comprehensive i for the year 6,245 4,896
Netincome attributable to:

Owners of the parent 5,486 4,519
Non-controlling interests 22 18
Earnings per share (SEIQ 13.08 10.77
Average number of shares 419,456,315 419,456,315
Compreh ive income attributable to:

Owmers of the parent 6,220 4,876
Non-controlling interests 25 20
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Comments to the consolidated
comprehensive income

For cormments on the individual lines in the consolidated comprehensive income staterment,
reference is made to Notes 1 to 16 and Notes 34 and 37. For comments on the operating

segments, see Note 1.

As a basis for comments on the various main items of the consolidated comprehensive
income staternent, please find a comparison between the last two years:

Income analysis

Consolidated

SEK millions 2019 2018
Net sales 46,517 40,666
Adjusted gross profit * 15,763 14,774
- adfusted gross margin (%) * 36.0 36.3
Expenses -7.701 -7.430
- in % of net sales 16.6 18.3
Adjusted EBITDA * 9,062 7,344
- adjusted EBITDA margin {%) * 19.5 18.1
Depreciation -1,073 -626
Adjusted EBITA* 7,989 6,718
- adjusted EBITA margin (%) * 17.2 16.5
Armnortisation of step-up values -8B0 -1,038
Cormpatison distortion items 189 151
Operating incorme 7,198 5,831

* Allemative performance measures. ' Excluding comparnson cistortion fems,

The gross profit has been affected positively
by a higher sales volume.

Sales and administration expenses
amounted to SEK 6,894 (6,526) million,
which comresponded to 14.8 (16.0} percent
of net sales. Excluding currency effects
and acguisition/divestment of businesses,
sales and adminisiration expenses were
3.8 percent higher than last year.

The costs for research and development
have amounted to SEK 1,086 (1,020) million,
comesponding to 2.3 (2.5) percent of net sales.
Excluding currency effects and acquisition/
divestment of businesses, the costs for re-
search and development have increased
by 6.6 percent compared to last year.

Earnings per share was SEK 13.08
{10.77) for 201 9. The corresponding figure
excluding amortisation of step-up values and
the comesponding tax, was SEK 14.96 (12.69).

Compared with last year Alfa Laval has been
affected during 2019 by exchange rate dif-
ferences, both through translation differences
and through the net exposure when trading
in foreign currencies. The effect on adjusted
EBITA has been calculated to totally about
SEK 430 {-85) million for 2019 compared
with last year. The effect of the exchange
rate variations has been limited through ex-
change rate hedging and through the distri-
bution of the cormpany’s financial debts in
relation 1o fts net assets in different curmencies.
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In order to ilustrate the quarterty development, the last 12 quarters are shown below for four of The comparison distortion income in 2019

the parameters in the income analysis: is refating to a reafised gain at the divestments
of part of the air heat exchanger business
Net sales & Adjusted gross margin refated to commercial/industrial air heat ex-
changers in the Gresnhouse division to the
BnSEX “w LU-VE Group. The comparison distortion
cost in 2019 is relating to a realised loss at
15 42 the divestrments of the last remaining Green-

house operation shell-and-tube Sarasota,
also known as Alfa Laval Champ., to Thermal
Solutions Manufacturing.

The comparigon distortion income during
2018 was relating to three items. The divest-
ments of the Alonte based commercial tubular
heat exchanger business and the heat ex-
changar systerns busingss resulted in a total
gain of SEK 26 milion. The sale of a propsrty
in Lima in Peru resulted in a realised gain of

Q117 Q217 Q317 Q417 Q118 Q218 Q318 Q418 Q118 Q219 Q316 Q419 SEK 70 million. Based on a court decision
in a fitigation against the former owners of
Il Netsals  oenen Adjusted gross margin in % Ashbrock Simon-Hartley, Alia Laval received

a purchase price reduction of SEK 55 million,
The acquisition of Ashbrook Simon-Hartley
took place in 2012,

Consoclidated financial net and taxes

Adjusted EBITA The financial net for the full year 2019 was
SEK -172 (-54) million, exciuding realised and
BosEx * unrealised exchange rate losses and gains.
25 The main elements of costs were interest

on the debt to the banking syndicate of
SEK -3 (-3) million, interest on the bilateral
term lpans of SEK -48 (-43) miliion, interest
on the corporate bonds of SEK -86 (-82)
million, interest on the commercial papers
of SEK - (0) million and a net of dividends,
changes in fair value and other interest in-
come and interest costs of SEK -35 (74) milion.

The net of realised and unreatised exchange
rate differences was SEK 185 (119) miillion,

The tax on the result after financial items
was SEK -1,713 (-1,350) million in 2019.
Bl Adiusted EBITA - coc s Adijusted EBITA margin in % The tax cost for 2018 was affected by
the following non-recurring items:

0
Q117 Q217 Q317 Q477 Q113 Q218 Q318 Q418 Q119 Q219 Q319 Q419

- revaluation of future tax deductions with
SEK +130 million concerning and

- adjustments of deferred taxes relating to

Comparison distortion items.
pa u step up values of about SEK +35 million,

Consolidated )
. duse to reduced company taxes in several
SEK mifions 2019 2018 countries in Europe and th
Other operating income defered tax liabifities.
Comparison distortion income 260 151
Other operating costs
Comparison distortion costs -7 -
Net comparison distortion items 189 151




Accumulated transiation differences *

Consaolidatad
SEK millions
Pre-tax effect on
change by hedging
Year Main explanation to translation differences Change Accurmulated measures
Formation of the Group
2000 The ELR was appreciated by 6 %, which
affected the ELJR based acquisition loans -G4 -04 -312
200 The USD was appreciated by 10.7 % a7 3 -105
2002 The USD was depreciated by 16.7 % ~160 -187 165 -
2003 The USD was depreciated by 17.5 % -3B 225 195 §
2004 Tha USD was depreciated by 8,0 % -103 -328 -18 g.
2005 The USD was appreciated by 20.3 % @
and the EUR was appreciated by 4.8 % 264 -B4 -65 '@:
2008 The USD was depreciated by 13.5 % ‘3"
and the EUR was depreciated by 4.0 % -269 -333 56 ]
2007 The USD was depreciated by 5.7 % 73
whereas the EUR was appreciated by 4.7 % 224 =108 13
2008 The USD was appreciated by 20.5 %
and the EUR was appreciated by 16.2 % 850 744 -468
2009 The USD was depreciated by 7.5 %
and the EUR was depreciated by 6.0 % -392 362 220
2010 The USD was depreciated by 5.7 %
and the EUR was depreciated by 12.9 % -564 -202 99
201 The USD was appreciated by 1.4 %
whereas the EUR was depreciated by 0.8 % -254 -456 34
2012 The USD was depreciated by 5.8 %
and the EUR was depreciated by 3.6 % -798 -1.254 214
2013 The USD was appreciated by 0.3 %
and the EUR was appreciated by 4.1 % 39 -1,215 -83
2014 The USD was appreciated by 20.5 %
and the EUR was appreciated by 6.3 % 430 =778 -1,033
2015 The USD was appreciated by 6.6 %
wheraas the EUR was depreciated by 4.0 % -1,056 -1.832 301
2016 The USD was appreciated by B.6 %
and the EUR was appreciated by 4.6 % 1,882 50 -5643
2017 The USD was depreciated by 8.4 %
and the EUR was appreciatad by 2.8 % -1,339 -1.289 -207
2018 The USD was appreciated by 8.8 %
and the EUR was appreciated by 4.2 % B41 -648 -571
2019 The USD was appreciated by 4.2 %
and the EUR was appreciated by 2.1 % 632 -16 -288

* Reported against ciher comprehensive income. Prior o 2009 these transkation differences were reported against equity.
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Consolidated financial position

Consolidated financial position

ASSETS
SEK millions Note 2019 2018
Non-current assels
Intangible assets 17,18
Patenits and unpatented know-how 1,104 1,367
Trademarks 1,854 2,474
Licenses, renting rights and similar rights 23 32
Internally generated intangible assets 53 -
Goodwili 21,112 20,537
24,246 24,410
Property, plant and equipment 17,18
Real estate 2,548 2,583
Machinery and other technical instaliations 2,137 1,755
Equipment, togls and installations 670 633
Construction in prograss and advances te suppliers
concerning property, plant and equipment 505 634
Right-of-use assets 2,683 127
8,043 5,732
Other non-current assets
Other long-term securities 13,14, 20 141 120
Pension assets 27 70 37
Derivative assets 13,14, 15 €9 45
Deferred tax assets 16 1,801 1,755
2.081 1,958
Total non-current assets 35,270 32,100
Current assets
Inventories 21 10,077 9,253
Assotls t d to disp I groups held for sale 35 - 526
Current receivables
Accounts receivable 13 22, 37 7.460 6,496
Current tax assets 459 Q27
Other raceivables 13,23 4019 3,362
Prepaid costs and accrued income 13,24 451 405
Derivative assets 13,14, 15 183 a1
12,682 11,281
Currant deposits
Other current deposits 13,25 B73 617
Cash and cash equivalents 13 26 5,604 4,295
Total current assels 28,126 25,972
TOTALASSETS 64,396 58,072

86



Consolidated financial position, continued

EQUITY AND LIABILITIES

SEK millions Note 2019 2018

Equity

Attributable to owners of the parent

Share capital 1117 1,117 -n

Other contributed capital 2.770 2,770 3
S

OCther reserves -1,558 -2,292 [}
©

Retained eamings 25,271 21,882 o
-

27,600 23,477 %

g

Attributable to non-controfling interests 12 147 122 (,?n..

Total aquity 27,747 23,599

Non-current liabilities

Liabilties to credit institutions etc 13,29 10,800 8.540

Lease liabilties 13,36 1,800 14

Provisions for pensions and similar commitments 27 2,321 2,118

Provision for deferred tax 16 1,662 1.845

Other provisions 28 639 665

Derivative iabilities 13, 14, 15 42 123

Total non-current liabilities 17,154 13,405

Current liabilities

Liabilities related to disposal groups held for sale 35 - 351

Other current liabilities

Liabilties 1o credit instiutions etc 13,26 1,422 3,323

Advances from customers 4,260 5,221

Accounts payable 13 3,31 2972

Notes payable 13 128 164

Current tax liabifties 947 1,209

Lease fiabilities 13, 36 730 20

Other liabilities 13, 30 4,219 3,062

Other provisions 28 1,863 1,929

Accrued costs and prepaid income 13, 37 2,288 2,387

Derivative liabilities 13,14, 15 308 440

19,495 20,717

Total current liabilities 19,495 21,068

Total liabilitles 36,649 34,473

TOTAL EQUITY AND LIABILITIES 64,396 58,072
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Comments on the consolidated financial position

For comments on the individuat lines in the
staternent on financial position, reference is
made to Notes 12 to 37. For comments on
the operating segrments, ses Note 1.

Capital employed

The average capital employad including
goodwili and step-up values amounted to
SEK 35,550 (30,729) milion during the year.

Return on capital employed

The return on average capital employed in-
cluding goodwill and step-up vakles amounted
to 23.0 {22.4} percent during the year.

Capital turnover rate
The capital turnover rate calculated on the

average capital employed including gocdwill
and step-up values amounted to 1.3 (1.3}
times for the year.

Return on equity
Net incama in relation to the average equity
was 21.3 {20.3) percent during the year.

Solidity

The solidity, that is the equity in relation to
total assets, was 43.1 (40.6} percent at the
end of the year.

Net debt

The net debt was SEK 8,175 (6,985) millicn
at the end of the year. Lease liabilities have
increased by SEK 2,766 million as per

Changes in consolidated equity

January 1, 2019 due to the initial application
of IFRS 16 Leases, which affects the net
debt at December 31, 2019. Excluding this
effect, the net debt to EBITDA would instead
have been 0.60 and the debt ratio 0.20.

Net dsbt to EBITDA
Net debt in relation to EBITDA was 0.88
(0.93) times at the end of December.

Debt ratio

The debt ratio, that is the net debt in relation
to equity, was 0.29 [0.30) times at the end
of December.

Changes in consolldated equity

Attributable to: Owners of the parent Non-controtling interssts Total
Other reserves
Other Market
Share  contribites Cash fiow valugtion of Transiabion Retained Translation Retaned
SEK miflions captal capital fedges external sharss diflerences Reveluahons earnings. Subtotal differences sarnings  Sublotal
As of December 31, 2017 1,1t7 2,770 61 2 -1,316 -1,396 19,160 20,398 13 oo 102 20,500
2018
Adjustment of opening batance
FRS 16 — - - - - - ~14 14 - - - 14
Comprehensive Income
Netincome - - - - - - 4519 4,519 - 18 18 4,537
Otrer comprehensive INCome - - -304 0 611 140 387 2 - 2 358
Comprehansive income - - =364 4] 611 140 4619 4,876 2 18 20 4,896
Tr tichs with sharshold
Oivicends 1o owners of the parent - - - - - - 1,783 -1,783 - - - -1.783
Dividends to non-controling
interests - - - - - - - - _ o a o
As of Decembiar 31, 2018 1,117 2,770 -333 2 -705 -1,25¢ 21,882 23477 15 107 122 23,509
2019
Comprehensive income
Netincoma - - - - - - 5.486 5486 - 22 22 5,508
Other comprehansive income - - 238 623 -127 - 734 3 - 3 37
Comprehensive income - - 238 o] 823 -127 5,486 6,220 3 22 25 6,245
Transactions with sharehold
Oividends to owners of the parent - - - - - - -2.007 -2,697 - - - -2.087
Dividends to non-controling
interesis - - - - - - - - - i 8] 4]
As of December 31, 2019 1,117 2,770 -85 z -82 -1,383 2527 27,600 18 129 147 27,747
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Specification of changes in number of shares and share capital

Change in Total Changas in Total
number number share capital share capital
Yoar Event Date of shares of shares SEK miticns 8K millions
2000 Company formation March 27, 2000 10.000.000 10,000,000 0.1 0.1
New issue of shares August 24, 2000 27,496,325 37,496,325 0.3 0.4
2002 Bonus issue of shares May 3, 2002 37,496,325 74,992,650 0.4 1
Bonus issue of shares May 16, 2002 - - 749 750
New issue of shares May 16, 2002 3,712,310 78,704,860 37 787
New issua of shares May 17, 2002 32,967,033 111,671,993 330 1,117

2008 Cancefiation of repurchased shares May 27, 2008 -4,323,639 107,348,354 -43
Bonus issue of shares May 27, 2008 - 107,348,354 43 1.117
Split 4:1 June 10, 2008 322,045,062 429,393,416 - 1,117

2009 Cancellation of repurchased shares July 9, 2009 -7,353,950 422,039,468 -19
Bonus issue cf shares Juty 8, 2009 - 422,039,466 19 1,117

201 Cancellation of repurchased shares May 16, 2011 -2,583,151 419,456,315 ~7
Bonus issue of shares May 16, 2011 - 419,456,315 7 1,117

Comments on changes in consolidated equity

The articles of association of Alfa Laval AB
{publ) state that the share capital should be
between SEK 745,000,000 and
2,980,000,000 and that the number of
shares should be between 298,000,000
and 1,192,000,000.

At January 1, 2019 the share capital of
SEK 1,116,719,930 was divided into
419,456,315 shares. Since then no changes
have been made.

The company has anly issued one type of
shares and all these have equal rights. There
are no restrictions in law or in the articies of
association in the negotiability of the shares.

The only shareholder holding more than
10 percent of the shares is Tetra Laval BV,
the Netherlands who owns 29.1 (29.1) per-
cent. The employees of the company do not
own any sharas in the company through
company pension trusts.

No restrictions exist in how many votes
that each shareholder can represent at a
general meeting of shareholders. The com-

pany has no knowledge of any agreements
between shareholders that would limit the
negotiability of their shares.

The articles of association stipulate that
members of the Board are elected at the
Annual General Meeting. Election or discharge
of members of the Board is otherwise regu-
lated by the provisions in the Swedish
Companies Act and the Swedish Corporate
Govermance Code. According to the Com-
panies Act changes in the articles of asso-
ciation are decided at general meetings of
shareholders.

The senior credit facility with the banking
syndicate, the corporate bonds and the bi-
lateral term loans with Swedish Export Credit
and the European Investment Bank contain
conditions that give the lenders the oppor-
tunity to terminate the loans and declare
thern due and payable if there is a change
of control of the company through an ac-
guisition of more than 30 percent of the total
number of shares.

The possibilities to distribute unappropriated
profits from foreign subsidiaries are limited
in certain countries due to local legislation.
These limitations are not material. The limi-
tations relate to:

— the existence of general restrictions con-
cerning restricted equity in many countries,

- that subsidiaries in for instance China and
India cannot take up loans to pay dividends,
which limits the size of the dividends and

— rules on interest deduction limitations and
thin capitalisation in many countries, for
instance the U.S., Denmark and Norway
limit the possibilities for these countries
to increase debt to pay dividends.
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Parent company cash flows

Parant company cash flows

SEK millions 2019 2018
Cash flow from operating activitiss
Operating income -30 -22
Taxes paid -461 -448
-491 -468
Changes in working capital:
Increase{-/decrease(+) of receivables -B63 146
Increasel+)/decreasef-) of habilities 8 -2
Increase(-)/decraase(+} in working capital -B55 144
41,346 324
Cash flow from investing activities
Investment in subsidianes ~ -
Cash flow from financing activities
Received interests o} 0
Received dividends from subsidiaries 633 668
Paid dividenids -2.097 -1.783
Received group contribution 2,825 1,458
Paid group contribution -15 -1g
1,346 324
Cash flow for the year - -
Cash and cash equivalents at the beginning of the year - -
Cash and cash equivalents at the end of the year - -
I
Parent company income
Parent company income *
SEK miillions Note 2019 2018
Administration costs -14 -15
Other operating incame 0 o
Other operating costs -16 -7
Oparating incorns -30 -22
Dividends from subsidiaries 633 =+
Interest income and similar result items 11 1
Interest expenses and similar result tems i1 0 [+
Result after financial items 604 B47
Change of tax allocation reserve -293 -698
Group contributions 2,142 2,810
Result before tax 2,453 2,759
Tax on this year's resuft -385 -451
Natincome for the year 2,058 2,298

* The parent company income statement also constitules its comprehensive income statement.
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Parent company financial position

Parent company financial position

SEK miflions Note 2019 2018
ASSETS
Non-cuirent assets
Financial non-current assets
Shares in group companies 20 4 669 4,660
I
Current assets §
Current recalvables g.
Receivables on group companies 16,292 10,111 ;Z
Other receivables 4 5 2
10,296 10,116 g
7
Cash and cash equivalents - -
Total current assets 10,296 10,116
TOTAL ASSETS 14,965 14,785
EQUITY AND LIABILITIES
Equity
Restricted equity
Share capital 117 1,117
Statutory reserve 1.270 1,270
2,387 2,387
Unrestricted equity
Profit brought forward 7,835 7.634
Net income for the year 2,058 2,208
9,863 9,032
Total equity 12,280 12,319
Untaxed reserves
Tax allocation reserve, taxation 2014 - 320
Tax allocation reserve, taxation 2015 304 304
Tax allocation reserve, taxaticn 2016 68 68
Tax allocation reserve, taxation 2017 578 578
Tax allocation reserve, taxation 2018 3 3
Tax allocation reserve, taxation 2019 698 658
Tax allocation reserve, taxation 2020 B13 -
2,652 2,359
Current liabilities
Liabilities to group cormpanies 20 79
Accounts payable 1 -
Current tax fiabilities 10 76
Other labllities 2 2
33 107
TOTAL EQUITY AND LIABILITIES 14,865 14,785
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Changes in parent company equity

Changes in parent company equity

SEK miillions Share capital Statutory reserve Unrestricted equity Total

As of December 31, 2017 1,117 1,270 9,417 11,804

2018

Comprehensive income

Net income - - 2,298 2,298
_ - 2,208 2,288

Transactions with shareholdars

Dividends - - -1,783 -1,783

As of December 31, 2018 1,117 1,270 9,932 12,319

2019

Comprehensive income

Net income - - 2,058 2,058
- - 2,058 2,058

Transactlons with shareholders

Cividends - - -2,697 -2,097

As of December 31, 2018 1,117 1,270 9,893 12,280

The share capital of SEK 1,116,719,930 (1,116,719.930} is divided among 419.4566,315 (419,456,315) shares.
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Notes to the financial statements

Accounting principles

The accounting principles mentioned below
are only the ones that are relevant for the
parent company and the consolidated group.

Basis of preparation

The consolidated financial statements have
been prepared on a historical cost basis,
except for certain financial instruments in-
cluding derivatives that are valued at fair
value. The statements are presented in
SEK millions, unless otherwise stated.

Statement of compliance

Alfa Laval applies International Financiat
Reporting Standards (IFRS) as adopted by
the European Union. Furthermare, recom-
mendation RFR 1 "Supplementary accounting
principles for consolidated groups” from the
Council for Financial Reporting in Sweden
is applied. Alfa Laval follows the Guidelines
on Alternative Performance Measures issued
by ESMA (European Securities and Markets
Authority}).

The accounting and valuation principles of
the parent company comply with the Swedish
Annual Accounts Act and the recommendation
RFR 2 "Accounting for legal entities” issued by
the Council for Financial Reporting in Sweden.

Changed/implemented accounting
principles
The company has chosen to only comment
tha changed accounting principles that are
refevant for the company’s financial reporting.
During 2019 IFRS 16 has been imple-
mented. IFRS 16 "Leases” covers the rec-
ognition, measurement, presentation and
disclosure of leases by both lessors and
lessees. IFRS 16 replaces IAS 17 "Leases”.
For lesseas the former classification in
operational and financial leases disappears
and Is replaced by a model where assets and
liabilities for all leasing contracts must be
recognised in the balance sheel. For leasing
contracts where the contract pericd is maxi-
mum 12 months or the leased asset is of low
value, there is an option to apply a practical
expedient, which Alfa Laval has decided to use.
With reference to the materiality rules in
IAS 8.8, Alfa Laval has chosen to apply the
new rules for leases concerning buildings
and land, company cars and other vehicles,
forklifts, large servers and large printers. The
prasent value for other leases is estimated
to be non-material.
For lessors the rules in 1AS 17 are basically
kept why a classification into operational

and financial leases like the former should
be done also going forward.

Lease contracts can inchude both a leas-
ing part and a service part. According to
IFRS 16, the company in these cases can
choose to separate them from each other
and thus only recognise the feasing part in the
balance sheet or capitalise the entire con-
tract. The choice impacts by which amount
the balance shest will increase in the end.
Alfa Laval has chosen to exclude the ser-
vice part from the new leasing accounting
and it is instead expensed as before.

Alfa Laval has applied the standard retro-
spectively with the cumuiative effect of the
initial application recognised as an adjustment
fo the opening balance of right-of-use assets
and lease liabilities at January 1, 2018, where
the right-of-uge assets have been reported at
the sarme amount as the related lease liabilities.
In connection with the transition a practical
expedient will be applied that means that the
new leasing definition is only applied on new
lpase contracts instead of on all leasing
contracts.

Right-of use assets and lease liabilities
increased by SEK 2,766 million as per
January 1, 2019 due to the initial application
of IFRS 16 Leases.

FRS 16 means that the amount of dis-
closures concerning leases has increased.

During 2019 IFRIC 23 has been imple-
mented. IFRIC 23 “Uncertainty over Income
Tax Treatments” clarifies how to treat uncertain
tax positions and meant no change in the
company’s treatmant of this.

During 2018 IFRS 9, IFRS 15 and IFRIC
22 were implemented.,

IFRS 9 "Financial instruments” replaced
the former standard IAS 39 "Financial In-
struments: Recognition and Measurermant”.
The changes mainly related to thrae areas:
classification and measurement, impainments
and hedge accounting.

The standard meant that the company's
business model and the characteristics of
the asset influence the classification and
measurerment of financial assets. The standard
meant a reduction of the number of valuation
categeries for financial assets and contains
the main categones reported at cost (amor-
tised cost) and fair value through profit or loss.

IAS 39 only considered incurred losses,
while IFRS 9 instead has a model for ex-
pected credit losses.

The requirement that the efficiency should
be between 80-125 percent has been removed

in the standard. The possibilities to hedge
different types of risk for raw materials have
also increased.

IFRS 9 meant:
- a reallocation of the financial assets on
fewer categories than previously,

- that the possibilities for hedge account-
ing and to achieve efficiency have in-
creased and

— that the efficiency test in itself has be-
come easier.

IFRS 8 offered the opportunity to continue with
the rules for hedge accounting under IAS
39 sven if the company in all other respects
implerments IFRS 9. Alfa Laval chose to apply
IFRS 9 in full and not continue with |AS 39
concerning the hedge accounting. IFRS 8,
however, means that it is no longer possibie
to voluntarily stop using hedge accounting.

Alfa Laval applied IFRS 9 retrospectively
with the cumulative effect of initially applying
it recognised as an adiustment to the opening
balance of unrestricted equity at January 1,
2018. The retrospective application only
applied to financial instruments and risks for
credit losses that existed at January 1, 2018.
The adjustment to the opening balance of
unrestricted equity at January 1, 2018 was
SEK O million.

IFRS 15 "Revenue from Contracts with
Customers” covers how revenue recognition
on contracts with customers shall be made.
IFRS 15 superseded mainly IAS 11 “Con-
struction Contracts” and IAS 18 “Revenue”.

IFRS 15 meant that the amount of dis-
closures concerning the revenue recognition
increased.

Alfa Laval applied IFRS 15 retrospectively
with the cumulative effect of inttially applying
it recognised as an adjustment with SEK -14
milkion to the opening balance of unrestricted
equity at January 1, 2018. The cpening
backiog was alse adjusted with SEK +74
milion as per January 1, 2018. The retro-
spective application only applied to contracts
with customers that were not completed
contracts at January 1, 2018.

IFRIC 22 “Foreign currency transactions
and advance consideration” is an interpre-
tation of how to determine the date of the
transaction and the exchange rate to use
on the initial recognition of an advance
paymer in a foreign currency.
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Alternative Performance Measures

In the annual repert, altermnative performance
measures are used. See page 150 for defi-
nitions. Alfa Laval follows the Guidelines on
Alternative Performance Measures issued
by ESMA (European Securities and
Markets Authority).

Critical accounting principles

IFRS 3 "Business Combinations” means that
goodwill and intangible assets with indefinite
useful life are not amortised. They are instead
tested for impairment both annually and
when there is an indication, The effect of
IFRS 3 can be considerable for the Group
if the profitability within the Group or parts
of the Group goes down in the future, since
this could trigger a substantial impairrnent
write down of the goodwill according to IAS
36 “Impairment of Assets”. Such a write down
will affect net income arid thereby the financial
position of the Group. The reported goodwill
is SEK 21,112 {20,537} million: at the end of
the year. No intangible assets with indefinite
useful life other than goodwill exist.

The Group has defined benefit plans, which
are reported according 1o IAS 19 "Employee
Benefits”. This means that the plan assets
are valued at fair vaiue and that the present
vaiue of the benefit obligations in the defined
benefit pians is decided through yearly ac-
tuarial calculations made by independent
actuaries. If the vafue of the plan assets
starts to decrease at the same time as the
actuarial assumptions increase the benefit
abligations the combined effect could resutt
in & substantial deficit. The monetary mag-
nitude comes from the fact that the deficit
is the difference between two large numbers.
The effect on profit and loss however only
affects other comprehensive income and
not net income. The risk has been limited
since many of these defined benefit schemes
are closed for new participants and replaced
by defined contribution schemaes.

The Group’s reporting of provisions ac-
cording to IAS 37 means that SEK 2,502
(2,594) million is reported as other provisions.
This constitutes 4.3 (4.5) percent of the Group's
assets and is important for the assessment
of the Group’s financial position, not the least
since provisions normally are based on
judgaments of probability and estimates of
costs and tisks. If the accounting principles
for provision would be changed sometime
in the future, this coukd have a substantial
impact on the Group’s financial pasition,

Key sources of estimation uncertainty
The key source of estimation uncertainty is
related to the impairment test of goocwill,
since the testing is based on certain as-
sumptions concerning future cash-flows.,
See the saction on critical accounting prin-
ciples above for further details,
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Judgements

In applying the accounting policies Manage-
ment has made varicus judgements, apart
from those involving estimations, that can
significantly affect the amounts recognised
in the financial statements. These judge-
ments mainly relate to:

- probability in connection with business risks;
- the probable outcome of claims;
— the probable outcoms of fitigations;

- determiination of percentage of completion
in contracts with customers recognised
over tima;

- recoverability of accounts receivable;
— obsolescence in inventory; and
— classification of financial instruments,

Associates

The Group does not own shares in any
material companies that fulfil the definition
of an associate in IAS 28 "Investments in
Associates”, that is where the ownership is
between 20 and 50 percent.

Borrowing costs
Borrowing costs are accounted for according
to IAS 23 "Berrowing Costs”, which means
that the borrowing costs are charged to the
profit and loss in the period to which they relate.
Transaction costs that arise in connection
with raising a loan are capitalised and am-
ortised over the maturity of the loan. The
capitalised amount is reported het against
the raised loan.

Business combinations — consalidation
principles
The consoiidated financial statements have
been prepared according to IFRS 3 "Business
Combinations” and IFRS 10 "Consolidated
financial statements”.

An entity shall be consolidated if a deci-
sive influence is present. Control (decisive
influence) is present when Alfa Laval has:

— power over tha investee, which is described
as having rights to direct the activities that
significantly affect the investee’s refurns;

-~ exposure or rights to variable returns
from the involverment in the investee; and

- the ability to use its power over the investee
to affect the amount of the investor's returns.

A decisive influence does not need to arise
purely through cwnership of shares (voting
rights). An investor can have a decisive in-
fluence over another entity without holding
the majority of the shares. An entity must
be consolidated until the day the control
ceases, even if the control is present only
during a limited period.

The consolidated financial statements in-
clude the parent company Alia Laval AB
{publ) and the subsidiaries in which it has a
decisive influence.

The statement on consolidated financial
position has been prepared in accordance
with the purchase method, which means
that the book value of shares in the subsid-
laries is eliminated from the reported equity
in the subsidiaries at the time of their ac-
quisition. This means that the equity in the
subsidiaries at the time of acquisition is not
included in the consolidated equity.

The difference between the purchase price
paid and the net assets of the acquired
companies is allocated to the step-up values
related to each type of asgset, with any re-
mainder accounted for as goodwill.

During the first 12 months after the ac-
quisition the value of the goodwill is often
preliminary. The reason to this is that expe-
rience has shown that there is some uncer-
tainty finked to the different components of
the purchase price allocation concerning:

- primarily the calculation of the allocation
to different intangible step-up values, that
are dependent on different judgemental
questions and estimations;

-~ the calculation of tangible step-up values,
that are dependent on external market
valuations, which can extend in time be-
fore they can be finalised;

- adjustments of the purchase price con-
tingent on contractual terms, that are de-
pendent on the final size of the operating
capital at the acquisition date, once this
has been audited and the cutcome has
been approved by the parties; and

- the finai vaiue of the acquired equity,
which is also dependent on the audit of
the acquired closing balance sheset.

Since the goodwill is a residual that emerges
once all other parameters in the purchase
price aflocation have been established, it will
be preliminary and open for changes until
all other values are final.

At acquisitions whare there is a goodwill it
should be stated what the goodwill is relating
1o. Since goodwill by definition is a residual
this is not always that easy. Generally speaking,
the goodwill is usually relating to estimated
synergies in procurement, logistics and
corporate overheads, It can also be claimed
that the goodwill is relating 1o the acquired
entity's ability to over time recreate its in-
tangible assets. Since the value of the in-
tangible assets at the time of acquisition
only can be calculated on the assets that
axist then, no value can be attached to the
patents etc. that the operations manage to
craate in the future partially as & replacement
for the current ones and these are therefore
referred to goodwill.



Goodwill and intangible assets with indefi-
nite useful life are not amortised. These as-
sets are instead tested for impairmment both
annually and when there is an indication.
The impairment test is made according to
IAS 36 “Impairment on assets”.

Transaction costs are reported in net in-
come. I the value of an additional purchase
price is changed the change is reperted in
net income. In business cormbinations achieved
in stages the goodwill is cakulated and
valued when the acqguirer obtains control
over a business. If the acquirer praviously has
reported an equity interest in the company
the accumulated change in value of the
holding is recognised in net income at the
acquisition date. Changes in holdings in
subsidiaries, where the majority owner deoes
not lose its decisive influence, are reported
in equity. This means that these transactions
no longer will generate geodwill or lead 1o any
gains or losses, In addition, the transaction
will result in a transfer betwesn owners of
the parent and non-centrolling interests in
equity. If the non-controlling interest's share
of reported losses is higher than its reported
share of the equity, a negative non-controlling
interest is reported.

Comparison distortion items

tems that do not have any link to the normal
operations of the Group or that are of a non-
recurring nature are classified as comparison
distortion items. In the consolidated com-
prehensive income statement these are re-
ported gross as a part of the most concemed
lines but are specified separately in Note 8.
To report these together with other items in
the consolidated comprehensive income
statement without this separate reporting
in a note would have given a comparison
distortion effect that would have made it
difficuit to judge the development of the
ordinary operations for an autside viewer.
Comparison distortion items affecting oper-
ating income are reported as a part of op-
erating income, while comparison distortion
items affecting the result after financial items
are reported as a part of the financial net.

Comprehensive income

Alfa Laval has chosen to report the items in
other comprehensive income as a part of
one statement over comprehensive income
instead of reporting the result down o net
income for the year in ona statement and
the result below this down to comprehensive
income in a separate staterment.

Other comprehensive income is referring
to items that are not transactions with share-
holders and relates to for instance cash fiow
hedges, market valuation of external shares,
translation differences and revatuations and
deferred tax related to these.

Disclosures of interest in other entities
information about interests in subsidiaries,
associates, joint arrangernents and uncon-
solidated structured entities must be disclosed
in accordance with [FRS 12 "Disclosures of
interest in other entities™. The purpose with
these disclosures is to enable the users of
the financial reports to understand:

- the compaositions of the group;

— the effect of the interests on the financial
statements; and

- any risks with the current interests.

Substantial qualitative and quantitative dis-
closures must be made of each interest. The
disclosure requirements include the following:

- Finangcial information regarding subsidiaries
with a considerable part of non-controling
interests.

- Disclosures on the judgments and estimation
that have been made in judging whether
an entity shall be consolidated or not and
if an associate shall be accounted for or
whether a joint arrangement is considered
to be joint operation or a joint venture.

— Financial disclosures on interests in material
associates and joint arrangements.

Disclosures relating to the company’s
shares

Paragraph 2a in chapter 6 of the Swedish
Annual Accounts Act requires listed com-
panies to disclose certain information relating
to the company’s shares in the Board of
Directors’ Report, This information is found
at the end of the Board of Diractors’ Report,
in the “Changes in consolidated equity”
and in Note 6.

Employee benefits
Employee benefits are reported according
to IAS 19 "Employee Benefits™.

The present value of the benefit obligations
in the defined benefit plans is decided
through yearly actuarial calculations made
by independent actuaries. The plan assets
are valued at fair value. The net plan asset
or kability is arrived at in the following way.

+ the present value of the defined benefit
obligation at December 31

- the fair value of the plan assets at
December 31

= anet liability if positive / a net asset if
negative

If the calculation per plan gives a negative

amount, thus resulting in an asset, the amount
to be recognised as an asset for this particutar
plan is the lower of the two following figures:

- The above net negative amount.

— The present value of any sconomic benefits
availabie in the form of refunds from the plan
or reductions in future contributions to the
plan. This is referred to as the asset cefing,

The items that relate to the vesting of defined
benefit pensions and gains and losses that
arise when settling a pension liability and the
financial net concerning the defined benefit
plan are reported in the income statement
above net income. Past service costs are
recognised in the income statement already
when the plan is amended or curtailed.

Actuarial gains and losses are accounted
for currently in other comprehensive income.
Changes in the obligations that relate to
changes in actuarial assumptions are ac-
counted for in other comprehensive income.
None of these actuarial items will ever be
reported in operating income but will instead
remain in other comprehensive income,

Thae raturn on plan assets is calculated with
the same interest rate as the discount rate.
The difference between the actual return
on plan assets and the interest income in
the previous sentence is reported in other
comprehensive income.

The plan assets are specified on differsnt
types of assets.

Sensitivity analysis must be made concern-
ing reasonable changes in all assumptions
made when calculating the pension kability.

The difference between short and long-
term remunerations focuses on when the
commitment is expected to be settled rather
than the link to the employee’s vesting of
the commitment.

Termination benefits are accounted for at the
eartiest of the following — the time whan the
benefit offer cannot be withdrawn, alterna-
tively in accordance with 1AS 37 as a part
of for ingtance restructuring the operations.

For Swedish entities the actuarial calcu-
lations also include future payments of special
salary tax. The Swedish tax on returns from
pension funds is reported currently as a cost
in the profit and loss and are not included in
the actuarial calculation for defined benefit
pension plans.

The discount rate used to calculate the
obligations is determined based on the
market yields in each country at the closing
date on high quality corporate bonds with
a term that is consistent with the estimated
term of the obligations. In countries that lack
a deep market in such bonds the country's
government bonds are used instead.

The costs for defined contribution plans
are reported in Note 6.

The Swedish TP plan is a multi-employer

plan insured by Alecta. It is a defined benefit
plan, but since the plan assets and liabilities
cannot be allocated on each employer it is
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reported as a defined contribution plan ac-
cording to itern 30 in 1AS 19. The construction
of the plan does not enabile Alecta to provide
each employsr with its share of the assets and
liabilities or the information to be disclosed.
The cost for the plan is reported together with
the costs for other defined contribution plans
in Note 6. Alecta reported a collective con-
solidation level at December 31, 2019 of 148
{142) percent. The collective consolidation
level is defined as the fair value of Alecta’s
plan assels in percent of the insured pen-
sion commitments cakulated according to
Alecta’s actuarial assumptions, which are not
in accordance with I1AS 19, Such a surplus
can be distributed among the employers or
the beneficiaries, but there is no agreement
concerning this that enables the company
to report a receivable on Alecta.

Events after the closing date

Evants after the closing date are reported
according to 148 10 and the Swedish Annual
Accounts Act in the notes.

Fair value measurement
IFRS 13 "Fair Value Measurement” describes
how a fair value is established when such
valug is to be or may be used in accordance
with each IFRS standard. In accordance with
IFRS & fair value is defined as the price that
would be received to sell an assst or paid
to transfer a fiability in an orderty transaction
between market participants at the measure-
ment date (i.e. an exit price).

The standard presents elucidations on the
fair value concept including the folowing areas:

- Concepts such as "highest and best use”
and "valuation premise” are described. These
are only applicable on non-financial assets.

— Markset participants are assumed to act
in a way that maximizes the value for all
involved parties in situations where there
is no guidance concerning the calculation
of fair value in individual IFRS standards.

- The efiect of so-called block discounts {large
paosition in refation to the markat) may never
be included in the calculation of fair value,

— Deciding fair value when the market activity
is faliing.

Disclosures must be mads to explain what
valuation rmodels that are used and what
information that is used in these models
and which effects the valuation has caused
in the result,

Financial instruments

The reporting of financial instruments is
governed by the following four accounting
and financial reporting standards:
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- IFRS g "Financial Instruments™;
—1AS 32 “Financial Instruments: Presentation”;

-~ 1FRS 7 “Financial Instruments:
Disclosures™; and
~ IFRS 13 “Fair Value Measuremsnt”.

IFRS 9 means that the company’s business
mode! and the characteristics of the asset
influence the classification and measurement
of financial assets.

Debt instruments are all financial instruments
except derivatives and shares. The company’s
purpose with holding a debt instrument is
called its business model. Depending on
what business medel a company is using
for managing its debt instrurments the ac-
counting treatment is different. The following
business models exists in IFRS ©:

- Held to collect ~ the debt instrument is
held to maturity to collect the contracted
cash-flows (interest and principal).

- Tracling — the company trades with the
dabt instruments.

- Mixed model - a mix of the two above
mogdels.

Alfa Laval business model for managing its
debt instrurnents is “Held o collect”. This
classification does not mean that we occa-
sionally cannot sell debt instruments before
maturity even for large amounts or that we
regularly cannot sell many small debt instru-
ments before maturity.

IFRS @ means that financial derivatives,
holdings of bonds and external shares are
adjusted 1o fair value. IFRS 7 contains ex-
panded disclosure requirements related to
the significance of financial instruments for
the company’s financial position and per-
formance and the nature and extent of
risks arising from financial instruments.

IFRS 13 describes how a fair value is es-
tablished when such value is to be or may
be used in accordance with each IFRS
standard. Disclosures must be made to ex-
plain what valuation models that are used
and what information that is used in these
models and which effects the valuation has
caused in the result.

Both IFRS g and FRS 7 formafly contain
a considerable amount of information that
should be presented. According to IFRS
7.B3 the company however should decide
how much detail it provides in order not to
overburden the financiai staternents with
excessive details.

Botn financial assets and financial liabilities
are classified into three different portfolios:

— Valued at fair value through profit or loss;

- Valued at fair value through other com-
prehensive income and

—Valued at amortised cost.

The classification into differerit portfofios re-
flects the valuation of the instruments, i.e. it
the instrument is valued at fair vaiue or am-
crtised cost and also where in the statement
of consolidated comprehensive income
that the valuation o fair value is reported.

The amortised cost is nommally equal to the
amount recognised upon initial recognition,
less any principal repayments and plus or
minus any effective interest adjustments.

Prepaid costs, prepaid income and ad-
vances from customers are not defined as
financial instruments since they will not re-
sult in future cash flows.

Disclosures must be made on the methods
and, when a valuation technique s used,
the agsumptions applied in determining the
fair vajue of each class of financial assets
and liabilities. The methods are to be clas-
sified in a higrarchy of three levels:

1. Quoted prices in active markets;

2. Other inputs than quoted prices that are
directly observable (prices) or indirectly
observable [derived from prices); and

3. Unobservable market data.

The fair values of hoidings of bonds are amived
at using market prices according to level 1.
The effect of the measurement at fair value
is reported in net income. The fair value
adiustrment of these instruments is reflected
directly on the item bonds in the statement
of financial position.

The fair values of shares in external com-
panigs are arrived at using market prices
according to level 1 or other inputs accord-
ing to level 2. The effect of the measurement
at fair value is reported in net income. The
fair value adjustment of these instruments is
reflected directly on the itemn other long-term
securities in the staternant of financial position.

The fair values of the Group's currency
forward confracts, curency options, interest-
rate swaps, metal forward contracts and
electricity futures are arrived at using market
prices according to level 1. The fair value
changes are arrived at by comparing the
conditions of the derivative entered into with
the market price for the same instrument at
the closing date and with the same maturity
date. The effect of the measurement at fair
value is reported in other comprehensive
income if the derivative constitutes an effec-
tive cash flow hedge and otherwise on the
concearned line above net income. The fair
value adjustment of these instruments is
reported as derivative assets or derivative
liabifities in the statement of financial position.

For each class of financial instruments
disclosures shall be made on credit risk and
an analysis of financial assets that are past
due or impaired. Within Alfa Laval credit risk
is in reality mainly related to accounts re-
ceivable. The disclosures just mentioned
are therefore to be found in Note 22.



IFRS 9 has a model for expected credit
losses. It is a three steps modet that reflects
changes in the credit risk. The steps are:

1. Recorded at inception (normally an his-
torical experience-based percentage)

2. For credit risks that have increased sig-
nificantly since initiat recognition {the
credit risk has increased significantly if
the receivable is more than 30 days
overdue; otherwise based on indications
of the customer having payment difficul-
ties or financial weakness) and

3. Related to objective evidence of impair-
rmeant {incrred losses).

The model results in a provision for bad debts.
Only at a final Joss the receivable is written off,

Group contributions to and from the
parent company

The parent company is accounting for group
contributions according to the aftermative rute
in RFR 2 issued by the Council for Financial
Reporting in Sweden. This means that both
received and given group contributions are
reported as appropriations in the income
staterment.

Hadge accounting

Alfa Laval onty applies two types of hedge
accounting: cash flow hedges and hedges
of net investments in foreign operations.

Cash flow hedges

Alfa Laval has implemented documentation
reguirerments 1o qualify for hedge accounting
on derivative financial instruments.

The effect of the fair value adjustment of
derivatives is reported as a part of other
comprehensive income for the derivatives
where hedge accounting is made {according
1o the cash fiow hedging method} and above
net income only when the underlying trans-
action has been realised. Hedge accounting
requires the derivative to be appropriate
and expected to be effective regarding the
identified risks,

For the derivatives where hedge accounting
is not made the fair value valuation is reported
above net income. The fair value adjustment
of derivatives is reported separately from
the underlying instrument as a separate
itemn called derivative assets/derivative lia-
bilities in the statement of financial position,

Hedges of nef investments in foreign
operations

In order to finance acquisitions of foreign
operations loans are raised, if possible, in the
same currency as the net investment. The
loans thergby constitute & hedge of the net
investment in each currency. Exchange rate
differences relating to these loans are there-
fore booked to other comprehensive income.

Income Taxes
Income taxes are reported in accordance
with |IAS 12 "Incoms Taxes”.

Current tax is the amount of income taxes
payable (recoverable) in respect of the taxable
profit {tax loss) for a period. Current tax fabil-
ities (receivables) for the current and prior
periods are measured at the amounit ex-
pected to be paid to {recovered frorm) the
tax authorities. using the tax rates (and tax
laws) that have been enacted or substan-
tively enacted by the closing date. In essance,
this means that current tax is calculated
according to the rules that apply in the
countries where the profit was generated,

Deferred tax liabilities are the amounts of
income taxes payable in future periods in re-
spect of taxable temporary differences. De-
ferred tax liabilities are recognised for all tax-
able temporary differences, except for goodwill.

Deferred tax assets are the amounts of
incorme taxes recoverable in future periods
in respect of: {a) deductible temporary dif-
ferences; (b) the carry-forward of unused
tax lossas; and (c) the carry-forward of un-
used tax credits. Deferred tax assets are
recognised for all deductible temporary dif-
terences to the extent that it is probable
{>50 percent) that taxable profit will be
available against which the deductible tem-
porary difference can be utilised.

Deferred tax assets are recognised for the
carry-forward of unused tax losses and un-
usad tax credits 1o the extent that it is probable
{>50 percent) that future taxable profit will be
available against which the unused tax losses
and unused tax credits can be utilised.

Deferred tax assets and liabilities are
measured at the tax rates that are expected
1o apply to the period when the asset is re-
alised or the liability is settled, based on tax
rates {and tax laws) that have been enacted
or substantively enacted by the closing date.

If it is not any longer probable that sufficient
taxable profits will be available against which
a deferred tax asset can be utilised, then the
deferred tax asset is reduced accordingly.

Inventories

The Group's inventory has been accourded
for after elimination of inter-company gains.
The inventory has been valued according
to the “First-In-First-Out” (FIFO} method at
the lowest of cost or net realisable value,
taking into account obsolescence.

This means that raw material and purchased
components normally are valued at the ac-
quisition cost, unless the market price has
faker. Work in progress is valued at the sum
of direct material and direct labour costs
with a mark-up for the product’s share in
capital costs in the manufacturing and other
indirect manufacturing costs based on a
forecasted assumption on the capacity uti-
lisation in the factory, Finished goods are

normally valued at the delivery valus (i.e. at
cost) from the factory if the delivery is forth-
coming. Spare parts that can be in the in-
ventory during longer periods of time are
normally valued at net realisable value.

Joint ventures

Joint ventures are consolidated according
to {FRS 11 "Joint arrangements”. Joint
arrangements are defined as a contractual
arrangement where two or more parties
have a joint decisive influence.

It is crucial to be able to judge whether a
party has control over another party, that is
decisive influence or if it rather is a substan-
tial or common influence. It it is the latter,
then it is a so-called joint arrangement,
which could be either:

- a joint operation; or

- a joint venture.

Jointly owned assets and joint activitios are
called joint operations. Each owner or party
accounts for his share of assets, liabilities,
revenues and costs,

Joint ventures are consolidated according
to the equity method. This means that the
interest is accounted for on one line in the
consolidated statement of financial position
and that the shara of the result is accounted
for on one line in the consclidated statement
of comprehensive income. [t is the net in-
come in the joint ventures that is booked
inte one line in the operating income. The
counter entry is an increase or decrease of
the value of shares in joint ventures. Received
dividends reduce the value of the shares in
joint ventures. The sales volume and other
result tems and the balance items in the
joint ventures will no longer be reported in the
statements over consolidated comprahensive
income and congsolidated financial position
in any of the twa owner companies.

Leasing

Leasing is accounted for accerding to IFRS
16 "Leases”, which covers the recognition,
measurement, prasentation and disclosure
of leases by both lessors and lessess.

In connection with the transition a practical
expedient has been applied that means that
the new leasing definition is only applied on
new lease contracts instead of on all leasing
contracts.

Alfa Laval has decided to apply a practical
expedient for leasing contracts where the
contract period is maximum 12 months or
the leased asset is of low value. With refer-
ence to the materiality rules in IAS 8.8, Alfa
Laval has chosen to apply IFRS 16 for leases
concerming buildings and land, company cars
and other vehicles, forkiifts, large servers and
large printers. The present value for other
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leases is estimated to be non-material. The
leasing fees for these leases are expensed
as incurred,

Lease contracts can include both a leas-
ing part and a service part. According to
IFRS 16, the company in these cases can
choose to separate them from each other
and thus only recognise the leasing part in
the balance sheet or capitalise the entire
contract. Alfa Laval has chosen to exclude
the service part from the lease accounting
and it is instead expensed as before.

When Alfa Laval is the lessee, loased assets
are accounted for as right-of-use assets and
a corresponding financial payabie to the
lessor in the statement on financial position.
The leasing fee to the lessor is accounted
for as financial cost calculated as interest
on the outstanding payable and as amorti-
sation of the payable. The right-of-use asset
is depreciated according to plan in the
same manner as for purchased assets.

For lessors a classification into operational
and financial leases is made exactly as under
IAS 17. When Affa Laval is the lessor, leased
assets that are classified as financial leases
are accounted for as a financial receivable
from the kssee in the statement on financial
position. The leasing fee received from the
lessee is accounted for as financial income
calculated as interest on the outstanding re-
ceivable and as amortisation of the recetvable,

IFRS 16 contains a number of disclosures
requiremants.

Levies

Levies relate 1o levies/taxes that governmental
or cormresponding bodies are charging com-
panies in accordance with laws or reguiations
with exception of income taxes, penalties and
fines. IFRIC 21 "Levies" is an interpretation
that clarifies when a liability for levies is to
be accounted for. The obligating event that
gives rise to the reporting of a liability is the
activity that triggers the payment of the levy.
IFRIC 21 only treats the accounting for the
liability side and not whether the debit side
is a cost or an asset. One exampie of a levy
is the Swedish real estate tax, which is kvied
on the owner of a property at January 1. At
inception of the year the liability is booked
and a corresponding prepaid cost, which is
then phased as a cost over the year.

Non-current assets

{tangible and intangible)

Assets have been accounted for at cost, net
after deduction of accumulated depreciation
according to plan. Depreciation according
to plan is based on the assets' acquisition
values and is calculated according to the
estimated useful iife of the assets.
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The following useful lves have been used:

Tangibie:

Computer programs, computers 3.3 years
Office aquipment 4 years
Vehicles 5 years
Magchinery and equipment 7-t4 years
Landimprovements 20years
Buildings 2533 years
Right-of-use assets depends on

the lsase tarm

intangibile:

Patents and unpatented

know-how 10-20vyears
Trademarks 10-20 years
Licenses, renting ights and

similar rights 10-20 years
Internally generated intangible

assels 5 years

The depreciation is made according to the
straight-line method.

Any additions to the purchase price in
connection with investments in non-current
assets or acquisitions of businesses are
amortised over the same period as the
orginal purchase price. This means that the
time when the asset is fully depreciated is
identical regardless of when payments are
made. This is a reflection of the fact that the
estimated useful life of the asset is the same.

Upon sale or scrapping of assets, the
results are calculated in relation to the net
book value after depreciation according to
plan. The result on sales is included in
operating income.

Impairment of assets
When there are indlications that the value of
a tangible asset or an intangible asset with a
definite useful life has decreased, there is a
valuation made if it must be written down
according 1o IAS 36 "Impairment of Assets”.
If the reported value is higher than the re-
coverable amount, a write down is made that
burdens net income. When assets are up
for sale, for instance items of real estate, a
clear indication of the recoverable amount
is received that can trigger a write down,
Goodwill and intangible assets with in-
definite useful life are not amortised. These
assets are instead tested for impaiment both
annually and when there is an indication.
The impairment test is made according to
IAS 36 "Impairment on assets”.
The recoverable amount for goodwill and
intangible assets with indefinite useful iife is
determined from the value in use based on
discounted future cash flows. For other as-
sets the recoverable amount is normally
determined from the fair value less costs to
sell based on an observable markst price.
For the impairment testing of goodwil, three
of Alfa . aval's operating segments, the three

business divisions "Energy”, “Food & Water”
and "Marine” have been identified as the
cash-generating units within Alfa t aval.
Technically a recently acquired business
activity could be followed independently
during an initial pericd, but acquired busi-
nesses are normally integrated into the di-
visions at a fast rate. This means that the
independent traceability is lost fairy soon
and then any independent measurernent and
testing becomes impracticable. The net
present vaiue is based on the projected
EBITDA figures for the next five years, less
projected investments and changes in op-
erating capital during the same period and
thereafter the perceived expected average
industry growth rate. The used discount
rate is the pre-tax weighted average cost
of capital (WACC).

Non-current assets and disposal groups
held for sale and discontinued operations
The Group is applying IFRS 5 "Non-current
Assets Held for Sale and Discontinued
Operations”. IFRS 5 specifies the accounting
for assets and disposal groups hekd for sale
and the disclosures to be made for discon-
tinued operations.

Assets and disposal groups held for sale
are measured at the lower of carrying amount
and fair value less costs to sell, except for
deferred tax itemns and defined henefit cbli-
gations. No depreciation of such assets is
made. An asset or disposal group held for
sale is an asset whose carrying amount will
be recovered basically through a sale rather
than through continuing use. It must be
available for immediate sale in its current
condition. The sale must be highly probable,
that is a decision must have been made and
an active sales effort must have been initiated.
The sale must be expected to be finalised
within one year. Non-current assets are re-
classified to current assets and presented
separately in the staternent on financial
position. All agsets and liabilities relating to
disposal groups are presented separately
in the statement of financial position.

Objectives, policies and processes for
managing capital

1AS 1 "Presentation of Financial Statements™
paragraphs 134 and 135 contain disclosure
requirements on the company’s objectives,
policies and processes for managing capital.
This information is disclosed in a separate
section after the description of the accounting
principles.

Other operating income and other
operating costs

Other operating income relates to for instance
commission, royalty and license income,
Other operating costs refer mainty to restruc-
turing costs and 1o royalty costs.



Comparison distortion items that affect the
operating income are reported in other op-
erating income and other operating costs.

Provisions
The Group is applying IAS 37 "Provisions,
Contingent Liabilties and Contingent Assets”
for the reporting of provisions, contingent
liabilities and contingent assets.

A provision is recognised when and only
when:

- there is a present legal or constructive
obligation as a result of past events;

~ it is probable that a cost will be incurred
in settling the obligation; and

- a reliable estimate can be made of the
amount of the obligation.

The amount recognised as a provision is the

best estimate of the cost required to settle

the present obligation at the closing date,
In measuring the provision:

- risks and unceriainties are taken into ac-
count;

— the provisicns are discounted, where the
effect of the time value of money is mate-
rial. When discounting is used, the increase
of the provision over time is recognised
as an interest cost;

- future events, such as changes in law
and technology, are taken into account
where there is sufficient objective evidence
that they will occur; and

— gains frorn tha expected disposal of assets
ara not taken into account, even if the
expected disposal is closely linked to the
event giving 7ise 1o the provision,

If a reimbursement of some or all of the costs
to settle a provision is expected (e.g. through
insurance contracts, indemnity clauses or
supplier's warranties), the reimbursement is
recognised:

- when and only when, it is virtually certain
that the reimbursement will be received if
the obligation is settled. The amount re-
cognised for the reimbursement must not
exceed the amount of the provision; and

- as a separate asset (gross). In the con-
solidated comprehensive income staternant,
however, the income related to the reim-
bursement is netted against the cost for
the pravisicn.

Provisions are reviewed at each closing date
and adjusted to reflect the current best es-
timate. If it is no longer prabable that a
payment to settle the obligation wilt be in-
curred, the provision is reversed.

A provision must only be used for the pur-
pose it was originally recognised for.
Provisions are not recognised for future oper-
ating losses. An expectation of future operat-
ing losses is though an indication that certain
assets of the operation may be impaired. K
a contract is onerous, the present obliga-
tion under the contract is recognised and
measured as a provision, once the assets
used in order to finalize the contract have
bean tested for impairment.

A provision for restructuring costs is rec-
ognised only when the general recognition
criteria are met. A constructive obligation
to restructure arises cnly when there is:

- a detailed formal plan for the restructuring,
identifying at least:
a) the business or part of a business
concerned;

b} the principal locations affected;

¢ the location, function and approximate
number of employees who will be
compensated for terminating their
services;

d} the costs that will be undertaken; and
8} when the plan will be implemented; and

- a valid expectation in those affected that
the restructuring will be carried out.

A management or board decision to restruc-
ture does not give rise to a constructive
obligation at the closing date unless the
company has, before the closing date:

- started to implement the restructuring
plan; or

- communicated the restructuring plan to
those affected by it in a sufficiently specific
manner to raise a valid expactation in
them that the restructuring will happen.

When a restructuring involves the sale of an
operation, no obligation arises for the sale
until the company is committed to the sale,
i.e. through a binding sales agreement.

A restructuring provision only includes the
direct costs arising from the restructuring,
which are those that are both:

- necessarily entailed by the restructuring; and

- not associated with the ongoing activities
of the company.

Research and development

Research costs are charged to the result in the
year in which they are incurred. Development
cosis are charged to the result in the year
in which they are incurred provided that
they do not fulfil the conditions for instead
being capitalised according to IAS 38
"Intangible Assets”.

Revenue recognition

Revenue from contracts with customers and
revenues from leasing are reported as “Net
sales” in the statement of consolidated
comprehensive income. "Net sales” are re-
ferring to sales value less sales taxes, can-
cellations and discounts. Contracts with
customers refate to sale of goods, services
and projects.

IFRS 15 "Revenue frorn Contracts with
Customers” covers how revenua recognition
on contracts with customers shall be rmade.
Revenue recognition is based on five steps:

1. Identify the contract with a customer.

2. Identify the parforrance obligations in
the contract.

3. Determine the transaction price.

4. Allocate the transaction price to the per-
formance obkigations in the contract.

5. Recognise revenue when the entity sat-
isfies a perfermance obligation.

A performance obligation is a promise in a
confract with a custorner to transfer to the
customer sither:

—a good or service (or a bundle of goods
or services) that is distinct; or

- a senies of distinct goods or services that are
substantiaily the same and that have the
same pattern of transfer to the customer.

Two or more contracts entered into at or near
the same time with the same customer are
accounted for as a single contract if:

- the contracts are negotiated as a package;
and/or

~the amount of consideration to be paid in the
contracts are linked to each other; and/or

- the goods or services in the contracts are
a single performance obligation.

A contract modification is treated as a sep-
arate contract if added products or services:

- are distinct; and
- have a stand-alone selling price.

Alfa Laval shall recognise the revenue when
the performance obligation has been satisfied
by transferring control over a promised
good or service to the customer,
Perforrmance obligations can be satisfied
either over time or at a point in tims.

Alfa Laval transfers control of a good or
service over time and, therefore, satisfies a
performance abligation and recognises
revenue over time, if one of the following
critena is met;
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— the customer simultaneously receives
and consumes the benefits provided by
Alfa Laval's performance as Alfa Laval
performs. This is normaliy the case for
Alfa Laval's service offerings;

— Alfa Laval creates or enhances an asset
that the customer controls as the asset is
created or enhanced. This is normally the
case when Alfa Laval performs the work
at the custorner's premises, which mainly
relates to installation/commissicning; or

— Alfa Laval's performance does not create
anh asset with an alternative use to Alfa
Laval and Alfa Laval has an enforcsable
right to payment for performance com-
pleted to date.

Alternative use to Alfa Laval means if Alfa Laval
can sell the equipment to another customer.
The number of engineering hours speant by
Alfa Laval on making a product or process
solution customer specific with a unique
configuration is a good indication of whether
there is an alternative use to Alfa Laval or not.
As a practical expedient, only orders of more
than EUR 1 million and with more than 200
engineering hours are recognised over time.

tn order to establish the performance
over time an output or input method is used.
In Alfa Laval output methods are more ap-
plicable to service and component deliveries,
whereas input methods are more applicable
to projects and module sales. Depending
on the nature of the project, the following
rmethods are used:

Input methods:

- The proportion that the project costs in-
curred for work performed to date bear
to the estimated total project costs.

— Surveys of work performed.

Considering the type of projects that Alfa Laval
companies are involved in, the first meathod
is usually the preferred.

Output methods:
— Completion of a physical proportion of
the performance obligations.

If a performance obiligation is not satisfied

over lime it is satisfied at a point in time. To
astablish the point in time when the customer
obtains control of a promised assset and Alfa
Laval satisfies a performance obligation, the
following control criteria must be considered:

— Alfa Laval has a present right to payment
for the asset.

~ The customer has legal title to the asset.

—The customer hag physical possession of
the asset.
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—The customer has the significant risks
and rewards of ownership of the asset.

- The customer has accepted the asset.

Alfa Laval ugses a variety of delivery terms
depending on the customers praference,
including Ex Warks. Alfa Laval's preference
is to use DAP (Delivered At Place} or DDP
{Delivered Duty Paid) since these gives Alfa
Laval better control that the customer really
receives the goods in working order.

It is common that Alfa Laval provides a
wairanty in connection with the sale. The
nature of the warranty can vary significantly
across contracts. Normally warranties pro-
vide a customer with assurance that the
related product will function as the parties
intended according to the agreed-upon
specifications, This is an assurance-type
warranty. Alfa Laval’s warranties normally
cover a 12 months' period and are ac-
counted for as a provision,

IFRS 15 contains a nurnber of disclosures
raquirements.

Operating segments

IFRS 8 means that the reporting of operating
segments must be made according to how
the chief operating decision maker monitors
the operations, which may deviate from IFRS.
Furthermore, information according to IFRS
for the company as a whole must be given

about products and services as well as geo-

graphical areas and information about major

customers,

The difference betwesn the operating in-
come for the operating segments and the
operating income according to IFRS for the
company as a whole is explained by two
reconciliation items.

Alla Laval's operating segments are the
divisions. The chief operating decision maker
within Alfa Laval is its Board of Directors.

Teansactions in foreign currencies
Recsivables and liabilities denominated in
foreign currencies have been valued at
year-end rates of exchange.

Within the Group, exchange gains and
losses on loans denominated in foreign
currencies that finance acquisitions of foreign
subsidiaries are transferred to other compre-
hensive income as foreign cumency transiation
adjustments if the loans act as a hedge to
the acquired net assets. There they ofiset the
translation adjustments resulting from the
consolidation of the foreign subsidiaries. In
the parent company, these exchange dif-
ferences are reported above net income,

IAS 21 "The Effects of Changes in Foreign
Exchange Rates” covers among other
things the existence of functional currencies.

Almost all of Alfa Laval’s subsidiaries are af-
fected by changes in foreign exchange rates
for their procurerment within the Group. They
do howaver usually sell in their local currency
and they have mora or less all of their non-
product related costs and their personnel
related costs in their local currency. This
means that none of Alfa Laval's subsidiaries
qualify for the use of another functional
currency than the local currency, with the
following exception. Subsidiaries in highly
inflationary countries report their closings in
the functicnal hard currency that is valid in
each country, which in all cases is USD.
During 2019 Venezusla is regarded as a
highly inflationary country.

In the consolidation, the foreign subsidiaries
have been translated using the current
method. This means that assets and liabilities
are translated at closing exchange rates
and income and expenses are translated at
the year's average exchange rate. The
translation difference that arises is a result
of the fact that net assets in foreign com-
panies are translated at one rate at the be-~
ginning of the year and another at year-end
and that the result is transiated at average
rate. The translation differences are part of
other comprehensive income,

Recently issued accounting
pronouncements

International Accounting Standards Board
(IASB) has not issued any new or revised
accounting pronouncements, which may be
applicable on Alfa Laval and are effective
for fiscal years beginning on or after
January 1, 2020,

International Accounting Standards Board
(IASB) has not issued any financial reporting
interpretation developed by the International
Financial Reporting Interpretations Committee
(IFRIC), which may be applicable on Alfa Laval
and are effective for fiscal years beginning
on or after January 1, 2020.

Otherwise Alfa Laval will further evaluate
the effects of the application of the new or
revised accounting standards or interpreta-
tions before each time of application.



Objectives, policies and processes for managing capital

Alfa Laval defines its managed capital as the sum of consolidated net debt and equity including the part that is attributable to non-controliing
interasts. At the end of 2019 the managed capital was SEK 35,922 (30,584) million.

The Group's ohjective when managing capital is fo safeguard the Group's ability to continue as a going concern and provide an adeguate return
for sharehokders and benefits for other stakeholders.

When managing the capital, the Group monitors several measures including:

Measure
Target Target Cutcome Average over last

Goal standard not set 2019 2018 3years Syears Byears
Invoicing growth per year 25%* 14.4% 152% 10.2% 6.5% 7.8%
Adjusted EBITA margin = 15%* 17.2% 16.5% 16.5% 16.5% 16.5%
Raturn on capital employed *~ >20% 23.0% 22.4% 21.0% 20.0% 21.8%
Net debt 1o EBITDA ™~ <2.0 0.88 0.93 1.04 1.30 1.28
Cash flow from operating activities including
irvestments in fixed assets *** 10% 8.4% 8.3% 9.1% 10.5% 9.8%
Investments = 2.0% 2.9% 3.7% 2.9% 2.4% 22%
Raturn on equity X 21.3% 20.3% 18.5% 17.8% 18.4%
Solidity x 43.1% 40.8% 40.9% 32.2% 39.3%
Debt ratio ** X 0.2¢ 0.30 0,33 0.42 0.43
tnterest coverage ratio ** X 328 39.3 33.5 29.5 26.4
Credit rating x BBB+ BBB+

* Average over a business cycle. ™ Alternative performhance measures. ™ in % of sales.

These measures are connected to each other
as communicating vessels. This means that
if actions are taken that primarily aim at a
certain measure they will also have an impact
on cther measures to a varying degree. Itis
therefore important to consider the whole
picture,

In order to mairdain a good capital structura,
the Group may for instance raise new loans
or amortise on existing loans, adjust the
amount of dividends paid to shareholders,
return capital te shareholiders, repurchase
own shares, issue new shares or sell assets.

As examples on the Group's active work
with managing its capital the following can
be mentioned:

— Two tranches of corporate bonds totaling
EUR 800 milion were issued in Septermber
2014 and June 2019,

— A commercial paper programme of nomi-
nafly SEK 2,000 million with a duration of
1-12 months was started in the spring 2014.

— The bilateral term loans with Swedish Export
Credit from June 2011 and June 2014,

- The senior credit faciiity with a new banking
syndicate from June 2014,

- The finance contract with the European
Investrnent Bank from December 2013,
where a bilateral term loan was called for
in June 2014,
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Financial risks

Financial risks are referring to financial instruments.

Financial instruments

Affa Laval has the following financial instruments: cash and cash equivalents, deposits, frade receivables, bank loans, trade payables and a
lirnited number of derivative instruments to hedge primarily currency rates or interests, but also the price of metals and electricity. These include
currency forward contracts, currency options, interest-rate swaps, metal forward contracts and electricity futures. See Notes 13 and 14 for
more information on these financial instruments.

Financial policy

In order to control and limit the financial risks, the Board of the Group has established a financial policy. The Group has an aversive attitude toward
financial risks. This is expressed in the policy. It establishes the distribution of responsibility between the local companies and the centrat finance
function in Alfa Laval Treasury International, what financial risks the Group can accept and how the risks shoukd be limited.

Risk Explanation Mitigation
Price risk There are three different types of price risks: currency risk, interest risk and

rarket risk, See bekow,

Currency risk Dus to the Alfa Laval Group's intermational business activities and geographical
spread the Group is exposed to currency risks, The exchange rate movements
i the major currencies for the Group during the last years are presented below
(SEK/Toreign curmrency}:
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Risk

Explanation

Mitigation

Currency risk is divided into transaction exposure and translation exposure.

Transaction
exposure

Transaction exposure relates to currency risks that arise due to axchange
rats fluctuations that afects the currancy flows that are generated by the
business activities

During 2019 Alfa Laval's sales to countries outside Sweden amounted to
97.9(97.7) percent of total sales.

The Group's net transaction exposure at December 31, 2018 in the most
important currencies bafore and after derivatives for the coming 12 months
amounts to:

Net transaction axposure per currency pair at December 31, 2019
for the coming 12 months

SEK millions
4,000

3,000

2,000

1.000

-1,000

-2,000

-3,000

-4,000

EURAUSD EURSEK EUR/DKK USD/NOK EURMPY  JPY/NCK EUR/CNY

. Before derivatives [ir  After derlvatives

The positive bars are a reflaction of:

- subsidiaries in Sweden and Denmark exporting in EUR,

- subsidiaries in Norway exporting mainty in USD but also in JPY and

- subsidiarigs in China to exporting in EUR,

The negative bars are a reflection of subsidiaries inthe U.5. and Japan
importing in EUR,

Currency contracts for projected flows are entered into continuoustly during
the year. For contract-based exposures the derivatives follow the duration of

the undarlying contract. This means that the company experiences the effects
from the mnarket currency rate movernents with a varying degree of delay.

Ifthe currency rates between SEK and the most important foreign currencies
are changed by +/- 10 % it has the following effact on operating income, if
ne hedging measures are taken:

Effect on operating income by saxchange rate fluctuations

exciuding hedging measures

Consoldated

SEK milllions 2019 2018
Exchange rate changs againgt SEK +10% -10% +10% -10%
usD 567 567 506 -506
EUR 278 -276 233 -233
CNY EE S| <141 114 -114
NOK -269 269 -284 204
DKK -200 200 -100 190
JPY 41 -41 a7 -87
Other -54 54 72 72
Total 502 -502 364 -384

Alfa Laval's local sales companies normally sell in
domestic currency to lecal end customers and have
their local cost base in local currency. Exports from
production and logistical centres to other Group
cormpanies are inveiced in the exporting companies’
domestic currencies, except for Sweden, Denmark
and UK where the expers are denominated in ELR.

Tha Group is principally exposed to curency risk
from potential changes in contracted and projected
flows of payments and receipts. The objective of
forsign exchange risk management is o reduce the
impact of forelgn exchange movements on the
Group's income and financial positicn,

The Group normalty has natural risk coverage through
sales as well as costs in local currencies. The financial
policy states that the local companies are responsible
for identifying and hedging exchange rate exposures
on all commerclal lows via Alfa Laval Treasury
International. Contract based exposurss above
EUR 200,000 must be fully hedged. In addition, for
companies with more than the equivalent of EUR
1,000,000 in annuak net exposure the balancs of
projected flows the naxt 12 months must be hedged
to at least S0 percent.

Projected flows 13-24 months ahead can be partially
hedged after conferring with the Group's central
finance function. Alfa Laval Treasury international
can add to or reduce the total hedging initiated by
the local companies in the currencies that Alfa Laval
has commercial exposure up to but not exceeding
100 percent of one year's commercial exposure for
oach currency.
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Risk Explanation Mitigation

Outstanding currency forward contracts and currency options for the

Group amounted to the following at the end of the year:

Outstanding currency forward contracts and currency options

Consolidated

Milions 2019 2018

Criginal Original
currency SEK  cumency SEK

Outflows:

usD 761 7,116 763 -6.840

EUR -632 -5.568 -528 5,419

CAD Ee) 67 5 -37

JPY -7.193 819 -10,208 -829

RON -1 -1 - -

NZD -3 -22 -4 -25

Total -13,304 -13,150

Inflows:

SEK 5,089 5,069 4,562 4,662

Dk 400 561 535 735

NOK 5,503 5834 5,310 5,474

CNY 1,611 2,188 1,510 1,969

SGD 2 15 10 64

GBP 13 166 22 245

RON - - 2 3

AUD 10 67 10 62

RUB 316 48 743 96

Total 13,808 13,210
Transiation Translation exposure redates to the currency risks that arise due 1o the The translation differances are a central responsibility
axposure translation of the subsidiaries' statements on financial position from local and are managed by distributing the loans on different

currancy to SEK.

When the subsidiaries’ statements of financial position in local curtency are
translated into SEK a translation difference arises that is due to the current
year peing translated at a different closing rate than last year and that the
comprehensive incoma statement is translated at the average rate during the
year whersas the statement of financial position is translated at the closing
rate at Decemnber 31. The translation differences are reported against other
comprehensive incomae. The translation exposure consists of the risk that the
translation difference represents in terms of impact on comprahensive iNCome,
Therisk is largest for the currencies where the Group has the largast net assets
and where the exchange rate movements against SEK are largest. The Group's
net assets or liabilities for the major currencies are distributed as follows:

Net assats and liabilities by currency

SEK millans

18,000

15,000

12,000

9,000

6,000

3,000

-3,000

§

g
2383585 ¢8

SEK

x F
-
. Net assets % Net kabilities

Tre assets and liabilities in EUR and DKK are seen together since the rate
for DKK is fixed against the EUR.

currencies based on the net assets in each currency
and through cross currency swaps. Loans taken in
the same currency as there are net assets in the Group,
decrease these net assets and thereby decrease
the translation exposure.

These hedges of net investments in foreign operations
work in the following way. Exchange gains and losses
on lkans denominated in toreign currencies that
finance acquisttions of foraign subsidiaries are reported
as apart of other comprehensive income if the kans
act as a hedge to the acquired net assets. In other
comprehensive income they offset the transtation
adjustments resulting from the conselidation of the
foreign subsidiaries. In the Group, net exchange
differences of SEK -288 (-571) milion relating to
debts in foreign currencies have been charged to
other comprehensive income as hedges of net
investments in foreign operations, The loans that
hedge net investments in foreign operations are
denominated in ELR and USD since these foreign
currencies have the largest impact on the statement
of financial position. Since the Group uses part of its
cash flows to amortise the loans in order to improve
the financial net, the extent of this hedge tends to
decrease over ims, A change in the net assats of the
foreign subsidiary over time can have the same effect.
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Risk Explanation Mitigation
Interest sk By interest risk is meant how changes in the interest level affect the financial The Group attesnpts to manage interest rate risk by
net of the Group and how the valus of financial instruments vary due to matching fixed interest periods of financial assets.
changes in market interest rates. and tiabifities and through the use of derivative
The average interest and currency duration for all keans including dertvatives financialinstruments such as interest rate swaps.
is 30.1 (22.2) months at the end of 2019, The financial policy states that the interest rate risk
Calcudated on an overall increase of market rates by 100 basis points and duration are measurad by each main currancy.
(1 percentage unit), the interest net of the Group would changs according The minimum interest d“’f“t"’" f?r the loans S.hm“d
to the bar chart below. be 6 months and the maximum interest duration
should be 2448 months depending on the currency
Interest sensitivity analyais versus hedging % of floating rates the loan is raised in according to the policy.
The senior credit facility and the bilateral term loans
SEK milons s accrue interest at floating rate. The Group has chosen
a0 30 to hedge 16 (12) percent of the loans to fixed interest
rate. with a duration of 3.0 (10.8) months. The
20 duration is shorter than 6 months right now due to
the upcoming maturity of loans.
10
s}
-10
-20
-30 0
2018 2019
. Effect on interest costa/income at 1% increase in market rates
=== Hedging % of floating rates
Market risk Market risk is defined as the risk for changas in the value of a financial instrument The market risk for these s perceived as low. For
due to changed market prices. This applies only to financial instruments that other financial instruments, the price risk only con-
are listed or otherwise traded, which for Alfa Laval concern bonds and other sists of currency risk and interest risk.
securities and other long-term securities totaling SEK 733 (515) million.
Liquidity risk and Liquidity risk is defined as the risk that the Group would incur increased The loans of the Group are mainly long term and

refinancing risk

costs due 1o lack of liguid funds.

Refinancing nsk is defined as the risk that the refinancing of maturing loans
becomes difficult or costhy.

In summary the maturity structure of the loans and the loan facilities is as follows:

Maturity struct: of Group fi

BEK mitons.
22,000
20,000
18,000
16,000
14,000
12,000
10,000

8,000
6,000
4,000
2,000

o

Swedish Export Credit
Local Facilthes

/

| Senior Facisty

European lnvsstment Rank
/

/ Swodish Export Crodit
_— Local Facilites.

2020 2021 2022 2023 2024
Maturity year
Non committed — Utiised

# committed
BB committed & Utilieed

only mature when the agreed loan period expires.
Since the maturity of the loans is distributed over
tirme: the refinancing risk is reduced.

Alfa Laval has a senior credit faciity of EUR 400 million
and USD 544 million, comasponding to SEK 8,270
million with a banking syndicate. At December 31,
2019 the facikty was not utiised. The facility matures
inJune 2021.

During 2014 Alfa Laval issued EUR 500 milfion of
corporate bonds, coresponding to SEK 5,157 milicn.
During 2019 Alfa |_aval issued EUR 300 million of
corporate bonds, coresponding to SEK 3,138.
The bonds are listed on the Irish stock exchange
and consist of one tranche of EUR 500 million that
matures in September 2022 and one tranche of
EUR 300 milion that matures in June 2024,

Alta Laval has a bilateral term loan with Swedish
Export Credit that is split on ong loan of EUR 100
miliion that matures in June 2021 and loan of USD
136 miliion that matures in June 2020, comrespon-
ding to SEK 2,318 million in total,

Alfa Laval also has a bilateral term loan from the
European investment Bank of EUR 115 million that
matures inJune 2021, corresponding 1o SEK 1,203
milion.

The commaercial paper prograrmme of SEK 2,000
million was not utilised at Decembsr 31, 2019.
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Risk

Explanation

Mitigation

Cash flow risk

Cash fiow risk is defined as tha risk that the size of
future cash flows inked to financialinstruments is
fluctuating.

This risk is mostly linked te changed interest and currency rates. To the extent
that this is perceived as a problem, different derivative instruments are used
to fix rates. See description of exposure and hedging measures under interast
and currency risks. Maturity analyses of the contractual undiscounted cash
flows for ioans nciuding interests) are shownin Note 28 and for currency

derivatives, interest derivatives, metal futures and efectricity futures in Note 15

Counterpart risk

Financial instrurnents that potentially subjsct the
Group to significant concentrations of credit risk
consist principally of cash and cash equivalents,
deposits and derivatives.

The Group maintains cash and cash squivalents and current and non-current
investrments with various financiat institutions approved by the Group. These
financial institutions are located in major countries throughout the world and
the Group's policy is designed to limit exposures to any one institution. The
risk for a counterpart not fulfiling its commitrnents is limited through the selection
of financlally solid counterparts and by Initing the engagement per counterpart.
The Group performs perodi: evaluations of the relative cradit standing of those
financial institutions that are considered in its investment strategy. The Group
does not require coliateral on these financial instruments.

The Group is exposed to credit risk in the event of non-performance by counter-
parts to derivative instruments. The Group limits this sxposure by diversitying
ameng counterparts with high credit ratings and by limiting the volume of
transactions with sach counterparty. Furthermore, the Group has entered
into ISDA agreernents (International Swaps and Derivatives Association) with
the counterparts in order to be able to offset assets and liabilities in case of a
counterparty default. Afa Laval has never shcountered a counterparty default,
which means that such an offset never has been made.

In total it is the Group's opinion that the counterpart risks are kimited and that
there is nG concentration of risic in these financial instruments.-

Operational risks

Risk

Explanation

Mitigation

Business risks

Risk far
bad debis

The risk that the customer cannot pay for delivered goods due to financial

difficulties,

The Group sells to a large number of customers in
countries all over the word, That some of these

The amount of accounts receivable being overdue is an indication of the
risk the company runs for ending up in a bad debt situation.

The Group's costs for bad debts and tha overdues in percent of accounts
recaivable are prasented in the following graph.

Gosts for bad debts / overduss in % of rvabh

SEK miklons. %

120 12

100 - o
80 8
50 6
40 a
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2018

. Costs for bad debts in SEK millions
= < 30 days

> 30 days but £ 90 days
o > 00 days

custorners from tire to time face payment problems
or go bankrupt 1s unfortunately part of reality in an
operation of Alfa Laval’s magnitude. All custormers
except Tetra Laval represent less than 1 percent of
net sales and theraby represent a imited risk. Alfa
Laval regularly collects credit information on new
customers and, f needed. on old customers. Earlier
payment habits have an impact on the acceptance of
new orders. On markets with political or financial risks,
the Group sirives to attain credit insurance solutions.
Accounis recetvable constitutes the single largest
financial asset according to Note 13. With reference
to tha above description it is management’s opinion
that there is no material concentration of risk in this
financial asset.
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Risk Explanation Mitigation

Risk for claims The risk for the costs Alfa Laval would incur to rectify faults in products or Alfa Laval strives to minimize these costs through

systemns and possible costs for penalties. an ISO certified quality assurance. The major risks

The Group's net elaim costs and their relation to net sales are found in the for claim costs appear in connection withnew

foltowing gragh. technical soiutions and new applications. The risks
are limited through extensive tests at the manufac-

Glaim costs in SEK millions and in % of net sales turing site and at the customer site.

SEK millons %

500

500
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100

2018 2018

. Costs for claims & warranty in SEK millions

waces Claims & warranty In % of net sales

Economlc risk

Competition The Group operates in competitive markets, which can impact the I order to address this competition, the Group has
company's development negatively. for instance:

— organized the operations into divisions based on
business LNits in order to get a customer focused
market panetration;

- a strategy for acquisition of businesses in order to
for instance reinforce the prasence on cartain
markets or widen the Group’s product offering;

—worked with creating a competitive cost level
based onits international presence; and

—waorked with securing the availability of strategic
metals and componants in order 1o maintain the

ability to defiver.
Business climate In an overall economic downturn, the Group tends to be affected with a The fact that the Group is operating on alarge nurnber
delay of six to twelve months depending on business division. The same of gecgraphical markets and within a wide range of
applies with an economic upturn. business units means a diversification that imits

the effects of fluctuations in the business climate.
Historically, fluctuations in the business dimate have
not generated decreases in orders received by more
than approximately 10-15 percent, The downturn
in the business climate in 2009 and 2010 however
meant a considerably larger decline in order intake,
This was partly due to the fact that the decline hap-
pened abruptly frorm a very high level of demand that
was the culmination of a long-lasting boom and that
the price level in connection with this peak was inflatad
by substantialincreases in raw material prices.

I
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Risk

Explanation

Mitigation

Prices of raw
material

Tha Group depends on deliveries of stainkess stesl, carbon stesl, copper
and titanium etc. for the manufacture of products. The prices in some of
these markets are volatile and the supply of titanium has occasionally been
limited. There are a kmited number of possitle suppliers of titanium, The
risk for seversly increased prices or limited supply constitutes serious risks
for the operations. The possibilities to pass on higher input prices to an end
customer vary from time to time and between differant markets deperxiing
on the competition.

The below graph below shiows how much of the purchases of nicket and copper
that have been hedged during 2018 and how much of the expected purchases
during 2020 that were hadged at the end of 2019, The graph also presents to
what extent the Group's costs for these purchases during 2020 would be
affected if the prices would double from the level at Decermnber 31, 2019,

Sensitivity analysis and metal price hedging

SEX millions %
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Nickel Copper

. Cost Increasa if current metal prices increase by 100%, without hedging
BEL Cost incraass If current metal prices increase by 100%, with hedging
Hedging 2018
wene Hedging 2020

The Grougp is addressing this risk by securing long-
term supply commitments and through fixed prices
from the suppliers during six to twelve months.
During periods of large price incraases the custo-
mer price on titanium products has been linked to
Alfa Laval's procurement costs for titanium.
Prirnarity in the period 2007 to 2011 the Group
experienced large price fluctuations for mary raw
matsrials, but in particular for stainless steel, car-
bon stesl, copper and titanium. The price volatitity
for tha imost important metals 1s presented below.
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The Group uses metal futures to secure the price
on strategic metals,
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Risk

Explanation

Mitigation

Ledal and cempliance risks

Non-compliance Alfa Laval's global and diversified business Policies, procedures and training programmes are in place to ensure that legal

with sociceconomic means that tha Group is required to adhere to a risks relating to #ts business activities are identified and that decisions are

or environmental varisty of laws and requlations. Failure to meet made on the appropriate levet in the organisation, The legal counsel supports

legisiation s0Cio-economic or environmental requirements the business in identitying and handiing these legal risks. A whistle-blowing
could lead to legal and financial consequences, systemis in place where employees can report any breaches of laws or Affa
and negatively impact the company's reputation, Laval policies anonymously without repercussions.

Bribery and if Alfa Laval employees fail to comply with anti- The Alfa Laval Anti-Bribery and Anti-Corruption Policy is appiicable to all

cormuption bribery and anti-corruption laws, this could employees within the Group. The policy sets precedures for preventing,

potentially lead to loss of business, financial
penalties and reputational damage.

detecting, reporting and invastigating acts of bribery and corruption. The
focus is on following the policy and each year the company’s top 200 mana-
gers sign off that they comply with the policy and inform their employees.
Training is ancther focus areato ensure an understanding of the risks associa-
ted with improper behaviour in this arsa.

Material source
or type

Alfa Laval uses metals that may originate from
areas classified as “conflict areas”. We manu-
facture products for customers with specific
demands due to industry standards, for
sxample marine, food and pharmaceutical
customers,

Alfa Laval supports the US Securitias and Exchange Commission’s rules anad
other initiatives concerning conflict minerais. Alfa Laval established a Conflict
Minerals Policy in 2013. Due diligence is conducted in our supply chain to
minimise the risk that minerals originate from conflict areas (espacially in the
Demaocratic Republic of Congo). Alfa Laval's Supplier Risk & Compliance unit
has processes in place to identify nsks and ronitor potential high-risk suppli-
ers. The Alfa Laval Regulatory Operations unit monitors emerging legislation to
ensura adheranca in prioritized areas.

Un-fair competition
and antlitrust

Infringements of applicable compstition rndes
may resutt in Alfa Laval having to pay fines and
losing goodwill.

The Fair Competition Policy provides guidelines to assist employees with how to
achers to competition kaw/anitrust laws, rules and regulation. Employees working
with sales or purchasing are obliged to comply with this policy.

Export control and

Breach of export control and trade sanction

The Alfa | aval Export Control Pelicy establishes rules for Group-wide handling

trade sanction regelations can kead 1o a denial of trade privileges, of the relevant export control regulations, adherence to applicable trade sanctions
regulations criminal preceedings and reputationat damage. and it snsures that no preducts or services supplied by Alla Laval are used in
relation o weapons of mass destruction.
Risk for and In This risk for the costs the Group may incur in Any estimated loss risks are provided for.
connection with managing litigations, costs in connection with
Iitigations settiements and costs forimposed penalties.
The Group is involved in a few litigations, mainty
with customers,
Ashestos-related The Alfa Laval Group was as of Decermnber 31, Alfa Laval strongly believes the claims against the Group are withcut merit and
lawsuits 2019. namexd as a co-defendant in a total of Intends to vigorously contest each tawsuit.

698 asbestos-related lawsuits with a total of
approximately 698 plaintifis.

Based on current information and Afa Laval's understanding of these lawsuits,
Alfa Laval continues to believe that these lawsuits will not have a material adverse
effect on the Group's financial condition or resulis of operation,

_

Business Principles Demations could have an adverse impact on Alfa Laval works to have a supply chain that follows laws and the company's

deviation in the people, the environment and society that could busingss principles, All suppliers sign contracts whers they agrse to abide by

supply chain damage the company's reputation. the Alfa Laval Business Principles. Suppilisrs are assessed based on arisk
analysis {country/process) and high-risk suppliers are regularly audited. All
employees within the procurement organisation and many suppliers are trai-
nied in all areas that are covered by the business principles.

Human Rights The risk that the human rights of individuals Alfa Laval's Business Principles build on the UN Global Compact, the QECD

breaches finked to Aifa Laval are violated. For example, Guidelines for multinational enterprises, the UN Guiding Principles for Business

child labour, forced labour and freederm of
association.

and Human Rights and incorporate the UK Modern Slavery Act, Suppliers sign
off on these business principles in their contracts with Alfa Laval. High-risk
suppliers are also audited that they follow the business principles.
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Risk

Explanation

Mitigation

Production or product related risks

Risk connected
to technical
development

This risk that a competitor develops a new
technical solution that makes Alfa Laval's pro-
ducts technically obsolste and therefore diffi-
cult to sell.

Alfa Laval makes a deiiberate investrent in research and development aiming
at being in the absolute frontiine of technical developrnent.

Risk for technically
related damages

This risk for the costs Alfa Laval may incur in
connaction with a product delivered by the
Group breaking down and causing damages to
lifa and property. The main risk in this context
cencerns high-speed separators, due to the
large forges that are invoived when the bowl in
the separator spins with a very high number of
revolutions. In a breakdown the damages can
be extensive,

Alta Laval makes exdensive testing and has an ISO certified quality assurance.
The Group has product kability insurance. The number of damages is low and
few damages have occurred historically.

Health & Safety

Environmental risks

Health and safaty risks such as occupational
diseases and accidents, The risk that an empioyee
is injured or killed in a workplace accident.

The Alfa Laval Occupational Heafth & Safety {OHS) Policy guidas the work together
with our OHS Manual. The purpose with these is to safeguard a healthy and
safe working environment by preventing accidents, occupational diseases
and cther health nsks. We have a process to continuously monitor high-risk
areas in our operations, train employees and enforce changes.

Major environ- Anincident that causes a significant enviionmental The Alfa Laval Environmental Pelicy is apphlcabls to the entire Aifa Laval Group.
mental incident damage could lead to long-term environmental Environmental performance is monitored and measured through
at asite impact, negative impact on people, fines and Environmental Management Systems. The large sites are ISO 14001 certified.
reputational damage to the company. Srnaller sites work according to Environmental Management Systems where
risks are identified, and effective countermeasures are implemented.
Uss of hazardous Using hazardous chemicals could lead to seve- The Alfa Lavai Group Black and Grey Chemicals List is the primary tool to control
chemicals re liness or have a serious negative impact on the use of charical substances. This list compiles substances that are classified

our ervironment or society.

as banned, very high concern or concern. The lisl is based on EU legislations,
such as REACH and RoHS, and global agreements such as for example POPs
and IMC. The list is updated each year 1o reflect any kegislative changes.

Climate and water

{T related risks

Climate change could lead to increased costs
and constrain production. Water scarcity in the
supply chain or at our sites can constrain pro-
duction. Cost of energy or carbon emissions
canincrease due to climate legislation.

Alfa Laval does not use significant amounts of energy in its production. To
continucusly improve, we have targets to both increase energy efficiency and
to reduce carbon emissions. Alfa Laval production is not water intensive and
most water facilities are closed loop. The Environmental Strategy for 2020
includes targets for all three areas. Read more in the Erwirorment chapter in
Alfa Laval's Sustainability Report.

Loss of inteltectual
property, financial
or personal data

Loss ofintellectual property, financial or personal
dala due to for instance unauthorized access to
Alfa Laval's computer systems.

Alfa Laval holds compulsory trainings on information security awareness. Policies
describe what is confidential information and how the information should be
classified. Alfa Laval’s [T agreements contains the necessary Information Security
components. Information security is also monitored in our project mode! —feasibility,
pre-study and proiect, A template is also sent at an early stage te alt potential
suppliers to identify if there are any possible infringements of information security.




Risk

Explanation

Mitigation

Human capllakrishs

Risk connected to
sttracting and
retaining talents

Comparies that do not succesd in attracting
and retaining talents risk experiencing an inferi-
or development compared to companies that
succead with this.

To offer interesting positions., personal and professional development, a good
working environment and competitive compensation and benefits are prioritized
areas within Alfa Laval.

Other risks

Business
interruption risks

The risk that single units or functions within the
Group can be hit by business interruption due to:

—strlkes and other labour market conflicts;
—fires, natural catastrophes etc.;

—computer access violations, lack of backups
etc.; and

~coresponding problems at major sub-suppliers.

Alfa Lavel has a well-developed diakog with the local unions, which reduces
the risk for conflicts and strikes where Alfa Lavalis directly invoived. It is how-
aver more difficull to protect the company against conflicts in other parts of
the labour market, for instance within transportation.

Alfa Laval is minimizing the following two risks through an active preventive
waork at sach site in ine with the developed global policies in each area under
supenvision of manufacturing managemant, the Group's Risk Management
function, Real Estate Management, IT and HR,

Problems at major sub-suppliers are minimized by Alfa Laval trying to use several
suppliers of input goods that when needed can cover up for a drop in production
somewhere else, The wish forlong term and competitive delivery agreements
hiowever puts restrictions on the level of flexibility that can be achieved. When
there is a shortage the total supply may be toc limited to aflow exchangealbility.

HPR stands for “Highly Protected Risk” and is the insurance industry’s highest
rating for risk quality. This rating is reserved for those commercial properties
whara the exposure for physical damages is reduced to a minimum considear-
ing building construction, operations and local conditions. HPR means that all
physical risks in and arcund the faciity are documented and that these are
kept within certain limits. Alfa Laval’s production facility in Lund in Sweden,
which is the Group's largest and most important facility is HPR classified, as
well as the production facilities in Chesapeake and Newburyport inthe U.S. A
number of other key production facilties are being evaluated and may eventu-
alty become HPR classified.

An HPR classification means that the facility has state of the art fire and machinery
protection systems and that the responsible personnel has adequate security
routines 1o make sure that these protection systems are maintained and in
function. in addition, known possible sources of ignition are under strict control
to prevent a fire from starting. For an HPR facility the risk for a physical damage
is brought to a minimum, which minimises the risk for business interruption
that could have extensive consequences for Alfa Laval and its customers. For
ather production facilties, not HPR-classified, the aim is also 10 raduca the dsk
for damage and business interruption to a minimum by keeping, among other
things, ignition sources under strict control, Loss prevention visits are con-
ducted according 1o a schedule based on size and importance for Alfa Laval.

Politlcal risk

The risk that the authorities, in the countries
where the Group is operating, by political decisions
or administration make continued operations
difficult, expensive or impossible for the Group.

The Group is mainly operating in countries where the political risk Is conside-
red 1o be negligible or minor. The operations that are performed in countries
where the pokticat risk is deemed to be higher are not material.

Insurance risks

These risks refer to the costs that Alfa Laval
may incur due to an inadecuate insurance
coverage for property, business interruption,
liabtity, transpon, life and pensions.

The Group strives to maintain an insurance coverage that keeps the risk level at
an acceptable level for a Group of Alfa Laval's size and stillis cost efficient. As a
part in this Alfa Laval has an own captive. At the same time a continuous work is
going on to minimise the risks in the operations through proactive measures.

Risks connacted to
creditterms

The limited freedom of action that can be impo-
sed on the Group through restrictions connec-
ted to credit terms in loan agreements.

Alfa Lavals strong solidity and profitability limits this risk.
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Notes

Note 1.

Alfa Laval's business is divided into four Business Divisions "Energy”, "Food & Water”,
"Marine” and "Greenhouse” that sell to external customers and one division
“Operations & Other” covering procurement, production and logistics as well as
corporate overhead and non-core businesses. These five divisions constitute
Alfa Laval’s five operating segments.

The customens to the Energy Division purchase products and systerms for enargy
applications, whereas the customers to the Food & Water Division purchase
products and systems for food and water applications. The customers to the
Marine Division purchase products and systems for marine and offshore applications.

The three first Business Divisions are in turn split into a number of Business
Units. The Energy Division consists of four Business Units: Brazed & Fusion
Bonded Heat Exchangers, Energy Separation, Gasketed Piale Heat Exchangers
and Weided Heat Exchangers. The Food & Water Division consists of five Business
Units: Decanters, Food Heat Transfer, Food Systerms, Hygienic Fluid Handling
and High Speed Separators. The Marine Division consists of four Business Units:
Boiler Systemns, Gas Systemns, Marine Separation & Heat Transfer Equipmant
and Pumping Systems.

The operating segments are only responsible for the resuit down to and in-
cluding operating income excluding comparison distortion items and for the
oparating capital thay are managing. This means that financial assets and liabiities,
pension assets, provisions for pensions and similar commitments and curent and
deferred {ax assets and kabikties are a Corporate responsibility and not an operating
segment responstbility, This also means that the financial net and income taxes
are a Corporate responsibility and net an operating segment rasponsibility.

The aperating segments are only measured based on their transactions with
external parties.

Operating segments

QOrders received

Consolidated

SEK millions 2019 2018
Energy 13,863 12,685
Focd & Water 14,026 13,681
Marine 16,853 17,322
Greenhouse 105 1,259
Operations & Other 72 43
Total 44,119 45,005
Order backlog

Consolidated

SEK millions 2019 2018
Energy 5214 4,857
Food & Water 4,894 4,860
Marine 11.443 13,118
Greenhouse o] 328
Operations & Other 0 5
Total 21,551 23,168
Net sales

Consolidated

SEK millions 2019 2018
Energy 13814 12,413
Food & Water 14,189 13,210
Marine 17.993 13,583
Greenhousa 444 1,418
Operations & Other 77 42
Total 48,517 40,666
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Operating income in management accounts

Consolidated

SEK milions 2019 2018
Enargy 2,669 1,770
Food & Water 2,268 2,110
Marine 3,425 2,328
Greenhouse -30 80
Operations & Other -742 -674
Total 6,990 5,614
Reconciliation with Group total:

Cornparison distortion items 189 151
Consolidation adjustments * 19 66
Total operating income 7,198 5,831
Financial net 23 65
Result after financial items 7.221 5,606

* Diffarence between managemsnt accounts and IFRS

Operating incorne in ranagermant accounts is very closs to operating income
under IFRS. There are only twa differences, Operating incoma in management
accounts does not include comparison distortion items nor ali the consolidation
adjustments that are mada in the official accounts.

Assets / Liabilities

Consolidated Assets Liabilities

SEK milions 2019 2018 2019 2018
Energy 11,300 10,362 4,513 4,323
Food & Water 10,627 9,675 4,448 4,612

Marine 26.654 24,244 7,755 7.168
Grsenhouse 38 680 71 43

Operations & Other 7.880 6,778 3,307 2,853
Subtotal 56,540 51,739 20,084 19,387
Corporate 7,856 6,333 16.556 15,086
Total 64,396 58,072 36,640 34,473

Corporate refers to items in the statement on financial position that are interest
bearing or are related to taxes.

Investments

Gonsolicated

SEK millions 2019 2018
Depreciation 101 83
Food & Water 144 132
Marine 107 a0
Greenhouse 5 21
Operations & Other 980 1,164
Total 1,337 1,480
Depreciation

Consolidated

SEL millions 2019 2018
Energy 337 304
Food & Water 250 145
Marine 852 785
Greenhouse 8 14
Operations & Other 606 416
Total 2,053 1,664




Note 2. Information about geographical areas  Note 3.  Information about products

Countries with more than 10 percent of either net sales, noh-Gurent assets or and Services

investments are reported separately,

Net sales by product/service
Net sales Consolidated
Consofidated SEK millions 2018 2018
2018 2018 Own products within:
SEK milions % SEK milions % Separation 7677 7,183
Tocustomers in: Heat transter 16,604 17,932
Sweden 981 2.1 924 23 Fluid handing 10,361 9,511
Other EU 11,811 25.4 11,033 27.1 Marine snvironmental 6,802 2,501
Other Europe 3,356 7.2 2,918 7.2 Other 78 14
usa ‘ 7,390 159 6,394 157 associated products 1,560 1,606
E);?er::::nh fimerica ;g ii 1 22(55 i: Services 2,336 1,920
in America X . \ .

Africa 490 11 450 1 ot 46,517 40,668
China 6,582 141 5,263 12.9 The split of own products within separation, heat transfor and fiuid handling is
South K{?raa 4,210 8.1 3,041 75 a reflection of the current three main technologies. Marine envirecnmental is a
Other Asia 8,112 17.4 7,346 18.1 growing new product area basically outside the main technologies. Other is
COceania 463 1.0 566 1.4 own products outside these four product areas. Associated products are
Total 46,517 100.0 40,666 100.0 mainly purchased products that compliment Alfa Laval's product offering.

Neti sales are reported by country on the basis of invoicing address, which is

normally the same as the delivery address.

Non-current assets
Consolidated
2013 2018
SEK miflions % SEKmillions %
Sweden 2,207 683 1,447 4.5
Dsnmark 5,044 14.3 4,728 147
Other EU 4,200 11.0 3.802 11.8
Norway 12,847 36.4 12,376 386
Other Eurcpe 137 04 126 04
LUSA 4,468 12,7 3,064 123
Other North America 150 04 128 0.4
Latin Arnerica 313 0.9 259 08
Africa 12 0.0 T 0.0
Asia 3,741 10.6 3,262 0.2
Oceania 130 0.4 i) 0.3
Subtotal 33,258 94,3 30,188 94.0
Other long-term securities 141 04 120 0.4
Pension assets 70 0.2 a7 01
Deferred tax asset 1,801 51 1.755 5.5
Total 35,270 100.0 32,100 100.0
Investments
Consofidated
2019 2018
SEK millions % SEK milions %
Sweden 228 171 219 14.7
Paoland 3 23 169 113
Other EU 316 237 281 18.9
Other Europe 687 5.0 42 28
Usa 247 18.1 219 14.7
Other North America 3 0.2 4 0.3
Latin America 20 1.6 10 0.7
Africa 1 0.1 8] 0.0
China 324 24.2 472 31.7
Other Asia 100 7.5 70 4.7
Oceania 5 0.3 4 0.2
Total 1,337 100.0 1,480 100.0

Services cover all sorts of service, service agreements etc,

Note 4.

Information about major customers

Alfa Laval does not have any customer that accounts for 10 percent or more of
net sales. Tetra Pak within the Tetra Laval Group is Alfa Laval's single largest
customer with a volume representing 5.4 (5.2) percent of net sales. See Note

33 for more information.

Note 5. Employees

Average number of employees - total

Consolidated

Number of fermale Total number of

amployees employees

2019 2018 2019 2018
Parent company - - - -
Subsidiaries in Sweden (8) 579 541 2,385 2,196
Total in Sweden (8) 579 541 2,385 2,186
Total abroad {127) 2,958 2,901 15,002 14,589
Total {135) 3,537 3,442 17,387 16,785

The figures in brackets in the text column state how many companies had em-

ployees as well as salaries and remunerations in 2019,

Average number of employees - in Sweden by municipality

Consolidated

2019 2018
Botkyrka 546 488
Eskilstuna 231 210
Lund 1,172 1,104
Ronneby 281 246
Vanersborg 100 103
Other * 55 a5
Total 2,385 2,196

* “Cther” refers to municipalities with less than 10 employeas and also includes employees at

branch o¥fices abread.

113

O @~ O SN SRS R




Average humber of employees = by country/district

Consolidated
Number of female smployees Total number of employees
2019 2018 2019 2018
Argentina 12 t2 28 35
Australia 20 18 101 104
Belgium 2 1 24 24
Brazil b6 53 374 354
Bulgaria 1 3 5 8
Chile 3] 7 29 28
Colombia 16 14 33 27
Denmark 430 417 1,778 1,687
Philippines 5 53 18 16
Fintand 34 43 160 225
France 166 156 816 815
Uniled Arab Emirates 22 24 106 107
Greece 8 8 24 22
Heng Kong 3 4 13 12
India 71 63 1,301 1,337
Indonesia 18 18 82 &1
Iran 4] 1 5 9
aly 176 1™ a3l 847
Japan 58 55 241 241
Canada 20 21 45 91
China 693 542 3,343 3,013
Korea, 53 52 309 206
Latvia 6 6 9 10
Malaysia 42 38 119 112
Maxico 11 8 49 41
Netherlands 90 B8O 449 388
Norway 193 186 1.061 1.019
New Zeeland 2 2 17 18
Panama 8 7 18 17
Paru 5 8§ 22 24
Poland &3 50 306 268
Portugal 4 4 a 9
Qatar - - 9 6
Romania 2 2 9 10
Russia 99 118 231 256
Saudi Arabia - - ar 34
Switzerland 3 3 12 14
Singapore 63 57 230 238
Slovakia 1 1 7 8
Slvenia 3 5 15 15
Spain 25 24 102 a7
UK 45 46 306 308
Swaden 579 541 2,385 2,196
South Africa 12 1 43 42
Taiwan 16 15 42 38
Thailand 18 18 56 &5
Czech Republic 6 8 29 35
Turkey 11 10 52 47
Germany B2 82 271 2686
Ukraine 5 5 13 13
Hungary 3 3 12 13
USA 292 306 1,707 1,700
Vigtriam 4 1 18 4
Austria 3 3 17 17
Total 3,537 3,442 17,387 16,785
Gender distribution
Consolidated
2019 2018
Total Maile Femnale Total Maie Female
number i) % number % %
Board members (excluding deputies) 1 63.6 36.4 10 70.0 30.0
President and other executive officers 9 778 222 g 778 22.2
Managers in Sweden 289 76.1 23.9 264 76.8 23.1
Managers cutside Sweden 2,272 82.7 17.3 1,779 799 20.1
Managers total 2,561 820 18.0 2,043 795 20.5
Employees in Sweden 2,385 75.7 o243 2,196 754 246
Employess outside Sweden 15,002 803 19.7 14.589 80.1 198
Employees total 17,387 79.7 20.3 16,785 79.5 20.6
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Note 8. Salaries and remunerations

Salaries and remunerations - total

Caonsolidated

SEK millions 2019 2018
Board of Directors, Presidents and Vice Presidents 281 260
- out of which, variable 69 49
Other 8.618 8,004
Total salaries and remunerations 8,899 8,264
Social security costs 1,470 1,366
Pension costs, defined beneft plans 109 143
Pension costs, defined contribution plans 606 593
Total personnel costs 11,084 10,3668

Tha Group's pension costs and pension liabilities relating to the Board of
Directors, presidents and vice presidents amounts to SEK 31 {32) million and
SEK 286 (267) million raspectively. SEK 87 [G3) milion of the pension liabilities
is covered by the Affa Laval Pension Fund.

Equity compensation benefits
During the period 2018 to 2019 no equity related benefits existed within Alfa Laval.

Varlable remunerations

All employees have either a fixed salary or a fixed base salary. For certain per-
sonnel categories the remuneration package also includas a variabie element.
This relates to personnel categorises where it is customary or part of a market
offer 1o pay a variable part. Variable remunerations are most common in sales
related jobs and on higher managerial positions. Normally the variable part
constitutas a minor part of the total remuneration package.

Cash-based long-term incentive programme

The Annuat General Meeting 2019 decided to implement step two of the modiflied
cash based long term incentive programme for maximum 85 senior managers
in the Group including the Chief Executive Officer and the persons defined as
exscutive officers. The Annual General Mesting 2018 decided to implement step
one of the programme for the same target group. The outcome of the modified
programme depends on how the adjusted EBITA margin and the growth in nat
Invoicing have develeped during the three-year period, with a 50/50 weight be-
twean the largets. This means that there will be no award during the first two
years since it is first in year three that it can be determined 1o what exisnt the
targets have been achieved. Maximum outcome is awarded when the targets
ara excetded, The rmuneration from the modified long-term incentive programme
can constitute between maximum 20 and 50 percent of the fixed remuneration
depending on position. Payment to the participants in the programme is made after
year threa and only provided that they are still emiployed at the date of payment.

The Annual General Meetings 2016 to 2017 decided to imnplement step six
to seven of a cash-based long-term incentive programme for maximum 85 senior
rmanagers in the Group Including the Chisf Executive Officer and the persons
defined as axacutive officers.

Each of the steps runs over three years and with an individual award for each
year. The award for each year is set independently from the other two years. Since
each step runs over three ysars, thres steps of the programme will always run
in parallel. in 2019 step seven, eight and nine of the programme were running
in parallet.

The final award for each step is calculated on the employee’s yearly base salary
at the end of the three-year period. The maximum award is linked to the employes’s
annual maximum variable rernuneration and is set to a percentage of the base
satary according to the following:

Maximum long-term incentive

Maximurn long-term incentive

inpercent of base salary
Maximum variable

remuneration per year Per annum In total per step over
in percent of base salary per step the three-year pericd

60% 15% 45%

40% 10% 30%

30% 8.3% 25%

25% 6.7% 20%

15% 4% 12%

The column "Per annum per step™ shows the maximum award par step and
year, Sinca three steps are running in parallel during each year the mandmurm
award in parcent during a certain year can be as large as the maximum award
in percent for a certain step during the whole three-year pericd.

The outcome of the programme is linked to the development of earnings per
share (EPS) for Alfa Laval, The EPS targets for the individual years within each
step are set by the Board of Directors at the inception of the three-year period
and are presented in the below table for the steps that were paid cut during
2019 (six) or are running {seven). In the table the EPS outcome for each year is
also presented,

© @ ~ RGN W R =

Earnings per share

Consolidated
Target and outcome
SEK 2019 2018 2017 2016
Target EPS for step:
Six N/A 8.42 B.64 7.85
Seven 7.50 6.88 6.25 N/A
EPS-utfall 13.08 10.77 7.00 8.43"

* Adjusted for comparison distorion iterms of SEX -1,500 miion,

The award is calkculated in the following way, When the EPS outcome is within
the range of 90 percent to 110 percent of the target EPS, the employee gets
the share of the maximum award that is shown in the below graph, An EPS
outcome of B0 percent or less of the EPS target gives no award and an EPS
outcome of 110 or more gives the maximum award.

75

50

. /

70 80 80 100 110 120 130
EPS outcoma in % of target EPS

% of maximum award

—— Avward

To be sligible for pay-out the employees must be in service on the award date
and the vesting dats (except in case of termination of employment due to re-
tirernent, death or disability). If the employes resigns or is dismissed befors the
and of the three-year period, the awards will lapse and the employee will not be
entitled to any pay-out. if the employee moves to a position that is not eligible
for this programma the tranches that already have been earnad are paid out
upen the change of position. Paid remunerations from the long-term incentive
programma do not affect the pansicnable incomea or the holiday pay.
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Based on the reported EPS during the pericd 2016 to 2019, the diferent steps have resulted in the following awards:

Cash-based long-term incentive plan

Consolidated

SEK milions, unless otherwise stated

Per year Accumulated

Decided by Covert X o ayable in percent
vering periocl Actual cutcome in %o of maxmum oulcome of base salary based Awards
Anpual General Payabile on 15% in variable
Step Meetlng January 1 - December 31 in Aprl 2019 2018 2017 2016 To date refmuneration Paki  Estimated
Six 2018 2016 2018 2019 NA 100.00% 0.00% 86.94% 62.31% 7.48% 17 N/A
Seven 2017 2017 2019 2020 100.00% 100.00% 100.00% NA 100.00% 12.00% N/A 29
Awards per year 10 18 10 8 Totat 17 29

The cosls for the awards per step and per year are based on estimated base safaries at the future time of payment.

Guidelines for remunerations to executive officers
The guidelines for remunerations to executive officers are established by the
Annual General Meeting. The complete guideline is found in Note 38.

The remunerations 1o the Chief Executive Officer/Managing Director are decided
by the Board of Directors based on proposals fror the Rernuneration Commiittee
according to the guidslines estabiished by the Annual General Meeting. The re-
rmunerations 1o the other members of Group Management are decided by the
Remuneration Committee according 1o the same guidelines. The principle used
when deciding the remunerations to executive officers is to cffer a competitive
rarnuneration where the remuneration packags is mainly based on a fixed monthly
salary, with an option for a company car and in agdition: to that a variabie re-
muneration of up to 40 percent of the salary {managing director up to 60 percent
of the salary). The outcome of the variable remuneration depends on the level
of lulfiiment of the established mainly financiai targets and to limited extent also
qualitative objectives. The guidelines for pension, termination and severance
pay differ between the Chief Executive Officer/Managing Director and the other
executive officers, see the below table.

The Annual General Meetings 2016 to 2017 decided to implement step six to
seven of a cash-based long-term incentive programme for maximum 85 senior

managers in the Group including the Chief Exacutive Officer and the persons
defined as executiva officers.

The Annual General Meeting 2018 to 2019 decided to impiement a modified cash
based long tenm incentive programme for maxirmum 95 senior managers in the
Group inchuding the Chief Executive Officer and the persons defined as executive
officers. The outcome of the modified programme depends on how the adjusted
EBITA margin and the growth in net invoicing have developed during a three-year
period, with a 50/50 weight between the targets. This means that there will be nc
award during the first two years since it is first in year three that it can be determined
o what extent the targets have been achieved. Maximum outcome is awarded when
the targets are exceeded. The remuneration from the maodified long-term incentive
programma can constitute between maximum 20 and 50 percent of the fixed
remuneration depending on position. Payment to the participants & the progranme
is made after year three and only provided that they are still empicyed at the
date of payment.

The Board of Directors wil propase the Annual General Meeting 2020 to implement
step three of the modified cash-based long-term incentive programme for the period
Jaruary 1, 2020 - December 31, 2022 for maximum 95 senior managers in the Group
including the Chief Executive Officer and the persons defined as executive officers.

Salaries and remunerations to Group Management

Consolidated

Group Management

Chief Executive Ofﬁcer/ President Other exacutive officers
Tom Enixon

SEK thousarnds 2019 2018 2019 2018
Salary and remunerations

Base salary 11,250 10,500 29,126 28,884

Variable salary ¥ 6,300 5,622 9,407 8,737

Cash-based long-term incentive programime ! 2,944 1,343 5.027 2.626

Other benefits » 374 310 4,228 3,234
Total salary and remuneration 20,868 17,675 47,788 43,481
Pension costs

Retiremant and survivors' pension 5,848 5,274 18.114 15.643

Life, disability and health care insurance 75 72 393 331
Total pension costs 5724 5,346 13.507 15,974
Sum including pensions 26,592 23,021 61,205 58,455
Numntrer of other executive officers at year end g8 8
Variable salary

Included Yes Yes Yes Yes

Un-guaranteed target of base salary 30% 30% Not set Not set

Maudmum of base salary 60% E0% 40% 40%
Cash-based long-term incentive programme

Included Yes Yes Yes Yes

Current year award {SEK thousand) ¥ 1,688 3,197 1.833 3,849

Vested unpaid awards at December 31 (SEK thousand) 5.063 6,189 5,799 8,087
Commitment for early retirement + No No Yes Yes
Commitment for severance pay Yas¥ Yes® Yes® Yes ©
Commitment for retiroment and survivors' pension n 8

" Refers to what was paid during the year.

2 Value of company car, housing benefit, taxable dally allowancas, holday pay and payment
for vacation taken in cash.

* Based on estimated base salaries at the future time of payment.

“ From the age of 62. A defined contribution solution for earty retirement with a prerium of 15
parcent of the pensionable salary.

 If Alfa Laval terminates his employment bafors the age of 61, he will receive 24 months’
remuneralion, between 61 and 62 he will receive 12 months' remuneration and frem 62 he
wilt racalve 6 months' remuneration,

¢ Maximurm 2 years' salary, The commitments defins the conditions that must be fulfiledin
order for them 1o become valid,
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715 not included in the TP plan. He has a detined contribution benelit comprising 50 percent
of the basa salary. In addition, he may exchange salary and variable revnunerations for a tem-
porary old age and family pension.

™ For salaries above 30 basa amounts there is a dafined contribution pension solution with a
premium of 30 percent of the pensionabla salary abovae 30 base amounts. Until May 1, 2012
the executive officers also had a special family pension that represented a supplement bet-
waan the old age pension and the family pension according o ITP, For tha persons thal were
executive officers on May 1, 2012 the special family pension has been convertad to a premi-
um based supplernentary tetirernent pehsion based or the premium level in Decembear
2011. In additicn, they may exchange salary and variable rermunerations for a ternporary old
age and famiy pension,




During 2019 one of the other executive officars in Group Management has retired
i.e. Peter Lefland as of May 1, 2019. His costs for 2019 are included in the above:
table. Dwing 2018 two of the other executive officers in Group Management retired
or left the company, Thomas Thuresson as per March 1, 2018 and Peter Balliere
as per February 1, 2018. Their costs for 2018 are included in the above table.

Board of Directors

For 2019, the Board of Directors receive a total fixed remuneration of SEK 6,445
{5,610) thousand, which is distributed among the membears elected at the Annuat
General Mesting that are not employed by the company. These Direclors do
not receive any variable rermuneration.

Note 7. Information on auditors

and auditors’ fee

The line “Group auditors” in the below table is referring to the auditors elected
at Annual General Meeting of Affa Laval AB (publ). The Annual Genaral Meetings
2018 and 2019 decided to elect EY as the Group's auditors for the coming year.

Fees and expense compensation

Consolidated
SEK millions 2018 2018
Remunerations to Board members * Audit engagements
Consolidated Group auditors 38 34
SEK thousands 2019 2018 .?::; audt firms 32 3;
Fees by function: Audit related services
Chairman of the Board 1,750 1,875 Groun auditors 4 1
Other members of the Board 585 560 P aud
Other audit fims 1 1
Supplement to: Total 2 2
Chalrman of the Audit Committes 200 175 fax Services
Other members of the Audit Committee 125 125 '
. . ) Group auditors 8 5
Chairman of the remuneration committee 50 50 .
y . Other audit fims 13 7
Other members of the remuneration commities 50 50
Total 21 12
Fees by name: Other services
Anders Nasvinger Chairman 1,800 1,725 Group auditors 5 2
Henrik Lange Member 710 665 b L
. ) Other audit firms 17 10
Heléne Mellguist Merber 710 - Total T 2
Maria Morzeus Hanssen  Member 585 - & o -
Anna Ohlsson-Leljon Member 785 685 pen _

. j Group auditors 1 2
Finn Rausing Mermber 585 735 )

N ) Other audit firms o] o]
Jérn Rausing Mernber 635 810 Total i 2
Ui wilnberg Member B35 610 Total
Margareth @vrum Member - 560 §

Totat 6445 5610 Group auditors 51 44
: - Other audit firms 31 19
* Electad at the Annual General Mesting and not employad by the company. Total 82 &3

The raported remenerations refer to the peried betwesn two Annual Genoral
Meostings.

Tha Chairman of the Board does nat have any agreernant on future retirement
of severance pay with Alfa Laval,

The audit committee and the remuneration commities have had the following
members during the last two years:

2019 2018
Audit Committas:
Chairman Anna Chisson-Leijon Finn Rausing
Other mernber Herrk Lange  Anna Ohlsson-Leijon
Other member Heléne Mellquist Henrik Lange
Remuneration committee:
Chairman Anders Narvinger Anders Narvinger
Other member U Wiinberg Utf whinberg
Other member Jérn Rausing Jérn Rausing

The members of the committees are appointed at the constituent meaeting of
the Board of Directors dirsctly after the Annual General Meeting.

An audit engagement includes examining the financial statements, assessing
the accounting principles used and significant estimates made by management,
as well as evaiuating the overall financial statement presentation. It alse inchudes
an examination in order to give an opinion on the Board’s discharge from Kabilty.
Audit related services are audit services that are outside the audit engagement,
Tax senvices refer to achices given in connection with various tax matters. All other
assignments are defined as other services. Expanses refer to reimbursements
of travel costs, secretarial services stc,

MNote 8. Comparison distortion items

Comparison distortion items

Consolidated

SEK millions 2018 2018
Other operating income

Comparison distortion income 260 151
Other operating costs

Comparison distortion costs 71 -
Net comparison distortion iterns 185 1581

The comparison distortion incorne in 2019 is relating to a realised gain at the
divestments of part of the air heat exchanger business related tc commercial/
industrial air heat exchangers in the Greenhouse division 1o the LU-VE Group.
The comparison distortion cost in 2019 is refating o a realised Joss at the di-
vestments of the last remaining Greenhouse operation sheli-and-tube Sarasota,
also known as Alfa Laval Champ, to Thermal Solutions Manufacturing.

The compartson distortion income during 2018 was relating to three items.
The divestments of the Alonte based commercial tubular heat exchanger business
and the heat exchanger systems business resulted in a total gain of SEK 26 million,
The sale of 2 property in Lima in Peru resulied in a realisad gain of SEX 70 million.
Based on a court decision in a litigation against the former owners of Ashbrook
Simon-Hartley, AFa Laval received a purchase price reduction of SEK 55 million.
The acquisition of Ashbrook Simon-Hartley took place in 2012,
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Note 9. Depreciation and amortisation

Split by function

Note 11. Interest income/expense and

financial exchange rate gains/losses

Consclidated Split on type of income/expenss or gainfloss
SEK millions 2019 2018 Consolidated
Cost of goods sold -1,556 -1,433 —
' 201 1
Salee 150 40 SEK miilions 018 2018
. . Interest incomne
Administration -221 -102 i o 0
Rasearch and development -9 -7 ‘g
) Other interest 88 116
Cther incoms and costs -117 -82 Exchange tate gains
Total 2,089 1,864 Unrealised 50 79
Realised 239 182
Split by type of asset Total 77 377
Consclidated Interest expenses
SEK milions 2018 2018 Leasing -1 -1
Intangible assets Otherinterast -221 -196
Patents and unpatented know-how 373 -381 Exchange rate losses
Trademarks -580 -631 Unrealised -24 -50
Licenses, renting rights and similar ights -4 -1 Realised -70 -92
Internally generated inlangible assets - - Total ~386 -330
Tancible atsots 98 TOZ L the Group, reported net exchange differences of GEK -288 (-571) million relating
angible agse to debis in foreign curencles have been charged to other comprehensive incoms,
Pumhasad assets These debts finance the acquisition of shares in foreign subsidiaries and act as
Buidings and ground instaliations 192 176 a hadge 10 the acquired net assets. The amount is charged with tax resutting in
Machinery -339 ~325 a net after tax impact on other comprehensive income of SEK -226 (-449) million.
Equipment -147 -129
-o7e +630 Split on type of income/expense or gain/loss
Lgasad assots Parent company
Right-of-use assels real estate -328 -8 -
) . SEK rulions 2019 2018
Rigth-of-use asset machinery -2 -3 Interest i
Rigth-of-use asset equipment -68 0 th come .
T n External companies - 0
Exchange rate gains
Sum tangible assets -1,005 -641 e ll;JInreahsed 1 1
Total -2,053 1,664 I:tms' costs
Externai companies 4] -
[ > [ Exchange rate losses
Note 10. Dividends and other financial income o
Unrealised 0 0
Total 4 1]
Spiit by type
Consolidated
SEK millions 2019 2018
Dividends from other o o}
Gain on sale of marketable securities 7 49
Fair value changes in marketable securities 25 -22
Total 32 27
Note 12. Non-controlling interests
Alfa Laval has the Tollowing subsidiaries with non-controlling interests. None of these non-controlling interests are material.
Specification of subsidiaries with non-controlling interests
SEK mifions, unless otherwise stated Non-controling interest % Attributable tonon-controlling interest
Net incoma Equity
Company hame Country of domicile 2019 2018 2019 2018 2019 2018
Alia Laval Aalborg Inddstria e Cormngéreio Ltda Brazil 0.5 05 0 0 [} 1
Liyang Sifang Staintess Steel Products Co., Ltd. China 35 35 22 19 144 119
Aalbarg Industries Water Treatment Pte. Ltd., Singapore 40 40 0 0 [ 0
Ziepack SA France 48 49 0 -1 3 2
AD Alfa Laval Polok Russia 0.0007 0.0007 o 0 8] 0
Total 22 18 147 122
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Note 13. Classification of financial assets and liabilities

Financial assets
Consalidated
Measured at
Fair vaius through Amortised cost
Valuation
hierarchy tevel Profit or loss Qther comprehensive income

SEK millions 2019 2018 2019 2018 2019 2018
Non-current assets

Other non-current assets

Other long-term securities 1and?2 78 76 - - - -
Derivative assets 2 7 7 62 36 - -
Current assets

Current receivables

Accounts receivable * - - - - 7.460 6,496
Notes receivable * - - - - 218 242
COther receivables * - - - - 3.801 3,120
Accrued income * - - - - 118 96
Derivative assets 2 a7 42 146 49 - -
Current deposits

Deposits with banks - - - - - 205 163
Bonds and other securities 1 850 435 - - - -
Debt instrurments * - - - - 4 4
Other deposits * - - - - 14 15
Cash and cash equivalenis * - - - — 5,504 4,295
Total financial assets 782 560 208 88 17,414 14,431
* Valied at amortised cost.
‘Valuation hierarchy level 1 is according to guoted prices in active markats for identical assets and iabilitias.
Vakiation hierarchy leve! 2 is out of directly or indirectly cbservable market data outside level 1.

Financial liabilities

Consolidated

Measured at
Fair value through Amortised cost
Valuation
hierarchy level Profitorloss Other comprehensive income

SEK millions 2019 2018 2019 2018 2019 2018
Non-current liabilities

Liabilities to credit institutions etc * - - - - 10,600 8,540
Lease kabilties * - - - - 1,880 14
Derivative liabilities 2 & 1 36 122 - -
Current kabilities

Liabilitigs to credit institutions etc * - - - - 1,422 3,323
Accounts payable . - - - - 3.311 2,972
Notes payabie . - - - - 128 164
Lease liabilities . - - - - 730 20
Other liabilities ‘ - - - - 4,219 3,052
Accrued costs - - - - - 2.160 2,106
Derivative liabilities 2 15 47 293 303 - -
Total financlal liabifities 21 48 329 515 24 460 20,191

* Valuad at amortised cost.

Vakuation hierarchy level 1 is according to quoted prices in active markets for identical assets and liabilities.

Valuation hierarchy level 2 15 out of drectly or indirectly observable market data cutside level t.

Derivatives measured through other comprehensive incoms only relate 1o cash
flow hedges.

All of the financial instruments above sum up either 10 the cormesponding item
in the statement on financial position or to the item specified in the notes referred
to in the statement on financial position. The tigks linked to these financial instruments
including any concentrations of risk are presented in the sections on risks on
pages 102-111.

Result of financial instruments

The result of the bonds and other curent and non-curment securities measured at fair

vahue through profit or loss is found in Note 10 as fair value changes in securities.
The result of the derivative assets measured at fair value through profit or

loss of SEK 34 (16) millicn has affected exchange gaing with SEK 34 (-) milion

and cost of goods sold with SEK - {16) million.

The resutt of financial assets measured at amortised cost is presentsd in Note
11 as other interest income for deposits with banks, other deposits and cash

and cash equivalents. The other financial assets measured at amortised cost

do not generate a result but only a cash-in of the principal amount.

The result of the derivative liabilities measured at fair value through profit or loss
of SEK -2 (-13) milian has affected cost of goods sold with SEK -2 (-) million and
exchange losses in Note 11 with SEK - {-13) rillion.

The result of the financia! fiabilities measuraed at amortised cost is presented
in Mote 11 as cther interest costs for the liabilities to credit institutions etc. The
other financial dabilities measured at amortised cost do not generate a result
but only a cash-out of the principal amount.

The result of the derivative assels and liabilities measured at fair vafue through
other comprehensive income is reported as part of other comprehensive income
in the consolidated comprehensive income statement.
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Note 14, Fair value of financial instruments

The fair value changes in shares in external cormpanies are made under other
comprehensive income and amounts to SEX 0 () miliion, see the consolidated
comprehensive income statement.

The fair value changes in marketable securities are made on the line dividends
and other financial income in the consolidated comprehensiva income staterment
and amounts to SEK 25 {-22) million, see Note 10.

The net of derivative assets and derivative liabilities in the consolidated financial
position is a net liability of SEK -88 (-426) milion, which are specifiad below:

Fair value of derivatives

Consclidated
Dxference between contracted
rate and current rate
SEK millions Currency pairs 2019 2018
Derivative assets/liabilities
Foreign exchange
forward contracts EUR usD -20 -45
EUR SEK 20 -23
EUR AUD o] [}
EUR CAD -1 2
EUR CNY 47 31
EUR DKK -1 1
EUR JPY 5 -3
EUR 5GD -1 -1
Usb CAD -1 1
Uso DKK -21 -32
ushD GBP 0 -
UsDh SEK 0 0
uso JPY 0 0
usb 5GD 1 ~1
GAD SEK 0 -1
DKK NOK 15 -
DKK SEK 1 [}
NOK EUR 0 2
NOK SER 4 -16
NOK usD -152 -269
CNY SEK -1 3
CNY usD 4 -2
AUD SEK s} -1
AUD uso a 0
JPY NOK -8 -31
JPY SEK - 0
RUB SEK 2 -4
Other Other -1 -4
Subtotal -108 -304
Currency options r -3
Interest Rate Swaps -1 ]
Metal forward contacts i5 -53
Electricity futures -1 15
Total, corresponding to a net
derivative asset {+) or liability {-) -88 -426

For currency options and electricity futures hedge accounting has not been applied.
For foreign exchange forward contracts, interest rate swaps and metal forward
contracts hedge accounting has been applied when the conditions for hedge
accounting have been fulfiled.

The fair value adjustment of derivatives is made through other cormprehensive
income if hedge accounting can be applied and the derivatives are effective. In al
other cases the fair value adjustment is made above net income. The corme-
sponding entries are made on derivative assets and liabilities and not on the
underlying financial instruments in the statement an financial position.
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Note 15. Maturity analysis of derivatives

The future undiscounted cash flows for the different types of derivatives are
shown in the following four graphs:

Maturity analysis for currency derivatives
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Note 16. Current and deferred taxes

Tax on this year's net income and other taxes

Consolidated

SEK milions 2019 2018
Major componesnis of the Group’s tax cost

Current tax cost -1,859 -1,590
Adjusstment for current taxes on prior periods -12 -18
Deferred tax costs/income on changes in

tarnporary differences 196 126
Defarred fax costs/ncome on changes in

tax rates or new taxes 2 19
Previously unrecognised tax assets related 1o tax

losses and tax credits 0 o]
Previously urrecognised deferred tax assets related

to tax losses, tax credits and ternporary differences 0 4
Deferred tax cost from the write down or reversal of a

prenvious write down of a deferred tax asset -3 129
Divicend distribution tax 0 -2
Other taxes -37 -27
Total tax cost -1,713 -1,358

Other taxes are mainly referring to wealth tax,

Tax on this year's other comprehensive income

Consolidated

SEK millions 2019 2018

Major components

Deferred tax on:
Cash flow hedges -68 111
Market valuation of external shares o o]
Translation difference -7 -28
Revaluations of defined benefit obligations 11 -60

Total tax cost 64 23

The difference between the tax costs of the group and the tax cost based
upon applicable tax rates can be explained as follows:

Tax cost reconciliation

Consolidated

SEK miflions 2019 2018
Result after financial iterms 7.221 5,896
Tax according to appiicable tax rates -1,803 -1,522
Tax effect of:

Non-deductible costs -26 -8
Non-taxable incorne 124 a3
Differences between reported official depreciation

and depreciation according to tax rules 3 5

Differences between reported other official
appropriations and other appropriations

according to tax rules 29 12
Tax losses and 1ax credits 11 32
Adjustmant for current tax on prior periods -1 -18
Adjustrment deferred tax -3 156
Dividend distribution tax o} -2
Othar -37 -27
Total tax costs -1,713 -1,359

Alfa Laval has provisions for uncertain 1ax positions and they are bocked as a

part of current tax liabilities when for instance a local tex audit or a taxation de-
cision indicate an increassed tax burden and the company makes the judgement
that the tax authority wholly or partialfly can gain success in the future litigation.

Ternporary differences exist when there is a difference between the book value

and the tax base of assets and liabilties, The Group's ternporary differences have
resulted in a deferred tax asset or a deferred tax liability relating to the following
assets and liabifties:

Deferred tax assets and liabilities

Consolidated

2019 2018
SEK millions assets  lisbilities  assets  fabilities
Relating to:
Intangible non-curment assets 7 771 5 902
Tangible non-current assets 56 194 57 153
inventory 157 43 184 40
Other current assets 5 16 18 18
Financial assets 36 46 83 27
Short term liabilities 1,674 33 1,542 140
Tax losses and tax credits * 5 - 4 1
Other 3 702 2 806
Subitatal 1,944 1.805 1,895 2,085
Possibis to net -143 -143 -140 -140
Total deferred taxes 1,801 1,662 1,755 1,945

* The Group has reported & deferred tax asset on unused tax losses and tax grants of SEK 16
(16} miflion. These unused tax |osses and tax grants are essantially not restricted in time.

in the Group there are temporary differences and unused tax losses and tax
credits of SEK 743 {715) mifion that have not resulted in comesponding deferred
lax assels, since these are not likely to be used. The temporary differences are
mainly relating to pensions, where the date of payment is so far into the future
that considering discounting and uncertainty concerning future profit levels no
asset is deemed to exist. The unused tax losses and tax grants are essentially
not restricted in time, but the tax losses that can be utiised per year can be
rastricted to a certain proportion of the taxable result,

The nominal tax rate has changed in the following countries between 2018 and
2018 or will change during 2020,

Tax rates by country

Consolidated

Parcent 2020 2019 2018
Chile 27 27 25
Colombia 33 33 34
France <}l 32 34
India 25 25 34
Haly 27 27 31
Norway 22 22 23
Slovenia 19 18 17
Sweden 21 21 22
Taiwan 20 20 17
Turkey 22 2z 20
Ukraine 15 15 18

The tax rates for 2019 and 2018 have been used lo cakulats the actual tax
each year, while the tax rates for 2020 and 2019 have been used to calculate
the deferred tax for 2019 and 2018 respectively.

The Group's normal effective tax rate is approximately 26 (26) percent
based on taxable result, and it is calculated as a weighted average based on
each subsidiary's part of the result before tax. One-time items like the ones
mantioned bHelow can however increase the {ax rate for an individual year.

121

3
2
3
4
5
[}
7
8
9




Tax cost per country

Consolidated
2019 2018

Earnings before Eamings before

tax and recoived tax and received
SEK milllions (unless otherwise stated) dividends Taxcost Tax percentage (%) dividends Taxcost Tax percentage (%)
Top ten countries
Sweden 2,050 -401 19.6% 2,083 -504 24,4%
Norway 1,680 -370 22.0% 1,058 =227 21.4%
China 1,263 -330 26.1% 868 -166 22 8%
Natherlands 1,090 -289 26.5% 157 -71 44.8%
india 425 -138 32.5% 335 -121 36.0%
Denrnark 415 -68 23.7% 243 -53 21.7%
france 251 -88 35.1% 270 -82 30.4%
Japan 165 -61 37.1% 208 -76 36.7%
USA 277 -59 21.3% 466 25 -5.3%
Brazil 134 -4 306% 122 -42 34.2%
‘Total top ten countries 7,750 -1,875 24.2% 5,780 -1,347 23.2%
Other countries
With a positive result a4 -246 26.1% g0 -222 22.4%
With fosses -375 -14 3.7% -69 -5 7.4%
Tota! all countries 8,316 2,135 25.7% 6,711 -1,574 23.4%
Consolidation entries
Elimination of appropriations -519 110 21.2% -218 a7 21.8%
Amortisation of step-up values -980 180 19.4% -1,038 235 22.6%
Adjustment of deferred taxes relating to step-up
values due to reduced company taxes - - N/7A - 35 N/A
Central provisions and consolidation adjustments 404 122 -30.2% 439 -102 23.2%
Total 7,221 -1,713 23.7% 5,806 ~1,358 23.0%

The above table presents the earnings before tax and received dividends, the
tax cost and the tax percentage per country for the top ten countries separately
and the cthers grouped under profit generating and loss-making respectively and
the consolidation entnies in order to arrive at the total. The local resutts include
appropriations. The reasan why the result is before received dividends is that
thase mostly are non-taxable. The top ten countries are defined as the ten
countries with the highest tax cost in 2019. The comparison figures 2018 are
for these ten countries, although they might not have been among the ten

countries with highest tax cost also in 2018.

Observe that indiidual companies in the top ten countries and in the group with
a positive result can report lossas. The group with losses can contain individual
companies with profits. Also observe that the presented result is without comaction
for any non-deductible costs and non-taxable revenues outside received tax
{ree dividends. The tax percentage for the LS. in 2018 has been affected by
revaluation of future tax deductions with SEK +130 million.
Cornpanies with losses in countries without 1ax pocling might bave unused
tax losses that have not resulted in a comrasponding deferred tax asset, since

these are not likely to be used. The lack of such a deferred tax income in these
cases has an impact on the tax percentage in the concerned countries.

Note 17. Goodwill and step-up values — acquisition of businesses

The aliocation of step-up vaiues to tangible and intangible assets and the residual goodwill in effect means that all acquisitions are valued at market. In order to
separate oyt this valuation effect Alfa Laval kicuses on EBITA, where any amortisation of step-up values is excluded. The developmeant of these step-up values and

any goodwill is shown in the table below.

Movement schedule
Consolidated

Opening balance Planned depreciationy Tranglation Closing balance
SEK millions 2019 Acquisitions amortisation diffarence 2019
Buildings 282 - -33 7 256
Land and land improvermnents -63 - - -9 =72
Fatents and unpatentad know-how 1,338 60 -367 46 1,078
Trademarks 2,480 — -580 54 1,854
Subtotal step-up values 4,038 60 -880 98 3.218
Goodwil 20,537 22 - 553 21,112
Total 24,575 82 -8B0 651 24,328

During 2019 the Group has not recorded any impairment losses related to step-up values.

There is no deferred tax liability calculated on the goodwill, The defarred tax liability on the other step-up values is SEK 595 {764) million.

For assets sold, net gains or losses are recognised on the cost basis including any related step-up value.

The next table shows each acquisition separately. Any later adjustrments to the aliocations are referred to the ofiginal year of the acquisition. The figures for the
allocations are based on the prevailing rates at the time the transactions took place and any change in exchange rates until December 31, 2019 is shown as a
translation difference. The comesponding presentation by asset type is found in Notes 18 and 19,
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Acquisition of businesses since 2000

Consolidated
. Patents and
SEK mrilions Land and land ungatented Total step-up
Yoar  Businesses Buildings improvements Inventory  know-how  Trademarks Other values | Goodwill Total
2000 Alfa Laval Holding 1,058 -228 349 1,280 461 1,112 4,023 3,683 7,706
2002 Danish Separation Systerms - - - - - - - 118 118
2003 Tofteforg 1 - - - — - 1 35 36
2005 Packinox - - [:] o8 183 - 288 253 541
2006 Tranter 17 - 6 180 265 - 468 530 998
2607 AGC Enginesnng - - - - 12 - 12 20 32
Helpman 9 8 - 36 - - 53 4 a7
Publc offer Alfa Laval (india) - - - - - - - 447 441
DSO Fluid Handiing - - - - 39 - 39 42 a1
Fincoil - - — 233 - - 233 241 474
2008 Heyer Promix A/S - - - - - - - 16 16
Nitrite India Pvt Ltd - - - - - - - [ ]
Stangarg Refrigeration - - 5 166 - - 171 162 323
Pressko AG - - 1 - - - 1 ] 70
Hutchison Hayes Separation - - 1 95 43 - 145 a8 19
P&D's Plattvirmevidarservice - - - - - - - 10 10
Ageratac - - - - = - - 44 44
2000 Two providers of parts & service - - - - 2931 - 201 210 501
Onnuri Industriat Machinery - - - 40 39 - 79 48 127
HES Heat Exchanger Systems - - - 83 - - 83 59 142
Public offer AlfaLaval (frctia) - - - - - - - 311 an
Termatrans - - - - 7 - 7 6 13
Trarter acquisitions in Latin Amenca - - - - 20 - 20 16 36
1S Mix - - - 22 - - 22 - 22
LHE - - - 208 297 - 595 344 639
2010 Champ Products - - - 15 14 - 29 2 31
Aleading UL.S. service provider - - - - 134 - 134 82 216
G.5 Anderson - - - 35 - - 35 23 58
Astepo - - - 24 15 - 30 8 47
Si Fang Stainless Steel Products - - - 27 16 - 43 42 85
Definox - - - 4 5 - g 2 Ah!
Olry - - 37 58 32 - 127 - 127
2011 Service company intha .S, - - - - 150 - 180 126 276
Aaborg Industries 248 - - 430 860 - 1,538 3,630 5,168
2012  Vortex Systems - - - 148 - - 148 225 373
Ashbrook Simon-Hartjey - - - 86 - - 86 55 141
Gamajet Cleaning Systems. - - - 47 - - 47 37 84
Air Cooled Exchangers (ACE) - - - 585 - - 585 346 931
2013 Niagara Blower Company - - - 202 - - 202 203 405
2014  Frank Mohn AS - - 38 1,160 3,793 - 4,991 9,831 14,822
CorHex Corp - = - 15 - - 15 - 15
2018 Aftermarket company {separation) - - - - a3z - az 24 56
K-Bar Parts LLG - - - - 16 - 16 - 16
2019 Ajrec - - - 60 - - B0 22 82
Accumulated during the period
Realised -542 122 -435 - - -123 978 - G878
Write down -6 -9 - -89 -5 - -109 -581 -690
Planned depreciation/gmortisation -536 - - -4,626 -4,719 -993 -10,874 -612 | -11,486
Translation difference 7 35 1 365 -52 4 360 943 1,303
Closing balance 256 =72 - 1,076 1,954 - 3,216 21,112 24,328

The acquisition of the Alfa Laval Holding AB group in connection with the acquisition by tndustri Kapital of the Alfa Laval Group from Tetra Laval on August 24,

2000 is shown on the first row.

*Other” relates to step-up values from 2000 for *Machinery™ of SEK 548 mifion and *Equiprment” of SEK 452 million that have been fully depreciated or realised,
for “Research and development” of SEK 54 million and “Capita gain (industrial Flow)” of SEK 42 million that have been fully realised and for “Construction in process’

of SEK 16 miillion that has been transterred to “Machinery”.

Acquisition of businesses

During 2018

On December 18, 2018 Alfa Laval announced that it has signed an agreement to
acquire Airec — a Malmd, Sweden-based innovation company with patented
technology for dimple asymmetry heat exchangers. The new company will be in-
tegrated into the Brazed & Fusion Bonded Heat Exchangers unit of the Energy
Division, The acquired techntiogy represents untapped opportunities in combina-
tion with Alfa Laval’s existing heat transfer know-how, manufacturing footprint and
global market presence. The transaction was closed on January 2, 2019,

The purchase price is SEK 100 milion, out of which SEK 60 million has been paid
in cash and SEK 40 million is retained for a period of 1-2 years. The retained
part of the purchase price is contingent on certain warranties in the contract
not being triggered or that certain profitability goals are fulfiled. The outcome
can be anything between SEK O million and SEK 40 milion, but the probable
outcome is SEK 20 million, which is also the fair value since the contingent
consideration is to be paid in cash, The coslts directly linked to the acquisition
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(fees to lawyers, due diigence and assisting counselj come In addition to this and
have amounied to SEX 1 millicn, which is reported as other aperating costs. The
impact on the cash fiow is thus SEK -81 million. Qut of the difference betwsen
the purchase price paid and the net assets acquired SEK 60 million is allocated to

Note 18. [ntangible non-current assets

Patents and unpatented know-how

patsnts and un-patentad know-how, while the rasidual SEK 22 million is allocated Consofidated
to goodwill. The goodwillis relating 10 estimated synergies in procurement, logis- SEK milions 2019 5018
tics and corporate overheads and the company’s ability to over time recreate ils
intangible assets. The value of the goadwil s stil prafiminary. The step-up value for  hecumulated acquisition values
patents and un-patentad khow-how is amortised over 10 years. From the date Opening balance 817 5.808
of the acquisition the company has added SEK 13 million In orders received Purchases 3 0
and SEK 11 million in invoicing to Alfa Laval. At the end of December 2019, the Acquisition of businesses 60 -
number of employees was 10. Sales/disposals -9 -
All acquirad assets and liabilities were reported according to IFRS at the time Translation difference 168 283
of the acquisitions. Closing balance 6,393 6,171
During 2018
Affa Laval acquired 13 perosnt of the shares in the newly created technology com- Ag“",‘"'“;;d amortisation 0504 4235
pary Malta Inc for SEK 72 mifion. The company has developed an innovative energy pening balance ' '
storage solution to substantially grow the implementation of renewable energy. Bales/disposals 9 -
Reclassifications 0 I
Impairment testing Amortisation of step-up value -367 -375
An impairment test has been performed at the end of 2018 indicating that there Amartisation for the year -6 -6
is not any need to write down the goodwill. Translation difference -121 -188
Thres of Affa Laval's operating segments, the threa business divisions *Energy”, Closing balance -5,280 -4,804
“Food & Water" and "Marine” have been identified as the cash-generating units
within Alfa Laval, Techrically a recently acquired business activity could be followec
independently during an initial period, but acquired businesses are normally in- Ciosing batance, net book vafue 1,104 1,367
tegrated into the dwisions at a fast rate, This means that the independent
traceability is lost fairly soon and then any independent measursment and testing
becomes impracticable. Trademarks
The recoverabie amount of the cash-generating units is based on their value Consolidated
in use, which is established by calculating the net present value of future cash flows. SEK millions 5019 2018
The net present value is based on the projected EBITDA figures for the next five —
years, less projected invastments and changes in operating capital during the Amu@"'“‘“ acquisition values
same period and thersafter the perteived expected average intustry growth rafe. Opening batance 6,942 B.675
Translation difference 182 267
This projection is based on the following components: Closing balance 7,124 6,942
- The projection for 2020 is based on the Groups normal 12 month revolving
"Forecasi” reporting. This is based on a very large number of rather detailed Accumulated amortisation
assumptions throughout the organisation concerning the business cycke, vol- Opening balance -4,468 -3.673
urne growth, market initiatives, product mix, currency rates, cost development, Reclassifications 6 -5
cost structure, R3D etc. Armnortisation of stap-up values -580 -631
-~ The projection for the years 2021 till 2024 is based on Management's general Amortisation for the year - ¢
assumptions concerning the business cycle, volume growth, market initiatives, Translation difference -128 -158
product mix, currency rates, cost development, cost structure, R&D eic, Closing balance -5,170 -4,468
~ The projection for the years 2025 and onwards is based on the perceived
expected average industry growth rate. Closing balance, net baok valus 1,854 2,474
The assurmnptions used for the projections reflecl past experences or informa-
tion from external sources. Licenses, renting rights and similar rights
The used discount rate is the pre-tax weighted average cost of capital (WACC) -
of 9.19 (8.56) percent, Gonsolidated
There exists no reasonabiy possible change in a key assumption in the im- SEK millions 2019 2018
pairment test that woulkd cause the carrying amount to excesd the recoverable Accumulated acquisition values
amount. The reason is that the recoverable amounts with a very good margin Opening balance 223 211
exceed the carrying amounts. Due to this a sensitivity analysis is not presented. Purchases 1 8
Alfa Laval does not have any intangible assets with indefinite useful lives Sales/disposals A2 3
other than goodwill. s
Reclassifications -6 [
Goodwill has been alfocated to the following cash-generating units: Translation difference 4 9
Closing balance 210 223
Goodwill )
- A d amortisation
Consolidated Opening balancs -191 74
SEK millions 2019 2018 Sales/disposals 12 2
Energy 3.584 3,456 Reclassifications 1 -4
Food & Water 2637 2,561 Arrortisation for the year -4 11
Marine 14,891 14,526 Translation gifference 5 -4
Total 25,112 20,537 Closing balance -187 181
Closing balance, net book value 23 a2
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Internally generated intangible asssts

Machinery and other technical installations

Consaolidated

Censolidated

SEK milions 2019 2018 SEK millions 2019 2018
Accumulated acquisition values Accumulated acquisition values
Gpening balance - - Opening balance 7.219 7.043
Acquisition of businesses 5 - Purchases 335 297
Expenses 43 - Transfer to disposal groups - -115
Translation difference - - Saies/disposal -281 -234
Closing balance 54 - Reclassifications 331 6
Translation difference 209 222
Accumulated amortisation Closing balance 7,813 7,218
Opening balance - -
Amortisation for the year -1 - Accumulated amortisation
Translation difference - - Opening balance -5,464 -5,554
Closing balance -1 - Sales/disposals 227 200
Transfer to disposal groups - 56
Closing balance, net book value 53 - Reclassifications 19 337
Depreciation for the year -339 -325
Internally generated intangible assets are referring to capitalised I costs and Wiita-down o 2
aceuired capitalised development cost related to R&D, Translation difference 110 76
Closing balance -5,676 -5,464
Goodwill
Consofidated Closing balance, net book value 2,137 1,755
SEK millions 2019 2018
A;c;:$:;a;ael:n1<;qulsiﬂon valies 21,710 20,898 Equipment, tools and installations
Goodwillin connection with acquisition Consolidated
of businesses 22 - SEK milions 2019 2018
Translation difference 580 821 Accumuiated acquisition values
Closing balance 22,33% 2,719 Opening balance 2,811 2,702
Purchases 153 160
Accumulated amortisation Sales/disposal -130 -82
Opening balance -1,182 -1,123 Reclassifications 2 -59
Translation difference -37 -59 Transiation difference 70 a0
Closing balance -1,219 -1,182 Closing balance 2,806 2,811
Closing balance, net book value 21,112 20,537 Accumuiated amortisation
Opening balance 2,178 -2,136
Sales/disposals 113 65
Note 19. Property, plant and equipment Reclassifications 34 85
Depreciation for the year -147 -12e0
Real estate Wme‘d‘_)wn y o 0
- Transtation difference -58 =74
Cansolidated Closing balance -2,236 2,178
SEK millions 2019 2018
Accumultated acquisition values Closing balance, net book value 670 633
Opening balance 5,402 4,034
Purchases 164 305
Sates/dispesal -29 -15
Wrile-down -24 -
Reclassiications 368 15
Translation difference 161 163
Closing balance 6,042 5,402
Accumulated amortisation
Opening balance -2,819 -2,569
Sales/disposals 25 0
Reclassifications -5 2
Depreciation of step-up value -33 -32
Depreciation for the year -159 -144
Translation difference -103 -86
Closing balance -3,094 -2,819
Closing balance, net book value 2,048 2,583
HNon-current assets held for sale
Within Alfa Laval these assels are normally relating 1o real estats.
A small property in France is empty and has been for sale for several
years. 1t is not expected to be sofd within the next year.
This means that no properties have been re-classified as current assets 195

held for sale.
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Construction in progress and advances to suppliers concerning

property, plant and equipment

Consolidated

SEK miilliong 2019 2018
A fated isiti |
Opening balance 634 300
Purchases 632 722
Reclassifications =771 -341
Translation difference 10 -47
Closing balance 505 634
Closinyg balance, het book value 505 634
Right-of use asset real estate
Consolidated
SEK mifions 2019 2018
Accumuiated acquisition values
Opening balance 193 185
IFRS 16 adjustment 2463 -
New or adjusted leases 266 -
Sales/disposal -24 -
Reclassifications -100 -
Translation difference 55 8
Closing balance 2,383 193
Accumulated depreciation
Opening balance -69 -58
Sales/disposals 16 -
Reclassifications 4 -
Depreciation for the year -328 -8
Translation difference -15 -2
Closing balance -302 -69
Closing balance, net book value 2,401 124
Right-of use asset machinery
Consolidated
SEK millions 2019 2018
Accumulated acquisition values
Opening balance 40 38
IFRS 16 adjustment 30 -
New or adjusted leases 17 -
Sales/disposal [u] -
Reclassifications o] -
Translation difference 0 2
Closing balance 87 40
Accumulated depreciation
Opening balance -38 -34
Reclassifications o} -
Depreciation for the year -21 -
Transiation difference 0 -
Ciosing balance -58 -38
Closing balance, net book value 28 2
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Right-of use asset equipment, tools and installations
Consolidated

SEK millions 2018 2018
Accumulated acquisition values
QOpening balance 4 3
IFRS 16 adjustment 178 -
New or adjusted leases 62 1
Sales/disposal -6 Q
Reclassifications -3 o]
Translation difference a 0
Closing balance 235 4

Accumulated depreciation

Gpening balance -3 -3
Sales/disposals 2 o]
Reclassifications -2 -
Depreciation for the year -68 ¢
Translation difference 0 ¢}

Closing balance =7 -3

Closing balance, het book value 164 1

Note 20. Other non-current assets

Sharss in subsidiaries, joint ventures and other companies

Consolidated Parent company
SEK millions 2019 2018 201¢ 2018
Shares in subsidianies - - 4,668 4,669
Shares in joint ventures 63 44 - -
Shares in other companies 78 76 - -
Total 141 120 4,669 4,669

Alfa Laval does not hold any shares in unconsolidated structured entities.

The consolidated financial statements inckide the parent company Alfa Laval
AB (publ) and the subsidiaries in which it has a decisive influence, which in afl
cases refer to companies where the parent company directly or indirectly had
an ownership of mare than 50 percent during the period. These are consokidated
according to the purchase method and are refermed to as subsidiares. Most of
the subsidiarias are owned o 100 percent and only 5 (6} companies have non-
controling interests, see Note 12. The subsidiaries are displayed in the table
on page 127-129. Since all consolidated companies are owned to mors than
50 percent there is no risk that judgements if a decisive influence exists or not
at ownerships below 50 percent means that companies from time o time are
included or not included in the censolidation,

Alfa Laval also has interests in 3 {3) small joint ventures that are consolidaled
according to the equity method since no decisive influence exists. These are
displayed in a separate table oni page 129. The risks associated with foint ventures
are basically businass oriented and are not materially different than the risks
linked to subsidiaries, with one exception. The exception relates to the risk of
disagresing with the other joint venture partner concerning for instance larger
investrnents, financing and future direction for market penetration and product
development, which could result in a sub-optimal development of the operations.
Since Alfa Laval's joint ventures are of marginal significance for the Group as a
total this risk Is judged to be small.



-

The share of capital in the below tables is in all cases the same as the share of voting rights. 2
The below specification of shares contains some simplfications, for instance in connection with ownership in muttiple layers or when the ownership is spit 3
on several owners or at cross-hokdings. This is in order not to unnecessarily burden the presentation. A complete specification of sharas can be crdered by

contacting Alfa Laval's head office in Lund or via the Swedish Companies Registration Office (Bolagsverket). 4
Specification of shares In subsidiaries 5
Registration Number of Share of Book value 6
Company name number  Domicie shares capital % SEK milions 7

Affa Laval Holcing AB 556587-8062 Lund, Sweden 8,181,000 100 4,481
Alfa Laval NV Maarssen, Netherlangs 887,753 100 - 8
Alta Laval Inc. Newmarket, Canada 1,000,000 67 - o

Alfa Laval 8.A. DECV. Talrepantla, Mexico 45,057,057 100 -

Alfa Laval S.A. San Isidro, Argentina 1,223,967 95 -

Alfa Laval Ltda Sao Paulo, Brazil 21,129,066 100 -

Frarma do Brasil Ltda. Rio dge Janeirc, Brazil 14,850 4.67 -

Alla Laval SpA Santiage, Chile 2,735 100 -

Ashbrook Chile S.A. Santiage, Chile 579,089 100 -

Ala Laval S.A. Bogeta, Celombia 12,195 106 -

Alfa Laval S.A. Uima, Peru 4,346,832 100 -

Inmobiilaria Tanguis S.A.C. Lima, Feru 1,489 100 -

Ala Laval Verezolana S A. Caracas, Venezuela 16,000 100 -

Alffa Laval Oiffield C.A. Caracas, VenezLela 203 81 -

Alfa Laval Taiwan Ltd Taipei, Taiwan 1,493,904 100 -

Alfa Laval (China) Ltd Hong Kong, China 79,999 100 -

Affa Laval {Jiangyin) Manufacturing Co Ltd Jiang Yin, China 100 -

Alfa Laval Flow Equipment (Kunshan) Co Ltd Jiangsu, Chima 30 -

Alfa Laval Flow Equipment (Kunshan) Co Ltd Jiangsu, China 70 -

Alfa Laval (Shanghai) Technologies Co Ltd Shanghai, China 100 -

Wu MCD Gasket Co t1d Jiang Yin, China 100 -

Tranter Heat Exchangers (Beiing) Co Ltd Beijing, China 100 -

Liyang Sifang Stainless Steel Products Co., Uid Livang Gity, China BS -

Alfa Laval Iran Ltd Teheran, lran 32,983 100 -

Framo Korea Ltd Busan, South Korea 5,000 25 -

Alfa L aval Industry (PVT) Ltd t ahore, Pakistan 119,110 100 -

Alta Laval Philippines Inc. Makati, Phiippines 72,600 100 -

Alfa Laval Singapors Pte tid Singapore 5,000,000 100 -

Affa Laval (Thailand} Ltd Bangkok, Thailand 1,199,99¢ 100 -

Alfa Laval Middle East Ltd Nicosia, Cyprus 40,000 100 -

Alfa Laval Servica Oparations Qatar L1 C Doha, Qatar 9,800 49 -

Alfa Laval Banelix NV/SA Brussels, Belgium 98,284 100 -

Alfa Laval EOCD Sofia, Bukgaria 100 100 -

Affa Laval Slovakiz S.R.O. Bratislava, Sfovakia 1 -

Ala Laval Spol S.R.O. Prague, Czech Republic 20 -

Alfa Laval Nordic CY Espoo, Finland 20,000 100 -

Alfa Laval Nedarand BV Maarssen, Netherlands 10,000 100 -

Aifa Laval Benelux BV Maarssen, Netherlands 20,000 100 -

Hetprman Capital BV Breda, Netherlands 35,578 100 -

Helpman Holding BV Naarden, Netharlands 80 100 -

Alfa Laval Groningen BV Groningen, Netherands 15,885 100 -

PHE Holding AB 556306-2404  Lund, Sweden 2,600 100 -

Tranter Heat Exchangers Canada Inc. Edmonton, Canada 100 100 -

Tranter Latin America S.A, de GV, Queretars, Mexico 49,999 100 -

Tranter Industria e Comércio de Equipamentos Lida Sao Paulo, Brazil 2,018.370 100 -

Tranter Indlia Pvt {td Pune, India 3,009,999 100 -

Alfa Laval Indfia Pvt Ltd Pune, india 1 0 -

Alfa Laval Korea Ltd Seoul, South Korea 36,400 10 -

Alfa Laval Koraa Holding Company Lid Chungnam, South Korea 13,318,600 100 -

Alta Laval Korea i.1d Seoul, South Korea 327,600 90 -

Alfa Laval Corhex Ltd Daeaiaon, South Korea 50,000 100 -

{HE Co. ttd Gim Hae, South Korea 4,560,000 100 -

Tramter Heat Exchangers Middle East (Cyprus} Ltd Nicosia, Cyprus 20,000 100 -

Tranter International AB 5566569-1764  Vérersborg, Sweden 100,000 100 -

Muttbran AB 556662-3988  Lund, Sweden 2,723 100 -

Alfa Laval India Pvt Ltd Pune, India 1 o -

Breezewind AB S56773-6532  Lund, Sweden 1,000 106 -

Alfa Laval India Pvt Ltd Pune, India 1 4] -

OCO0 Tranter CIS Moscow, Russia 10G -

Alfa Laval Corporate AB 556007-7785  Lund, Sweden 13,920,000 100 -

Alfa Laval 5.A. San ksidro, Argentina 84,419 5 -

Tranter Latin Amenca S.A. de C.V, Queretaro, Mexico 1 [} -

Definox (Beijing) Stainless Steel Equipment Ltd Baijing, China 100 -

Alfa Laval (Kunshan) Manufacturing Co Ltd Kunghan, China 100 -

Alfa Laval india Pvt Ltd Pune, india 17.832,712 100 -

Tranter India Pvt Ltd Pune, India 1 0 -

PT Affa Laval Indonesia Jakarta, indonesia 16,240 100 -
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Specification of shares in subsidiaries, continued

Registration Number of Sharg of Book value
Gompany name number  Domicile shares capital % SEK milkons
Alfa Laval Malaysia Scdn Bhd Shan Alam, Malaysia 10,000 100 -
Alfa Laval d.o.0. Trzin, Slovenia o 100 -
Affa Laval Kalding A'S Kolding, Denmark 40 100 -
Alfa Laval Nordic A/S Rédovre, Denmark 1 100 -
Alfa Laval Copenhagen A/S Soborg, Denmark 1 100 -
Alfa Laval Nakskov A/S Nakskov, Denmark 242,713 100 -
Alfa Laval Aalborg A/S Aalborg, Denmark 2,560,972 100 -
Alfa Laval Aalborg Indastria e Comércio Lida Petropolis, Brazii 5.960,400 98,5 -
Aalborg Industries Lida i, Brazi 4,644,373 100 -
Alffa Laval Aaiborg Litd Shanghai, China 100 -
Alta Laval Qingdao Ltd Jiaozhou Gity, China 100 -
Aalborg Industries Engineering Bhd Kuala Lumnpur, Malaysia 100 -
Aalborg Industries Water Treatment Pte Lid Singapore 4,800,000
Alfa Laval Aalborg Oy Rauma, Finland 3,000 100 -
Alfa Laval Nijimegen BV Nijmegen, Netherlands 182 100 -
Alfa | aval Aaiborg Holding Pty Lid Neorh Wyoryy, Australia 2,875,010 100 -
Alfa Laval Aalborg Pty id North Wyong, Ausiraka 225.000 100 -
Alfa Laval Olmi SpA Suisio, ftaly 500,000 100 -
Alfa Laval Italy Sl Milan, aly 33.3 -
Alfa Laval Nordic AS Oslo, Norway 100 100 -
Framo AS Nesttun, Norway 55,347,605 100 -
frame do Brasil Ltda. Ric das Janeiro, Brazil 303.002 95.33 -
Framo Shanghai Ltd. Shanghai, China v 100 -
Framo Korea Ltd Busan, South Karea 15,000 75 -
Frame Singapere PTE Lid. Singapore 1,000,000 100 -
Framo Nederlard BV Spikenisse, Netherlands 500 100 -
Frarmo Nippon KK Tokyo, Japan 800 100 -
Framo Fusa AS Fusa, Norway 86,236 100 -
Framo Holsney AS Frekhaug, Norway 25,000 100 -
Framo Flatey AS Frekhaug, Norway 45,330 100 -
Framo Services AS Nesttun, Norway 10,000 100 -~
PHE Holding AS Nesttun, Norway 45,000 100 -
Alta Laval Norgic AB 556243-2061  Tumba, Sweden 1.000 100 ~
Alfa Laval Treasury nternational {(publ) AB 556432-2484  Lund, Sweden 50,000 100 -~
Alfa Laval India Pvt Ltd Pune, India 1 4] ~
Alfa Laval Europe AB 556128-7847  Lund, Sweden 560 100 ~
Alfa Laval Lund AB E56016-8642  Lund, Sweden 100 100 -
Alfa Laval India Pvt Lt Pung. India 1 0 ~
Alfa Laval International Engineering AB 556039-8934  Lund, Sweden 4,500 100 -
Alta Laval Tumba AB 556021-3893  Tumba, Sweden 1,000 100 -
Alfa Laval Oitfeid C.A. Caracas, Venezuela 47 19 -
AQO Alfa Laval Potok Koroljov, Russia 31,092,892 100 -
Alia Laval Makine Sanayii va Ticaret Ltd Sti Istanbul, Turkey 27,004,755 99 -
Alfa Laval SIA Riga, Latvia 125 100 -
Alfa t aval Australia Pty Lid Homebush, Australia 2,088,076 100 -
Alfa Laval New Zeefand Pty Lid Hamilton, New Zesland 3,000 100 -
Alfa Laval Holding BV Maarssen, Netherlands 60,035,631 100 -
Alfa Laval (Pty) Lid Isando, South Africa 2.000 100 -
Alfa Laval A (Pty) Lid isando, South Africa 100 100 -
Alfa Lavai Skovakia S.R.0. Bratlisiava, Slovakia 99 -
Alfa Laval Spol 5.R.0. Prague, Grech Republic 80 -
Alfa Laval Holding SAS Saint-Priest, France 2,000.000 100 -
Alfa Laval France & North West Africa SAS Saint-Priest, France B606.700 100 -
Alfa baval Moatti SAS Elancourt, France 24,000 100 -
Alfa Laval Spiral SAS Nevers, France 79,899 100 -
MCD SAS Guny, France 71,300 100 -
Alfa Laval Vicarb SAS Grenoble, France 200.000 100 -
Canada Inc. Newrnarket, Canada 480,000 100 -
Alfa Laval Inc. Newmarket, Canada 481,600 33 -
SCI du Companil Grenoble, France 32,165 100 -
Alfa Laval Packinox SAS Paris, France 348,115 100 -
Zigpack SA Paris, France 37,71 51 -
Tranter SAS Nanterre, France 100 -
Definox SAS Clisson, France 10,000 100 -
Alfa Laval Holding GmbH Glinde, Germany 1 100 -
Alfa Laval Mid Europe GrrbH Wiener Neudor, Austria 1 100 -
Tranter Warmstauscher GrnbH Guntramsdort, Austria 100 -
Alfa Laval Mid Europe GrmbH Glinde, Germany 1 100 -
Tranter GmbH Artern, Gerrmany i 100 -
Alfa Laval Mid Europe AG Dietlikon, Switzerland 647 100 -
Alfa Laval AEBE Holargos, Greece 807.000 100 -
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Specification of shares in subsidiaries, continued

Registration Number of Share of Book value

Company narne number  Domictie shares capitai % SEK milions
Afa Laval Kft Budapest, Hungary 1 100 -

Alfa Laval SpA Monza. Italy 1,992,276 99 -

Alfa Lavat taly Sré Milan, Haly 66.7 -

Alfa Laval Polska 8pz.o.0. Warsaw, Poland 7,600 100 -

Alfa Laval Krakéw Sp.z.o.o. Krakow, Poland 80,080 100 -

Alfa Laval (Portugal) Ltd Linda-A-Vetha, Portugal 1 -

Adfa Laval SRL Bucharest, Romania 38,566 00 -

Alfa Laval Iberia SA Madrid, Spain 99,998 90,999 -

Alfa Laval (Portugal) Lid Linda-A-Velha, Portugal 1 o0 -

Alfa Laval Holdings Ltd * Camberlay, UK 14,053,262 100 -

Alfa Laval Ltd * Cambertay, UK 11,700,000 100 -

Tranter Ltd * Doncaster, UK 10,000 100 -

Alta Laval Eastbourne Lid * Eastbourne, UK 10,000 100 -

Alta Laval Ashbrook-Simon Hartley Lid * Newcastle-under-Lyme, UK 2 100 -

Alfa Laval Makine Sanayit ve Ticaret Ltd Sti Istanbut, Turkey 1 1 -

Alfa Laval USA Inc. Richmond, Virginia, USA 1,000 100 -

Alfa Laval US Holding Inc. Richmond, Virginia, USA 180 100 -

Alfa Laval Inc. Richmond, Virginia, USA 44,000 100 -

Affa Laval Wood Dale LLC Richmond, Virginia, USA 100 -

Niagara Blowser Cormpany Inc Buffalo, New York, LISA 4,000,200 100 -

Framo Houstor Inc. La Porte, Texas, USA 5,000 100 -

Alfa Laval US Treasury Inc. Richmond, Virginia, USA 1.000 100 -

DSO Ruid Handling inc. Irvington, New Jersey, USA 100 100 -

AGC Heat Transfer Inc. Bristow, Virginia, USA 1,000 100 -

Tranter inc. Wichita Falls, Texas, LISA 1,000 100 -

MCD Gaskets Inc. Richrmond, Virginia, USA 1,000 100 -

Hutchisen Hayes Separation Inc. Houston, Texas, USA 1.000 100 -

Definox nc. New Barlin, Wisconsin, USA 1,000 100 -

Alfa Laval IC Disc Inc Richmond, Virginia, USA 1,000 100 -

Alfa Laval Férsékrings AB 516408-0682  Lund, Sweden 50,000 300 -
Alfa Laval Lida Sao Paulo, Brazil 2 h] -
Tranter industria e Comércio de Equipamentos Lida Sao Paulo, Brazil 1 4] -
Alfa Laval Benekux NV/SA Brussels, Belgium 2 ] -
Alfa Laval SpA Monza, Italy 20,124 1 -
Alfa Laval [beria SA Madrid, Spain 1 0.001 -
Alfa Laval Ukraine Kiev, Ukraine 100 -
Alfa Laval India Pvt Lid Pune, India t 0 -
Ala Laval Vietnam LLC Ho Chi Minh City, Vietnam o] 100 -
Alfa Laval KK Tokyo, Japan 1,200,000 100 208
Total 4,889

* Thesa five companies registered in England and Wales are exempt from the Companies Act 2006 requirements relating to the audit of their iIndhidual accounts by virtue of Section 4794 of
the Act as Alfa Laval AB (publ) has guaranteed the subsidiary companies under Section 479C of the Act.

Specification of shares in joint ventures

Registration Nurmnber of Share ot Bookvahe

Company name number Domicile shares capital % SEK milions
Alfa Laval Holding AB

Alfdex AB 558647-7278 Botiyrka, Sweden 1.000 50 57
Alfa Laval Corporate AB

AlfaWal AB 556723-6715 Botkyrka, Sweden 500 50 8
Alfa Laval Ltd

Rolls Laval Heat Exchangers 1td Waolverhampton, UK 5,000 50 O
Total 83

129

1
2
3
4
5
&
7
8




Specification of shares in other companies

Company name Domicile Number of shares Share of capital %  Book value SEK thousands
Alfa |_avai US Holding Inc.

Malta Inc USA 8,000,000 13 74,762
Alfa Laval Aalborg Lida

Tractebel Brazil 1.268 100

Elektrobras Brazil 7,107 135
Alfa Laval Philippines Inc.

Philippine Long Distance Telephone Philippinas B20 15
Alta Laval Nordic OY

As Oy Koivulantie TA Finland 1 324

Helsinki Halli Finland 4 147
Alfa Laval NV

Dalian Haven Automation: Co Ltd China 102 43 932
Framo Nederand BY

Triangle (Air} Freight Forwarders BY Netherlands. 12 33 2,004
Framo Flatey AS

Nordhordaland handverk og industrilag AS Norway 50 4 27

Meland arbeids- og kompetansesanter Norway 3 3 3
Affa Laval Tumba AB

Smedhilsan Ekonomisk Férening Swecien 22
Alia Laval Corporate AB

European Development Capital

Corporation (EDCC) NV Guracaco 36,129 0

Multiprogress Hungary 100 3 3]

Kurose Chemical Equipment Ltd Japan 180,000 11 0

Poliopriveda former Yugoslavia 0

Tecnica Argo-Industrial S.A. Mexico 490 49 0

Adela Investrment Co S.A, {praference} Luxembourg 1.911 0 0

Adela Investment Co S A. Luxembourg 1,911 0 0

Mas Dairies Ltd Pakistan 125.0C0 5 g
Total 78,581

None of these other companies with a share of capital of 20 percent or mare are accounted for as asscciates since they are dormant or have very limited activites

and Alfa Laval does not have a significant influence according to IAS 28 item 6.

Note 21. Inventories

Type of inventory

Consolidated
SEK millions 2019 2018
Raw materials and consumatles 3,364 2,864
Work in progress 2.535 2.676
Finished goods & goods for resala, new sales 2519 2,050
Finished goods & goods for resale, spare parts 1,406 1,357
Advance payments to suppliers 253 306
Total 10,077 9,253
A considerable part of the inventory for spare parts is carried at net realisable vatue.
Obsolescence related to inventories amounts to and has changed as follows:
Obsolescence
Consolidated

Translation Reversal of
SEK millions January 1 difference Write-clown previous write-down December 31
Year:
2018 1.214 41 325 -337 1,243
2019 1,243 28 294 -312 1,251

The Group’s inventories have been accounted for after deduction for inter-company gains in inventory due to internal sales within the Group. The inter-company

profit reserve at the end of 2019 amounts to SEK 576 (507) million.
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. 2
Note 22. Accounts receivable
3
Accounts receivable with a maturity exceeding one year of SEK 204 (149) million have not been accounted for as non-current assets as they are not intended for
4
permanent Lse.
Accounts receivable are reporied net of provisions for bad debts. The provision for bad debts amounts to and has changed as follows: 5
]
Bad Debts
Consolidated 7
New provisions Unused 8
Translation and increase of Amounts amounts  Change due to
SEK millions January 1 difference existing provisions used reversed discounting December 31 9
Year:
2018 4234 13 107 -118 -53 0 386
2018 386 10 275 -143 -162 0 366

The amount of accounts receivable being overdue is an indication of the risk the company runs for ending up in bad debts. The percentage is in refation to the total
amount of accounts receivable,

Accounts receivable - averdue

Consolidated
SEK millions 2019 % 2018 %
Overdue:
Maximum 30 days 837 1.2 680 1086
More than 30 days but maximum 90 days 588 79 487 75
More than 90 days 538 7.2 513 7.8
Total 1,963 26.3 1,890 28.0
21
Provision for ifetime expected credit losses
Consoligated
Accounts and notes For credit risks that have
receivables / Other increased significantly Related to objective
receivables Recordad at inception  since initial recognition  evidence of impairment Total
SEK millions 2015 2018 2010 2018 2019 2018 2019 2018 2019 2018
Accounts and notes receivable
Undue 6,039 5424 5 8 7 B5 31 28 43 i1
Overdue 1-30 days 837 690 4 ] Q 1 3 3 4 5
Overdue 31-60 days 364 338 - - 9 5 5 2 14 7
Cverdue 61-90 days 224 48 - - 3 19 20 4 23 23
Overdue 91-365 days 372 312 - - 64 67 45 27 100 94
Overdue >366 days 166 201 - - 70 76 61 70 131 146
Total 8,002 7,114 [ 9 153 233 165 134 324 376
Other recelvables
Contract assets 2,485 1,919 18 - 19 2 4 8 41 10
Financiat lessor receivable 5 7 - - 1 - - — 1 -
Total 2,470 1,028 18 - 20 2 4 8 42 16
Note 23. Other short-term receivables
Split on type and maturlty
Consolidated
SEK millions 2019 2018
Notes receivable 218 242
Financial lessor receivable 5 7
Revenue recagnition ahead of progress invoicing 2,424 1,909
Other receivables 1,372 1,204
Total 4,018 3,362
Of which, not due within one year:
Notes receivable 0 2
QOther receivables 24 32
Total 24 34

Other recetvables relate to a wide range of other receivables, including balanced invoicing relating to satisfied performance obligations that have not yat been
invoiced (where the revenus recognition is ahead of the progress invoicing), VAT receivables, receivables on governments for export inctements, recefvablas on
personnel, rent receivables etc.,
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Note 24. Prepaid expenses and accrued income

Spiit on type

Consolidated

SEK miflions 2019 2018
Propaid expenses 333 309
Accrued income 18 96
Total 451 405

Note 25, Other current deposits

Split on type and maturity
Consolidated
SEK miflions 2618 2018
Deposits with banks 205 163
Bonds and other securities 654 439
Other deposits 14 15
Total 873 617
Ot which, not due within ane year:
Deposits with banks 8 7
Other deposits 3 3
Total 11 10

Note 26. Cash and cash equivalents

The item cash and cash equivatents in the statement on financial position and in the cash-flow statement is mainly relating to bank depasits and lquid depasits,

Note 27. Defined benefit obligations

The Group has defined benefit commitments to empioyees and former employees and their survivors. The benafits are referring to old age pension, survivor's pansion,
disability perision, health care and severance pay.

The defined benefit plans are in place in Austria, Belgum, France, Germany, India, Indonesia, ltaly, Japan, Mexico. the Netherlands, Norway, Philippines, South Africa,
Sweden, Switzerand, Tawan, the United Kingdom and the United States. Most pians have been closed for new participants and replaced by defined contribution
plans for new employees,

Risks
Tne cost for defined bensfit obligations are impacted by several factors that are outside the control of the company, such as the discount rate, the return on plan
assets, future salary increases, the development of the average length of life and the claim rates under medical plans, The size of and the developrnent of these
costs are tharefore difficutt to predict. According 1o the 1AS 19 all of thess remeasuremsants are reperted in other comprehensive income.

The following tabie prasents how the net defined benefit liability is arrived at out of the present values of the different detined benefit plans, less the fair valug of the
plan assets.

Net defined benefit llabliity

Consolidated

SEK millions 2019 2018
Present value of defined benefit obligation, unfunded -3,177 ~1,158
Present vaiue of definext henefit abligation, funded -6,289 -5,567
Present value of defined benefit obligation at year end -7,476 -6,725
Fair value of plan assets 5,225 4,644
Net defined benefit liabikty -2,251 -2.081
Less disallowed assets due to asset ceiling - -
(-} liability/(+) asset at December 31 -2,254 -2,081

The net plan cost for the defined benefit plans describes the different cost elements of the plans. The net plan cost is reported in the consolidated comprehensive
income statement on the lines where parsonnel costs are reported. The interest cost/income is not part of the financial net, but instead just a way 1o categorize the
components of the net pian cost, All remeasurements are reported in other comprehensive income and will never be reclassified to net income.
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Total plan cost

Consolidated 3

SEK riflions 2019 2018 4

Net plan cost 5

Current service cost =111 -83

Net interest cost/income .55 50 B

Past service cost/income from plan amendments and curtaliments and gains and losses on seltiements 23 2 7

Net plan (-} cost/(+} income -143 -154

Rsmeasurements 8

Actuarial losses/gains arising from changes in demographic assumptions 85 42

Actuarial losses/gains arising from changes in financial assumptions -505 146

Actuarial losses/gains arising from changes in experience 25 jee]

Return on plan assets less interest on plan assets 277 -87

Change in disallowed assets due 1o asset ceiling - -

Other comprehensive Income {OCI) -138 200

Total plan cost -281 48

The following table presents how the present value of the defined benefit liability has changed during the year and lists the different components of the change.
Present value of defined benefit liability

Consolidated

SEK millions 2019 2018
Prasent value of defined benefit liability at January + 6,725 5,739
Sold businesses - 2
Translation difference -333 -2ve
Currant service cost -1 -63
Interest cost -185 -173
Employee contributions. -5 -5
Actuarial losses/gains arising from changes in demographic assumpticns 65 42
Actuarial logses/gains arising from changes ih financial assumptions -505 146
Actuarial losses/galns arising from changes in experience 25 2]
Past service cost/income from plan amendments and curtailmenis ang gains and josses on settlements 23 -2
Benefit payments 275 272
Settlement payments 0 5
{-) Hability at December 31 -7,476 -6,725

The liability has the following duration and maturity:
Duration and maturity

Consolidated

2019 2018
Weighted average duration of the defined benefit obligation (years) 13 13
Maturity analysis of benefit payments {non-discounted amounts) SEK millions
maturity < 1 year 294 235
maturity > 1 <5 years 1,189 1,048
maturity > 5 < 10 years. 1.584 1,458
maturity > 10 < 20 years 2,935 2,772
maturity > 20 years 4,897 4,784
The follwing table presents how the fair value of the plan assets has developed during the year and lists the components of the change.
Fair value of plan assets
Consofidated
SEK mnillions 2019 2018
Far value of plan assets at January 1 4,644 4,448
Translation difference 242 177
Employer contributions 148 213
Empioyse contrioutions 5 5
Interest on plan assets 130 114
Return on plan assets less interast on plan assets 277 -87
Benefit payments =221 -226
Settlement payments 0 o]
{+) asset at December 31 5,225 4,644
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The plan assets are spiit on the following types of assets:

Spiit of plan assets

Consolidated

SEK miillions 2019 2018
GCash and cash equivalents 328 318
Equity instruments 976 804
Debt instruments 2,604 2,297
Real estate 243 236
Invastrment funds 1.074 989
Fair value at Decernber 31 5,225 4,644
The plan assets are in all essentials valued at quoted market prices in active markets.

The table below presents how the net defined benefit iakility has changed and the factors affecting the change.

Neot definet benefit liability/asset

Conhsolidated

SEK millions 20198 2018
Defined benefit liability/asset at January 1 -2,081 -2,29
Sold businesses - 2
Translation difference -1 -102
Net plan cost ~143 -154
Employer contributions 148 213
Remeasurerments {other cormnprehensive income} -138 200
Benefit payments, unfunded plans 54 48
Settlernent payments, unfunded plans 0 5
{-) liability/(+) asset at December 31 -2,25% -2,081

The gross plan assats and grass defined benefit kabilities of sach plan are ¢ ba reported as a net armount. The following table shaws how the net asset and the net ii-

ability are cakcutated.
Gross defined benefit liability/asset
Consolidated
SEK mifions 2019 2018
Assets
Fair value of plan assets 5,225 4,644
Less disallowed assets due to asset ceiling - -
5,226 4,644
Netting -5.155 -4,607
Assets in tonfl ial position T0 ar
Liabilities
Present value of defined benefit obligation at year end -7.476 -6.725
Netting 5,155 4,607
Provision in 1t on i ial position -2,321 2,118
Tha weighted averages for the more significant acluarial assumptions thal have been used at the year-end ars:
Actuarial assumptions
Consgclidated
2018 2018
Discount rate (%) 2.1 2.8
Expected average retirement age (years) 63 83
Life expectancy for a 45-year-old male (years) 82 82
Life expectancy for a 45-year-old female {years) 85 85
Claim rates under medical plans (36) 5 5
Expectad rate of salary/wage increase {%}) 3 3
Change in health care costs (%) 5 5
index for future compensation increases (%) 2 2
Future contributions
Consaolidated
SEK millions 2020
Expected employer contributions to the plan for the next cakendar year -192
Expected smployer contributions for the next calendar year to multi-employer plans reported as defined contribution plans -27
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The following table presents how the defined benefit pension schemes are distributed on different countries.

Regional sphit
Consolidated

United United Nether-
SEK milions, unless otherwise stated States Kingdom lands Gemmany Norway ltaly Belgiurn Cther Total
Net defined benefit liabHity
Present value of the defined benefit obigation, unfunded -807 - - -206 -6 -18 - -340 1,477
Present valus of the defived benefit oblgation, funded -800 -3.470 -2 - -B79 - -88 -340 -6,296
Presentvalue of the definad benefit obligation at vear end -1,407 -3.470 -7e -206 -88G6 -18 -89 -680 -7,478
Fair valire of plan assets 859 2,308 720 - 875 - 62 311 5,225
Net defined benefit Kability -548 -1,072 -1 -206 -10 -18 -27 -369 -2,251
Less disaliowed assets due to asset ceiling - - - - - - - - -
{-} liability/{+) assat -548 -1,072 -1 -206 -10 -18 -27 -360 -2,251
Net plan cost -27 -42 -7 -3 -16 o -2 -48 -143
Remeasurements (OCH 73 -193 -1 -24 ] - -6 4 -138
Sensitivity analysis*
Discount rate decreased by 1% point -139 -697 -159 -10 -114 - 5 -106 =1,22%
Life expactancy increased by 1 year -80 -181 -26 -1 -27 - 0 =11 ~316
Expected average retirement age decreasad by 1 year -6 - - 0 o] - 1 -7 -12
Claim rates under medical plans increased by 1 % point -3 - - - - - - - -3
Expected rate of salary increases increased by 1% point 0 -64 - - -20 - -1 -26 -121
Medical costs increased by 1% point 30 - - - ~ - - o )
Index for future compensation INcreases increased
by 1% point o} -104 -56 -22 103 — - -7 -202
Cost for actuarial services -2 -2 0 0 -1 o 0 [+ -5
Number of participants in the plans at
December 31
Current employees {active members) 1,096 89 111 1 139 - 13 2,560 4,000
Current employees (only vested value for closed plans) 16 - 35 3 1 122 - 10 187
Former employess that are not yet pensioners 89 352 234 6 - - 54 - 745
Pensicners 1,343 677 97 220 371 - - 81 2,789
Total 2,544 1,128 477 230 511 122 67 2,651 7,730
Aemaining service pericd
Average remaining service period tor active members
(years) 8 8 11 5 4 - 14 7 1

* How much would the present value of the definec benefil cbligation at December 31 increasa if the {all other things being equal):
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Note 28. Other provisions

Movement schedule
Consolidated
Translation  New provisions and increase Unused amounts

SEK milliohs January 1 difference of existing provisions Amounts used reversed December 31
2018
Claims & warranty 1,318 38 734 -578 -146 1,366
Deterred costs 135 4 jeb} -58 -43 129
Restructuring 462 -1 12 -107 -8 358
Onarous contracts 99 1 45 -38 -22 85
Litigations 281 0 50 -127 -3 201
Other 360 15 227 -146 -31 455
Total 2,685 57 1,159 -1,054 -253 2,504
Of which:

current 2,024 1,929

non-current 661 665
2019
Claims & warranty 1,366 15 628 ~470 -79 1,460
Deferred costs 129 3 108 -43 -44 153
Restrucluring 3568 0 89 -278 -3 166
Onerous contracts 85 ¢] a7 -16 -7 99
Litigations 201 s} 106 -107 o 200
Other 455 9 271 -304 -7 424
Total 2,504 27 1,230 -1,218 -140 2,502
Cfwhich:

current 1,829 1,863

non-current 665 639

Unused amounts reversed refer 10, among other ftems, changed classifications and reversals of provisions mada in prior years that have not been used.

Each type of provision entails everything from a few up o a karge numbar of different items. it is therefore not praclicable or particulady meaningtul to specify the
provisions item by item. As indicated above a clear majority of the provisions will result in disbursements within the next vear.

Claims & warranty refers to claims from custormners according to the conditions in issued warranties. The claims concern technical problems with the delivered
goaods or that promised performance has not baen achieved.

Ceferred costs are partly costs that are known but nos yet debited at the time of invoicing, partly costs that are unknown but expected at the time of invoicing.
The provision for deferred costs is charged 1o costs of goods sold in order to get a comrect phasing of the gross margin.

Provisions for restructuring are usually relating to closure of plants or closure or maove of production lines, businesses, functions etc. or reduction of the number
of employees in connection with a downturn In the business climate. The provisions for restructuring are affecting approximately 95 (175) employees.

The provision for onerocus contracts is relating to orders where a negative gross margin is expected. Frovisions are made as soon as a final ioss on the order
can be expected. This can in exceptional cases happen alreadly at the time when the order is taken. Normally this provision is refating to farger and corfipiex orders
where the final margin is more uncertain.

The provision for litigations refers 1o ongoing or expected legal disputas. The provision covers expected legal costs and expected amounts for damages or settlements.

Other refers to miscellaneous provisions that do not fall within any of the above categories.

Not 29. Borrowings and net debt

The changes in the loans during the year are explained by the following lable:

Net debt Loans

Consolidated Consplidated

SEK millions 2019 2018 SEK millons  January 1 Cashflows Exchange rate effects December 31

Cradit institutians 166 262 Year:

Swedish Export Credit 2.318 2,246 2018 12.496 -1,012 379 11,863

European tnvestment Bank 1,203 1,180 2019 11,863 -144 303 12,022

&r:l]’;t;ﬁgds 2:23 8 133 The loans are distributed among currencies as follows:

Interest-bearing pension liablities 0 o Maturity of loans by currency

Total dabt 14,642 11,897 Consolidated

Cash and cash equivalents and current deposits -6,467 -4,912 Curent Non-current

Net debt * 8,175 £,985 SEK millions 2019 2018 2018 2018

' Currency:

* Alternative performance meastres. &AL 1 15 R _

Lease liabliities have increased by SEK 2,766 million as per January 1, 2019 CAD - - - -

due o tha inftial application of IFRS 18 Leases, which affects the figures at DK - - - 1

December 31, 2018, Earlier only capitalised financial leases were reported on EUR 27 3,159 10,588 7,311

this line, INR g9 13 _ _
PLN 104 139 - -
SEK - - 12 8
usb 1,271 - - 1,220
Total 1,422 3,323 10,600 8,540

Of which, not due within five years: - _

136 The maturity structure of the loans is presented in the bar chart in the section
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Maturity analysis for loans
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Bl Negative cash flows

Loans with floating interest rate
Loan from credit institutions
Alfa Laval has a senior credit facility of EUR 400 miillion and USD 544 million,
cormasponding to SEK 9,270 milkon with a banking syndicate. At December 31,
2019 the facikty was not utilised. The faciity matures in June 2021.

The interest is based on applicable IBOR plus a mark-up based on the relation
between net debt and EBITDA and how much of the facility that is utilised.

At year end the mark up is 35 (40) basis points.

Bilateral tarm loans with other lenders

Alfa Laval has a bilateral term loan with Swedlish Expert Credit that Is split on
one foan of EUR 100 milion that matures in June 2021 and loan of LJSD 136
milion that matures in June 2020, comesponding to SEK 2,318 millicn in total.
Tne joans accnie interest at floating rate based on applicable IBOR plus a
mark-up of 85 and 80 basis points respectively.

Alfa Laval also has a bilateral term loan from the European Investment Bank
of EUR 115 miflion that matures in June 2021, corresponding to SEK 1,203
milion. The loan accrues interest at floating rate based on EURIBOR plus a
mark-up of 45 basis points.

Corporate bonds
Alfa Laval has repaid corporate bonds of EUR 300 milion, with floating interest
rate that matured in September 2018.

Interast leve! of loans with floating interest rate

The senior credit facility and the bitateral term loans accrue interest at floating
rate. At the end of 2019 the loans were accruing interest in the range of 0.10
% —2.73 % (0.21 % ~ 3.62 %). The average Interest rate at the end of 2019
was 1.25 {0.82) percerd. The Group has chosen to hedge 16 (12} percent of
the loans to fixed interest rate. with a duration of 3.0 (10.8) months.

Loans with fixed rate
Corperate bonds and commercial papers
The comporate bonds are listed on the Irish stock exchange and consist of one
tranche of EUR 500 million, with a fixed interest rate of 1.495 percent based on
a coupon of 1.375 percent that matures in September 2022 and & new
trancha of EUR 300 millicn, with a fixed interest of 0.308 percent based on a
coupon of 0.250 percent that matures in June 2024, The new tranche was
raised to refinance the tranche of EUR 300 million. with floating interest rate
that matured in September 2019,

The commarcial paper programme of SEK 2,000 million was not utilised at
December 31, 2018, When utilised, the interest is fixed at inception and is
based on STIBOR flat.

Transaction costs

The transaction costs in connection with raising the loans or issuing the bonds
have been capitalised and are being amortised over the maturity of the loans.
At the end of the year the capitalised amount was SEK 20 (16) milion. The cument
year's cost for the fee amortisation is SEK -9 (-9) million.

Average interest and currency duration
The average interest and currency duration for alt loans including derivatives is
30.1 (22.2) menths at the end of 2018,

Financial covenanis
The syndicated loan and the bilateral term loans with Swedish Export Credit and the
European kvestrment Bank ams linked 1o one financial covenant that must be fulfiled
throughout the life of the loans. The covenant refers to the relationship between
net debt and FBITDA in combination with the current official Alfa Laval rating.

If the covenants are not fulfiled, the lenders are entitied to demand immediate
repayment of the loans, provided that the breach is not temporary. Afa Laval
has fuffiled the covenants with a good margin ever since the loans were raised.

Note 30. Other current liabilities

Split by type
Consolidated
SEK millions 2019 2018
VAT liabilities, employee withholding taxes 2;m 185
Progress invoicing ahead of revenue recognition 1,452 670
Other non-interest bearing fiabiliies 2,566 2,197
Total 4,219 3,052
Note 31. Accrued costs and prepaid income
Split by type and maturity
Consolidated
SEK millions 2019 2018
Accruals for social security 385 369
Reserve for severance pay 206 198
Accrued interest expenses 27 23
Other accrued expenses 1,642 1,545
Prepaid income 138 281
Total 2,208 2,387
Of which, not due within one year:
Accruals for social security 37 35
Reserve for severance pay 161 142
Other accrued expenses 121 8
Total 319 186

Note 32. Pledged assets and contingent

liabilities

Split by type
Consolidated
SEK millions 2019 2018
Pledged assets

Other pledges and similar commitmeants 10 11
Total 10 11
Contingent liabilities

Discounted bitls 2 5

Perforrnance guarantess 1,470 1,719

Other contingent liabilities 1,045 o917
Total 2,517 2,641

As of December 31, 2019, the Group had sold receivables with racourse totalling
SEK 2 (5} million. These are disclosed as discounted bills above.

Other contingent liabilities are among other items referring to bid guarantees,
payment guarantees to supplers and retention money guarantess.
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Note 33, Transactions with related party

Tatra Pak within tha Tetra Laval Group is Alfa Laval's single largest customer with
5.4 {5.2) percent of nel sales. In June 1999, Tatra Pak entered into a purchasing
agreement with Alfa Laval that governs the distribution, research and develop-
rnent, rmarket and sales information, use of trademarks and intellectual property.
The foliowing areas shall be agreed upon from time to time between represent-
atives of the parties: products that are subject to the agreement, prices and
discounts of such products, geographical markets and product areas where
Tetra Pak is Alfa Laval's preferred distributor, the right of Tetra Pak to affix its
frademarks to Alfa Laval products, sales goals for Tetra Pak in defined geo-
graphical markets, products and technologies that are the focus of joint research
and development and the ownership rights of the research and deveiopment
result and use of market and sales information. The agreement aims at the ap-
plications within iquid food where Tetra Pak has a natural market presence
through the deliveries of packaging squipment and packaging material,

The agreement has a 12-month period of notice. The prices Tetra Pak re-
ceivas are not lower than the prices Alfa Laval would obtain when seling to a
comparabile third party. The prices are fixed on a calendar year basis.

Alfa Laval rents premises to Delaval in Russia. The total rent income for this
amounts to SEK 2 (2) million,

The Board of Directors for Alfa Laval AB {(publy has two representatives from
Tetra Laval — Jorn Rausing and Finn Rausing.

At year-end, Alfa Laval has the following balance iterns against companies
within the Tetra Laval group (Tetra Pak and Del.aval).

Receivables on/payables to related parties

Consolidated
SEK millions 2019 2018
Receivables:
Accounts receivable 185 206
Other receivables - i
Liabllities:
Other liabilties 6 1

Alfa Laval has had the following transactions with comparnies within the Tetra Laval
group (Tetra Pak and Delaval).

Revenuoas/expensas from related parties

Consolidated

SEK millicns 2019 2018
Net sales 2,533 2,117
Other operating income 2 2
Note 34. Interests in joint ventures

Alta Laval owns 50 percent in three different joint ventures: Rolls Laval Heat
Exchangers Ltd with Rolls Royce as partner, Alfdex AB with Concentric as
partner and AlfaWall AB with Wallenius as partner. None of these joint ventures
are of material importance and for that reason no disclosures are made of each
individual joint venture. instead disclosures in aggregate are made on the camying
amaunt of Alfa Laval's interests in these individually mmaterial joint ventures.
See the below tables.

Since joirt ventures as from 2014 are consclidated according to the equity
method in FRS 11 "Joint arangements”, the amounts in the foliowing two tatles
are no longer part of Alfa Laval's statements over consolidated comprehensive
income and consofidated financial pasition.

Assets/Habilities

Joint ventures

SEK millions 2019 2018
Gurrent assets 120 94
Non-current assets 38 18
Currert fiabilities 73 51
Non-current liabilities 21 14
Contingent liabilites 37 36
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Revenues/expenses

Joint ventures

SEK millions 2018 2018
Net sales 263 251
Cost of gnods sold -182 -165
Other aperating income ARR| 60
QOther operating costs -162 -126
Financial net -1 O
Resuit befors tax 29 20
Taxes -7 -
Net income 22 15
Other comprehensive income -2 0
Coimprehensive InGome 20 15

Instead the application of the equity rmethod means that the net income in the
joint ventures is booked irto one line in the operating Income. Tha counter en-
try is an increase or decrease of the valus of shares in joint ventures. Received
dividends reduce the value of the shares in joint ventures.

Interests in joint ventures

Consolidated

SEK millions 2019 2018
Comprehensive income 20 15
Received dividends 2 2
Shares in joint ventures 63 44
The effect on comprehensive income is the samae as the net income,

Note 35. Disposal group

Disposal groups

Consolidated

SEK millions 2012 2018
Assets

Property, plant and equipment - 59
Inventories - 166
Accounts receivable - 275
Other receivables - 26
Financial assets - G
Total - 526
Liabilities

Accounts payable - 120
Advances from customers - 44
Other liakilities - 187
Financial liabilities - Q
Total - 351

On December 12, 2018 Alfa Laval announced that it had signed an agreement
to sell part of its air heat exchanger business related to cormmercialindustrial
air heat exchangers in the Greenhouse division to the LU-VE Group. The trans-
action was closed on May 1, 2019, The oparation was during the pericd
December 12, 2018 1o April 30, 2019 reported as a disposal group held for
sale according to IFRS 5. This means that all assets and liabiities relating to
this operation are presented separately in the staterment of financial position.
The balance sheet iterns are measured at the lower of their book valuss and
fair values less costs to sell, except for deferred tax items and defined benefit
obligaticns. Since the transaction was estimated to result in a realised gain, no
write down to fair value has been necessary.



Note 36. Leasing

Right-of use assets and lease liabilities increased by SEK 2,766 million as per January 1, 20719 due to the initiat applcation of IFRS 16 Leases.

In the annual report for 2018 the total future minimum leasing fees for operating leases were slated as SEK 2,256 million. The main reason for the difference to
SEK 2,766 milion is that the right-of-use asseats are based on longer expected lease terms, where the leasing fees however have been discounted, The service fees
are also excluded from the right-of-use assets as well as some short-term leases and low value leases together with other leases that are not material for Alfa Laval.

For further information on the right-of-use assets, sae Note 19.

The leasing perods are between 1 and 25 years. The latter figurs relates to a very limited number of properties. Normally the maximum leasing period is 10 years
for buildings and 3-5 years for all other assets,

The weighted average incremental borrowing rate used to discount the value of the lease liabitties during 2019 is 2.84 percent, which in all ratenal respects corme-
sponds to the rate used to calculate the opening leasing liabilty of SEK 2,766 mifkon.

Leasing disclosures

Consolidated

SEK millions 2019 2018
Lesses

Financial position

Right-of-use assets 2,683 127
Lease liabilitios 2,620 24

New or adjusted leases 375 1

Income statement
Deprociation 417 11
interest cost on lease kabilties ~71 A

Expenses

Expense for not capitalised short-term leases a1
Expense for not capitalised leases of low-value assets not included in above line &
Expense for not capitalised leases of low-value assets according to Alfa Lavals higher materiality thresholds not included in above lines 12
Expense for variable lease payments not inciuded in lease liabilities 1

Cashflow
Total cash outflow for all leases, including Jeases that are not capitalised, excluding non-lease components 536

Lessor
Financial position
Financial lessor receivabile 5 7

Income statement

finance income

Income from subleasing

Income from variable lease payments not included in financial lessor receivable
Lease income from operating leases

- out of which variable lease paymerts not dependent on an index or a rate

o - O C o

Maturity analysis of lease liabilities and receivables
Consolidated

Lease payments by
Lease payments by the lesses including Finance lease payments  Operating lease paymeants
the lesses sarvice foes roceived by the tassor received by the lessor

SEK millions 2019 2018 2019 2019
Maturity in year:
2M5 N/A 516
2020 444 422
2021 421 341
2022 389 268
2023 327 191
2024 297 N/A
Later 1,142 562
‘Total 3,020 2,260
Unearned finance income
Discounted unguaranteed residual value

$

N/A

RO OO =~ 0

alo|lo|lco = 4 a4 4 2
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Effect of IFRS 16 on

Consolidated
Estimated at
December
SEK millions 20193 31,2018
Fullyear result 2019
Effect on operating income
Laasing fees not expensed ary longer 536 458
Depreciation on right-cf use assets -7 -416
19 43
Eftect on financial net
Interest on leasing liability -7 -60
Net effect on result before tax 48 -17
Note 37. Revenue recognition from contracts with customer
Revenue recognition from contracts with customers
Censolidated
SEK millions 2019 2018
Income statement
Net sales from:
Contracts with customers 46,477 40,628
Loasing 40 38
Total net sales 46,517 40,666
Net sales from contracts with customers with a contract duration of:
< 1year 42,299 35,713
> 1year 4178 4,915
46,477 40,628
Porformance obligations towards customers satisfied:
ata point in time 40,477 35,949
“over time 6.000 4.679
46,477 40,628
Additional information;
Net sales:
included in contract lability at January 1 1.014 909
from pertormance obligations satisfied or partially satisfied in previous periods 381 339
Amortisation of capitalised costs to obtain or fulfil contracts with external customers - -
Impairrment losses - _
Assets
Accounts and notes receivables, contracts with external customers 7449 6,506
Accounts and notes receivables, external, other 229 232
Contract assets 2,424 1,809
Capitalised costs 1o obtain a contract with a customer - -
Capitalised costs to fulfila contract with a custonter - -
Liabilities
Contract liabilities 5721 5,801

Net sales por Businass Division, per geography and per product is shown in Note 1, 2 and 3. Since contracts with custorers account for 99.8 percent of net sales

and leasing less than 0.1 percent the figures are shown for total net sales in these notes and not separately for contracts with customers.

A contract asset is Alfa Laval's right to considaration in exchange for goods or services that Alfa Laval has transferred to a customer when that right is conditioned
on something other than the passage of fime (for example, Alfa | aval's future performance). It could be balanced invoicing relating to satisfied performance obligations
that have not yet been invoiced (where the revenua recognition is ahead of the progress invoicing} and inventory linked to revenue recognised over time (like work

in progress).

A contract liability is Alla Laval's obligation to transfer goods or services to a customer for which Alfa Laval has received consideraticn (or the amount is due) from
the customer. It could be advance payments and balanced invoicing relating to unsatisfied performance obligations that have beer invoiced (where the progress

invoicing is ahead of the revenue recognition).

140



Note 38. Remuneration policy for executive officers

The axecutive officers, i.e. the CEQ and other members of Group Management
reporting 1o the CEQ, falt within the provisions of this pokcy. The policy is forward-
looking, i.e. applicable o remuneration agreed, and amendments to remuneration
already agreed, after adoption of the policy by the annual general meeting in
April 2020. This policy does not apply to any remuneration decided or approved
by the general mesting. The policy is substantially in ine with the poficy adopted
in 2019, but more detailed due 1o new legislation,

A prereguistle for the successful implementation of the company's business
strategy and safeguarging of its long-terrn interests, including its sustainability,
is that the company is able to recruit and retain qualified personnel, consequently
it is necessary that the company offers market competitive remuneration.

For information regarding Alfa Laval’s business strategy, please visit
www.alalavat.com/Anvestors/in-brief/#xaa

This policy enabiles the company to offer the executive officers a competitive
total remuneration. The remuneration shaill be on market terms and may consist
of the following components: fixed base salary, variable cash remuneration (in-
cluding STI and LTIP}, pension Senefits and other benefits. The components,
their purpose and fink to the company’s business strategy are described below.

The decision-making process to determine, review and implement the policy
The Board of Directors has esteblished a Committes within the Board (tha
Reruneration Committee), with the tasks of preparing, within the Board of
Dirsctors, the policy for remuneration for executive officers. The Board of
Diractors shall propese a revised policy at least every fourth year and submit it
to the general meeting, The policy shall be in force until a new policy is adopted
by the ganeral meeting.

Unless otherwise statedt herein, the Board of Directors shall resotve on matters
regarding remuneration and employment provisions for all other executive officers.
The Cornmittee shall continuously report to the Board of Directors. The CEO
and the other executive officers shall not be present when their respective
remuneration terms are decided.

Additionally, the general meeting may — irrespective of this policy — resolve
on, among other things, share-reiated or share price-related remuneration,

Fixed Base Salary

Purpose and fink to strategy

Supports the attraction and retention of the best talents. Ensures competitiveness while controlling fixed costs to maximise efficiency

Operational Details

—Normally reviewed annually and increases will usually be effective from 1 January or following a change in responsibilities,
- Thea Remuneration Committee will consider, among other things, the Tokowing parameters when reviewing fixed base salary:
- Economic and salary conditions and trends
- The individual's performance and responsibilities
- Base salaries and total remuneration at other companies that operate in the same markets, typically berchrnarked aganst similar roles.

Variable Cash Remuneration

A portion of the total rermuneration for the executive officers is linked to business performance so that total remuneration willincrease or decrease in line with performance, thus pro-

motirg the company's business strategy and long-term interests.

Annual Short-Term Incentive (ST

Purpose and link to strategy

To incentivise and create focus on the delivery of annual financial and strategic criteria.

Operational Details

mined targets.

- The performiance criteria, weighting and targets are to be proposed by the Remuneration Committee annually and approved by the
Board of Directors. Targiets shall be set by reference 1o the company’s operating plan and historical and projected performance.

- The outcore of criteria for awarding STl is to be measured over a period of cne year and depend on the degree of fulfiment of predeter-

— The Beard of Directors shall hava the possibility, under applicable law or contractual provisions, subject to the restrictions that may apply
under law or contract, to reclaim in whole or in part STl paid on incomect grounds (sc—called claw-back).

Opportunity Levels The maximum opportunity for STEcan amount up 1o 40% of fixed base salary. For the CEQO the maximum opportunity can amount up
e 60% of fixed base salary, The Remuneration Committee shallhave the possibility 1o review the oppertunity levels in order 1o ensure
market competitivenass.

Parformance criteria The STiplan awards shalf be based on mainly financial criteria. The criteria shall be designed so as to contribute to the company's

business strategy and long-term interests.
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Long Term Incentive Plan (LTIF)

Purpose and link to strategy Give extra focus on the long-term value craation for tha shareholders.

Operational Details - An annuaj grant of the LTI, with a three-year performance period, can be decided by the Board of Directors each year,
—Payment to the participants of the program are made afler yaar three, provided, that they aro still employed at the date of payment.

—The Board of Directors shall have the possibility, under applicable law or contractual provisions, subject to the restrictions that may
apply under law or contract, to reclaim in whole or in part LTIP paid on incorrect grounds {so-called claw-back).

- In the evant of a restructuing of the Company or any other extraordinary event which the Remuneration Committes consicers will
affect the value of an award, the method of calculating the proportion of the maximum value of the award which will be paid to a
Participant on vesting may ba adjusted in such manner as the Remuneration Committes shall determine to be fair and reasonabie.

Opportunity Levels For executive officars the maximim opportunity for LT can amount up to 409% of fixed base salary for each three-year pedonmance period.
For the CEQ the maximum oppartunity can amount up to 50% of fixed base salary for each three-year perfioryanca period.

Parformance Criteria The performance criteria of the LTIP are to be related to financial targets over a business cycle. including but not necessarily limited to,
Operating margin {adjusted EBITA margin) and Net invoicing growth, Maximum outoome is awarded when the externally communicated
long-term financial targets are clearly exceeded.

Faor retention or recruitment purposes or extracrdinary parformance beyond the individual’s ordinary tasks the Remuneration Committes based on proposal of CEOQ, may decide
on a specific cash remuneration. Such remuneration may not exceed an annual amount corresponding to 40 percent of fixed annual cash satary and may not be paid more than
once each year per individual.

Pension Benefits

Purpose and link to strategy Provige competitive and cost-effective pension benefits.

Cperational Detaiis - Pension bensfits shall be defined contribuficn [premium defined) unless the individual concerned is subject o defined benefit pensicn
under mandatory collective agreement provisions.

—Variable cash remuneration shalf nol qualify for pension benefils unless the execulive officer is part of mandatory collecive agreed
provisions whers this is stpulated.

— Early retirernent may be offered selectively and only after a special decision by the Remuneration Committee, with a defined contri-
bution early retirernent schema.

—For executive officers governed by rules cther than Swedish, pension banefits may be duly adjusted for compliance with mandatory
nJles or established local practice, taking into account, to the extent possible, tha overall purpose of this policy.

Opportunity Levels The pension premiums for defined contribution pension shall amount to not mere than 50 per cent of the pensionable salary (for tha
CEOQ fixed annual base salary),

Other Benefits

Purpose and link to strategy Provide compstitive and cost-sffective pension benefits.

Operational Details — Other benefits may includs but is not limited to fe insurance, disability insurance and health care ingurance and a company car or
car allowance.

~For exscutive officers governed by rules other than Swedish, benefits may be duly adjusted for compliancs with mandatory rules or
esiablished lotal practice, taking into account, to the extent possible. the overall purpose of this policy.

—Executive officers who are international assignees (for example expatriates) 10 or from Sweden may receive additional rermuneration

and other benefits to the extent reasonable in ight of the special circumstances associatad with the international assignment
arangenent, taking info account, to the extent possible, the overall purpose of this policy.

Qpportunity Levels Other benefits may amount to not more than 5 percent of the fixed annual cash salary anxd shall be set at a level which the
Remuneration Committee considers to:

— provide the relevant level of benefit depending on role and tha individual circumstances,
—be in fine with comparabie rolas in companies with similar size and compiexity in the local market, and
—be appropriate compared 1o the benefits offered to the wider workforce in the local market.

Termination of employment

Datalls — If notice of tarmination of employment is made by the company:
~The notice pericd may Not exceed twelve menths,

—Fixed cash salary during the pericd of notice and severance pay may together not exceed an amount equivalent to the fixed
cash salaty for two years,

— When termination is mage by the executive oliicer the period of nolice may not to exceed six months without any Aght to severancs pay.
- Appropriate so-calked good leaver/bad leaver principles are to be applied for ST1and LTIP.

~ Repatriation — If the executive officer is an international assignee the company may reimburse reasonable cost for the repatriation of
good leavers, taking into account, to the extent possible, the overall purpose of this policy.

For executive officers governed by rules other than Swedish, payments in connection with termination may be duly adjusted for compliance
with mandatory rules or established local practice, taking into account, to the extent possible, the overall purposs of this policy.
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Salary and employrment conditions for employees

In the preparation of the Board of Directors’ proposal for this remuneration pelicy.
salary and emnployrment conditions for employees of the company have been
taken inte account by inclhuding information on the employees’ total income, the
components of the remuneration and increase and growth rate over time. The
development of the difference between the remuneration to executive officers
and remuneration to other employees will be disclosed in the remuneration report.

Note 39. Evenis after the closing date

Derogation from the policy

The Board of Directors may temporarily resolve 1o derogate from the policy, in
whole or in part, if in a specific case there is special cause for the derogation and
a derogation is necessary to serve the company’s long-term interests, including
its sustainability, or to ensure the company's financial viability. As set out above,
the Remuneration Committee's tasks include preparing the Board of Directors’
resolutions in remuneration-related rmatters. This includes any resolutions to
derogate from the policy.

The statements on tinancial position and the comprehensive income statements will be adopted at the Annual General Meeting of shareholders on April 23, 2020.

Note 40. Proposed disposition of earnings

The unrestricted equity in Afa Laval AB (publ) is SEK:

Profit brought forward
Repaid dividend
Nat income 2019

7.835,386,279
18,087
2,058,117,158

9,863,521,524

The Board of Directors propose a dividend of SEK 5.50 {(5.00) per share comresponding to SEK 2,307,008,733 (2,087,281,575) and that the remaining

income of SEK 7,586,511,731 (7,835,386,279) be carried forward.

The Board of Directors are of the opinion that the proposed dividend is in line with the requirements that the type and size of operations,
the associated risks, the capital needs, liquidity and financial position put on the company.

True and fair view

The undersigned certify that the annual report for the Group and the Parent company has been prepared in accordance with International Financial
Reporting Standards (IFRS), as adopted for use in the European Union, and generally accepted accounting principles respectively, and gives a true and
fair view of the financial positions and results of the Group and the Parent company, and that the Board of Directors’ report gives a fair review of the
developrnent of the operations, financial positions and results of the Group and the Parent company and describes substantial risks and uncertainties
that the Group companies face.

Lund, February 28, 2020

Anders Narvinger Susanne Jonsson Maria Morzseus Hanssen
Chairman Empioyee reprasentative Director
Henrik Lange Bror Garcia Lantz Anna Ohisson-Leijon
Diractor Employse reprasentative Director
Heléne Meliguist Henrik Nislsen Finn Rausing
Director Employee representative Director
J4orn Rausing UIf Wiinberg Tom Erixon
Director Director Fresident and CEQ

Our Auditors' Report concerning this Annual Repert has been issued on March 8, 2020.

Staffan Landén
Authorised Public Accountant

Karoline Tedevall
Authorised Public Accountant
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Auditor's report

To the general mesting of the shareholders of Alfa Laval AB (publ), corporate identity number 5566587-8054

Report cn the annual accounts and consolidated accounts

QOpinions

We have audited the annual accounts and consalidated accounts of
Alta Laval AB {publ) for the year 2019. The annual accounts and con-
sokdated accounts of the company are included on pages 85-143
and 148-150 in this document.

In our opinion, the annual accounts have besn prepared in accordance
with the Annual Accounts Act and present fairly, in all material respects,
the financial position of the parent company as of 31 Decermber 2018
and its financial performance and cash flow for the year then ended in
accordance with the Annual Accounts Act. The consclidated accounts
have been prepared in accordance with the Annual Accounts Act and
present fairly, in all material respects, the financial position of the group
as of 31 Decembier 2019 and their financial performance and cash
fiow for the year then ended in accordance with International Financial
Reporting Standards (IFRS), as adopted by the EU, and the Annual
Accounts Act. The statutory administration report is consistent with
the other parts of the annual accounts and consolidated accounts.

We therefore recommend that the general meeting of shareholders
adopts the income statement and balance sheet for the parent com-
pany and the group,

Our opinicns in this report on the annual accounts and consolidated
accounts are consistent with the content of the additional report that
has besn submitted to the parent company’s audit committee in ac-
cordance with the Audit Regulation (537/2014) Article 11,

Basis for Opinions
We conducted our audit in accordance with International Standards on
Auditing {SA} and generally accepted auditing standards in Sweden.
Qur responsibilities under those standards are further described in the
Auditor's Responsibilities section. We are independent of the parent
company and the group in accordance with professional ethics for
accountants in Sweden and have otherwise fulfilled our ethical re-
sponsibilities in accordance with these requirements. This includes
that, based on the best of our knowledge and belief, no prohibited
services referred to in the Audit Regulation (537/2014) Article 5.1
have been provided to the audited company or, where applicable, its
parent company or its controlled companies within the EU,

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

Key Audit Matters

Key audit matters of the audit are those matters that, in our professional
judgment, were of most significance in our audit of the annual accounts
and consolidated accounts of the current period. These matters were
addressed in the context of our audit of, and in forming our opinion
thereon, the annual accounts and consolidated accounts as a whole,
but we do not provide a separate opinion on these matters. For each
matter below, our description of how our audit addressed the matter
is provided in that context.
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We have fulfiled the responsibilities described in the Auditor's respon-
sibilities for the audit of the financial statements section of our report,
including in relation to these matters. Accordingly, our audit inciuded
the performance of procedures designed to respond to our assess-
ment of $he risks of material misstatement of the financial statements.
The results of our audit procedures, including the procedures performed
to address the matters below, provide the basis for our audit opinicn
on the accompanying financial statements.



Valuation of intangible assets

Description

Book vaiue of goodwill amounts to SEK 21,112 miflion per 31
December 2019 which comasponds to 33% of the group's total agsets.
The company evaluates whether the book value of goodwill exceeds
its recoverable amount on an annual basis or upon indications of
declining value. The recoverable amount is determined for each
cash-gensrating unit through means of a calculation of net present
value of future cash flows. Future cash flows are based on man-
agement’s business plans and forecasts and includes various as-
sumptions such as development in earnings, growth, investment
needs and discount rates.

Changes to the assumptions could have a major impact on the
calculation of the recoverable amount and the assumptions applied
by the company are thus important to the assessiment as to whalther
impairment is present. We have thus determined vaivation of
goodwill to represent a key audit matter for the group.

A description of goodwill and the impairment tests is included in
Note 17.

Other provisions

Description

Book value of other provisiona amounts to SEK 2,502 million par
31 December 2013, The provisions amongst other relates to provision
for expected expenses for warranties, litigation, restructuring and
onerous contracts, as expressed in Note 28 Other provisions.

Ths provisions include assumptions about future outcome, primarily
as if relates to amount, timing and magnitude of the final setilement.
Provisions for this type of expenses are uncertain and are based
on various assumptions made by the company. Changes to the
assumptions upen which the provisions are based could have a
major impact on the reported earmings.

How our audit addressed this key audit matter
During our audit we have evaiuated and tested the company’s process
for constructing the impairment test, for example by evaluating historic
growth and current forecasts. We have also benchmarked other
companies in order to evaluate the reascnableness of future cash
flows and growth assumptions and, through support of our valuation
specialists, evaluated the chosen discount rate and assumptions
on long-term growth. We have also evaluated the cormpany’s
model and methed for executing the impairment test and made
sensitivity analyses.

tn our audit we have also examined whether the disclosures in
the annual report are appropriate and in accordance with the as-
sumptions applied by group managernent.

How cur audit addressed this key audit matter
We have obtained the group’s documentation of the provisions.
We have evaluated the provisions recorded and discussed the
assurmptions and risk assessments made by the company for
each major provision in order to establish that the provisions are in
compliance with applicable accounting standards. We have alsc
followed up the provisions with legal assessments, documented
decisions and historic outcome.

in our audit we have also examined whether the disciosures in
the annual report are appropriate.
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Other Information than the annual
accounts and consolidated accounts
This document also containg other information
than the annual accounts and consolidated
accounts and is found on pages 1-48. The
Board of Directors and the Managing Director
are respongible for this other information.

Our opinicn on the annual accounts and
consolidated accounts does not cover this
other information and we do not express
any form of assurance conclusion regarding
this other information.

In connection with our audit of the annual
accounts and consolidated accounts, our
responsibility is to read the information iden-
tified above and consider whether the infor-
mation is materially inconsistent with the annual
accounts and consolidated accounts. In this
procedure we also lake into account our
knowledge otherwise obtained in the audit
and assess whether the information other-
wise appears to be materially misstated.

If we, based on the work performed con-
cerning this information, conclude that there
is a material misstaterment of this other infor-
mation, we are required to report that fact,
We have nothing to report in this regard.

Responsibilities of the Board of Directors
and the Managing Director
The Board of Directors and the Managing
Director are responsible for the preparation
of the annual accounts and consolidated ac-
counts and that they give a fair presentation in
accordance with the Annual Accounts Act and,
concerning the consolidated accounts, in
accordance with IFRS as adopted by the EU.
The Board of Directors and the Managing
Director are also responsibie for such internal
control as they determine is necessary to enable
the preparation of annual accounts and con-
solidated accounts that are free from material
misstaternent, whether due to fraud or error.
in preparing the annual accounts and con-
solidated accounts, The Board of Directors and
the Managing Director are responsible for the
assessment of the company’s and the group's
ability to continue as a going concern, They
disclose, as applicable, matters refated to going
concern and using the going concerm basis of
accounting. The going concern basis of ac-
counting is however not applied if the Board
of Directors and the Managing Director intends
to liquidate the company, to cease operations,
of has no realistic alternative but to do so.
The Audit Committee shall, without prejudice
to the Board of Director's responsibilities and
tasks in general, among other things oversee
the company's financial reporting process.
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Auditor’s responsibility

Ouir objectives are to obtain reasonable as-
surance about whether the annual accounts
and censolidated acceunts as a whele are
free from material misstaterment, whether dus
to fraud or error, and to issue an auditor's re-
port that includes our opinions. Reasonable
assurance is a high level of assurance, but is
not a guarantee that an augit conducted in
accordance with 1S4s and generally accepted
auditing standards in Sweden will always
detect a material misstatement when it exists.
Misstatements can arise from fraud or error
and are considered material , individually or
in the aggregate, they could reasonably be
expected to influence the economic decisions
of users taken on the basis of these annual
accounts and consolidated accounts.

As part of an audit in accordance with ISAs,
we exercise professional judgment and
maintain professional skepticism throughout
the audit. We also:

— ldentify and assess the risks of material misstate-
ment of the annual accounts and consolidated
accounts, whether due to fraud or error, design
and perform audit procedures responsive ta those
risks, and obtairr audit evidence that is sufficient
and appropriate to provide a basis for our opinions.
The risk of not detecting a matenal misstatement
resutting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the
override of internal control.

— Citain an understanding of the compary's intermat
control relevant to our audit in order to design audit
procedures that are appropriate in the circum-
stances, but not for the purpose of expressing
an opinion on the effectiveness of the company’s
internal controb.

- Evaluate the appropriateness of accounting policies
used and the reasonableness of accounting esti-
mates and related disclosures mads by the
Board of Directors and the Managing Director.

- Gonclude on the appropriateness of the Board of
Directors' and the Managing Director's use of the
geing concern basis of accounting in preparing
the annual accounts and consclidated accounts,
We also draw a conclusion, based on the audit
evidence obtained, as to whather any matenal
uncertainty exists retated to events or conditions
that may cast significant doubt on the company’s
and the group's ability to continue as a going
concern. f we conclude that a material uncertainty
exists, we are required to draw attention in our
auditor's report to the related disclosures in the
annual accounts and consolidated accounts or,
if such disclosures are inadeguate, to maodify our
opinion about the annual accounts and consoli-
dated accounts, Qur conclusions are based on

the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions
may cause a company and a group to cease to
continue as a going concern.

— Evaluate the overall presentation, structure and
content of the annual accounts and consoclidated
accounts, including the disclosures, and whether
the annual accounts and consolidated accounts
represent the underlying transactions and avents
i a manner that achieves fair presentation.

- Obtain sufficient and appropriate audit evidence
regarding the financial information of the entlies
or business activities within the group to express
an opinion on the consolidated accounts. We are
responsible for the direction, supervision and
performance of the group audit. We remain
solely responsible for our opinions.

We must inform the Board of Directors of,
among other matters, the planned scope
and timing of the audit. We must also inform
of significant audit findings during our audit,
including any significant deficiencies in internal
control $hat we identified,

We must also provide the Board of Directors
with a statement that we have complied with
relevant ethical requirements regarding inde-
pendence, and to communicate with thern all
relationships and other matters that may reason-
ably be thought to bear on our independence,
and where applicable, related safeguards.

From the matters communicated with the
Board of Directors, we determine those matters
that were of most significance in the audit of
the annual accounts and consolidated accounts,
including the most important assessed risks
for material misstaternent, and are thereiore the
key audit matters. We describe these matters
in the auditor's raport unless law or reguiation
precludes disclosure about the matter.




Report on other legal and regulatory requirements

Opinions

In addition to our audit of the annual accounts
and consolidated accounts, we have also
audited the administration of the Board of
Directors and the Managing Director of Alfa
Lavat AB (pukl} for the year 2019 and the
proposed appropriations of the company’s
profit or loss.

Wa recommend to the general mesting of
shareholders that the profit be appropriated in
accordance with the proposal in the statutory
administration report and that the members
of the Board of Directors and the Managing
Director be discharged from liability for the
financial year.

Basis for oplnions
We conducted the audit in accordance with
generally accepted auditing standards in
Sweden, Qur responsibifities under those
standards are further described in the Auditor's
Responsibilities saction. We are independent
of the parent company and the group in ac-
cordance with professional ethics for ac-
countants in Sweden and have otherwise
fulfilled our ethical responsibilities in accord-
ance with thase requirements.

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

Responsibilities of the Board of Directors
and the Managing Director

The Board of Directors is responsible for the
proposal for appropriations of the cormpany’s
profit or loss. At the proposal of a dividend,
this includes an assassment of whether the
dividand is justifiable considering the require-
ments which the company's and the group’s
type of operations, size and risks place on

the size of the parent company’s and the
group's equity, consolidation requirements,
liquidity and position in general.

The Board of Directors is responsible for
the company's organization and the admin-
istration of the company’s affairs. This includes
among other things continuous assessment
of the company's and the group’s financial
situation and ensuring that the company's
organization is designed so that the accounting,
management of assets and the company's
financial affairs ctherwise are controlled in a
reassuring manner. The Managing Birector
shall manage the ongoing administration ac-
cording to the Board of Directors’ guidelines
and instructions and among other matters
take measures that are necessary te fulfill the
company’s accounting in accordance with
law and handie the management of assets
in a reassuring manner,

Auditor’s responsibility

Our objective conceming the audit of the
administration, and thereby our opinion about
discharge from liability, is to obtain audit evi-
dence to assess with a reasonable degree
of assurance whether any member of the
Board of Directors or the Managing Birector
in any material respect:

- has undertaken any action or been guilty of
any omission which can give rise to liability
to the company, or

- in any othar way has acted in contravention
of the Companies Act, the Annual Accounts
Act or the Articles of Association.

Our objective concerning the audit of the
proposed appropriations of the company’s

profit or loss, and thereby our opinion about
this, is to assess with reasonable degree of
assurance whether the proposal is in ac-
cordance with the Companies Act.

Reasonable assurance is a high level of
assurance, but is not a guarantee that an
audit conducted in accordance with generally
accepted auditing standards in Sweden wil
always detect actions or omissions that can
give rise fo liability to the cormpany, or that
the proposed appropriations of the company's
profit or loss are not in accordance with the
Cempanies Act,

As part of an audit in accordance with
generally accepted audfing standards in
Sweden, we exercise profesgional judgrment
and maintain professional skepticism through-
out the audit. The examination of the admin-
istration and the proposed appropriations of
the company's profit or loss is based primarily
on the audit of the accounts. Additional audit
procedures performed are based on our
professional judgment with starting point in
risk and materiality, This means that we focus
the examination on such actions, areas and
redationships that are material for the operations
and where deviations and viclations would
have particular importance for the company’s
situation, We examine and test decisions
undertaken, support for decisions, actions
taken and other circumstances that are rel-
svant to our opinion concerning discharge
from liability. As a basis for our opinion on the
Board of Rirectors' proposed appropriations
of the company’s profit or loss we examined
the Board of Directors’ reasoned staterment and
a selection of supporting evidence in order
to be able to assess whether the proposal is
in accordance with the Companies Act.

Staffan Landén, Ernst & Young AB, Box 7850, 103 899 Stockhoim, was appointed auditor of Alfa Laval AB by the general meeting of the
shareholders on the 24 April 2019 and has been the company's auditor since the 23 Aprit 2018,

Karoline Tedevall, Ernst & Young AB, Box 7850, 103 92 Stockholm, was appoeinted auditor of Alfa Laval AB by the general meeting of the
shareholders on the 24 April 2019 and has been the company’s auditor since the 23 Aprit 2018,

Staffan Landén
Authorized Public Accountant

Lund 9@ March, 2020

Karcline Tedevall

Autharized Public Accountant
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Ten-year overview

Ten-year overview

Consolidated

SEK millions, unless ctherwise stated 2019 2018 2017 2016 2015 2014 2013~ 2012 2011 2010
Profit and loss

Net sales 46,517 40,666 35314 35,634 39,746 35,067 29,801 29,813 28,652 24,720
Comiparison distortion items 189 151 - -1.500 - -320 - -51 -170 90
Operating income 7198 5831 4,589 2,889 5,717 4,667 4,353 4,396 4,601 4,401
Financial net 23 65 -218 336 -273 -550 -181 133 -15 -37
Resutt after financial items 7,221 5,866 4,371 3,325 5,444 4,117 4172 4,529 4,676 4,364
Taxes -1,713 -1,358 -1,383 -1,013 -1,583 -1,149 -1,132 -1,306 -1,425 -1,248
Netincoma for the year 5,508 4,537 2,988 2,312 3,861 2,968 3,040 3,223 3,261 3,116

Financlal position

Goodwill 21,112 20,637 19,775 20,436 19,498 20,408 10,061 9,792 9,543 5,952
Cther intangible assets 3,134 3,873 4,892 5,948 8,556 7,808 3,582 3.807 3,502 2,581
Property, plant and squipment 8,943 5,732 4,851 4,940 4,773 5,004 3,785 3,823 3.936 3.512
Other nen-current assets 2,081 1.958 1,654 2,100 1,804 2,002 1,447 1,509 1,664 1,568
Inventories 10,077 9,253 8,424 7,831 7,405 7,883 6,312 6,176 B,148 4,769
Current receivables 12,582 11,807 5.808 8,431 8,964 9,79 7,671 8,050 7.663 6,884
Current deposits 873 617 1,208 1,075 1,021 697 605 427 483 575
Cash and cash equivalents 5,594 4,295 3,137 2,618 1876 2,013 1,446 1,404 1,664 1,328
TOTAL ASSETS 54,396 58,072 52,5649 53,378 51,807 55,786 34,908 34,988 34,503 27,169
Equity 27,747 23,559 20,500 20,276 18,423 17,202 16,162 14,453 15,144 13,582
Provisions for pensions etc. 2.321 2,118 2,297 2,425 1,931 2,221 1,494 1,727 852 847
Provigions for taxes 1,662 1.945 2,100 2,722 2925 3,074 1,758 1,932 1,930 1,617
Other nen-current liabilities 2,571 a02 677 838 521 660 423 473 520 632
Non-current loans 10,600 8,540 11,092 12,169 12,484 16,454 3,529 5,393 5,060 1,041
Current liabilities 19,495 21,068 15,883 15,150 15,613 1B.175 11,543 11.010 10.997 89,450
TOTAL EQUITY & LIABILITIES 64,396 58,072 52,540 53,378 51,897 55,786 34,809 34,988 34,503 27,169

* Restated to IFRS 11. ** Restated to the new |AS 19.
=~ Lpase liabiities have increased by SEK 2,766 millon as per January 1, 2018 due to the initial application of IFRS 16 Leasas, which affects the net debt at December 31, 2019, Excluding
this effect, the net debt to EBITDA weuld instead have boan 0.60 and the debt ratio 0.20.

Changes in accounting standards
A reader of the ten-year overview should observe that accounting standards have
changed repeatedly over this pericd cf lime. The major changes are the following.

Ouring 2019 IFRS 16 "Leases” has been implemented, which has meant that Aght-of
use assats and leass liabilities increased by SEK 2,766 million as per January 1, 2019
in connaction with the initial application.

In 2014 IFRS 11 "Joint arrangernents” has been implermnented as per January 1,
2013, which has rmeant a restaternent of the comparison figures for 2013.

In 2013 the revised 1AS 19 "Empioyee Benefits” has been implemented as per
January 1, 2012, which has meant a restatement of the comparison figures for 2012,
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Ten-year overview

Consolidated

SEK millions, urdess otherwise stated 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010
Key ratios

Orders received 44,119 45,005 36,628 32,060 37,098 36660 30,202 30,338 28671 23,869
Order backlog at year end 21,551 23,168 18,280 16,870 20,578 22203 14568 14468 13736 11,582
EBITA 8,178 6,869 5,610 4,680 6,811 5,571 4,914 4,883 5,117 4,772
EBITDA 9,251 7.495 6,239 5,323 7.478 6,136 5,360 5,330 5,566 5,197
EBITA-margin % 17.6% 16.9% 15.9% 13.1% 17.1% 15.9% 16.5% 16.4% 17.9% 19.3%
EBITDA-margin % 16.9% 18.4% 17.7% 14.9% 18.8% 17.6% 18.0% 17.9% 19.4% 21.0%
Adiusted EBITA 7.989 6,718 5,610 5,563 6,811 5,881 4,914 4,934 5,287 4,682
Adjusted EBITDA 9,062 7,344 6,239 6,196 7.478 6,456 5,360 5,381 5,736 5,107
Adijusted EBITA-margin % 17.2% 16.5% 15.9% 15.6% 17.1% 16.8% 16.5% 16.5% 18.5% 18.9%
Adjusted EBITDA-margin % 18.5% 18.1% 17.7% 17.4% 18.8% 18.4% 18.0% 18.0% 20.0% 20.7%
Profit margin % 15.5% 14.5% 12.4% 9.3% 13.7% 1.7% 14.0% 15.2% 16.3% 17.7%

Excl goodwill and step-up values:

Capital turnover rate, times 4.4 74 57 8.6 10.6 7.9 €.4 6.7 6.3 56
Capital employed 10.649 5,474 6,201 4,146 3,734 4,447 4,667 4,430 4,660 4,390
Return on capital employed % 76.8% 125.5% 90.5% 112.9% 1824% 1253% 1055% 1102% 112.2% 10B.5%

Incl, goodwill and step-up values:

Capital tumover rate, times 1.3 1.3 1.1 1.2 1.3 1.3 1.6 1.7 1.8 19
Capital employed 35,550 30,728 31,688 30,663 31512 27,259 18,598 17.833 16,324 12,752
Return on capital employed % 23.0% 22.4% 17.7% 15.3% 21.6% 20.4% 26.4% 27.4% 31.3% 37.4%
Return on equity % 21.3% 203% 13.9% 11.8% 21.7% 17 6% 17.9% 22.9% 22.9% 24.4%
Solidity % 43.1% 40.6% 39.0% 38.0% 35.5% 30.8% 46.3% 41.3% 43.9% 50.0%
Net debt *** B175 6.985 8,200 3619 11688 15068 2611 4,270 3.264 -551
Net debt 1o EBITDA, times *** 0.88 0.93 1.31 1.81 1.56 2.46 .49 0.80 0.59 =091
Debt ratio, times *** 0.29 0.30 0.40 0.47 0.63 0.88 0.16 0.20 0.22 -0.04
Interest coverage ratio, times azs8 303 28.4 245 223 18.2 221 23.2 28.6 359
Cash flow from:

operating activities 5,223 4,883 4,463 4,979 5,850 5,123 4,233 3,686 3,429 4,098

investing activitiss -1,027 -1,293 -721 -795 710 -14,970 -951 -3,260 -5,497 -1,417

financing activities -2,945 -2,445 -3,159 -3,566 5229 10,250 -3,19 -407 2,317 -2.431
Investments 1,337 1,460 675 617 674 603 492 531 555 429
Average number of employees 17,387 16,785 16,521 17,305 17,486 17,100 16,238 16,060 14867 12,078
Earnings per shara, SEK 13.08 10.77 7.09 5.46 9.15 7.02 7.22 7.64 7.68 7.34
Free cash flow per share, SEK 10.00 B.56 8.92 8.97 12.25 -23.48 7.82 0.78 -4.83 6.38

* Restated te IFRS 11. ** Restaled to the new AS 19,
“** Lease Kabiktiss have increased by SEK 2,766 million as per January 1, 2019 dus 1o the initiat applcation of IFRS 16 Leases, which affects the net dabt at December 31, 2019,
Excluding this efiect. the net dsbt to EBITDA would instead have been 0.60 and the debt ratio 0.20.

Observe that certain financial measures above constitute atternative performance measures.

Alfa Laval AB {publ)

Box 73
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T 556587 -8054
v
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Preptess and printing: TMG Taberg Website: waawv.alfalaval.com

Tranalatlon: The Bugl Company



Alternative performance measures and definitions

Alternative performance measures

An altemative parformance measiire is a financial measure
of historical financial performance, fnancial position or
cagh flows, other than a financial measure defined or
specified in the financial reporting frarnewaork.

In the annuat report, the following allernative perfor-
mance measures have been used (ail of these alternative
performance measures relate to actual historical figures
and never to expected perormance in future periods):

Measures to achieve full comparability over time.
Al of these concern the comparison distorting impact
from above all amortisation of step-up values both over
time and compared ta external companies. For the same
reasons aciustments ars also made for comparison dist-
ortion items, How they are cakeulaled is exhibited in the
Income analysis tabla on page B3, except for the kst one,

~ EBITA or Earnings Before Intarests. Taxes and
Amortisation is defined as operating incame before
amortisation of step-up values, This measure of re-
sult is fully comparable over time independent of the
financing costs and the amortisation of step-up values
that frorn time to time burden the Group.

— EBITA margin (%) is defined as EBITA in relation to
net sales and expressed in percent.

— EBITDA of Earmings Before nterest, Taxes, Depreciation
and Amortisation is defined as operating income before
depreciation and amortisation of step-up values. This
meastire of result is fully comparable over time inde-
pendent of the financing costs, the depreciation and
the amortisation of step-up values that from time to
time burden the Group.

- EBITDA margin (%} is defined as EBITDA in refation
to net sales and expressed in porcent.

- Adjusted EBITA or Adjusted Eamings Before interests,
Taxes and Arnortisation is defined as operating income
before amortisation of step-up values, adjusted for
comparnison distortion items, This measuire of result is
fuily comparatile over time independent of the com-
parison distortion items, the financing costs and the
amorisation of stap-up values that fom time ta time
burden the Group.

- Adjusted EBITA margin (%) is delined as Adjusted
ERITA in relation to net salas and expressed in percent.

- Adjusted EBYTDA o Adjusted Earmings Before interest,
Taxes, Depreciation and Amortisation is defined as
operating incenme befons depreciation and amortisation
of step-up values, adjusted for comparison distortion
items. This measure of result is fully comparable over
time independent of the comparison distorticn items,
the financing costs, the depreciation and the amaorti-
sation of step-up values that from time to time burden
the Group.

— Adjusted EBITDA margin (%) is defined as Adjusted
EBITDA in relation to net sales and expressed in percent.

= Adjustad gross profit is defined as gross profit ex-
cluding arnortisation of step-up values. This measurg
of result is tully comparable over time independent of
the amortisation of step-up values that from tims to
tima burden the Group.

~Adjustad gross margin (%) is defined as Adjusted gmss
profit in relation 1o ret sales ang expressed in porcent.

~ Earnings per share, excluding amortisation of
stap-up valbes and tha comesponding tax is defined
as net income atributable to the owners of the parent,
axcluding amortisation of step-up values and the
corresponding tax divided by the average number of
sharas. The net income attributable to the owners of
the parent is presented in the consolidated compre-
hengive incorma statement and the amortisation of

slep-up values is exhibited in the Income analysis table:
on page B3, while the corresponding tax is SEK 191
{235) milon. This key figure is fully comparable over
time: independent of the amortisation of step-up values
that frorn time to time burden the Group.

Measures to show how the Group is
funded and manages its capital:

— Astum on capital employed (%) is defined as EBITA
in ratation to average capital employed, calkculated on
12 months' revolving basis and expressed in pexcent.
Capital ernployed is dafined as total assets less liquid
funds, other leng-term securities, accrued interest
income, operating abilities and other non-interest-
bearing liabiiities, including tax and deferred tax, but
exciuding accruec iterest costs, The measure shows
how well the capital that 1s used in the operations is
ranaged.

—Net debt is defined as intereat-bearing labilties inclu-
ding Merest-pearnng pension fabiities and capitalised
financial leases less kquid funds. The calcutation of net
gabt is exhibited in the Nat debt table in Note 28.
The measure shows the net financial indsbtedness,

~Net debt to EBITDA, times s defined a5 Net debt
in relation to EBITDA, calculated on 12 months' re-
volving basis and expressed as a muitiple of EBITDA,
This is one of the covenants of Alfa Laval's leans and
an important key figure when reviewing the: proposed
dividend. EBITDA or Earnings Before Interest, Taxes,
Depraciation and Amortisation is defined as operaling
income before depreciation and amortisation of
step-up values.

- Dabt ratio, imes is defined as Net debt in relation
to equity at the end of the period and expressed as
a mulliple of the aquity. This is anoiher measure of
how the Group is funded.

—Interest coverage rano, thmes is defined as
E£BITDA plus financial net increased by interest costs
in relation to interest costs. Expressed as a muitiple
of interest costs. Gives an expression for the Group's
ability to pay interest. The reason EBITDA is used as
the starting poirt is that this forms the starting point
for a cash flow perspective on the abiity to pay interest.
Financial items classified as comparison distorting
are excluded from the calculation.

Definitions of other performance measures

Net sales

Revenues from goods sokd and services performed
that are part of the ordinary operations of the Group,
after dedugtion for given discounts, value added fax
and cther tax directly linked to the sales.

Comparison distortion Hems

ftamns that do not have any link to the normal operations
of the Group or that are of 2 non-recurming nature, where
a reporling together with other items in the consolidated
comprehensive income staternent woukd have given a
comparnson distortion effect that would have made it
difficull to judge the development of the ordinary ope-
rations for an outside viewer.

Orders received

Incoming orders during the year, calculated in the same
way as net sales. The orders recened give an indication
of the cument demand for the Group's products and
services, that with a varying delay appear in net sales.

Order backiog at year-end
Incoming orders that not yet have been invoiced. The
order backlog at the end of the year is equal to the

sum of the order backlog at the beginning of the year
plus the orders received during the vear less the net
sales for the year. It gives an indication of how the net
sales can be expected 1o deveiop in the future.

Profit margin Y
Result after financial iterns in relation to net sales, ex-
pressed in percent.

Capital tumover rate, times

Net sales tn relation to average capital employed, ex-
pressed as a multiple of capital ermployed. Shown ex-
cluding and including goodwill, step-up values and the
cormesponding deferred tax liability.

Capital employed

Average totel assets less iquid funds, other long-term
securities, accrued inlerest income, operating liabilties
and other non-interest-bearing liabililies, inclding tax
and defarred tax, but excluding accrued interest costs.
Shown excluding and including goodwill and step-up
vakies and the comesponding defermed tax kabilty. Shows
the capital that is used In the operations. The capital
employed for the Group differs from ihe net capital for
the operating segments concerning taxes, deferred
taxes and pensions,

Return on equity %
Nel income for the year in relation to average equity,
expressed in percent,

Solidity %
Equity in relation to total assets, expressed in percent.

Gash flow from operating activities
Shows the Group's cash fiow frorm operating activities. that
is the cash flow generated in the daly operaticnal actvilies.

Gash flow from investing activities

Shows the Group's cash flow from investing activities,
i.e, the cash fow genaraled by mainly the Group's in-
vestments in fixed asssts, divestments and acquisitions
of businesses and divestments of real estate.

Cash flow from financing activities

Shows the Gioup's cash flow from financing activities,
that is mainly dividends, increase and amortisation of
leans and the cash flow components of the financial net.

Investments

investments represent an mpontant component in the
cash flow for the Group. The ievel of investments during
a couple of years gives a picture of the capacity bulic
up in the Group.

Average number of employses

The casls that are relaled to tha number of ernployses
represent a large part of the total costs for the Group.

Tha developrment of the average number of employess
over time in relation to the development of the nel sales
therefore gives an indication of the cost rationalisation

that is taking place.

Earnings per share
Net income for tha yaar attributabie to the equity holdevs
of the parent divided by the average number of shares.

Free cash flow per share

The sum of cash flows kom operating and investing
activities for the year divided by the average number of
shares. This reprasents ihe tash fow available for interest
payments, amortisation arkd divicends 1o investors,



Financial information

Alfa Laval uses a number of channels to provide information about the company's
operations and financial development, The website — www.alfalaval.com/
westors — is updated continuousty with annual reports, quartedy reports, press
releases and presentations. Apnual reports are akso sent 1o those shareholders
who have notified the company that they wish to receive a copy. Conference calls
with analysts, investors and the media are arranged by Affa Laval in conjunction
with the publication of the company's quarterly reports. A capital markets day is
organized each year, during which representatives from the financial market
are offered more in-depth information regarding the company’s cperations.
In addition, represantatives of Group management meet with analysts, investors
and journalists on an ongoing basis to ensure that they have comect and curent
information, Pursuant to the company’s agreement with Nasdaq Stockholm,
information that could have an effect on the share price and that is not yet publicly
known is never disclosed in conjunction with these types of meetings or contacts,
Alfa Laval employs a so-cafled sfient period of three weeks pnor to the publication
of a quarterly report. The President and Chief Financial Cfficer do not meet
ar speak 1o representatives from the financial market during this period.

Analysts tracking AHa Laval

ABG Sundal Collier
Anders ldberg
anders.idborg@abgsc.se
Tel: +46 8 5662 8674

Commerzbank

Matte C. Schulz
malle.schulz@commerzbank,com
+44 20 747 59353

ALPHAVALUE Cradit Suissa

Luis Pereira Max Yates
capitalgoods@alphavalue.eu max.yates@credit-suisse.com
Tel: +33 1 70 61 10 5¢ Tal: +44 20 7883 8501

Bank of America Merrill Lynch Danske Bank

Alexander Virgo Oscar Stjermngran

alexander.virgo@baml.com
Tel: +44 20 7656 1221

Barclays Capltal

Lars Brorson

fars. brorson@barclays.com
Tol: +44 20 3134 11586

ascar.stierngren@danskebank se
Tal: +46 B 568 BOG 06

DNB Markeis

Christer Magnergard
christer.magnergard@dnb.no
Tol: +46 8 473 48 44

Carmegle Handetsbanksn
Johan Wettergren Tirmo Heinoners
johanwattergren@carnagie. se tihe03@handesbanken se

Tel. +46 B 5886 B7 43 Tal: +368 1044 424383

Goldman Sachs International
Jonathan Hanks
jonathan.harks@gs.com

Tel: +44 20 7051 0928

Cliti Investment Research
Klas Bergelind

klas bergefnd@citi.com
Tel +44 207 986 4018

Annual General Meeting 2020

The Annual General Meeting of Alfa Laval AB {publ) will be held on Wednesday,
Aprdl 23, 2020, at 4:00 p.m. at Scandic Star Lund, Glimmervigen 5, in Lund.
Light refreshmerts will be served after the Meating. In accordance with the
company's Articles of Association, notice of the Annuat General Mesting will
be inserted as an announcernent in the Swedish Official Gazette and on the
company's website not more than six and not less than four weelks prior to
the Meeting. An announcement that notification has been issued will be placed
in Dagens Nyheter. As a service 1o existing shareholders, information about
the Annual General Masting can also be sent to them by mail, The following
information concerning the Meeting does not constitute legal notice,

Notification of participation

Sharsholders who wish to participate in the Meeting and be entitled 1o vote
must be ertered n the share register maintained by Eurcdear AB not later than
Friday, Aprl 17, 2020, and register their intention to participate, atong with
any assistants, not fater than Friciay, April 17, preferably before 12:00 noon,
Shareholders whose shares are held in trust must temporarily re-register their
shares in their own names nat later than April 17, Sharenciders must request
such registration from the trustee a few working days pricr to the deadline.,

Notification of participation shall be made to:
— Alfa Lavat AB, Group Staff Legal,
Box 73, SE-221 00 Lund, Sweden
- E-mail: arsstamma, lund@alfalaval.com
- Website: www.alfalavat.com
- Tel: +46 46 36 74 00 or +46 46 36 65 00.

Financial information during 2020
Alfa Laval wikt publish quartery reports on
ihe following dates in 2020:

Year-end report 2019 February 4
First-quarter report Aprit 23
Second-quarter report July 21
Trird-quarter report October 22

Shareholder information

Gabriefla Grotte

Investor Relations Manager

Tel: +46 46 36 74 82

e-mail: investor.relations@alfalaval.com

HSBC Pareto Securities
Jorg-André Finke Anders Rosiund
josrg.andre.finke@hsbo.de anders,roslunc@paretosec.com

Tet: +45 211 @10 3722 Tek +46 8 402 52 B8

JP Morgan RBC Capital Markets

Glen Liddy Sebastian Kuanne

glen iddy@ipmorgan.com sebastian. kuenne@rbccm.com
Tetk: +44 20 7155 6113 +44 20 742 98932

Kepler Cheuvreux SEB

Johan Eliason Fredrik Agardh
eliason@keplercheuvreux.corm fredrik.agardh@enskilda.se
Tek: +46 8 7235177 Tel: +46 8 522 298 06
Morgan Stanley Research uBSs

Robert J. Davies Sven Weler

sven.weler@ubs.com
Tet: +49 BO 1366 8278

robert j davies@morganstaniay.com
Tel: +44 20 7425 2057

Morningstar

Denise Mokina
denise,molina@meormingstar.com
Tet: +31 20 797 0010

Nordea

Andreas Koski
andreas.koski@nordsa.com
Tel: +46 10157 02 29

Shareholders must state thelr name, personat identity number and tele-
phone number on the notice of participation. If participation is by proxy, a
power of attorney or authorization must be submitted to the company pricr
10 the Mesting.

Meeting program

1:30 p.m.  Bus departs from Scandic Star for Alfa Laval's production unit
for heat exchangers in Lund

3:30 p.m. Registration starts

4:00 p.m, Start of Mesting

Tour of production facility in Lund

Prior to the Annual General Meeting, participants wil have an opportunity to

view the production of plate heat exchangers at the plant in Lund. The tour

will begin with assembly at Scandic Star Lund, Glimmervagen & in Lund not

later than t:30 p.m. Buses will be provided for transportation to the plant

and back to the Meeting venue, Registration for the tour must be made in

conjunction with registration for participation in the Arnual General Meeting.

Please note that the number of participants is limited,

Dividend

The Board of Directors and the President propose to the Annual General
Meeting that a dividend of SEX 5.00 per share be paid. The proposed re-
cord date for this dividend is Friday, Aprit 26, 2019. If the Meeting approves
the preposal, the dividend is expected to be distributed on Thursday, May 2,
2019. The record date and dividend payment date may be postponed due
1o the technical procedures required for executing the payment.



This is Alfa Laval

Alfa Laval is active in the areas of Energy, Marine, and Food
& Water. offenng ts expertise, products. and senvice to a wide
range of industries n some 100 countries. The company is
committed to optimizing processes, creating responsible
growth, and driving progress — always going the extra
rile to support customers in achieving their business
goals and sustainability targets.

Alfa Lavai's innovative technologies are dedicated to
purifying, refining, and rausing materials. promoting more
responsible use of natural resources. They contribule to
improved energy efficiency and heat recovery, better
water treatment, and reduced emissions. Thereby, Aifa
Laval is not only accelerating success for its customers,
but also for people and the planet. Making the workd
better, every day, t's all about Advanicing better™.

How to contact Alfa Laval

Up-to-date Alfa Laval contact details for all countries are
always available on our website at www.alfalaval.com
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