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Under the flap
Definitions

The natural driving force C,H.OH. Or ethanol in more easily understood letters. It is generated from corn,
grain and other agricultural products. Serves as an additive in the fuel you use in your car. Converts to pure
water and carbon dioxide in the combustion process. Provides plants with the perfect environment in which to
flourish. And in such a manner completes nature’s closed cycle. Alfa Laval plays a key role in this continuous
process. The company is a world leader in heat exchangers, evaporators, condensers and separators for

ethanol production. And Alfa Laval is prepared to meet the accelerating need for new plants.



Industrial traditions from
the 19th Century

Gustaf de Laval was a great engineering genius
whose inventions include the centrifugal separator
and the first functional steam turbine. During his
lifetime, he registered 92 patents and started 37
companies. In 1883, he and his partner, Oscar
Lamm Jr., established the company AB Separator,
the forerunner of today’s Alfa Laval.

Market-leading positions that
are developed continuously

Alfa Laval’s operations are based on leading global
positions within the three key technologies, heat
transfer, separation and fluid handling. Continuous

Customer segments

The Equipment
Division

An organization
near the customers

The market strategy at Alfa Laval is
based on a sales organization that
works close to the customers. To be
close to the customer, the company is
organized into various customer seg-
ments and to gain a distinct customer
focus the segments are divided into
two divisions. The Process Technology
Division and the Equipment Division
market and sell the company’s prod-
ucts, with different offerings and differ-
ent customer segments. The Opera-
tions Division is responsible for produc-
tion procurement, manufacturing and

The Process
Technology Division

The Operations Division

Profitable growth

Alfa Laval’s growth strategy is based on its
growing faster than the competition. The
company intends to grow while - at least -
maintaining its profitability. The aim is to
achieve an annual average growth rate of
5 percent over a business cycle.

logistics.
development of products is required to strengthen

competitiveness. Annually, approximately 2.5 percent

of sales in invested in research and development,
which results in 25-30 new products each year.
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SEK 1,118 million in operating cash flow
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Highlights

— Lars Renstrém succeeded Sigge Haraldsson as President
and CEO on October 1.

— Alfdex, a jointly owned company with Swedish Haldex, was
formed to offer the automotive industry an effective solution
for cleaning crankcase gases. A letter of intent was signed
during the year with AB Scania for delivery of the product.

— An important cooperation agreement was signed with the
German Sartorius Group. Under the agreement, Alfa Laval
has exclusive rights to market Sartorius’” membrane and
membrane systems fro filtering in the brewery industry.

— During the year, Alfa Laval secured major orders, including
to an aluminum refinery in India valued at about SEK 125
million and a power plant construction project in Saudi
Arabia valued at approximately SEK 65 million.

— A five-year credit facility amounting to SEK 3.8 billion was
signed to refinance an existing facility of about SEK 5.5
billion.

— The Board proposes a dividend of SEK 4.75 (4.00) per

share for 2004.
Amounts in SEK M unless otherwise stated 2004 2003 2002 2001
Order intake 15,740 14,145 14,675 15,894
Net sales 14,986 13,909 14,595 15,830
Adjusted EBITDAY 1,956 1,920 2,087 2,138
Adjusted EBITA? 1,695 1,627 1,755 1,738
Operating margin (adjusted EBITA?), % 11.3 1.7 12.0 11.0
Profit/loss after financial items 1,070 817 372 42
Return on capital employed, % 24.3 21.3 20.2 18.5
Return on shareholders’ equity, % 121 13.2 2.7 2.5
Earnings per share, SEK 5.40 5.78 1.41 0.96
Dividend per share, SEK 4,759 4.00 2.00 -
Equity per share, SEK 44.5 43.8 40.4 38.5
Free cash flow per share, SEK? 11.10 10.71 16.10 56.37
Equity ratio, % 35.7 33.3 29.2 8.2
Debt/equity ratio, multiple 0.38 0.49 0.78 5.38
Average number of employees® 9,627 9,358 9,125 9,259

1) Adjusted EBITA — Earnings before interest, taxes, depreciation, amortization of goodwill and consolidated
surplus values, and items affecting comparability.

2) Adjusted EBITA — Earnings before interest, taxes, amortization of goodwill and consolidated surplus values,

and items affecting comparability.

Board proposal to Annual General Meeting.

Free cash flow is the sum of cash flow from operating and investing activities.

Number of employees at the end of the period.
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President’s comments

Strong growth

during 2004

Order intake during 2004 exceeded Alfa
Laval’s expectations, increasing by 15 per-
cent in fixed currency.

Strong geographic presence

One of Alfa Laval’s main strengths is its
strong geographic presence. The rapidly
growing markets in China, India and
Russia are among our largest markets,
China being the second largest market
after the US. During 2004, order intake
in Asia increased by 21 percent. The
growth rate in India was 30 percent and
in China 39 percent. A key priority is to
further strengthen the company’s local
presence in rapidly growing markets.

In India and China, we plan to accel-
erate the expansion of local production
in order to move closer to the fast-grow-
ing markets and to utilize these coun-
tries as a global supply base. Both the
Indian and the Chinese currencies are
pegged to the USD, which means that
this is also a way of offsetting our expo-
sure to the USD.

Stable cash flow

Alfa Laval generates a free cash flow of
approximately SEK 1 billion per year,
giving it considerable freedom of action.

Our aim is to secure a competitive
return for our shareholders, and the
Board of Directors adopted a new divi-
dend policy early in 2005.

We have high-quality products, excel-
lent geographic coverage and strong
market positions, on which we propose
to build further.

Cash flow will also be used to generate
growth through acquisitions. The pri-
mary means of growth will be acquisi-
tions that complement Alfa Laval’s exist-
ing business in terms of products, geo-
graphic location or new sales channels.
This type of acquisition involves limited
risk, rapid integration into Alfa Laval and
an early contribution to profitable
growth. We do not exclude the possi-

2 . Alfa Laval 2004

bility of acquiring a fourth product area,
although this has a lower priority. For a

fourth product area to be a viable option,
it must possess an industrial logic.

Acquired growth

In February 2005, Alfa Laval signed an
agreement to acquire the French com-
pany Packinox. Packinox’s customers
are in the refining and petrochemicals
industries. The company has a world-
wide reputation for its niche application
in large, high-performance welded flat
heat exchangers.

Packinox is a good example of a com-
plementary acquisition. The acquisition
of Packinox broadens our product range
and promises to produce positive syner-
gy effects. The company’s sales during
2005 are expected to amount to approx-
imately SEK 450 M and should strength-
en earnings per share.

Toftejorg in Denmark, which produces
and markets tank-cleaning products
and was acquired by Alfa Laval in 2003,
has developed favorably, and the
successful integration of the company
is continuing.

Biokinetics in the US, also acquired
in 2003, has been affected by weaker
demand in the pharmaceuticals and
biotechnology sectors in North America.
During 2004, the company adapted to
the decline in demand.

Review of financial targets

During the early part of 2005, the Board
of Directors reviewed the company’s
financial targets, retaining the targets
for growth and yield. The margin target
was adjusted to 10-13 percent, based
on the fact that exchange rates have

changed considerably since the target
was set several years ago.

Key factors during 2004

The weakening of the USD during 2004
was the factor that had the greatest
impact on Alfa Laval’s earnings. The
EBITA margin was more than SEK 300 M
lower than 2003 as a result of currency
movements, with the weakening of the
USD having the greatest effect. To
counter this trend, we are gradually
increasing our production and purchas-
ing in countries whose currencies are
pegged to the USD.

Rising prices for materials were also a
major factor during the year. Historically,
Alfa Laval has been able to pass on price
increases to its customers. During 2004,
we were also able to offset most of the
increases in materials prices, although
there is a time-lag in certain customer

segments. We are also working to
reduce the effect of price increases by
redesigning products and switching to
different materials.

Continuous product development
strengthens competitiveness

To strengthen our leading market posi-
tions, we must continuously develop
our products. We invest between 2.5
and 3 percent of our sales in research
and development, and this is a sustain-
able level.

Alfa Laval proposes to increase the
proportion of sales deriving from mod-
ern products by speeding up the process
from prestudy to introduction of the
product in customer operations. This
is the foundation for profitable growth
and stable prices.



Each year, Alfa Laval launches from 25
to 30 new products. Products launched
during the past few years have included
Aldec G2, the new heat exchanger Alfa
Nova, the Alfa Vap evaporator and the
Alfa Cond condenser. All of these prod-
ucts have been extremely well received
in the market, resulting in an outstand-
ing growth rate during 2004.

Continued focus on aftermarket

During the past few years, Alfa Laval has
increased its focus on the aftermarket.
Development of the aftermarket has
been one of the factors contributing to
the rise in the operating margin (EBITA
margin) from 6 to 11 percent. Further
development of the aftermarket is a key
component in Alfa Laval’s strategy for
strengthening profitability in the future.
We can become even stronger in the
aftermarket — for example by forging
closer links between new sales of

our products and sales of services and
products in the aftermarket.

Organizational development

For the past few years Alfa Laval has
been organized according to customer
segments, which has strengthened our
customer focus. In order to internally
ascertain product dimensions, product
centers for high-speed separators and
plate heat exchangers were established
at the beginning of 2005. By gathering
all the relevant expertise in a center for
each product area, we achieve greater
critical mass and higher effectiveness.

Changes in Group management dur-
ing autumn 2004 included the appoint-
ment of Ray Field and Lars Henriksson
as regional managers. They have broad
experience of the Group and have suc-
cessfully managed sales companies for
many years. Effective January 1, 2005,
Jesper Bulskov is the new personnel
manager. Jesper joined Alfa Laval two
years ago after working for a number
of companies, most of the time for SAS
Service Partner.

Share performance

During 2004, Alfa Laval’s share price
declined by 2 percent, while the Stock-
holm Stock Exchange as a whole rose
17 percent and SX20 Industrials, the
industry index against which Alfa Laval

is measured, rose 19 percent. Since it
was first listed on May 17, 2002, Alfa
Laval’s share has risen by 17 percent,
while the Stockholm Stock Exchange
has risen by 8 percent and SX20 Indus-
trials by 7 percent.

Outlook for the near future
(included in the year-end report published on
February 14, 2005)
In most of the markets that Alfa Laval
serves the demand is expected to be on
the same high level as during 2004.

Alfa Laval also believes that the current
high price level for some raw materials
will remain, at least short term.

Finally, I would like to express my sin-
cere thanks to all employees in the Alfa
Laval Group for their excellent contribu-
tions during 2004. Our skilled and com-
mitted employees are the base for the
Group’s development. This was the case
in 2004 and will continue to be so in
the future!

Lund, March 2005

Lars Renstrom
President and CEO

President’s comments
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The Alfa Laval share

| he share
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Alfa Laval was listed for the first time
on the Stockholm Stock Exchange in
1901. In 1991, Alfa Laval was acquired
privately and delisted and was again
introduced on the stock market on
May 17, 2002.

The Alfa Laval share is traded on
the O-list and is part of the Attract 40
group of most-traded O-listed compa-
nies. Alfa Laval has been included in
the OMX index since the start of 2003,
which comprises the 30 most actively
traded shares on the Stockholm Stock
Exchange measured in SEK.

All companies listed on the Stock-
holm Stock Exchange are classified
into industry sectors. This division is
in accordance with the Global Industry
Classification Systems (GICS). Alfa
Laval is listed under industrial goods
and services (SXC20). Other compa-
nies in this sector on the exchange
include Atlas Copco, Sandvik, SKF and
Volvo.

Share capital

Alfa Laval has a total of 111.7 million
shares with a par value of SEK 10 per
share. All shares carry equal voting
rights and rights to the company’s
assets. At year-end 2004, share capital
amounted to SEK 1,117 million.

Change in number of shares
and share capital

The change in number of shares and
share capital is presented in a table on
page 47.

Share performance

In 2004, the Alfa Laval share fell slightly
more than 2 percent. This can be com-
pared with the stock market as a whole,
the SAX All Share Index, which rose

17 percent. The highest quotation of
the year for Alfa Laval was SEK 125.50
(110) and the lowest was SEK 96 (58).
The closing (last paid) price on Decem-



ber 31 was SEK 107 (109), correspon-
ding to a total market capitalization of
about SEK 12.0 billion (12.1). A total
of 166 million (108) shares changed
owners, corresponding to a value of
SEK 17.9 billion (9.2). This corresponds
to a turnover rate* for the Alfa Laval
share of approximately 149 percent
(96). In comparison, turnover rates for
the stock market as a whole in 2004
amounted to 134 percent (124) and 82
percent (78) on the O-list. The average
size of transactions was around 2,190
shares (2,190) shares and an average of
300 transactions (200) were carried out
per trading day.

Dividend policy
The Board of Directors’ intends is to reg-
ularly propose a dividend that reflects
the performance, the financial position
the funding arrangements and expected
capital needs of the Alfa Laval Group.
Considering the cash generating capaci-
ty of the Group a dividend of 40-50
percent of net income, adjusted for
step-up depreciations, calculated over a
business cycle is targeted.

For 2004, the Board has proposed to
the Annual General Meeting a dividend
of SEK 4.75 (4.00).

Alfa Laval shareholders

At year-end, the company had a total
of 11,758 (7,254 ) shareholders. On
December 31, 2004, Tetra Laval BV and
Industri Kapital were the two largest
owners. At year-end Tetra Laval owned
17.68 percent (17.68) and Industri
Kapital 8.52 percent (17.92). Combined,
the ten largest shareholders owned
approximately 55 percent (60) of the
total number of shares.

Shareholder information update
Current information about share per-
formance and updated owner informa-
tion is provided at www.alfalaval.com

*Turnover rate is calculated as the total number of shares traded
in one year, relative to the total number of shares outstanding.

The Alfa Laval share

The 10 major

owners/asset managers, at December 31, 2004

Number of shares Capital, % Increase/decrease
2004
Tetra Laval B.V. 19,744,014 17.68 +/- 0
Industri Kapital 2000-fund 9,515,628 8.52 - 10,500,000
Third AP-Fund 8,308,060 7.43 + 3,235,653
Robur Funds 5,182,263 4.64 + 1,332,734
Fourth AP-Fund 4,804,200 4.30 + 512,500
SEB-Funds 3,998,000 3.58 + 2,803,500
Lannebo Funds 2,661,495 2.38 + 137,500
Handelsbanken Funds 2,555,355 2.28 + 1,653,334
State Street Bank & Trust 2,088,368 1.87 - 2,488,796
AMF Pension Funds 2,073,400 1.85 + 2,073,400
Others 50,741,210 45.47 + 6,106,654
Total 111,671,993 100.00
Data per share
2004 2003 20027
Market price at year-end 107 109 7
Highest paid, SEK 125.50 110 98.50
Lowest paid, SEK 96 58 43.10
Price change during year, % -1.8 40.3 -15.4
Equity capital 44.5 43.8 40.4
Price/equity, % 2.4 25 1.9
Dividend, SEK 4.75 4 2
Dividend/earnings per share, % 88.0 69.2 141.8
Direct return, % 4.4 3.7 2.6
Earnings per share, SEK 5.40 5.78 1.41
Free cash flow, SEK 2 11.10 10.71 16.10
P/E ratio 20 19 55
Number of shareholders 11,758 7,254 5,746
1) Share listed on May 17, 2002.
2) Free cash flow is the sum of cash flow from operating and investing activities.
Ownership distribution by size at December 31, 2004
Holdings Number of shareholders Number of shares Holdings, %
1 - 500 7,743 1,548,529 1.39
501 - 1000 1,771 1,564,384 1.40
1001 - 5000 1,490 3,710,442 3.32
5001 - 10000 297 2,386,631 2.14
10001 - 15000 87 1,103,859 0.99
15001 - 20000 54 988,796 0.89
20001 - 316 100,369,352 89.89
Total 11,758 111,671,993 100.00

Ownership categories (including Tetra Laval (Netherlands) and Industri Kapital (UK))

Institutions and funds
Private individuals*®

Total

Capital (%) No. of owners

91.74 2,320
8.26 9,438
100.00 11,758

*Including other legal entities

Geographic d

ivision

Swedish owners

Foreign owner:
Total

Geographic d
Capital (%)

* Excluding Tetra

Capital (%) No. of owners

55.65 10,986
s 44.35 772
100.00 11,758
istribution of free float*
Sweden us UK Luxembourg
75.4 8.3 5.1 4.2

Laval (17.68%) and Industri Kapital (8.52%)

France
2.1

Other
4.9

Total
100.0
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Business concept and goals

A DUSINESS concept

based on the customers

Alfa Laval’s daily work is inspired by

constant effort to increase added value
for customers. Satisfied customers cre-
ate a company with competitive, con-
tinuous value growth for shareholders.

A customer-oriented business concept

“To optimize the performance
of our customers’ processes.
Time and time again.”

The foundation of Alfa Laval’s business
concept is its customers. To make a
company sustainable and successful,
customers must continuously be pro-
vided added value. Alfa Laval must
be an attractive long-term investment.
Shareholders want to minimize the
risk of their investments, which Alfa
Laval does for them by continuously
improving its appeal — especially as an
employer, a supplier and a customer.
For more than 120 years, Alfa Laval
has provided products of the highest
quality. To stay successful, however,
something more is needed — an extra
value important to the company’s
customers. This is what the business
concept is all about.

A customer-oriented organization
Alfa Laval’s organization is based on the
company’s customers.

The organization is the platform for
living up to the business concept and
to achieve goals. Alfa Laval is organized
into three divisions, one that produces
and supplies the company’s products
and two that market and sell the prod-
ucts. The two selling divisions are in
turn divided into customer segments,
which means that the company’s sales
personnel work close to the customer
within specific industries.

6 - Alfa Laval 2004

The Equipment Division has a broad

range of products and services for cus-
tomers that have well defined, regular
and recurring needs. Sales are through
Alfa Laval’s own sales companies and
external sales channels. In recent years,
Alfa Laval has broadened its marketing
efforts through strengthened coopera-
tion with agents, distributors and other
partners.

The Process Technology Division
offers solutions to support customers to
optimize their own processes. The divi-
sion delivers everything from compo-
nents to systems, including services.

Goal oriented

Accelerator is a tool for sales planning

that all sales personnel use. The process
is used to plan sales activities. It sums

the separate sales activities and what
skills development that is required.
Within a sales company, the results are
summed up in accordance with a stan-
dardized presentation of Key Perfor-
mance Indicators (KPIs).

Connect is a process for market plan-
ning that ensures that the growth strat-
egy is linked to the sales companies’
activity plans and each sales person’s
activity plan in Accelerator. At the
same time, Connect ensures that the
possibilities seen in the market are
communicated back to the respective
segment, so that business planning and
strategies are continually developed.



Financial goals

Invoicing growth, %

12

2001 2002 2003 2004

-12

Goal: average of 5 percent annually over a
business cycle.

The goal will be achieved through a combi-
nation organic and acquired growth. The
underlying organic growth of Alfa Laval’'s
markets is estimated at around 2 percent.

Goal fulfillment: After a number of less

stronger years, 2004 was very strong,
exceeding the goal considerably.

Financial standards

EBITA*-margin in relation to sales

15

10-13

20028 2003 | 2004

0

Goal: 10-13 percent.

The lower end of the target range applies
during economic downturns while the upper
end applies during periods of expansion.
The goal is chosen to maintain financial
flexibility.

Goal fulfillment: The restructuring program
“Beyond Expectations” started in 1999 to
increase the operating margin from 6 to 12
percent. A way into this program, greater
potential was seen and the goal was in-
creased to 12-15 percent. The goal has now
been adjusted to 10-13 percent, based on
significantly changed currency rates and is
de facto a more ambitious target.

* Adjusted EBITA = Operating profit before

amortization of goodwill and depreciation of
other surplus values

As a supplement to the financial goals, the standards for a number of relevant financial key
ratios that will help Alfa Laval meet the financial goals are described below.

Debt/equity ratio

Goal: below 1.0.

As a standard, Alfa Laval aims to have a
debt/equity ratio that, in the long term, will
pe lower than 1.0 — that is, the company’s
borrowed capital may not amount to more
than 100 percent of the book value of its
shareholders’ equity. Debt/equity ratio may
increase in connection with major acquisi-
tions but this has to be viewed as tempo-
rary since cash flow and profits are expect-
ed to offset this effect.

2002: 0.78% 2003: 0.49% 2004: 0.38%

Cash flow from current operations

Goal: 9-12 percent of sales.

The standard is set slightly lower than the
target operating-margin, adjusted EBITA,
pbecause organic growth normally results
in an increase in tied-up working capital.
The unrestricted cash flow will generate a
substantial amount, regardless of the debt/
equity ratio, but within the framework of
the guidelines for debt/equity ratio that the
Group has established.

2002: 183.2% 2003: 11.9% 2004: 7.5%

Business concept and goals

Return on capital employed, %

25

20028 2003 | 2004

0

Goal: 20 percent.

Despite substantial goodwill and allocated
surplus values, ROCE should reach

20 percent. This level is established with
the low tied-up capital in mind, and as

a result of the current profitability and the
goal of further improving profitability.

Goal fulfillment: During the past three years,
Alfa Laval has exceeded the return goal
thanks to continuing improvements in
capital employed.

Investments

Goal: approximately 2.5 percent of sales.

For existing operations, Alfa Laval’s objective
is to maintain investments in fixed assets at
a level corresponding to about 2.5 percent of
sales. This corresponds to depreciation
according to plan. The purpose of this stan-
dard is to allow some scope for replacement
investments and create a capacity expansion
in line with organic growth for the Group’s
current key products.

2002: 1.9% 2003: 1.9% 2004: 2.5%

Alfa Laval 2004 - 7



Growth strategy

Strategy for

profitable growth

8 - Alfa Laval 2004

Alfa Laval’s growth goal is to grow an
average of 5 percent annually over a
business cycle. The basic philosophy
is to grow faster than the market, but
growth may not be a goal in itself.
Growth must be achieved with — at
least — maintained profitability.

The total of the underlying markets in
which Alfa Laval is active is expected
to grow by an average of 2 percent
annually. By working systematically
within the following areas, Alfa Laval
shall obtain profitable growth.

Current products and services

Close cooperation with customers to
understand and satisfy their require-
ments will ensure that the growth
Alfa Laval had in the past, based on
our key products, will be maintained
or strengthened in the future. With

the high-quality products and the mar-
ket positions Alfa Laval holds, the cur-
rent products are an important compo-
nent of the profitable growth.

Market-driven research and development

One of the cornerstones of Alfa Laval’s
success has been to be the market leader
in its key technologies. The mission

of the company’s R&D organization is
to improve current products and make
them even more competitive in the
market. The company’s organization
based on customer segments will further
strengthen the dialog with customers.

The marketing organization

with ten focused customer segments
Since the marketing organization focuses
on customer segments while simultane-
ously working with the company’s
entire product range, it can work more
closely with customers and help improve
customers’ processes. Alfa Laval has one
face for every customer, and can effec-
tively add value for the customer.

An example of this is the acquisition
in 2003 of the Danish Toftejorg, which
produces products for tank cleaning —
products that add to Alfa Laval’s range
of food and marine-related products.

Aftermarket

The aftermarket offers considerable pos-
sibilities for further growth. Alfa Laval
has a large base of installed equipment
and systems, and through our global
network of workshops and personnel,
the company is well equipped to man-
age this service. The product range has
increased substantially, and service
contracts, particularly, are now playing
a more important role.



New marketing concepts

Alfa Laval is constantly seeking new
ways to improve service to help cus-
tomers to optimize their processes.
It is a matter of looking at needs
and problems in different ways, to
be market driven.

Examples are Octopus, software for
optimizing the operation of decanter
centrifuges and Alfdex, an innovative
solution for cleaning crankcase gases
from diesel engines, based on the sepa-
ration of oil droplets and particles from
the gases.

New key products

Identifying and adding, within the
framework of our strategy, supplemen-
tary products as well as new key prod-
ucts is a step that can provide an extra
boost to growth. It enables Alfa Laval
to further increase its product offering
and be a more complete and an even
more valuable partner. An example is
the acquisition in 2002 of Danish
Separations Systems (DSS), a company
that develops, manufactures and sells
membrane filters.

Strategy for acquisitions and alliances

Alfa Laval’s business concept of optimizing the perform-
ance of our customers’ processes, time and time again,
is also the basis of the company’s acquisition/alliance
strategy. This means that Alfa Laval shall undertake
acquisitions/alliances:

— that strengthen the existing key products
- of new key products

— around products that complement our current products
and that can strengthen the customer offering that our
customer segments make.

There is a special function, Corporate Development,
ensures that work with acquisitions and alliance is carried
out systematically and effectively.

Growth strategy

Acquisitions and divestments 1999-2004

Company Sales*
1999
Acquisitions Vicarb Group, France SEK 425 M
Scandibrew, Denmark SEK 67 M
Kvaerner Hetland, US SEK 57 M
Dorr Oliver, US SEK 127 M
Divestments: Thermotechnik SEK 49 M
Cardinal SEK 39 M
2000

Acquisitions: Separator Division of Wytworna Sprzeta, Poland SEK 20 M

Divestments: Tetra Pak Division of Indian subsidiary SEK 47 M
Aircoll SEK 51 M

2001

Acquisitions: Additional 13% of share capital No effect on sales

of Alfa Laval India

Divestments: Rema Control SEK 68 M
Industrial Flow SEK 656 M

2002

Acquisitions: DSS, Denmark SEK 90 M

Divestments: -

2003

Acquisitions: Toftejorg, Denmark SEK 210 M
Biokinetics, USA SEK 550 M

Divestments -

2004

Acquisitions -

Divestments: Tri-Lad SEK 75 M

*Refers to the year prior to divestment or acquisition.

During 1999-2004, Alfa Laval acquired seven companies/units
with total sales of SEK 1,546 M - an average annual sales of
about SEK 260 M. During the same period, Alfa Laval divested
seven companies/units with combined annual of slightly less
than SEK 1,000 M.

The number of acquisitions are expected to continue at the
same pace as previously. Divestments are expected to decline
sharply, since all units in the Group today comprise the com-
pany’s core operations.

2,000
Il 2004
1,500 I 2003
Il 2002
1,000 2001
2000

500
1999

0

Acquisitions Divestments
SEK 1,546 M SEK 985 M

Acquired net growth = SEK 561 M, growth totaling 3.9 percent based
on 1999 sales (SEK 14,405 M).

Divested growth = SEK 1,546 M, growth totaling 10.7 percent based
in 1999 sales (SEK 14,405 M).

Alfa Laval 2004 -



Our technologies

Alfa Laval’s

stapble plattorm,

the three core technologies

New sales, distribution
by key technologies, %

Other
Fluid Handling
Heat
Transfer
Separation

The core of Alfa Laval’s operations is
based on three key technologies — heat
transfer, centrifugal separation and fluid
handling — with all three playing a deci-
sive role in most industrial processes.
Alfa Laval holds leading global positions
in all of these areas of technology.

Heat transfer

Alfa Laval’s heat exchangers are used for
applications such as heating, cooling,
freezing, ventilation, evaporation and
condensation of fluids. As a result of
the many applications in which heat
exchangers can be used, Alfa Laval has a
considerably large and geographically
diverse customer base within industries
such as chemical, food processing, oil
and gas production, power generation

Air heat exchanger

and marine industries and for heating
and ventilation of buildings.

Alfa Laval’s heat-transfer product
range consists of plate heat exchangers,
spiral heat exchangers and air heat
exchangers. The plate heat exchanger
is the main product and has many appli-
cations. Spiral heat exchangers are used
in the pulp industry and in waste treat-
ment. Air heat exchangers are used
for air conditioning and refrigeration.

Alfa Laval estimates that it had a com-
bined market share of between 35 and
40 percent in 2004.

There is a clear tendency in the pro-
cessing industry to switch from tradi-
tional shell-and-tube heat exchangers
to compact heat exchanges such as
plate heat exchangers because the latter

Heat transfer Separation

Alfa Laval’'s range covers most
types of coolants and cooling
applications.

¥
s ® A

Spiral heat exchangers
Custom-designed for liquid
products and products that
could cause heavy contami-
nation or corrosion.

Plate heat exchangers
Alfa Laval has the broadest
range on the market within
industrial and sanitary
applications

Scraped-surface
heat exchanger

For heating or cooling
of sensitive products.

Shell-and-tube heat
exchanger
Alfa Laval’s shell-and- iy

Membrane filtration

Alfa Laval’s wide range covers
osmosis, nanofiltration, ultrafil-
tration and microfiltration.

tube heat exchanger
is aimed at applica-
tions in the pharma-
ceutical and food
processing industries
for cooling.

10 - Alfa Laval 2004



save space and energy and provide
better maintenance security than shell-
and-tube heat exchangers.

Alfa Laval’s largest competitors are
Tranter/SWEP (US), Invensys-APV (UK)
and MG Technologies/GEA (Germany).

Separation

Ever since the company was formed in
1883 the separation technology has
been a central part of the operations.
The technology is currently used to
separate liquids from other liquids and
solid particles. The separators are used
in a number of industrial processes
within the food processing and chemi-
cal industries, on ships, to purify fuel
and lubricating oil, on oil rigs, to sepa-
rate oil and water, in the mechanical
engineering industry, to purify industrial
fluids, and in industrial and municipal
wastewater treatment plants.

Alfa Laval is a global market leader
in separation products and, according
to the company’s estimate, in 2004 its
share of the global market was between
25 to 30 percent.

High-speed separators and decanter
centrifuges are Alfa Laval’s dominant
products within centrifugal separation.
High-speed separators are primarily

High-speed separators
Primarily for separation of
liquids and waste that con-
tains more than 30 percent
solid particles.

Decanter centrifuges

Separate solid particles from liquids
and plays a key role in a number of
industrial, food processing and
treatment processes.

used for separating fluids. A decanter
centrifuge is a horizontal separation
technique that uses a slower speed
than the high-speed separation tech-
nique. It is mainly applied in the sepa-
ration of a relatively higher solid con-
tent. For example, decanter centrifuges
are used in dewatering in wastewater
treatment plants.

Membrane filtration is the accepted
industry standard for separating less
dense particles, which is a growing
need within the food, biotechnology
and pharmaceutical industries.

Alfa Laval’s largest competitors are:
MG Technologies/GEA Westfalia Sepa-
rator (Germany), Andritz (Andritz Bird,
US, and Andritz Guinard, France), Mit-
subishi Kakoki Kaiska (Japan), Pieralisi
(Italy) and Flottweg (Germany).

Fluid handling

Transporting and regulating fluids in a
safe and efficient manner is vital for
industries. Alfa Laval focuses its com-
petence on fluid handling, where the
demand for hygiene is high. The com-
pany’s pumps, valves and installation
material are used in fluid-handling
applications such as in the production
of beverages, dairy products, food,

Fluid handling

Valves

Sanitary, mixproof valves,
Intelligent regulating
equipment. Butterfly
valves. Seat valves.
Aseptic valves.

Tank-cleaning products
Alfa Laval has a broad
assortment for sanitary
applications.

Our technologies

pharmaceutical products, health and

personal care products. Alfa Laval is a

market leader in fluid handling and

estimates that it had a global market
share of between 10 and 12 percent

in 2004.

There are mainly three types of pumps
used in sanitary environments:

e Centrifugal pumps, which combine
high efficiency rate with careful
product treatment.

* Rotary lobe pumps, which are used
to facilitate the flow of thicker and
more sensitive fluids that require a
high standard of hygiene.

e Liquid ring pump, which has a wide
range of applications.

Alfa Laval’s main competitors are: MG
Technologies/GEA (Germany), Invensys/
APV (UK), Waukesha/Cherry Burrell (US)
and ITT Industries (US).

Pumps

For accurate pumping of
all types of liquids in
sanitary applications.

Installation material

Alfa Laval has a very wide selection of
installation material for, in principle, all
conceivable applications.

*QEd
éswgg
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Research and Development

Steady flow

of new products strengthen leading positions

R&D expenses in SEK M
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R&D expenses in
percentage of net sales
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04

Development and
testing of separators
in Tumba, Sweden.

The Alfa Laval brand has been associated
with innovation for over 100 years. An
ongoing, consistent commitment to
research and development (R&D) has
been critical in building, strengthening
and developing the company’s global
market leadership. Alfa Laval’s R&D
activities are distinctly customer ori-
ented and aimed at better solutions
for customers.

Total R&D expenses amounted to
SEK 404 million (368) in 2004, approxi-
mately 2.7 percent (2.6) of the Group's
total sales. The Group has about 290
employees and four centers within R&D.
The Process Technology Division and
the Equipment Division have their own
R&D functions for channeling resources
to areas where there is most growth
potential. Such areas include biotechnol-
ogy and wastewater treatment.

Alfa Laval’s R&D operations are based
on a long-term commitment to basic

research, focusing primarily on stream-

ing technology and heat transfer. The
company launches 25-30 new products
annually as well as at least as many
product improvements. The company
holds more than 200 patents on its
own products, and the brand name
Alfa Laval is registered in around 100
countries.

Steady product renewals

sharpen competitive edge

To remain competitive, existing prod-
ucts must be constantly upgraded to
cope with the changing demands and
needs of customers. This often involves
relatively minor adjustments that
could lead to major improvements for
customers.

To boost market potential in the
existing operations, Alfa Laval can
broaden its offering by adding prod-
ucts suitable for other capacities, pres-
sures and temperatures. This may also
involve producing versions of new




material, and to automate and integrate
intelligent functions in the products,
such as measuring and reintroducing
information, or analyzing and forecast-
ing. Over the past few years, the compa-
ny’s commitment to research and devel-
opment has resulted in the following
products:

AlfaNova

A new plate heat exchanger technology
with better temperature and pressure
tolerance

Many researchers believe that heat
exchangers made from only one material
are the way of the future. Here, Alfa
Laval is well in the forefront. AlfaNova
is a completely new plate heat exchanger
made from a single material: stainless
steel. The actual brazed material in com-
bination with the manufacturing tech-
nique is patented. AlfaNova tolerates
the combination of high temperature
and high pressure better than brazed
plate heat exchangers. These character-
istics broaden the market for the prod-
uct. New areas of application include
processors that involve the use of
ammonia. The product was launched in
2003 and in 2004 a number of new sizes
were introduced.

Eco Stream for marine industry
Cleans polluted waters environmentally

Eco Stream is a system for treating pol-
luted water based on Alfa Laval’s high-
speed separator. The product is devel-
oped for the marine industry and its task
is to remove contaminants in the bilge
water in the engine room and internal
drainage systems on board. The product
replaces the use of chemicals and filters.
Eco Stream is fully automated and the
effective result means that substantially
less waste must be deposited on land
and that the dirty water becomes so
clean that it can be returned to the sea.

Alfa Laval Octopus

Software that automatically

enhances the efficiency of dewatering
in treatment plants.

Another example of a new, attractive
product is Octopus, which is software
for optimizing the operations of
decanter centrifuges (the product that
separates sludge from water) in the

treatment plant. The treatment of waste
sludge is an area becoming increasingly
self-regulating and automated. Octopus
is the first totally self-regulating system
for dewatering of sludge. It can be
described as an autopilot that ensures
that the decanter centrifuge works as
effectively as possible. The wastewater
treatment plant can realize major sav-
ings through efficient sludge dewater-
ing and through reducing the use of
polymers and fresh water. Another major
advantage is that the purity of the water
separate from the sludge is higher.

Hynetics

The first single-use mixing tank

in production scale

Hynetics is a product developed as a
result of the acquisition of North Amer-
ican Biokinetics. The product is aimed
directly at the pharmaceuticals industry.
It is a system designed for single-use
and is applied for dissolving and mix-
ing of various types of media and drug
formulations. Hynetics is the first
system on the market in which single-
use products (mixing tanks) are used

in production scale, between 1,000 to
10,000 liters. The product was launched
in the first quarter of 2004 in conjunc-
tion with the major Interphex biotech
exhibition in New York.

Small seat valve
Completes Alfa Laval’s already broad
range of seat valves.

The new seat valve is designed for the
biotech, pharmaceutical and food pro-
cessing industries. The simple design,
featuring few moving parts, makes it
highly reliable. Other competitive
advantages are its sanitary feature and
that it is highly reliable even in vacuum-
induced environments due to its special
double-lip sealing.

Research and Development

Alfa Nova, a new technology
for plate heat exchangers,
was introduced in a number
of new sizes during 2004.

Alfa Laval 2004 -
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Alfa Laval meets the market

A market-oriented organization with

global presence

Alfa Laval’s operations are divided into
two selling divisions — the Equipment
Division and the Process Technology
Division. They market and sell all three
product technologies, to different cus-
tomer groups and through different
sales channels.

This market orientation is further
strengthened through the various spe-
cialized customer segments. Through
the segment working with all three
product technologies, the Group’s sales
team can offer customers Alfa Laval’s
entire product offering.

Order intake, SEK M

20,000

10,000

. The Process Technology Division
. The Equipment Division

The Operations Division 0

A market-oriented organization

Part: rvi
i arts & Service

Refrigation

Fluids Marine
& Utility & Diesel

13% 2% 11% 13% 24%

Sanitary

The Equipment Division

Alfa Laval has a broad geographic cover-
age. About 50 percent of sales are in
Europe, 30 percent in Asia and 20 per-
cent in North and South America. Sales
are carried out in more than 100 coun-
tries, of which half with own sales rep-
resentation. Sales in Asia have increased
the strongest in recent years, largely
attributable to the strong market pres-
ence for many years in many large
Asian markets. Service for the key after-
market is provided through about 75
service centers worldwide staffed by a
total of 355 engineers.

Number of employees

10,000

5,000

01 02 03 04

Process Life
Industry Science

8% v 3%

Energy &
Environment

The Process Technology Division

Works with customers with a well-defined, recurring and regular need for
Alfa Laval’s products. Sales conducted on the first hand to system
builders and contractors and OEM companies, retailers and distributors
who then sell to the end customer.

Focuses on customers with needs for specialized solutions to improve
the efficiency of their processes. Sales are largely though own sales
companies worldwide, including package solutions feature everything
from single products to systems, complete solutions and effective
customer service.

The Operations Division
Responsible for production purchasing, manufacturing and logistics for the entire Group. Centralization creates the best possible delivery reliability,

productivity, reduced operating expenses and economies of scale.
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Alfa Laval meets the market

Regional sales development 2001-2004, SEK M
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Geographic change, 2001-2004

Employees
The ten largest countries in 2004 as percentage of total employees

compared with 2001

Regional trend
Sales as percentage of sales

2001 2004 2001 2004

1 Sweden 3 Other Europe 6 Asia 1 Sweden 4 US 7 China 10 Russia
2 Other EU 4 North America 7 Other 2 Denmark 5 France 8 UK 11 Other countries
5 South America 3 India 6 Italy 9 Germany
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The Equipment Division

Setter development

in 2003 in all five customer segments

Highlights 2004

— Joint-venture company Alfdex formed with Swedish Haldex,
to market technology for cleaning crankcase gases,
A letter of intent signed with AB Scania for delivery of the
product during 2005.

— Strong growth for air products within Comfort & Refrigeration.

— Continued very high interest for the AlfaNova technology
platform.

— Launching of the “Pure Thinking” environmental strategy
within Marine & Diesel.

Net sales, SEK M Operating profit, SEK M
10,000 1,200

0
01 02 03 04 01 02 03 04
The Division’s share of The Division’s share of
Group order intake Group employees

21%

56 %

Geographic distribution of Segment distribution of
the Division’s order intake the Division’s order intake
7
2

o
N

1 Sweden 1 Sanitary

2 Other EU 2 Comfort & Refrigeration
3 Other Europe 3 Marine & Diesel

4 North America 4 OEM

5 Latin America 5 Fluids & Utility

6 Asia 6 Parts & Service

7 Other
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The Equipment Division works with customers that
have well-defined, recurring and regular need fro Alfa
Laval’s products. Sales are largely to customers other
than the end customer, that is, to users of the products.
These are primarily system builders and contractors,
as well as retailers and distributors.

The Division focuses on increasing value for the
customer through a customized module concept and
development of products in close cooperation with the
customers. It is strategically important that the prod-
ucts are available worldwide. Accordingly, the Division
focuses on increasing the number of sales channels.

The Equipment Division’s strategy is to retain and
strengthen its global market positions and to find
new applications for products in areas with favorable
growth potential.

The Equipment Division works within five market
segments: Sanitary, Comfort & Refrigeration, Marine
& Diesel, Fluids & Utilities and OEM, plus the segment
for the aftermarket, Parts & Service (presented sepa-
rately on page 24). The Division reported sales of
SEK 8,250 (7,842) million in 2004, corresponding to
55 percent (56) of the Alfa Laval Group’s total sales.
The number of employees in the Division was about
2,000 (about 2,000).

In 2004, the Equipment Division posted an increase in
order intake in all of the Division’s five market segments.

Sanitary

Increased market share in Europe

Compared with a year earlier, the Sanitary segment
posted an increase in order intake. The first half of the
year developed very strongly and order intake attained
a high level. The business climate was less intensive
during the second half of the year.

Geographically, the trend was fragmented. The seg-
ment gained market shares in Europe and India posted
continued favorable growth, while development in
certain industries in China stagnated.

During the year the segment introduced a number
of new possibilities for growth, including within the
pharmaceutical industry in which the offering was
complemented with a number of new products through
alliances. The integration of Danish Toftejorg was
completed successfully in 2003 and the tank-cleaning
products continued to development highly satisfactorily
in 2004.



Overview the Equipment Division

The Equipment Division

Segment

Operations

Share of the
Division’s
order intake*

Order trend**

Geographic
Distribution
(order intake)

Customers in the beverage, dairy, food,
pharmaceutical and biotech industries, all of
which with very high hygiene and safety
demands. Alfa Laval’s products used to pro-
duce liquid and viscous food products, phar-
maceuticals and hygiene products. Largest
customer is Tetra Pak, a leading supplier of
process and packaging systems for the food
processing industry. Tetra Pak is a strategic
partner as well as a key customer.

24%

2004

©e

56’2

1 Sweden

2 Other EU

3 Other Europe

4 North America
5 Latin America

2003 6 Asia

7 Other
Primarily sales of heat exchangers for use in ’
district heating and cooling systems, air- 5 G
conditioning for factories, offices and store 2
complexes and to hold cooling and freezing
cases and ice-rinks at the right temperature.
Customers range from multinational compa-

ies t I J linstallati . v 2004 1 Sweden

nies to small local installation companies. 2 Other EU

Examples of customers are Climespace,
York, Mycom and Uppsala Energi. Eastern
Europe, with large district heating systems,

o
L

3 Other Europe
4 North America
5 Latin America

is an important and growing market. 2003 2002 6 Asia

7 Other
Customers are shipyards and manufacturers 20% ! ;
of diesel engines. About one third of the
world’s ships have some form of Alfa Laval
equipment on board. Product applications v
include fuel and lube oil cleaning, engine 64
CooIIrTg, production of fresh waFer and 2004 1 Sweden
cleaning of tanks, sludge and oily water. 2 Other EU

The customer list features Hyundai, MHI,
Fincantieri, Wartsila and MAN/B&W,

o
L

2003 2002

3 Other Europe

4 North America
5 Latin America

6 Asia

7 Other

. -
OEM
(Original Equipment
Manufactugers)

Customers in the segment are, for example,
manufacturers of air-conditioning systems,
air compressors, air dryers, diesel engines
and gas boilers. The customers integrate
Alfa Laval’s products, often brazed heat
exchangers, into their products. Alfa Laval’s
strategy is to build partnerships with the
customers to jointly develop new products.
Examples of customers are Vaillant, Caterpil-
lar and Carrier.

2004

o
o

1 Sweden

2 Other EU

3 Other Europe

4 North America
5 Latin America

Fluids & Utilitie

2003 2002 | 6Asia
7 Other
. ) . ) 3% 71

Most industries use various types of liquids 2
in their production, which need to be
cleaned and temperature controlled to
achieve high operational reliability. Alfa 6
Laval’s separators clean fluids so that they 5
can be reused, which reduces operating 2004 1 Sweden
expenses and protects the environment. 2 Other EU

Customers, which mainly are in the automo-
tive, machine tooling and hydraulic indus-
tries, include Scania, Rolls Royce, SKF and
Hexagon Automation.

o
L

2003 2002

3 Other Europe

4 North America
5 Latin America

6 Asia

7 Other

*

Parts & Service accounts for 21 percent, see page 24.

“* Pertains to development compared with preceding year.
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The Equipment Division
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Comfort & Refrigeration
Highly favorable growth for air-cooling products

Order intake within Comfort & Refrigeration developed
better than in 2003. The launch of the new technology
platform for plate heat exchangers, Alfa Nova, was
received positively and orders received for the product
are growing continually while at the same time the
range is being broadened.

Products for air cooling showed highly favorable
growth. The products now have a better geographic
distribution, which resulted in increased market
shares.

Geographically, China and Russia continued to
grow favorably. An improved business climate and
the segments focus on channels are the main reasons.

In an agreement with the segment’s largest cus-
tomer, York, Alfa Laval added air-cooling products
during the year.

Marine & Diesel

New “Pure Thinking” environmental strategy
helps shipping companies to meet the authorities’
stricter environmental demands

Shipbuilding experience a fantastic year in 2004.
Most of the market is in Asia, in which Korea, Japan
and China combined account for nearly 70 percent
of the total shipbuilding in the world. Despite
increasingly tougher competition, order intake rose
sharply during the year and Alfa Laval has retained
and increased its market shares.

As a result of the increasingly higher requirements
being placed by the authorities on emissions from
ships, the shipping companies’ demand for environ-
mental products to solve these problems is rising.

During 2004, Alfa Laval launched the new environ-
mental strategy “Pure Thinking” which comprise
three environmental areas:

Bilge water, in which Alfa Laval separators clean
bilge water from oil highly efficiently.

Ballast water. As of 2009, a law becomes effective
for cleaning of ballast water. Alfa Laval has entered a
cooperation with a Swedish company to develop
a product that can clean and treat ballast water on
board. Launch is expected in summer 2006.

Crankcase gases. Alfa Laval has developed an air
separator to separate oil from the air ventilated from
the crankcase of diesel engines. The product is based
on the same principle as Alfdex and is expected to
be launched in 2005.

Fluids & Utility
Very strong development in China and India

During 2004, order intake for Fluids & Utility devel-
oped much stronger than in 2003. Primarily Asia
developed significantly better, with very strong
increases in China and India. The market in the
US turned upward with strong growth, particularly
within heat exchangers for the engineering industry.
In addition, the Alfa Pure Z separation equipment
for efficient cleaning of industrial liquids increased.

To cover of the Nordic hydraulics market more
effectively, the segment signed an agreement with
four companies within Hexagon Automation. At
the end of the year a new oil cooler — Alfa Laval Doc
—was introduced for cooling with corroding coolants
and seawater.

OEM (Original Equipment Manufacturers)
Strong growth and increased market shares

Order intake for the segment was clearly better than in
2003, primarily due to an improved business climate
and that Alfa Laval captured market shares in 2004.

During the year, the segment experienced a break-
through for brazed products in the engine segment,
in which the first commercial order was received.

In addition, the sale of small brazed heat exchangers
continued to develop highly favorably.

The new technology platform for plate heat
exchangers, Alfa Nova, was positively received and
creates possibilities for a broadening of the segment’s
customer base. During the year, the segment contin-
ued to focus on key customers to further improve
relations, which continued to increased volumes.






The Process Technology Division

Very strong increase

N order intake

Highlights 2004

— Strategic agreement with German Sartorius gives
Alfa Laval exclusive rights to sell products for filtration
in the brewery industry.

— New Aldec 2 decanter has rapidly won market shares
in the environmental area.

— Continued very strong growth in process industry in Asia.

— Weak investment climate in biotech and pharmaceutical
industry in North America — higher activity in Europe
and Asia.

Net sales, SEK M Operating profit, SEK M
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3 Energy & Environment
4 Food Technology
5 Parts & Service

The Process Technology Division serves customers who
require solutions specially adapted to improve the effi-
ciency of their processes. The division’s sales are mostly
effected through the Group’s own sales companies.
Alfa Laval combines expertise in its key technologies
with thorough knowledge of its customers’ processes
and offers package solutions ranging from single products
to systems and turnkey solutions, as well as efficient
customer service.

The Process Technology Division is organized in four
customer-oriented segments: Process Industry, Food Tech-
nology, Energy & Environment and Life Science, as well
as the segment for the aftermarket, Parts & Service (pre-
sented separately on page 24). The Division reported sales
in 2004 of SEK 6,683 million (5,994), corresponding to
435 percent (43) of the Alfa Laval Group’s total sales. The
number of the employees in the Division is about 2,980
(about 2,980).

The increase in order intake within the Process Tech-
nology Division during 2004 was the strongest in quite
a number of years, with an organic growth of slightly
more than 20 percent. All segments and geographic areas
developed better than in 2003. Development within Food
Technology stabilized during the second half of the year,
due largely to Alfa Laval prioritizing earnings rather than
volume. The other segments reported much strong order
intake during the entire year than in 2003.

Food Technology

Major projects in vegetable oils contributed

to a strong order increase

The order intake within Food Technology was stronger
than a year earlier for the third consecutive year. The
rise in 2004 was strongest in China, Japan and Southeast
Asia. Western Europe also developed well. In the US, a
successive recovery was noted after several weak years.

The brewery and protein industries rebounded after a
weak 2003. The applications for beverages and liquid
foods continued to develop strongly and grew for the
fourth consecutive year.

Alfa Laval signed a strategically important agreement
with the German company Sartorius, giving Alfa Laval
the sole right to sell the entire range of Sartorius’ filtration
products, primarily membrane filtration for the brewing
industry. An interesting substitution is taking place in
this area, with the use of kieselguhr, an environmentally-
hazardous clay mineral, being replaced by membrane
filtration.



Overview the Process Technology Division

The Process Technology Division

Segment

Operations

Share of
Division’s
order intake *

Order trend **

Geographic
Distribution
(order intake)

ey

Process Industry:

Energy &

Environment

e

Life Science

Alfa Laval holds a strong position as a suppli-
er of process solutions for the beverage and
food industries. The solutions are used for
the production of beer, wine, vegetable oils
as well as meat and fish proteins. Customers
include such global Groups as Cargill, ADM,
Nestlé, Heineken and Anheuser-Busch.

25%

2004

o

2003

o

2002

¥
D

1 Sweden

2 Other EU

3 Other Europe

4 North America
5 Latin America

6 Asia

7 Other

Alfa Laval’s products are used for the pro-
duction of petrochemical products, plastics,
polymers, metals, minerals, ethanol, starch,
paper and sugar. Alfa Has a number of well-
known customers within the process indus-
try: BASF, Bayer, DuPont, Proctor&Gamble
and International Paper are some examples.

2004

o

2003 2002

A

1 Sweden

2 Other EU

3 Other Europe

4 North America
5 Latin America

6 Asia

7 Other

As a result of more stringent environmental
legislation, the need to effectively treat
wastewater and sludge is increasing. Alfa
Laval delivers systems that reduce sludge
volumes so that they can be disposed of
more cost efficiently. In the energy sector,
Alfa Laval’s products, modules and systems
are of major importance, in the extraction as
well as in production of energy in a power
plant. Examples of customers are Exxon,
Petrobas, Statoil, General Electric, China
Nuclear Corp., Thames Water and the City
of Chicago.

2004

o

0

2003 2002

4
oy

1 Sweden

2 Other EU

3 Other Europe

4 North America
5 Latin America

6 Asia

7 Other

Customers are in the pharmaceutical,
hygiene and health food product industries.
Alfa Laval has developed a number of prod-
ucts and solutions that meet these the indus-
tries” as well as the supervisory authorities’
extreme safety and hygiene demands. The
Life Science customer list includes such
major pharmaceutical companies as Eli Lilly,
GlaxoSmithKilne and Genentech.

6%

2004

o

o

2003 2002

1 Sweden (0)

2 Other EU

3 Other Europe

4 North America
5 Latin America

6 Asia

7 Other

* Parts & Service accounts for 28 percent, see page 24.
** Pertains to development compared with preceding year.
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Alfa Laval’s growth in the brewery area exceeds
market growth. The company has established close
cooperation with its customers, which include many
of the world’s largest brewery groups. Special mod-
ules for pasteurization, mixing, wort cooking and
deaeration have been developed in cooperation with
the brewing industry.

Process Technology
Increased demand fro metals contributed
to the extremely strong volume increase

The Process Industry segment developed much more
strongly than in 2003. Growth was noted in all
geographic regions, with continued very solid growth
in Asia and recovery from low levels in Europe as
well as the US.

In terms of customers, the growth was very broad.
In principle, all areas in the segment noted a plus
compared with 2003. The strongest increases
occurred in Inorganics, Metals & Paper in which
investments increase due to strong demand for steel
and base metals.

During the year, the focus on so-called dual-phase
technology began to yield results, in which compact
heat exchangers replace existing technology for con-
densation, recooking and evaporation. The segment
began marketing the new AlfaNova technology plat-
form and a number of key customers placed orders.

Within petrochemicals, a continued strong growth
in order intake was noted that, however, weakened
somewhat due to increasing oil prices. The high
investment pace continued in fuel ethanol. In this
area, Alfa Laval has had favorable order intake for
components as well as complete process lines and

strengthened its market-leading position in decanters.

Energy & Environment
Strong development in Oil & Gas

The positive trend noted already in 2003 was
strengthened in 2004. Two of the segment’s three
areas, Oil & Gas and Power, posted clear increases
in order intake compared with 2003.

The largest increase was in Oil & Gas, due largely
to an improved business climate based on high oil
prices. Within oil and gas, Alfa Laval delivers solu-
tions for drilling and production of crude oil and gas,
freshwater generation and treatment of oily water.

The Power area also posted favorable growth, partic-
ularly in the Middle East and Asia, in which Alfa
Lava al secured a number of large orders. Separators
are use din many of the world’s power plants for
effective cleaning of lube oil and fuel oil, compact
heat exchangers for heating and cooling and systems
to handle desalinization of large volumes of seawater.
In the environmental area, the new Aldec 2 decanter
—launched in 2003 - continued to secure Alfa Laval’s
position as global market leader in sludge treatment.
Alfa Laval’s decanter centrifuges and systems are
used to thicken and dewater waste sludge in munici-
pal and industrial plants.

Life Science

Weaker investment climate in North America

- attractive increase in Europe and Asia

The acquired operations within Biokinetics were
affected by the downturn in the American market.
In contrast, the traditional part within Alfa Laval
progressed well globally, with a volume increase
of 15 percent.

The market for production investments within
biotech and pharmaceuticals was weak in North
America, much lower than in the first years of the
2000s. The level of activity was better in Europe
and really good in Asia, although the market is still
small compared with North America. Alfa Laval’s
development in the Indian, Chinese and Japanese
markets exceeded expectations.

During the year the focus was on continued posi-
tioning of Alfa Laval in the biotech field, which
began with the major Interphex biotech exhibition
in New York. At the fair, the Alfa Laval system for
single-use dissolving and mixing of media and
pharmaceutical formulas was introduced. This is
the first system on the market that single-use prod-
ucts are applied in production scale.

Energy savings are a must at the Gela refinery.
Alfa Laval’s plate heat exchangers help the company
meet its goals.



The Process Technology Division

Energy savings are a must at
the Gela refinery. Alfa Laval’s

plate heat exchangers help
the company meet its goals.
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Oiling the works in Sicily

Located outside Gela in southern part of Sicily, Eni’s oil refinery has developed
into a leading refinery in the Mediterranean area. The plant produces fuels for
automotive use and residential heating purposes as well as petrochemical
feedstocks. An advanced engineering structure allows the refinery to comply
with the most exacting environmental standards while producing high quality
finished products such as gasoline with less than 1% benzene content and
diesel oils with very low sulphur content.

A large number of Alfa Laval plate heat exchangers for heat transfer duties
have been installed in the refinery premises in Gela over the years. Recent
installations include Compabloc welded heat exchangers that are perfect for
demanding environments and high temperatures and pressures. Gela choose
Compabloc units since they are very compact and make it possible to have
two units instead of one, in the same space. When maintenance is needed the
company can switch from one unit to the other without costly production stops.
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Parts & Service

Sositive development,

orimarily in Western Europe, North America and Asia

Alfa Laval is continuing to develop and increase its
spare parts and service operations, among other
factors, because it provides customer benefits, links
customer closer to Alfa Laval and is less cyclical. In
addition, by creating continued customer contacts,
it supports new sales.

During 2004, order intake for the aftermarket (Parts
& Service) rose by 7 percent, accounting for 24 percent
(26) of the Group'’s total sales during the year.

During 2004, the segment continued to focus
efforts on the more mature markets, mainly Europe
and the US, to increase the number of service con-
tracts and in such a manner strengthen the long-
term relationships with large and small customers.
The company has secured many new service con-
tracts, particularly with customers with an installed
park of separators. Service contracts represent a major
potential for Alfa Laval and have increased by about
50 percent in only two years.

During the year, new sales developed positively for
Alfa Laval, particularly in the Process Industry, Energy
& Environment and the Marine & Diesel segments.
These are segments that generate a major part of the
aftermarket business and Alfa Laval assesses that this

Highlights 2004

— Continued increase in order intake.

— Increase in new

sales builds platform for future potential.

— Strong growth in Western Europe, North America and Asia.

— Continued rise in number of service contracts.

Parts & Services’ share

of Group sales, %
30

20
00 01 02 03 04
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Parts & Services
segment’s share of
Group employees

Parts & Services
segment’s share
of Group sales

trend will have positive effects for the aftermarket.
Much of the growth is related to an increase in Alfa
Laval’s installed machine park, but is also due to the
organization continually developing and cultivating
markets even more effectively.

Alfa Laval has continued to sell products as well as
services through successfully marketing the company’s
service contract to all of the company’s key segments.
Through offering the new service concept “Allbrands
service,” the company has succeeded in securing many
new full-service contracts with customers who chose
Alfa Laval as their exclusive service partner.

Common organization for aftermarket

Alfa Laval’s organization, with customer-oriented
divisions, is also reflected in the aftermarket. The
company’s sales units now have a common organiza-
tion for these operations, which covers Alfa Laval’s
entire product offering. This, combined with enhanc-
ing the expertise and status for service managers and
personnel, has resulted in a new culture and a new
perspective regarding service. The new orientation

is to become a partner for customers and through
exceptionally good knowledge about their operations
assisting them in maintaining and optimizing their
processes, so that they become as efficient and safe

as possible and so that profitability improves.

Large installed base of products, with long lifetime

The stable platform for Alfa Laval’s spare parts and
service operations is the large and growing installed
base of products. Moreover, these products have a
long lifetime: heat exchangers 5-20 years and sepa-
rators 10-20 years. The global service network, with
about 70 service centers worldwide, means that spare
parts and service are available close to the customer.



Protecting the San Diego environment

The City of San Diego Metropolitan Wastewater Department (MWWD) in
the USA serves a 450 square-mile area in Greater San Diego. Two million
people from 16 cities and districts generate up to 680,000 cubic metres
of wastewater daily. The plant handles this challenge with ease.

The heart of the MWWD system is the Metro Biosolids Center (MBC)
that processes both raw sludge and digested sludge. Alfa Laval spiral heat
exchangers are used to preheat the sludge and to keep it at the optimum
temperature for digestion. Decanter centrifuges are installed to dewater
the blended wet biosolids and to thicken the remaining biosolids into a
high quality cake. “We have saved 1.8 million dollars on our annual bio-
solid disposal costs after changing our dewatering process to centrifuges,”
says Jack Swerlein, Plant Superintendent at the MWWD.

To prevent downtime the MWWD has chosen a Performance Agreement
with Alfa Laval for maintenance of its 13 decanters. This programme allows
accurate budget planning and eliminates unpleasant financial surprises if
a technical need arises.

“The Alfa Laval
Performance Agreement
has played a key role

N achieving our

large cost savings.”

Jack Swerlein, MWWD



The Operations Division

Focus on

capacity and guality

The Operations Division is responsible for manu-
facturing, purchasing and logistics functions within
Alfa Laval. In centralizing these functions, the compa-
ny aims to optimize delivery reliability for customers,
increase productivity, reduce operating costs and
exploit economies of scale.

Alfa Laval believes it is necessary to have a global
perspective and coordinate purchasing, manufactur-
ing and logistics in order to create a reliable access to
the company’s products in the world market.

The Operations Major production facilities*
Division’s share of
Group employees

42%

* The map shows Alfa Laval’'s major production facilities.
There are other production and assembly plants in the company.
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Manufacturing
Increased capacity to meet higher order intake

There are about 4,000 employees engaged in manu-
facturing at Alva Laval in 20 major production units,
of which 12 in Europe, six in Asia and two in the US.
In recent years, production has been concentrated
to fewer, product-specific plants, localized based
primarily on proximity to the market and cost
advantages. High-value products requiring advanced
technical skills, are produced in production centers
mainly in Western Europe and Japan.

During 2004, most of the production units contin-
ued with aligning and increasing capacity to a higher
order intake. An investment of about SEK 100 million
was made in production of plate heat exchangers in
Lund to increase capacity and improve logistics. The
extension is scheduled to be complete during the first
quarter of 2005. It was also decided during the year
to invest SEK 80 million in a press line in Lund.
Production capacity for decanters in Puna, India will
be doubled through the construction of a new plant:
This unit is scheduled to be placed in operation in
mid-2005. Other major capacity investments were
made in China and Ronneby, Sweden.

Production of installation material for fluid han-
dling was developed during 2004. The market for
installation material is characterized by demands
for competitive prices, high availability and delivery
precision. Developing the delivery chain is part of
Alfa Laval’s overall focus on securing growth potentials
existing in the market. Production of high-frequency
installation material was concentrated during the year
to the plants in China and India, while production of
low-frequency items was outsourced to local and
regional manufacturers. As a result of these changes,
Alfa Laval phased out the production unit in Mexico
and increased activities in Kunshan, China.



Quality
Focus on Six Sigma and ISO 14001

Six Sigma is an improvement program that, among

other aspects, provides a distinct strategy, demonstrates
commitment by management to change issues and
involves clearly defined roles. Six Sigma is not just a
tool to achieve change, it is largely at manner in which
to change the employees’ attitude to the change effort.
The Six Sigma method is actually divided into two
elements: one that improves current processes, and
one that develops new processes and products.

During 2004, the focus on Six Sigma at the produc-
tion units in Lund and Ronneby continued. Toward
the end of the year, Six Sigma was introduced at the
units in Kolding, Denmark and Alonte, Italy.

The goal for the production unit in Lund during
2004 was to save SEK 8 million through changes
resulting from Six Sigma. The outcome was saving
of SEK 7.8 million.

To also follow up on the stability of the process,

a central concept within Six Sigma, a measurement
database, which measures the number of errors in

The Operations Division

With a coordinated global
perspective on purchasing,
manufacturing, and
logistics the company
creates a reliable access
to Alfa Laval’s products in
the world market.

about one million events, was introduced. Once each
month about 50 different points in production are
sampled — for example scrappage from the press line,
cycling times in key machines (bottlenecks) and
delays from suppliers.

Logistics

New delivery system stabilizes delivery performance
Efforts to introduce the One4AL, a system that sim-
plified the flow from order to delivery and invoicing
in a comprehensive manner, continued during 2004.
The system makes it possible to distribute goods
directly from the factory to the customer. Order
processing, booking, delivery and invoicing occur
in an integrated, transparent process so that sales
companies and customers can easily track the flow.
Apart from offering better service to customers, the
system mainly frees up valuable sales and marketing
resources in the sales companies. The goal is that
80-85 percent of all transactions shall be carried out
in One4AL. In Kolding, Denmark work with intro-
ducing the new system for distribution was conclud-
ed. The aim is to further stabilize delivery capability
and rationalize distribution operations.

Purchasing

Volume advantages through fewer suppliers
Production purchasing has been centralized and
contracts are with six units fro various raw materi-
als. Apart from reducing the number of suppliers
and deliveries, there is an increase in the deliveries
from Eastern Europe and Asia, patterned after man-
ufacturing.

In 2004, the Division also introduced a tool box to
enable units to review and improve suppliers’ deliv-
ery reliability in a systematic way. The purchasing
organization is introducing systems to promote con-
tinuous improvement, focusing on a number of key
parameters, to increase competitiveness.
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Human Resources

Continued high

activity within Alfa Laval University

Gender distribution, %

1 Men
2 Women

Geographic distribution
(average no. of employees 2004)

80
20

Ten largest countries

1 Sweden 1,899
2 Denmark 1,126
3 Inda 1,045
4 US 826
5 France 583
6 Italy 506
7 China 479
8 UK 320
9 Germany 242
10 Russia 236

Other 2,138

Total 9,400
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Alfa Laval assigns considerable impor-
tance to the development of its employ-
ees. “Alfa Laval University” develops
and selects the Group’s training and
development programs to correlate with
the company’s needs and to sustain and
develop its business operations.

The year 2004 was intensive for “The
University” since 144 training sessions
with 1,711 participants from 42 coun-
tries were carried out. Despite the main
thrust of the courses being on sales and
service, three courses for key managers
were introduced during the year. Today,
all courses are measured in accordance
with standardized criteria, with the con-
vergence points then utilized for training
instructors and how they are selected.

The sales faculty within the university
introduced a new sales and marketing
program directed at all persons in posi-
tions of responsibility within market-
ing and sales. The program strengthens
the sales and marketing program that
was introduced in 2003, and which
during 2004, had a particular focus on
price-setting and on understanding
Alfa Laval’s business operations. The
program was carried out in cooperation
with Ashridge Business School, U.K.

The technological faculty directed its
activities during the year to technical
managers. For them, the focus was on
technical development, reducing the
time between development and prod-
uct introduction, and production and
information technology. These training
sessions were held in cooperation with
CHAMPS Business School, in Goteborg.

Talent bank and succession planning
During 2003, a more structured method
of identifying the Group’s talents was
initiated, aimed at ensuring that the
continuous need for management per-
sonnel and other key people as a part of
the Group’s growth strategy is satisfied.
The “bank” of talents is an element of

the Group’s succession planning, and
during 2004, the development of this
process was continued and refined. As
a result of this work, the identification
of internal candidates for key positions
in the Group is now more rapid.

Center for virtual training resources
(VLRC)

As part of the strategic cooperation with
the Ashridge Business School in the U.K,,
Alfa Laval’s employees will have daily
direct access to e-learning resources.
VLRC enables on-the-job training as a
web-based tool. It will also be available
for Alfa Laval’s employees from their
private computers at home. During the
second half of 2004, VLRC was tested
and will be unveiled on the group’s
Intranet in early 2005.




Continued implementation of the com-
pany’s “Business principles

Alfa Laval’s “Business principles” were
introduced in September 2003. Most
of the principles have been an integral
part of Alfa Laval’s culture for many
years. With the publicizing of the
business principles, they were for the
brought together first time in a single
presentation. Alfa Laval considers that
to be capable of creating a long-term
development of the company’s busi-
ness principles, it is fundamental for
all employees, that the principles be
integrated into everyday work.

During 2004, Alfa Laval focused on
communicating the business principles
internally. The reactions the company
elicited from various occupational
groups and discussions with managers
demonstrate that the workforce wel-
comes such an initiative — which in
itself is an important result. Without
employee support, Alfa Laval would
not be successful with introducing
these types of processes for improved
sustainability. The negative side during
2004 was that the company under-
estimated the need for centralized
support, which necessitated a some-
what slower introduction than had

been desired and, as a consequence,

resources must be increased in 2005.
Two of many actions taken are:

¢ Business principles, goals and back-
ground were publicized on the com-
pany’s home page and Intranet, and
were a special theme for the Group’s
global internal newsletter.

All presidents of Alfa Laval’s 50 sales
companies arranged a discussion of
their respective supervisory groups,
centering on “Business principles,”
a discussion with a special focus on
sales ethics. Each president was then
obliged to report when these meet-
ings had been held.

Measure and control

One of Alfa Laval’s goals is to report the
company'’s sustainable success based on
the relevant points of measurement in
Global Reporting Initiative. Each unit
shall have an effective supervisory sys-
tem for sustainable development and to
report the key points of measurement
for the unit. At the same time, the
company takes pains not to introduce
systems that involve time-consuming
reporting of statistics, which frequently
prove difficult to utilize, and may
even be misleading when taken out

of context.

Training for newly employed salespeople
Held in Sweden each quarter. Each
newly employed salesperson must listen
to and discuss the Group’s strategy
directly with President, other manage-
ment staff members and key people.
They are trained both in theory and
in practice, in the use of the sales tool
the Accelerator for the planning of
sales activities. They then participate
in customized training to become adept
at planning the sales activities for the
specific product and the applications
they will be expected to sell.

Human Resources

Dialog for growth

On these occasions, selected managers
and specialists form a working group
for discussing and solving growth-
related problems and opportunities.
Participating at each meeting is some-
one from Group management staff
and a representative from a company
in some other industry that has dealt
with and exploited comparable growth
opportunities. During 2003, three
“Dialogs for growth” were held.

Number of employees

At December 31, 2004, Alfa Laval had
9,527 employees, up 169 compared
with 2003.

Sales per employee*, SEK M
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The Board of Directors and the President
of Alfa Laval AB (publ) hereby submit their
annual report for the year of operation

January 1, 2004 to December 31, 2004.

Alfa Laval AB is a public limited liability
company. The seat of the Board is in
Lund and the company is registered in
Sweden under corporate registration
number 556587-8054. The visiting
address of the head office is Rudeboks-
véagen 1 in Lund and the postal address
is Box 73, 221 00 Lund, Sweden. Alfa
Laval’s website is: www.alfalaval.com.

Ownership and legal structure

Alfa Laval AB (publ) is the parent com-
pany of the Alfa Laval Group.

The company had 11,758 (7,254)
shareholders on December 31, 2004.
The two largest owners are Tetra Laval
and Industri Kapital, where 17.7 (17.7)
percent are owned by Tetra Laval B.V.,
the Netherlands and 8.5 (17.9) percent
are owned by the partnerships that are
controlled by Industri Kapital 2000 Ltd,
United Kingdom. At the beginning of
May 2004 Industri Kapital decreased the
holding in Alfa Laval from 17.9 percent
to 8.5 percent. Next to the two largest
owners there are eight institutional
investors with ownership in the range
of 7.4 to 1.9 percent. These ten largest
owners own 54.6 (60.1) 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 primary segments are the two
divisions “Equipment” and “Process
Technology”, where the sales and mar-
keting activities are performed. The
divisions are based on ten customer
segments. The customers to the Equip-
ment division purchase products
whereas the customers to the Process
Technology division purchase solutions
for processing applications. The Group
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also has a common function “Opera-
tions” for procurement, production
and logistics. The Group’s secondary
segments are geographical markets.

Sale of business

On December 5, 2003 an asset purchase
agreement was signed between the sub-
sidiary Tri-Lad Inc. in Canada and local
management of the company whereby
all non-financial assets were sold to
local management. The closing date
was January 30, 2004. Tri-Lad Inc. is
selling equipment to the oil & gas
industry and was a non-core activity
within Alfa Laval. It had been up for
sale since several years. The Tri-Lad
property was sold effective on May 12,
2004. The divestment of the Tri-Lad
operations has generated a loss of SEK
-15.0 million.

The divestment of the operation called
Industrial Flow was made on April 2,
2001. A few activities remained before
the divestment could be completed.
During September 2002 a final settle-
ment was made with the buyer, resulting
in an increase of the realised gain by SEK
14.0 million.

These disposals are reported as com-
parison distortion items in a note to
the income statement.

Sale of real estate

During September 2004 the property
in Kenosha, USA, has been divested for
SEK 45.3 million with a realised loss of
SEK -1.7 million. On July 7, 2004, the
property in Madrid, Spain, was divested
for SEK 265,1 million with a realised
gain of SEK 47,5 million. The sale of
some minor properties in Brazil and
India has resulted in a realised gain of
SEK 6.4 million whereas the sale of a
minor property in Denmark has result-
ed in a realised loss of SEK -0.5 mil-
lion. Other properties in Belgium,

Brazil, France, Wales and Peru are also
planned for sale.

On February 26, 2003 the property
in Newmarket in Canada was sold for
SEK 20.0 million, with a realised gain
of SEK 3.6 million. In connection with
the construction of a new headquarter
building in Lund a piece of land was
sold to the new landlord for SEK 3.8
million with a realised gain of SEK 2.0
million.

The sale of the property in Warmin-
ster, the United States was completed
in March 2002 at a price of SEK 62.1
million and with a realised loss of
SEK -43.2 million.

These disposals are reported as com-
parison distortion items in a note to
the income statement.

Purchase of business

On October 2, 2003, Alfa Laval acquired
the Life Science division, bioKinetics,
from Kinetics Group Inc. in the US for
SEK 215 million. Alfa Laval made public
in December 2003 that the company
had decided to initiate new negotia-
tions with the former owner of bioKi-
netics Inc. This decision was based on
the fact that Alfa Laval suspected irregu-
larities in the accounting of certain cus-
tomer projects in the acquired US-com-
pany. The parties were originally unable
to resolve the matter, leading Alfa Laval
to file a lawsuit against the former
owner Kinetics Group Inc. and certain
individuals. On July 2, 2004 Alfa Laval
announced that a settlement agreement
had been reached between the parties.
The terms of the agreement are confi-
dential. Out of the difference between
the purchase price paid and the net
assets acquired SEK 23.8 million has
been allocated to patents and un-
patented know-how, while the residual
SEK 84.3 million has been allocated to
goodwill. The goodwill is amortised



over 10 years. bioKinetics had approxi-
mately 400 employees and net sales of
approximately SEK 550 million.

On January 31, 2003, the Danish
Toftejorg A/S Group was acquired, with
effect from January 1, 2003. The opera-
tions cover R&D, assembly and sales of
advanced tank cleaning equipment,
targeting the Food and Marine indus-
tries. In addition to the operations in
Denmark, the Toftejorg Group had
sales companies in Sweden, Norway,
Germany, the UK, France, Singapore,
the United States and its own represen-
tation in South Korea. The operations
are integrated into the Equipment Divi-
sion. During 2004 an additional pur-
chase price of SEK 1.5 million has been
paid. The difference between the pur-
chase price paid and the net assets
acquired has thereby increased to SEK
34.7 million. SEK 0.9 million of this has
been allocated to a property in the US,
while the residual SEK 33.8 million has
been allocated to goodwill. The good-
will is amortised over 10 years. Toftejorg
had annual sales of about SEK 210 mil-
lion and approximately 100 employees.

On September 4, 2002, Alfa Laval
acquired Danish Separation Systems
A/S, specialists within membrane filtra-
tion in the biotechnology, pharmaceuti-
cal and food industries. During 2004
an additional purchase price of SEK 7.9
million has been paid. The difference
between the purchase price paid and the
net assets acquired has thus increased
to SEK 115.1 million. This has entirely
been allocated to goodwill. This good-
will is amortised over 20 years. The
company had annual sales of about
SEK 90 million and 65 employees with-
in R&D, manufacturing and sales.

Orders received

Orders received amounted to SEK 3,770.6
(3,750.4) million for the fourth quarter.
Excluding exchange rate variations, the
order intake for the Group was 4.7 per-
cent higher than the fourth quarter last
year. The increase is lower than during
the previous quarters in 2004 since the
fourth quarter 2003 was very strong.
Orders received amounted to SEK
15,740.0 (14,145.3) (14,674.8) million
during 2004. Excluding exchange rate
variations, the order intake for the Group
was 15.2 percent higher than last year.

Orders received from the after market
“Parts & Service” has continued to
develop positively and increased by
7.3 percent compared to last year
excluding exchange rate variations.
Its relative share of the Group’s total
orders received decreased to 24.3 (26.1)
percent due to the large increase in
capital sales.

Order backlog

The order backlog at December 31,
2004 was SEK 4,763.4 (4,021.1) million.
Excluding exchange rate variations,

the order backlog was 23.0 percent
higher than the order backlog at the
end of 2003.

Net sales

Net sales of the Alfa Laval Group
amounted to SEK 4,166.1 (4,086.3)
million for the fourth quarter of this
year. Excluding exchange rate varia-
tions, the invoicing was 5.8 percent
higher than the fourth quarter last year.
The increase is lower than during the
previous quarters in 2004 since the
fourth quarter 2003 was very strong.

Net sales of the Alfa Laval Group
amounted to SEK 14,985.8 (13,909.3)
(14,594.9) million during 2004.
Excluding exchange rate variations,
the invoicing was 11.7 percent higher
than last year.

Segment reporting

Alfa Laval’s primary segments are the
two divisions “Equipment” and
“Process Technology”. The divisions
are based on a split into a number of
customer segments. The customers to
the Equipment division purchase
products whereas the customers to the
Process Technology division purchase
solutions for processing applications.
In addition, the Group has a common
function “Operations” for procurement,
manufacturing and logistics.

Divisional reporting

EQUIPMENT DIVISION

The Equipment division consists of six
customer segments: Comfort & Refriger-
ation, Fluids & Utility Equipment,
Marine & Diesel, OEM (Original Equip-
ment Manufacturers), Sanitary Equip-
ment and the aftermarket segment Parts
& Service.

Orders received and net sales

(all comments are after adjustment

for exchange rate fluctuations)

Orders received increased by 13.2 per-

cent and net sales increased by 8.6 per-

cent during 2004 compared to last year.
All segments served by the Equip-

ment division have developed strongly.

The most significant growth is found

within the “Marine & Diesel” and “OEM”

segments.

Operating income

(excluding comparison distortion items)
Operating income was SEK 1,002.4
(1,022.6) million in 2004. The slight
reduction in operating income during
2004 compared to last year is explained
by a lower gross margin mainly due to
adverse foreign exchange effects and
partly to price pressure and raw materi-
al cost development. These adverse
effects were almost entirely compensat-
ed by the increase in sales volume.

PROCESS TECHNOLOGY DIVISION

The Process Technology division con-
sists of five customer segments: Energy
& Environment, Food Technology, Life
Science, Process Industry and the after-
market segment Parts & Service.

Orders received and net sales

(all comments are after adjustment for
exchange rate fluctuations)

Orders received increased by 18.5 per-
cent and net sales increased by 16.2
percent during 2004 compared to last
year. Excluding the acquisition of bio-
Kinetics, the corresponding figures are
16.9 percent and 13.8 percent.

All segments in the Process Technology
division have reported a large increase in
orders received compared to 2003. The
increase affects almost all the applica-
tions the division is working within.
The growth has been largest within the
“Process Industry” and “Energy & Envi-
ronment” segments.

Operating income

(excluding comparison distortion items)
Operating income increased to SEK
540.8 (363.3) million in 2004. The
operating income increased substantial-
ly during 2004 compared to last year
due to a large growth in sales and im-
proved performance on contract orders.
The increase was partly offset by adverse
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foreign exchange effects and increased
R&D costs.

OPERATIONS DIVISION AND OTHER
Operations are responsible for procure-
ment, production and logistics. Other
is referring to corporate overhead and
non-core businesses.

Operating income was SEK -333.0
(-253.0) million in 2004. The decrease
in operating income is mainly related
to increased R&D costs, adverse foreign
exchange effects and changes in provi-
sions.

Reporting by geographical markets

The Group’s secondary segments are
geographical markets. All comments
are after considering exchange rate
variations.

Orders received

Orders received increased in all regions
during 2004 compared to last year. The
largest increases are in Latin America
and Asia followed by Western Europe,
North America and the Nordic countries.

Net sales

The invoicing increased in all regions
except Africa during 2004 compared
to last year. The most substantial
increases are found in Asia followed
by Western Europe, Latin America and
North America.

Personnel

The parent company does not have any
employees.

The Group has on average had 9,400
(9,194) (9,292) employees. At the end
of December 2003 the Group had 9,358
employees. The number of employees
was 9,527 on December 31, 2004. The
increase compared to 2003 is related to
the increase in sales.

The distribution of employees per
country and per municipality in Sweden
and between males and females can be
found in Note 2 in the notes to the
financial statements. The specification
of salaries, wages, remunerations, social
costs and pension costs are provided
in Note 3 in the notes to the financial
statements.

Research and development
As the result of an intensive and consis-
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tent commitment 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 with-
in fluid handling has resulted in a strong
market position for a number of prod-
ucts. In order to strengthen the Group’s
position and to support the organic
growth, by identifying new applications
for existing products as well as develop-
ing new products, research and develop-
ment is an activity of high priority.
Research and development is conducted
at approximately twenty facilities
around the world.

The costs for research and development
have amounted to SEK 403.9 (368.1)
(355.2) million, corresponding to 2.7
(2.6) (2.4) percent of net sales. This repre-
sents an increase by SEK 35.8 million
or 9.7 percent between 2004 and 2003.

Environment

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
permits mainly relate to the manufac-
turing of heat exchangers in Lund and
Ronneby and the manufacturing of
separators in Tumba and Eskilstuna.
The external environment is affected
through limited discharges into the air
and water and through waste and noise.
The foreign manufacturing sites with-
in the Alfa 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 compul-
sory licensing according to local envi-
ronmental legislation varies from coun-
try to country. Alfa Laval has an overall
intention to operate well within the
limits that are set by local legislation.

Asbestos-related lawsuits
in the United States

Alfa Laval’s subsidiary in the United
States, Alfa Laval Inc., was as of Decem-
ber 31, 2004, named as co-defendant in
a total of 175 asbestos-related lawsuits
with a total of approximately 13,800
plaintiffs.

Alfa Laval strongly believes the claims
against the company are without merit

and intends to vigorously contest each
lawsuit.

During the fourth quarter 2004, Alfa
Laval Inc. was named as co-defendant
in an additional 29 lawsuits with a total
of approximately 50 plaintiffs. During
the fourth quarter 2004, 12 lawsuits
involving approximately 680 plaintiffs
have been resolved. Alfa Laval Inc. has
in addition been dismissed from the
proceedings in respect of 840 plaintiffs
in ongoing multiple plaintiffs lawsuits.

Furthermore, the claims of approxi-
mately 5,700 plaintiffs pending against
Alfa Laval Inc. in Mississippi were, dur-
ing the fourth quarter 2004, transferred
to a federal court in Pennsylvania
responsible for asbestos matters. The
transferred claims are in addition to
the claims of 522 plaintiffs, which
were previously transferred to the same
federal court. The court will administra-
tively treat these claims as inactive
unless the plaintiffs are able to demon-
strate that they have been injured by
asbestos. Alfa Laval will treat these
claims as effectively dismissed,
although it cannot be ruled out that
one or more of the claims might be
reinstated.

Alfa Laval Inc. has insurance cover-
age for the asbestos-related claims
under a large number of insurance
policies issued by several insurance
companies. Primary insurance policies
issued in favour of Alfa Laval Inc.
provide for coverage of defence costs.
Most of these insurance carriers have
confirmed that they will, taken togeth-
er, provide coverage for a substantial
majority of the costs arising from the
claims. Alfa Laval is in the process
of negotiating settlement agreements
with certain of its insurance carriers.
These negotiations primarily relates
to the extent of coverage and/or the
documentation concerning the exis-
tence of certain insurance policies.

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
company’s financial condition or
results of operation.

Result for the parent company
The parent company’s result after finan-



cial items was SEK -2.6 (0.7) (-87.9) mil-
lion, out of which comparison distortion
costs were SEK - (-) (-14.1) million, net
interests were SEK 2.8 (6.0) (-94.2) mil-
lion, realised and unrealised exchange
rate gains and losses SEK - (-0.1) (24.7)
million and fees to the Board and other
administration costs the remaining SEK
-5.4 (-5.2) (-4.3) million. Appropriation
to tax allocation reserve has been made
with SEK -80.4 (-) (-) million. Income
taxes amount to SEK -67.6 (-) (-) million.
Tax on received Group contribution

was SEK 95.3 (171.8) (15.0) million and
deferred tax on unused tax losses SEK
-4.5 (4.5) (-) million. Net income for the
year was SEK -59.8 (177.0) (-72.9) million.

Unrestricted equity capital for

the parent company and the Group

The unrestricted equity capital of Alfa
Laval AB (publ) was SEK 807.5 (1,069.0)
(673.7) million.

The unrestricted equity capital of the
Alfa Laval Group was SEK 1,023.1
(891.2) (511.2) million. The proposed
dispositions of earnings for the sub-
sidiaries suggest transfers to restricted
equity capital of SEK 52.4 (54.3) (22.0)
million. After deduction for this, the
net available for distribution is thus
SEK 970.7 (836.9) (489.2) million.

Proposed disposition of earnings

The Board of Directors propose a dividend
of SEK 4.75 (4.00) (2.00) per share corre-
sponding to SEK 530.4 (446.7) (223.3)
million and that the remaining income
available for distribution in Alfa Laval AB
(publ) of SEK 277.1 (622.3) (450.3) mil-
lion be carried forward, see page 88.

Implementation of IFRS during 2005

In 2005 Alfa Laval will change to
accounting according to IFRS (Interna-
tional Financial Reporting Standards).
Since all IAS rules except IAS 39 have
already been implemented at December
31, 2004, the transfer to IFRS will only
affect the following areas.

As of January 1, 2005 the goodwill
will not be depreciated any longer but
instead be tested for impairment.
Minority interests have earlier been
reported under a separate heading next
to equity, but shall now be reported as a
separate item within equity. Since IAS
39 will be implemented first in 2005 it

Impact on income if ifrs had been implemented in 2004

Income statement Adjusted Operating Net
Consolidated, SEK M EBITA income income
Income statement 2004 1,695.1 1,246.9 603.2
Adjustments for:

Depreciation of goodwill 191.5 191.5
Minority share in subsidiaries' income - - 45.4
Adjusted income for 2004 1,695.1 1,438.4 840.1
Adjusted earmnings per share (SEK) * 712

* After deduction for the minority share in net income

Impact on equity if IFRS had been
implemented in 2004

Equity
Consolidated, SEK M Equity
Equity at December 31, 2003 4,897.0
Adjustments for:
Minority interests 104.2
Equity at January 1, 2004

according to IFRS 5,001.2
Equity at December 31, 2004 4,967.0
Adjustments for:
Depreciation of goodwill 191.5
Minority interests 119.2
Equity at December 31, 2004

according to IFRS 5,277.7
Adjustments for:
Financial instruments 159.3
Equity at January 1, 2005

according to IFRS 5,437.0

only has an effect on the opening bal-
ance for 2005 and not in the income
statement for 2004. The effect is relat-
ing to fair value adjustments of finan-
cial derivatives, bonds and non-listed
external shares.

If IFRS had been implemented already
in 2004 it would have had the follow-
ing effects on the consolidated income
statement and equity (se above).

Events after the balance sheet date

The balance sheets and the income
statements will be adopted at the
Annual General Meeting of sharehold-
ers on April 27, 2008S.

In a news release on February 15,
2005 Alfa Laval communicated that an
agreement had been signed to acquire
Packinox S.A. in France. Packinox is a
world leader in large welded plate heat
exchangers for oil & gas and refinery
applications, with expected sales of
about SEK 450 million in 2005 and
approximately 145 employees within
R&D, manufacturing and sales.

The Board of Directors will propose to
the 2005 Annual General Meeting that,
subject to the approval of the court, the

premium fund within the restricted
equity capital of Alfa Laval AB (publ) is
reduced by SEK 1,500.0 million, which
amount will be transferred to an unre-
stricted fund to be disposed of according
to the decisions of the general meeting.

Outlook for the near future

In the fourth quarter and full year 2004
report issued on February 14, 2005, the
President and Chief Executive Officer
Lars Renstrom stated:

“In most of the markets that Alfa Laval
serves the demand is expected to be on
the same high level as during 2004.

Alfa Laval also believes that the cur-
rent high price level for some raw mate-
rials will remain, at least short term.”

Date for the next financial report

The interim report for the first quarter
2005 will be published on April 27, 200S.

New dividend policy

The Board of Directors intends to re-
commend regular dividends that reflect
the performance, the financial position,
the funding arrangements and expected
capital needs of the Alfa Laval Group.
Considering the cash generating capacity
of the Group a dividend of 40 - 50 per-
cent of net income, adjusted for step-up
depreciations, calculated over a busi-
ness cycle is targeted.

Review of the financial goals

The Board of Directors has reviewed the
Group’s financial goals. Both the growth
goal (five percent per year on average
over a business cycle) and the return
goal (20 percent return on capital
employed) are kept. The margin goal is
adjusted to 10 — 13 percent, based on
the fact that the foreign exchange rates
have changed substantially since the
old goal was set some years ago. This
new margin target is in effect more
ambitious considering fx variations.
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Eight-year overview

Successor Predecessor
Alfa Laval  AlfalLaval  Alfalaval  Alfalaval Alfalaval  Alfalaval  Alfalaval  Alfa Laval
pro forma Holding Holding Holding
SEK millions, unless otherwise stated 2004 2003 2002 2001 2000 1999 1998 1997

PROFIT AND LOSS INFORMATION

Net sales 14,9858 13,909.3 14,5049 158296 150123 14,4054 14,7336  15676.4
Comparison distortion items 36.7 5.6 -29.2 5.3 129.9 29.8 497.2 236.3
Operating income 1,246.9 1,138.5 1,219.5 1,231.4 810.1 248.9 772.4 562.5
Financial net -176.8 -321.1 -542.6 -1,189.6 -1,106.6 -132.9 -204.8 -394.3
Result after financial items 1,070.1 817.4 372.1 41.8 -296.5 116.0 567.6 168.2
Minority share in income -45.4 -41.6 -33.6 -32.0 -47.6 -26.7 -16.6 4.0
Taxes -421.5 -130.0 -218.3 26.3 -60.6 -333.3 39.7 -278.8
NET INCOME FOR THE YEAR 603.2 645.8 120.2 36.1 -404.7 -244.0 591.6 -120.1

Balance sheet information

Goodwill 2,794.6 3,098.5 3,369.0 3,372.9 3,314.2 1,692.2 2,069.1 2,758.8
Other intangible assets 923.9 1,101.5 1,334.3 1,640.4 1,805.4 22.9 24.8 32.6
Property, plant and equipment 2,480.3 2,756.5 3,082.7 3,5698.9 4,111.8 2,882.5 2,913.0 3,070.0
Financial long-term assets 601.4 670.7 751.9 1,102.4 1,094.5 324.4 635.1 136.9
Inventories 2,452.5 2,217.8 2,279.0 2,623.9 2,882.0 2,930.4 3,321.1 3,432.3
Current receivables 3,976.3 3,631.3 3,690.3 4,333.7 4,353.3 3,891.1 4,037.6 4,883.4
Current deposits 257.2 658.6 414.3 293.3 595.5 283.1 95.7 168.9
Cash and bank 414.8 554.6 605.9 666.4 634.5 677.0 5560.7 506.2
TOTAL ASSETS 13,901.0 14,689.5 15427.3 17,631.8 18,791.2 12,703.5 13,647.1 14,983.1
Equity capital 4,967.0 4,897.0 4,512.3 1,445.1 1,312.3 3,342.6 3,652.1 2,967.4
Minority interest 119.2 104.2 108.2 131.8 169.5 147.7 119.0 173.0
Provisions for pensions etc. 788.9 754.8 720.6 774.9 658.3 520.5 671.8 745.8
Provisions for taxes 760.3 817.0 990.3 1,143.6 1,413.1 199.1 182.0 240.0
Other provisions 948.2 891.2 989.3 1,063.2 1,179.1 949.7 0.0 0.0
Long-term liabilities 2,307 1 3,491.8 4,233.4 8,321.4 8,899.3 449.3 2,957.4 3,313.0
Current liabilities 4,010.3 3,733.5 3,873.3 4,751.6 5,159.6 7,094.7 6,064.8 7,543.9
TOTAL EQUITY CAP. & LIAB. 13,901.0 14,689.5 15,427.3 17,631.8 18,791.2 12,703.5 13,647.1 14,983.1
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Successor Predecessor
Alfa Laval  Alfa Laval  Alfalaval  Alfalaval  Alfalaval  Alfalaval Alfalaval  Alfa Laval
pro forma Holding Holding Holding
SEK millions, unless otherwise stated 2004 2003 2002 2001 2000 1999 1998 1997
KEY RATIOS
Orders received 15,740.0 14,1453 14,6748 158939 153744 13,896.8 13,865.7 14,651.3
Order backlog at year end 4,7638.4 4,0271.1 4,340.1 4,313.5 4,0863.0 3,632.0 3,906.7 4,362.9
EBITA 1,731.8 1,632.6 1,726.2 1,743.3 1,289.8 964.0 1,462.1 1,262.2
EBITDA 1,992.7 1,925.7 2,057.5 2,143.6 1,756.0 1,439.8 1,957.9 1,776.6
EBITA-margin, % 1.6 M7 11.8 11.0 8.6 6.7 9.9 8.0
EBITDA-margin, % 13.3 13.8 141 13.5 1.7 10.0 13.3 1.3
Adjusted EBITA 1,695.1 1,627.0 1,755.4 1,738.0 1,159.9 934.2 964.9 1,0156.9
Adjusted EBITDA 1,956.0 1,920.1 2,086.7 2,138.3 1,626.1 1,410.0 1,460.7 1,640.3
Adjusted EBITA-margin, % 1.3 1.7 12.0 11.0 7.7 6.5 6.5 6.5
Adjusted EBITDA-margin, % 13.1 13.8 14.3 13.56 10.8 9.8 9.9 9.8
Profit margin, % 7.1 5.9 2.5 0.3 -2.0 0.8 3.9 11
Excl. Goodwill and step-up values
Capital turnover rate, times 5.3 5.0 4.4 4.1 3.4 3.2 3.4 3.7
Capital employed 2,821.5 2,807.2 3,283.0 3,901.0 4,385.1 4,475.8 4,367.0 4,281.7
Return on capital employed, % 61.4 58.2 52.6 44,7 29.4 21.5 33.5 29.2
Incl. Goodwill and step-up values
Capital turnover rate, times 2.1 1.8 1.7 1.7 1.9 2.3 2.2 2.4
Capital employed 7,134.5 7,667.2 8,564.5 9,401.2 8,010.8 6,356.5 6,781.0 6,631.4
Return on capital employed, % 24.3 21.3 20.2 18.5 16.1 16.2 21.6 18.9
Return on equity capital, % 121 13.2 2.7 2.5 -30.8 -7.3 16.2 -4.0
Solidity, % 35.7 33.3 29.2 8.2 7.0 26.3 26.8 19.8
Net debt 1,883.5 2,401.1 3,498.5 7.777.5 8,422.4 2,854.5 2,808.7 4,079.5
Debt ratio, times 0.38 0.49 0.78 5.38 6.42 0.85 0.77 1.37
Interest coverage ratio, times 7.4 5.0 3.0 1.9 1.6 5.9 6.2 4.1
Cash flow from:
operating activities 1,118.0 1,653.5 1,923.8 1,998.7 1,630.4 1,324.4 911.0 -83.0
investing activities 1211 -457.4 -547.8 114.9 -8,284.0 -599.5 -2566.4 -3,199.0
financing activities -1,353.2 -1,167.2 -1,320.3 -2,095.0 6,617.9 -5686.4 -625.7 3,042.1
Investments 387.5 268.5 276.7 274.9 311.7 431.2 438.4 485.9
Average number of employees 9,400 9,194 9,292 9,693 11,001 11,696 12,613 183,704
Earnings per share, SEK 5.40 5.78 1.41 0.96 -10.79 -19.52 47.30 -4.00
Free cash flow per share, SEK 11.10 10.71 16.10 56.37 -177.45 57.99 52.37 -109.40
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Consolidated cash-flow statements

Jan1-Dec 31 Jan1-Dec 31  Jan 1-Dec 31
Amounts in SEK millions Note 2004 2003 2002
Cash flow from operating activities
Operating income 1,246.9 1,138.5 1,219.5
Adjustment for depreciation 745.8 787.2 838.0
Adjustment for other non-cash items 15.4 221 35.0
2,008.1 1,947.8 2,092.5
Taxes paid -335.6 -268.6 -396.2
Cash flow from operations before working capital 1,672.5 1,679.2 1,696.3
Changes in working capital:
(Increase)/decrease of current receivables -389.4 -25.4 339.3
(Increase)/decrease of inventories -297.0 -17.2 140.4
Increase/(decrease) of liabilities 131.9 16.9 -262.2
-554.5 -25.7 227.5
Cash flow from operating activities 1,118.0 1,653.5 1,923.8
Cash flow from investing activities
Investments in fixed assets -387.5 -268.5 -276.7
Divestment of fixed assets 361.5 40.1 120.7
Additional purchase price -9.4 -7.6 -367.5
Acquisition of businesses 24 - -281.9 -135.7
Reduction of purchase price 24 61.2 - 81.6
Divestment of businesses 24 10.0 - -
Provisions 85.3 50.5 29.8
Cash flow from investing activities 121.1 -457.4 -547.8
Cash flow from financing activities
Financial net, paid -201.4 -231.1 -973.3
New issue of shares - 3,136.6
Dividends -446.7 -223.3 -
(Increase)/decrease of other financial assets 472.4 -256.9 -84.2
Capitalised financing costs, acquisition loans -7.3 - -39.7
Increase/(decrease) of liabilities to credit institutions 27 -1,170.2 -455.9 -3,359.6
Cash flow from financing activities -1,353.2 -1,167.2 -1,320.3
Net increase (decrease) in cash and bank -114.1 28.9 55.7
Cash and bank at the beginning of the year 554.6 605.9 666.4
Translation difference in cash and bank -25.7 -80.2 -116.2
Cash and bank at the end of the period 23 414.8 554.6 605.9
Free cash flow per share (SEK) * 11.10 10.71 16.10
Average number of shares ** 111,671,993 111,671,993 85,482,322

* Free cash flow is the sum of cash flows from operating and investing activities.
** The average number of shares has been changed through split and new issue of shares.
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Comments to the consolidated
cash-flow statements

For further comments on certain indi-
vidual lines in the cash-flow statements,
reference is made to Notes 23, 24 and 27.

Cash flow

Cash flow from operating and investing
activities amounted to SEK 1,239.1
(1,196.1) (1,376.0) million during 2004,
out of which divestments generated
cash of SEK 371.5 (40.1) (120.7) million.

Adjustment for other non-cash items

Other non-cash items are mainly refer-
ring to realised gains and losses in con-
nection with sale of assets. These have
to be eliminated since the cash impact
of divestments of fixed assets and busi-
nesses are reported separately under
cash flow from investing activities. The
other non-cash items are in addition to
the non-cash impact of depreciations
on the line above.

Working capital

Working capital increased by SEK 554.5
million during 2004. The correspon-
ding figure for 2003 and 2002 was an
increase by SEK 25.7 million and a
decrease by SEK 227.5 million respec-
tively.

Investments

Investments in property, plant and
equipment amounted to SEK 387.5
(258.5) (276.7) million during 2004.
Out of this, acquired product conces-
sions were SEK 36.6 million in 2004.

A major investment in 2004 is the earli-
er initiated expansion of the produc-
tion facility in Lund, Sweden for plate
heat exchangers, adding on capacity
combined with a more efficient produc-
tion. The growing product group of
brazed heat exchangers has been sup-
ported by capacity as well as productivi-
ty enhancing investments at the Ron-
neby site. This site has also seen
preparatory investments to support
full-scale production of the newly

introduced Alfa Nova heat exchanger.
Further investments intended for most
product groups, have continued in
both China and India, to support the
overall growth in this region. In 2002
an expansion of the production facility
was made in Richmond, Virginia in
the US and capacity investments for
manufacturing of brazed heat exchang-
ers was made in Ronneby. In connec-
tion with the Group's restructuring
programme a number of factories have
been closed and fixed asset have been
redistributed, which has resulted in

a relatively lower investment level.
Depreciation, excluding allocated
step-up values, amounted to SEK 260.9
(293.1) (331.3) million during the year.

Additional purchase price

In 2004 an additional purchase price
of SEK 7.9 (7.6) million has been paid
for Danish Separation Systems and
SEK 1.5 (-) million for Toftejorg.

In connection with the IPO in 2002
an additional purchase price of EUR
40.0 million, corresponding to SEK
367.5 million, was paid to Tetra Laval
BV for the original acquisition on
August 24, 2000 of the Alfa Laval Hold-
ing AB Group. This has entirely been
reported as goodwill in the Group and
is amortised over the same period as
the original acquisition.

Acquisitions and disposals

For a further analysis of the impact
on the cash flow by acquisitions and
disposals, see Note 24.

Purchase price reimbursement

In 2004 Alfa Laval has received a pur-
chase price reimbursement of SEK 61.2
million related to the acquisition of
bioKinetics in 2003.

In 2002 the Alfa Laval Group received

SEK 81.6 million from Tetra Laval BV
as a reduction of the purchase price for

the acquisition of the Alfa Laval Holding

AB Group. The reduction was related to
the guarantees issued by the vendor in
relation to taxes. The amount did not
have an impact on the goodwill for the
acquisition but was instead reported
against the increased tax cost that the
Group experienced after the acquisi-
tion. The amount received during 2002
constituted a final settlement with Tetra
Laval concerning these guarantees.

New issue of shares

See the statement over “Changes in
consolidated equity capital” after the
balance sheet for a further description
of the capitalisation of the company.

Free cash flow per share

The free cash flow per share is SEK
11.10 (10.71) (16.10). The cash flows
from operating activities calculated
per share are SEK 10.01 (14.81) (22.51).
Cash flows per share have been calcu-
lated based on the average number
of shares, which has been changed
through split and new issue of shares
to 111,671,993 (111,671,993)
(85,482,322). There is no dilution
effect since all warrants were exercised
in 2002, see Note 4.
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Consolidated income statement

Jan1-Dec 31  Jan1-Dec 31  Jan 1-Dec 31

Amounts in SEK millions Note 2004 2003 2002
Net sales 1 14,985.8 13,909.3 14,694.9
Cost of goods sold 9 -9,937.0 -8,976.3 -0,262.2
Gross profit 1 5,048.8 4,938.0 5,332.7
Sales costs 2,87 -2,132.4 -2,245.8 -2,116.1
Administration costs 2,86 9 -929.5 -870.1 -1,030.7
Research and development costs -403.9 -368.1 -3566.2
Other operating income * 8 325.2 248.0 282.7
Other operating costs * 8 9 -469.8 -367.2 -707.2
Amortisation of goodwill 9 10 -191.5 -191.3 -187.7
Operating income 1,246.9 1,138.5 1,219.5
Dividends 11 3.1 6.9 7.8
Interest income 12 166.4 267.5 351.4
Interest expense * 8, 12 -346.3 -595.56 -1,206.6
Result after financial items 1,070.1 817.4 3721
Minority share in subsidiaries' income 13 -45.4 -41.6 -33.6
Taxes on this year's result 14 -391.9 -110.2 -185.7
Other taxes 14 -29.6 -19.8 -32.6
Net income for the year 603.2 645.8 120.2
Earnings per share (SEK) 5.40 5.78 1.4
Average number of shares ** 111,671,993 111,671,993 85,482,322

* The line has been affected by comparison distortion items, see specification in note 8.
** The average number of shares has been changed through split and new issue of shares. See a specification in the statement over “Changes in consolidated equity capital”.
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Comments to the consolidated income statement

For comments on the individual lines
in the income statement, reference is
made to Notes 1 to 14 and Note 27. For
comments on the segments, see note 1.

Income statement analysis*

As a basis for comments on the various
main items of the income statement,
please find a comparison between the
last three years:

Oct1-Dec 31  Oct1-Dec 31  Oct1-Dec 31 Jan1-Dec 31 Jan 1-Dec 31  Jan 1-Dec 31
SEK millions 2004 20083 2002 2004 2003 2002
Net sales 4,166.1 4,086.3 4,175.1 14,985.8 13,909.3 14,594.9
Adjusted gross profit 1,392.4 1,385.0 1,539.1 5,342.2 5,235.8 5,651.7
- in % of net sales 33.4 33.9 36.9 35.6 37.6 38.7
Expenses ** -856.4 -846.5 -922.3 -3,386.2 -3,315.7 -3,565.0
- in % of net sales 20.6 20.7 221 22.6 23.8 24.4
Adjusted EBITDA 536.0 538.5 616.8 1,956.0 1,920.1 2,086.7
- in % of net sales 12.9 13.2 14.8 13.1 13.8 14.3
Depreciation -70.0 -75.5 -81.8 -260.9 -293.1 -331.3
Adjusted EBITA 466.0 463.0 535.0 1,695.1 1,627.0 1,755.4
-in % of net sales 11.2 11.3 12.8 11.3 11.7 12.0
Amortisation of goodwill *** -119.4 -124.5 -125.9 -484.9 -494 1 -506.7
Comparison distortion items 2.7 2.0 -0.7 36.7 5.6 -29.2
EBIT 349.3 340.5 408.4 1,246.9 1,138.5 1,219.5

* For definitions, see backcover.

The year generated a gross profit of
SEK 5,048.8 (4,933.0) (5,332.7) mil-
lion. Excluding the amortisation of
SEK 293.4 (302.8) (319.0) million on
step-up values, the adjusted gross prof-
it is SEK 5,342.2 (5,235.8) (5,651.7)
million. This corresponds to 35.6
(37.6) percent of net sales.

Sales and administration expenses
amounted to SEK 3,061.9 (3,115.9)
(3,145.8) million. Excluding exchange
rate variations and the acquisition of
bioKinetics, sales and administration
expenses were 3.1 percent higher than
last year, which is considerably less
than the increase in sales volume.

The costs for research and develop-
ment have amounted to SEK 403.9
(368.1) (355.2) million, corresponding
to 2.7 (2.6) (2.4) percent of net sales.
This represents an increase by SEK 35.8
million or 9.7 percent between 2004
and 2003.

** Excluding comparison distortion items.

*** Including amortisation of step-up values.

Adjusted EBITDA amounted to SEK
1,956.0 (1,920.1) (2,086.7) million for
the year. The adjusted EBITA amounted
to SEK 1,695.1 (1,627.0) (1,755.4) mil-
lion. The adjusted EBITA margin was
11.3 (11.7) (12.0) percent. The adjusted
result after tax, excluding amortisation
of goodwill and step-up values and the
corresponding tax, is SEK 8.67 (9.34)
(6.17) per share.

Compared with last year Alfa Laval
has been affected negatively during
2004 by exchange rate differences,
both through translation differences
and through the net exposure when
trading in foreign currencies. The nega-
tive effect on adjusted EBITA has been
calculated to totally about SEK 322
(273) (130) million, where of SEK 57
(121) (80) million represent translation
differences, for the full year 2004 com-
pared with last year. The main reason
has been the depreciation of the USD

compared with SEK. The effect of the
exchange rate variations has been lim-
ited through exchange rate hedging
and through the distribution of the
company's financial debts in relation
to its net assets in different currencies.

Net commercial exchange differences
have amounted to SEK 292.0 (268.8)
(284.8) million. These arise in connec-
tion with delivery of goods and other
operational activities and have thereby
affected the operating result.
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In order to illustrate the quarterly development, the corresponding income statement analysis is shown for the last ten
quarters below:

Income statement analysis*

2004 2003 2002
SEK millions Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3
Net sales 4,166.1 3,837.5 3,798.3 3,183.9 4,086.3 3,426.3 3,402.0 2,994.7 4175.1 3,503.7
Adjusted gross profit 1,392.4 1,348.7 1,357.9 1,243.2 1,385.0 1,3189 1,3345 1,197.4 1,639.1 1,394.7
- in % of net sales 33.4 35.1 35.8 39.0 33.9 38.5 39.2 40.0 36.9 39.8
Expenses ** -866.4 -863.5 -8743 -792.0 -846.5 -818.0 -849.8 -801.4 -922.3 -902.5
- in % of net sales 20.6 22.5 23.0 24.9 20.7 23.9 25.0 26.8 221 25.8
Adjusted EBITDA 536.0 485.2 483.6 451.2 538.5 500.9 484.7 396.0 616.8 492.2
- in % of net sales 12.9 12.6 12.7 14.2 13.2 14.6 14.2 13.2 14.8 14.0
Depreciation -70.0 -58.8 -63.6 -68.5 =755 -70.7 -72.2 -14.7 -81.8 -78.6
Adjusted EBITA 466.0 426.4 420.0 382.7 463.0 430.2 4125 321.3 535.0 413.6
- in % of net sales 11.2 11.1 11.1 12.0 11.3 12.6 121 10.7 12.8 11.8
Amortisation of goodwill *** -119.4 -120.6 -121.1 -123.8 -124.5  -124.1 -121.8  -128.7 -125.9  -128.7
Comparison distortion items 2.7 47.5 0.0 -13.5 2.0 0.0 0.0 3.6 -0.7 15.9
EBIT 349.3 353.3 298.9 245.4 340.5 306.1 290.7 201.2 408.4 300.8

* For definitions, see backcover. ** Excluding comparison distortion items. *** Including amortisation of step-up values.
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The result has been affected by compar-
ison distortion items of SEK 36.7 (5.6)
(-29.2) million, which are specified
below. In the income statement these
are reported gross as a part of other
operating income and other operating
costs, see summary in note 8.

During September 2004 the property
in Kenosha, USA, has been divested for
SEK 45.3 million with a realised loss of
SEK -1.7 million. On July 7, 2004, the
property in Madrid, Spain, was divest-
ed for SEK 265,1 million with a realised
gain of SEK 47,5 million. The divest-
ment of the Tri-Lad operations in Cana-
da has generated a loss of SEK -15.0
million. The sale of some minor prop-
erties in Brazil and India has resulted
in a realised gain of SEK 6.4 million
whereas the sale of a minor property
in Denmark has resulted in a realised
loss of SEK -0.5 million.

On February 26, 2003 the property
in Newmarket, Canada was sold for
SEK 20.0 million, with a realised gain
of SEK 3.6 million. In connection with
the construction of a new headquarter
building in Lund a piece of land was
sold to the new landlord for SEK 3.8
million with a realised gain of SEK 2.0
million.

The sale of the property in Warmin-
ster, the United States was completed
at the end of March 2002 at a price of
SEK 62.1 million and with a realised
loss of SEK -43.2 million. The divest-

ment of the operation called Industrial
Flow was made on April 2, 2001. A few
activities remained before the divest-
ment could be completed. During Sep-
tember 2002 a final settlement was
made with the buyer, resulting in an
increase of the realised gain by SEK 14.0
million.

The financial net has amounted to
SEK -187.4 (-259.5) (-593.8) million,
excluding realised and unrealised
exchange rate losses and gains. The
main elements of costs were interest on
debt to the banking syndicate of SEK
-38.0 (-115.6) (-228.3) million, interest
on the bond loan of SEK -127.5 (-132.0)
(-219.4) million, interest on the loan
from Tetra Laval Finance Ltd of SEK
- (=) (-97.1) million and a net of divi-
dends and other interest income and
interest costs of SEK -21.9 (-11.9) (-49.0)
million. The decrease in interests to the
banking syndicate between 2004 and
2003 is due to the large amortisation
during 2004 and the cancellation in
September 2003 of the previous interest
rate swaps that were requested by the
first banking syndicate. The latter rea-
son also explains the decrease in inter-
ests to the banking syndicate between
2003 and 2002. The decrease in inter-
ests on the bond loan is due to the large
amortisation during 2002.

The net of realised and unrealised
exchange rate differences amounts to
SEK 10.6 (-61.6) (51.3) million, out of

which SEK 7.4 (-20.5) (130.4) million in
the fourth quarter.

In connection with the dissolution of
the pre-IPO capital structure in 2002,
the income statement was charged with
non-recurring financial costs of SEK
-304.8 million. These consisted of the
reversal of capitalised financing costs of
totally SEK -219.6 million in connection
with the repayment of the loan from
Tetra Laval Finance Ltd, the replace-
ment of the previous syndicated loans
and the amortisation of the bond loan
as well as the premium of SEK -85.2
million at the repayment of 35 percent
of the bond loan of EUR 220 million.

The result after financial items was
SEK 1,070.1 (817.4) (372.1) million.

Income taxes were SEK -391.9 (-110.2)
(-185.7) million. The difference between
2004 and 2003 is primarily due to utilisa-
tion of loss carry forwards during 2003.

Earnings per share

Earnings per share are SEK 5.40 (5.78)
(1.41). Earnings per share have been
calculated based on the average num-
ber of shares, which has been changed
through split and new issue of shares to
111,671,993 (111,671,993) (85,482,322).
Any dilution does not exist since all
warrants have been exercised, see Note 4.
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Consolidated balance sheet

ASSETS

Amounts in SEK millions Note 2004 2003

Fixed assets

Intangible assets 15, 16

Concessions, patents, licenses, trademarks and similar rights 923.1 1,100.8

Renting and similar rights 0.8 0.7

Goodwill 2,794.6 3,098.5
3,718.5 4,200.0

Property, plant and equipment 15, 17

Real estate 945.4 1,171.2

Machinery and other technical installations 753.9 858.5

Equipment, tools and installations 609.1 668.6

Construction in progress and advances to suppliers

conceming property, plant and equipment 171.9 58.2
2,480.3 2,756.5

Financial long-term assets

Other long-term securities 18 2.9 22.5

Pension assets 25 1235 126.7

Capitalised financing costs, acquisition loans 21.6 44.6

Deferred tax asset 453.4 476.9

601.4 670.7

Total fixed assets 6,800.2 7,627.3

Current assets

Inventories 19 2,452.5 2,217.8

Current receivables

Accounts receivable 20 2,613.3 2,463.3

Other receivables 21 1,242.0 1,070.4

Prepaid costs and accrued income 89.9 85.4

Capitalised financing costs, acquisition loans 31.1 12.2
3,976.3 3,631.3

Current deposits

Other current deposits 22 257.2 658.6

Cash and bank 23 414.8 554.6

Total current assets 7,100.8 7,062.2

TOTAL ASSETS 13,901.0 14,689.5
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EQUITY CAPITAL AND LIABILITIES

Amounts in SEK millions Note 2004 2003
Equity capital
Restricted equity capital
Share capital, 111,671,993 shares (par value SEK 10) 1,116.7 1,116.7
Restricted reserves 2,827.2 2,889.1
3,943.9 4,005.8
Unrestricted equity capital
Unrestricted reserves 419.9 245.4
Net income for the year 603.2 645.8
1,023.1 891.2
Total equity 4,967.0 4,897.0
Minority interest 13 119.2 104.2
Provisions
Provisions for pensions and similar commitments 25 788.9 754.8
Provisions for taxes 14 760.3 817.0
Other provisions 26 948.2 891.2
2,497.4 2,463.0
Long-term liabilities 27
Liabilities to credit institutions 1,262.7 2,427.0
Bond loan 1,044.4 1,064.8
2,307.1 3,491.8
Current liabilities
Liabilities to credit institutions 27 239.4 103.7
Advances from customers 542.0 512.1
Accounts payable 1,235.8 1,076.0
Notes payable 113.8 123.4
Tax liabilities 598.0 451.7
Other liabilities 28 479.5 648.7
Accrued costs and prepaid income 29 801.8 817.9
4,010.3 3,733.5
TOTAL EQUITY CAPITAL AND LIABILITIES 13,901.0 14,689.5
PLEDGED ASSETS AND CONTINGENT LIABILITIES
Pledged assets 30 50.6 45.4
Contingent liabilities 30 1,402.8 1,471.1
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Comments on the consolidated balance sheet

For comments on the individual lines in
the balance sheet, reference is made to
Notes 13 to 33. For comments on the
segments, see Note 1.

Development of market prices for Alfa
Laval’s bond loan

On November 9, 2000 Alfa Laval issued
a bond loan of EUR 220 million. See
Note 27. The development of the market
prices for the bonds has been as follows:

Development of market prices for Alfa Laval’s bond loan

125

120

115

110

105

100

95

90

2001 2002

The development of the market prices
for the bonds is depending on the
development of the market rates and
the confidence in Alfa Laval.

Capital employed

The capital employed including good-
will and step-up values amounted to
SEK 7,134.5 (7,667.2) million at the
end of the year.

Return on capital employed

The return on capital employed
including goodwill and step-up values
amounted to 24.3 (21.3) percent dur-
ing 2004.
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2003 2004

Capital turnover rate

The capital turnover rate calculated on
the average capital employed including
goodwill and step-up values amounted
to 2.1 (1.8) times for the year.

Return on equity capital
The net income for the year in relation

to equity capital was 12.1 (13.2) percent.

Solidity

The solidity, that is the equity capital
in relation to total assets, was 35.7
(33.3) percent at the end of the year.

Net debt

The net debt was SEK 1,883.5 (2,401.1)
million at the end of the year.

Debt ratio

The debt ratio, that is the net debt in
relation to equity capital, was 0.38
(0.49) times at the end of December.



Changes in consolidated equity capital

Share Restricted Unrestricted
Amounts in SEK millions capital equity equity Total
As of December 31, 2001 0.4 36.9 1,407.8 1,445.1
2002
New issue of shares 366.8 2,769.8 3,136.6
Bonus issue of shares 749.5 - -749.5 0.0
Transfer between restricted equity and unrestricted equity in Group companies - 76.9 -76.9 0.0
Translation difference - 0.8 -190.4 -189.6
Net income for 2002 - 120.2 120.2
As of December 31, 2002 1,116.7 2,884.4 511.2 4,512.3
2003
Dividends - -223.3 -223.3
Transfer between restricted equity and unrestricted equity in Group companies - 4.3 -4.3 0.0
Translation difference - 0.4 -38.2 -37.8
Net income for 2003 - - 645.8 645.8
As of December 31, 2003 1,116.7 2,889.1 891.2 4,897.0
2004
Dividends - - -446.7 -446.7
Transfer between restricted equity and unrestricted equity in Group companies - -62.9 62.9 0.0
Translation difference - 1.0 -87.5 -86.5
Net income for 2004 - 603.2 603.2
As of December 31, 2004 1,116.7 2,827.2 1,023.1 4,967.0
Specification of changes in number of shares and share capital
Change in Total Change in Total
number number equity equity
Year Event Date of shares of shares capital capital
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 0.7
Bonus issue of shares May 16, 2002 - 749.2 749.9
New issue of shares May 16, 2002 3,712,310 78,704,960 37.1 787.0
New issue of shares May 17, 2002 32,967,033 111,671,993 329.7 1,116.7
Specification of accumulated translation differences reported against equity capital
The change has
been affected by
Year Change  Accumulated Main explanation to change hedging measures of
Formation of the Group
2000 -94.0 -94.0 The EUR was appreciated by 6%, which affected the EUR based acquisition loans -312.5
2001 96.7 2.7 The USD was appreciated by 10.7% -105.5
2002 -189.6 -186.9 The USD was depreciated by 16.7% 164.9
2003 -37.8 -224.7 The USD was depreciated by 17.5% 140.3
2004 -86.5 -311.2 The USD was depreciated by 9.0% -13.8
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Comments on changes in
consolidated equity capital

The share capital of SEK 1,116,719,930
(1,116,719,930) is divided among
111,671,993 (111,671,993) shares at par
value SEK 10 (10).

The proposed dispositions of earn-
ings for the subsidiaries suggest trans-
fers to restricted equity capital of SEK
52.4 (54.3) (22.0) million. After deduc-
tion for this, the net available for distri-
bution is thus SEK 970.7 (836.9) (489.2)
million.

The possibilities to distribute un-
appropriated profits from foreign sub-
sidiaries are limited in certain countries
due to currency regulations and other
legislation.
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Parent company cash-flow statement
and income statement

PARENT COMPANY CASH-FLOW STATEMENT
Jan 1-Dec 31  Jan 1-Dec 31  Jan 1-Dec 31

Amounts in SEK millions 2004 2003 2002
Cash flow from operating activities

Operating income -5.4 -5.2 -4.3
Taxes paid - - -
Cash flow from operations before changes in working capital -5.4 5.2 -4.3

Changes in working capital

(Increase)/decrease of current receivables -168.3 185.2 -62.7
Increase/(decrease) of liabilities -5.8 -16.1 -94.3
-164.1 169.1 -1567.0

Cash flow from operating activities -169.5 163.9 -161.3

Cash flow from investing activities
Shares in subsidiaries - - -819.0
Cash flow from investing activities 0.0 0.0 -819.0

Cash flow from financing activities

Financial net, paid 2.8 6.0 -96.3
New issue of shares - - 3,136.6
Dividends -446.7 -223.3 -
Received group contribution 613.4 53.4 -
Increase/(decrease) of loans - - -2,061.0
Cash flow from financing activities 169.5 -163.9 980.3
Net increase (decrease) in cash and bank 0.0 0.0 0.0
Cash and bank at the beginning of the year 0.0 0.0 0.0
Cash and bank at the end of the period 0.0 0.0 0.0

PARENT COMPANY INCOME STATEMENT
Jan 1-Dec 31  Jan 1-Dec 31 Jan 1-Dec 31

Amounts in SEK millions Note 2004 2003 2002
Administration costs -4.6 -4.4 -3.9
Other operating costs -0.8 -0.8 -0.4
Operating income/loss -5.4 -5.2 -4.3
Interest income and similar result items 12 3.1 6.0 28.7
Interest costs and similar result items 12 -0.3 -0.1 -98.2
Comparison distortion items - - -14.1
Result after financial items -2.6 0.7 -87.9
Appropriation to tax allocation reserve -80.4 - -
Income tax -67.6 - -
Tax on received Group contribution 96.3 171.8 15.0
Deferred tax -4.5 4.5 -
Net result for the year -59.8 177.0 -72.9
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Parent company balance sheet

Amounts in SEK millions Note 2004 2003

ASSETS

Long-term assets

Financial long-term assets

Shares in group companies 18 4,460.9 4,460.9

Total long-term assets 4,460.9 4,460.9

Current assets

Current receivables

Receivables on group companies 502.2 491.9

Other receivables 1.8 4.5

Accrued income and prepaid costs 0.1 0.5
504.1 496.9

Cash and bank 0.0 0.0

Total current assets 504.1 496.9

TOTAL ASSETS 4,965.0 4,957.8

EQUITY CAPITAL AND LIABILITIES

Equity capital

Restricted equity capital

Share capital, 111,671,993 shares (par value SEK 10) 1,167 1,116.7

Premium fund 2,769.8 2,769.8

3,886.5 3,886.5

Unrestricted equity capital

Profit brought forward 867.3 892.0

Net income for the year -59.8 177.0
807.5 1,069.0

Total equity capital 4,694.0 4,955.5

Untaxed reserves

Tax allocation reserve, taxation 2005 80.4 -

Current liabilities

Liabilities to group companies 122.0 0.3

Tax liabilities 67.6 -

Other liabilities 28 0.2 -

Accrued costs and prepaid income 0.8 2.0
190.6 2.3

TOTAL EQUITY CAPITAL AND LIABILITIES 4,965.0 4,957.8

Pledged assets and contingent liabilities

Pledged assets None None

Contingent liabilities (for subsidiaries) None None
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Parent company’s equity capital

Share Restricted Unrestricted

Parent company Alfa Laval AB (publ), SEK millions capital equity equity Total
As of December 31, 2001 0.4 - 1,457.8 1,458.2
2002

New issues of shares 366.8 2,769.8 - 3,136.6
Bonus issue of shares 749.5 - -749.5 0.0
Group contribution - - 53.4 53.4
Tax on received Group contribution - - -16.0 -156.0
Net result 2002 - - -72.9 -72.9
As of December 31, 2002 1,116.7 2,769.8 673.7 4,560.2
2003

Dividends - - -223.3 -223.3
Group contribution - - 613.4 613.4
Tax on received Group contribution - - -171.8 -171.8
Net result 2003 - - 177.0 177.0
As of December 31, 2003 1,116.7 2,769.8 1,069.0 4,955.5
2004

Dividends - - -446.7 -446.7
Group contribution - - 340.3 340.3
Tax on received Group contribution - - -956.3 -95.3
Net result 2004 - - -59.8 -59.8
As of December 31, 2004 1,116.7 2,769.8 807.5 4,694.0

The share capital of SEK 1,116,719,930 (1,116,719,930) is divided among 111,671,993 (111,671,993) shares at par value SEK 10 (10).
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Notes to the financial statements

Amounts in SEK millions, unless other-
wise stated.

Applied recommendations/General

Alfa Laval follows Swedish GAAP as
expressed in law, recommendations
issued by accounting bodies and rele-
vant good accounting practice. This dif-
fers in certain respects from US GAAP,
see Note 35.

Alfa Laval follows the recommenda-
tions issued by the Financial Accounting
Standards Council in Sweden and has
strived for early implementation of the
recommendations, that is prior to when
they must be applied. To the extent that
recommendations from the Council
have not yet been issued corresponding
to already issued International Account-
ing Standards, the IAS statement has
been applied instead. This is referring to
IAS 19 Employee Benefits for 2000 and
2001 and IAS 14 Segment Reporting for
2001. A comparison has been made
with the draft recommendations issued
by the Council, which have only been
available in 2001 and 2002 respectively.

Alfa Laval does not report the depreci-
ation on goodwill distributed on the
different functions in the income state-
ment since almost the entire goodwill
depreciation is referring to the goodwill
that appeared in a leveraged buy out
transaction in 2000. The comparability
with other companies will be severely
suffering if the goodwill depreciation is
allocated to the income statement func-
tions. For this reason the goodwill
depreciation is isolated to a specifically
identified item. The specific financial
construction used in the ownership
change will otherwise result in a mis-
leading income reporting during two
decades. The change of ownership in
2000 in fact meant that the net assets of
Alfa Laval were re-valued to market
value, which does not apply generally
for other listed companies. In anticipa-
tion of the new international account-
ing statements, where goodwill is not
depreciated but instead tested for
impairment, the current treatment
avoids any problem with comparability
between years.
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Implementation of International Financial
Reporting Standards (IFRS)
International Financial Reporting Stan-
dards (IFRS) is the new name for all
new International Accounting Stan-
dards. IFRS are still issued by the Inter-
national Accounting Standards Board
(IASB). IERS 1 covers the transitional
provisions for the implementation of
IFRS. All companies within the Euro-
pean Union are obliged to change to
IFRS as of January 1, 2005.

Already in 2000 Alfa Laval started to
implement the International Accounting
Standards (IAS) issued by IASB and trans-
lated and adapted to Swedish legislation
by the Financial Accounting Standards
Council in Sweden. Since there are some
minor differences between the Swedish
recommendations and IAS, Alfa Laval
has never claimed to be following IAS.
Technically this means that Alfa Laval
will be a first time applicant under IFRS 1
in 200S. The adoption to IFRS is however
already in place since Alfa Laval has
implemented all relevant IAS standards,
except IAS 39. This statement will be
implemented as of January 1, 2005.

The effects of implementing IFRS dur-
ing 2005 are described under a separate
section in the Board of Directors’ report.

Changed/implemented

accounting principles

During 2003 RR27 “Financial Instru-
ments: Disclosure and Presentation” was
implemented. This did not introduce
any major changes or amendments to
the disclosure and presentation in 2002.
Chapter 5 § 18b in Swedish Annual
Repo