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" | Carbon dioxide.
[:j © ) One of the most challenging menaces to our planet’s climate. Mainly caused by the extensive use of fossil fuels. Forecasts predict that

energy demand will increase by some 30 percent during the next two decades. The encouraging news is that renewable energy production
is also on the rise. And that investments in energy-efficient equipment are accelerating.

Alfa Laval is a frontrunner in energy efficiency. Our fully welded heat exchangers are a case in point. They increase energy recovery in oil
refineries by one third. Our thousands of installations worldwide reduce global carbon dioxide emissions by some 12 million tons — every
year! That is more than the combined yearly emissions from all cars and households in Sweden!

Pure Performance. Energy. Environment. Marine. Mechanical engineering. Food. Chemical. You name the industry. Alfa Laval is helping all
of them to purify and refine their processes and products. Time and time again.

We are hard at work in more than 100 countries implementing our expertise, technical support and service. Helping to create a cleaner
environment and better living conditions for all mankind
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Alfa Laval in brief
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Alfa Laval is a leading, global provider of first-rate products in the areas of heat transfer, separation and

fluid handling. On the strength of this offering, Alfa Laval helps to boost the productivity and competitiveness
of customers in various industries worldwide. We identify the challenges facing them and deliver products
and solutions that meet their needs — mainly in the areas of energy, the environment, transport and food.
Business concept: “To optimize the performance of our customers’ processes, time and time again.”

Three key technologies suitable for most industries

Operating in the areas of heat transfer, separation and fluid handling, Alfa Laval focuses on the development and manufacturing of heat exchangers,
separators, pumps and valves — products that are required by a large number of industries across the globe. The company’s products play a pivotal
role in everything from power production and oil extraction to food manufacturing and wastewater treatment — making Alfa Laval a key player in
areas of crucial importance to society, such as energy optimization, environmental protection and safe food production.

Heat transfer

Most industrial processes need some
form of solution for heat transfer.
Alfa Laval’s heat exchangers transfer
heat or cooling from one liquid to
another — for example — and are
extremely important to the efficiency
of the entire process. The company’s
compact heat exchangers have the
capability to recycle heat, optimize
customers’ energy consumption, cut
costs and reduce the negative
impact on the environment.

M
&

44 percent of
invoicing in 2016

More than 30 percent of
the world market

Invoicing growth, %*

Separation

Separators have been an important
part of Alfa Laval’s operations since
the company was founded in 1883.
The technology is used to separate
liquids from other liquids and solid
particles from liquids or gases. In
addition to separators, the offering
includes decanter centrifuges, filters,
strainers and membranes.

@ 19 percent of
invoicing in 2016

25 to 30 percent of
the world market

Operating margin, %

Fluid handling

Alfa Laval offers pumps, valves, tank
cleaning equipment and installation
material for industries with stringent
hygiene requirements, such as the
food and pharmaceutical industries.
The portfolio also includes pumping
systems designed specifically for the
marine industry and offshore market.

( A 24 percent of
invoicing in 2016

10 to 12 percent of
the world market

Return on capital employed, %
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The goal is to grow an average of at least 5 percent
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annually measured over a business cycle.

* Excluding exchange rate variations
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The goal is to have an operating margin of 15
percent measured over a business cycle.
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The goal is to have a return on capital employed of
at least 20 percent.




Broad geographic Continued focus
presence on innovation

e
Alfa Laval’s sales and aftermarket organization operates in more than Alfa Laval was born out of a brilliant invention — the separator — ""i-“-r-"l U
100 countries — either directly or in collaboration with external partners. and innovation remains at the heart of everything we do. We are
The production structure is also global, with 42 large facilities spread considered one of the most innovative companies in the sector and [
across Europe, Asia, the US and Latin America. At the same time, this reputation is accompanied by expectations of more. Accordingly, [ |
Alfa Laval has more than 100 service centers distributed worldwide Alfa Laval continuously invests in research and development (R&D) 5l
to meet customer needs. In 2016, Service accounted for 33 percent to be able to continue providing the market with new and more '%‘ \
of the Group’s total order intake. efficient products. In 2016, the company invested SEK 822 million e b,

in R&D, corresponding to 2.3 percent of sales.

Three sales divisions with a shared supply chain

Alfa Laval reaches its customers through its three sales divisions: Equipment, Process Technology and Marine & Diesel. However, the supply chain for the three
divisions is shared and forms a fourth division: Operations. This division is responsible for purchasing, production and logistics for all key technologies.

During the year, a decision was made to change the Group’s organizational structure. As of January 1, 2017, the company was divided into three new sales divisions
— Marine, Food & Water and Energy — while Operations continues to serve as the Group’s shared supply chain. The description below pertains to the structure in place in 2016.

Equipment Division Process Technology Division Marine & Diesel Division
Fast-moving business comprising Project-based business comprising A broad offering of components, modules,
component sales to customers with customized solutions and systems sold systems and service for customers in the
recurring requirements and well-defined directly to end customers or through marine, offshore and diesel power markets.
needs through various sales channels. contracting companies. Read more on Read more about the division’s four segments
Read more on pages 28-29. pages 30-31. and performance on pages 32-33.
@ 33 percent of @ 39 percent of @ 28 percent of

Group order intake Group order intake Group order intake

Operations Division
Responsible for the Group’s production-related procurement, manufacturing, distribution and logistics. This centralized, coordinated and global
supply chain creates the necessary prerequisites to ensure reliable access to the company’s products worldwide. Read more on pages 34-35.

Ten largest markets (SEK million)

United States
China

Nordic

Japan

Mid Europe
Adriatic

South East Asia
South Korea
Benelux

France

0 1,000 2,000 3,000 4,000 5,000 6,000

Order intake in Alfa Laval’s top ten markets in 2016.
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2016 in brief 5

- Order intake amounted to SEK 32.1 billion, compared to SEK 37.1 billion in 2015.

- Invoicing fell 10 percent to SEK 35.6 billion.

- The adjusted EBITA margin, or operating margin, was 15.6 percent, compared

with 17.1 percent in 2015.

Amounts in SEK million unless otherwise stated +/- %% 2016 2015 2014 2013* 2012
Order intake -14 32,060 37,098 36,660 30,202 30,339
Net sales -10 35,634 39,746 35,067 29,801 29,813
Adjusted EBITDA " -17 6,196 7,478 6,456 5,360 5,381
Adjusted EBITA 2 -18 B8 6,811 5,891 4,914 4,934
Operating margin (adjusted EBITA 2), % 15.6 171 16.8 16.5 16.5
Profit after financial items -39 3,325 5,444 4,117 4,172 4,629
Return on capital employed, % 16.3 21.6 20.5 26.4 27.4
Return on shareholders’ equity, % 11.8 21.7 17.6 20.4 22.9
Earnings per share, SEK -40 5.46 9.15 7.02 7.22 7.64
Dividend per share, SEK 4,259 4.25 4.00 8.1 3.50
Equity per share, SEK 10 48.34 43.92 41.01 38.53 34.46
Free cash flow per share, SEK 4 -19 9.97 12.25 -23.48 7.82 0.78
Equity ratio, % 38.0 35.5 30.8 46.3 41.3
Net debt to EBITDA, times 1.81 1.56 2.46 0.49 0.80
Number of employees ? -3 16,941 17,417 17,753 16,262 16,419

* Restated to IFRS 11.

1) Adjusted EBITDA - Operating income before depreciation, amortization of goodwill and

amortization of other surplus values, adjusted for items affecting comparability.

2) Adjusted EBITA — Operating income before amortization of goodwill and other surplus

values, adjusted for items affecting comparability.

Order intake

Free cash flow

3) Board proposal to the Annual General Meeting.

4) Free cash flow is the sum of cash flow from operating and investing activities.
5) Number of employees at year-end.

6) Percentage change between 2015 and 2016.

Adjusted EBITA

SEK million SEK million SEK million %
40,000 6,000 5,140 7,000 25
3,282 ik
35,000 b 6,000 .
30,000 1,500 | 326 5,000
25,000
4,000 2
20,000 -3,000
3,000 10
15,000
10000 | 8 8 8 & 7,500 20001 fol x| a0 e
8 5] 3 3 1,000 8 2 8 2 5
© N o =] B 'S =y e
5,000 -9,847 :
0 -12,000 0 0
12 13* 14 15 16 12 13 15 16 12 13 14 15 16

Order intake amounted to SEK 32,060 million in 2016,
down 14 percent. Excluding exchange rate variations,
order intake decreased 13 percent.

(5,140) in 2016.

Alfa Laval generated a free cash flow of SEK 4,184 million

Adjusted EBITA amounted to SEK 5,553 million,
compared with SEK 6,811 million in 2015.

[eAET] BJlY INOqY



6 History

Some historical
milestones

1880s

1900s

1930s

1950s

1960s

AB Separator. The trading
firm of Gustaf de Laval and
Oscar Lamm is incorporated
under the name of AB
Separator (1883). The Alfa
patent is obtained from
Clemens von Bechtolsheim
(1889).

1970s

In 1901, AB Separator is listed
on the Stockholm Stock
Exchange. The company
has already started its
globalization and by 1910
established subsidiaries in
the US, Canada, Austria,
Denmark, France, Germany
and Russia.

—
4

1980s

Alfa Laval introduces its first
plate heat exchanger and
adds heat transfer technology
to its portfolio. Pontus Hytte,
the son of the famous
Swedish painter Carl Larsson,
moves the development
and manufacturing of heat
exchangers to Lund.

AB Separator changes from
being a supplier of only
components to also include
complete industrial process
systems in the offering.

The company changes its
name from AB Separator to
Alfa-Laval AB. The name
“Alfa” derives from the
alpha discs and “Laval”
from the founder of the
company. Plans for a Fluid
Handling division begin to
materialize.

1990s

2000s

2010s

Alfa-Laval acquires a majority
interest in the Danish
company Lavrids Knudsen
Maskinfabrik (LKM) and
adds fluid handling to its
technologies.

To strengthen Alfa-Laval’s
core business, the company
makes a number of acqui-
sitions: Pages in France and
LKM in Germany; Tri-Clover
and Sharples in the US;
Reginox in Brazil; and
Saunders Valves in the UK.

Alfa-Laval is acquired by
Tetra Pak (1991). In 1993,
Alfa Laval becomes an
independent industry group
within the Tetra Laval Group.

Alfa Laval is acquired by
Industri Kapital. In 2002, it
returns to the Stockholm
Stock Exchange. The main
strategy is to create profitable
growth, both organically
and through acquisitions.
The acquisition strategy
focuses on companies that
complement the business in
terms of products, geography
or new sales channels. Adding
new sales channels gives
an opportunity to work with
a number of brands.

At this point, acquisitions
are a key feature of creating
value and an efficient and
rapid way of building
positions in the market. The
target, at the time, is to add
3-4 percent to annual sales.
Alfa Laval acquires Aalborg
Industries in 2011 and the
Norwegian company Frank
Mohn three years later, which
further strengthens Alfa
Laval’s presence in the marine
and offshore markets.

W



A successtiul year
on several fronts
despite challenging
clrcumstances.
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President’s comments

Market conditions and development

In short, 2016 was a successful year on many
fronts despite challenging circumstances in
markets considered to be of major importance
to Alfa Laval. The Equipment Division
distinguished itself as having the strongest
performance during the year. The division’s
order intake was stable, mainly driven by
the parts of the business exposed to the
food industry. At the same time, the division’s
long-term efforts to improve its cost-efficiency
and the continued roll-out of an e-commerce
platform helped to achieve results and the
division was able to report an operating
margin of 14.5 percent.

The Process Technology Division was
impacted by the weak trend in the oil sector,
which was under continued pressure from
a low oil price. The lack of oil extraction
projects was offset to a certain extent, not
least by a strong order intake in the fourth
quarter, and our smaller projects and service
business displayed a stable performance.
Overall, order intake declined a few percent
and profitability was adversely impacted by
changes in the mix. The division reported
an operating margin of 10.1 percent, which is
not satisfactory.

The Marine & Diesel Division started the
year with a relatively strong order book,
resulting in invoicing of 84 percent compared
with 2015. The challenge during the year
was the division’s order intake. The capacity
increases of recent years within the global
merchant fleet have resulted in extremely low
freight rates and caused significant financial
problems for ship owners and shipyards alike.
The number of orders for new vessels in
2016 was thus the lowest in more than 30
years, with an estimated 580 vessels ordered
compared with a ten-year average of 2,200
vessels per year. Taking the market trend
into consideration, the division nevertheless
delivered an acceptable order intake, despite
a 35-percent decline compared with 2015.
At the same time, a favorable product mix
and substantial aftermarket share enabled
the division to achieve an operating margin
of 17.1 percent — a strong result considering
the circumstances.

Short-term perspective - focus on costs
With a major downturn noted in a number
of Alfa Laval’s key markets, the company
inevitably devoted considerable focus to
costs in 2016. Combined with an extensive

restructuring program, the organization’s
continued work in the area helped to ensure
a favorable cost trend.

The procurement function’s ongoing
efforts were further intensified, which yielded
decisive results. In addition to the fact that
global raw material prices remained low, the
function was able to negotiate more favorable
prices and terms in a large number of areas.

At the same time, the company continued
its efforts to improve the execution of larger
projects within Process Technology. The
long-term goal was to reduce the number
of negative deviations when executing and
delivering projects. This work produced resullts,
particularly toward the end of the year.

Finally, the company’s efforts to implement
production capacity adjustments helped to
offset the negative effects of lower volumes.

All'in all, the company’s increased share
of the aftermarket and its efforts to cut
costs helped to secure a gross margin of
35.8 percent, roughly in line with 2015.

In parallel with the company’s ongoing
efforts to reduce its costs, a restructuring
program was introduced in the autumn. This
program is considered the single most impor-
tant initiative when it comes to adapting the
Group to the prevailing market conditions.

The program resulted in nonrecurring
costs of SEK 1.5 billion, of which SEK 700
million pertained to write-off of goodwill and
other non-cash items. The aim of the program
is to implement structural changes in order
to cut the Group’s costs for administration
and sales by SEK 300 million per year, with
full effect from the third quarter of 2017.
Manufacturing will also be concentrated to
fewer units over a three-year period. This
initiative is expected to generate an additional
SEK 200 million in savings. Finally, we
identified a number of acquired units that
have not performed according to plan.
These units were included in an initiative
known as “Greenhouse,” under which the
units were removed from the normal operating
structure and placed into a separate unit.
Considerable focus will be devoted to
measures to improve the earnings of these
units in 2017.

Strategic review, conclusions and
future direction

After a long, successful period characterized
by organizational and strategic continuity,
we decided for several reasons that it was

time for a review. Not only had the Group
grown from SEK 15 billion to SEK 40 billion
in annual sales over a 15-year period, its
structure had also become increasingly
complex as a result of a number of acquisi-
tions. Alfa Laval’s cost structure and financial
goals were also challenged by negative
trends in several important end markets.
Finally, there were questions regarding the
Group’s organic growth during the period.

The review and analysis resulted in a
number of conclusions — both positive and
negative. The company’s global presence,
large installed base, technology leadership
in several areas and skilled organization
provide a strong foundation on which to
continue building in the future. However,
the analysis also identified a number of
improvement areas:

— A complex organization resulted in slow
processes and weak decision-making

— A weaker role for product management
resulted in a slower pace in certain areas
of product development

— A large focus on internal issues and too
little focus on the customer and the
customer’s situation.

The analysis resulted in an extensive
restructuring program. Implementation of
the program began late in the year and will
continue during 2017. The most important
goal is to ensure the Group’s organic growth
by adopting a more customer-centric
approach. To provide support for this change,
an organizational restructuring was carried
out to create a more decentralized decision-
making process. The new organization, which
took effect on January 1, 2017, comprises
12 product-based business units with
extensive earnings responsibilities. The
business units were organized into three
divisions, with a focus on our most important
customer segments: Marine, Energy and
Food & Water.

The work carried out during the autumn
in order to implement this organizational
restructuring and the necessary cost adjust-
ments progressed quickly in the lead-up to
the start date on January 1, 2017. The
process moved quickly and smoothly thanks
to the drive of the organization, the need to
have everything in place by year-end, a
consensus on what needed to be done and
good cooperation with the trade unions.



Looking forward

Despite challenging market conditions in
2016 and 2017, the next few years look
promising. Based on our aim of achieving
a clearer focus on the customer, greater
technological leadership and a more robust
service business, measures are now being
taken to further strengthen Alfa Laval’s
competitiveness.

There is a strong link between society’s
growing interest in sustainability and our
core business. Energy efficiency and process
improvements that enable increased water
recycling are two areas where we truly shine
and which also have the potential to create
long-term growth opportunities. Alfa Laval
is a small — but important — part of the
solution to a number of major challenges
facing society.

In the short term, we expect the most
interesting developments in the area of
sustainability to take place in the marine
sector. In 2016, important decisions were
made with respect to directives requiring
the cleaning of ballast water and exhaust
gas from ships. These directives will gradually
open up a new market for new and existing
vessels valued at approximately SEK 20
billion per year over a number of years.

Alfa Laval is at the forefront of both of these
application areas and the opportunities for
growth are substantial.

While our technological and product
development initiatives are long term in
nature, a number of important launches of
new product families related to gasketed
heat exchangers and high-speed separators
will begin toward the end of 2017. This will
pave the way for a more cohesive product
offering, create the potential to further improve
the energy efficiency of our customers’ appli-
cations and reduce our production costs.

The service organization is central for
our customers. Our installed base is enormous
and a single product installation is often
used in our customers’ processes for 20 to
40 years. Accordingly, easy access to spare
parts and close proximity to a service center
and service engineers are necessary
prerequisites for ensuring that the customer’s
equipment can continue to operate. During
the year, we continued to expand the service
organization, which currently comprises
over 2,000 employees and more than 100
service centers worldwide. Although the
service offering has been our central focus
area for many years, we believe there are still
significant development opportunities and

President’s comments 9

potential. We are now taking the next step on
our journey toward a more customer-centric
Alfa Laval, in which the relationship with the
service organization will play a crucial role.

Last but not least, thank you

2016 was my first year as CEO of Alfa Laval
and a more eventful year than | had imagined.
We have adapted the organization to the
prevailing challenges in the market, aimed
to make smart investments in the future
and initiated changes to allow us to leverage
the strengths that come from a long industrial
history and strong culture. | would like to
thank our employees for the invaluable
support | received during my first year and
the excellent work carried out during 2016.

Lund, February 2017

Tom Erixon
President and CEO

[eAET] BJlY INOqY






Structural growth drivers 1 1

Environment

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

Alfa Laval

Ifa Laval has a wide range of products for managing various
ironmental problems, such as cleaning of crankcase gas
trucks or dewatering of sludge in wastewater treatment
The company’s heat exchangers are also highly energy
which in itself is a gain for the environment since they
Juce both energy consumption and CO, emissions.

trade

elps to connect a world where raw
ed in one country and processed in
e end products are transported to
globe. Shipping is the most

same time economical — transport
pproximately 90 percent of

now shipped by sea.

equipment for the marine industry for
rting in the engine room with separators
ing to include everything from heat

ing freshwater to pumping systems for
unloading. The company also offers a
utions that reduce the impact on the environment,
s for treating ballast water or lowering the

ontent in ships’ exhaust gas.
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Vision, business concept, goals

and strategy

Vision and drivers

Business concept

To “help create better everyday conditions for people”
by offering efficient and environmentally responsible
products and solutions in the areas of heat transfer,

separation and fluid handling.

Goals and benchmark values

The vision is at the core of the company’s efforts to realize
its business concept: “To optimize the performance of our
customers’ processes, time and time again.” This is

achieved by helping customers to become more produc-
tive and competitive through the delivery of high-quality
products and solutions in the three key technologies.

Financial goals

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

Growth

Alfa Laval’'s growth target was

revised during the year. The new
goal is to achieve average annual growth
of at least 5 percent over a business cycle.
This goal was deemed realistic given the
prevailing business situation and Alfa Laval’s
performance in recent years.

Profitability
Alfa Laval is to achieve an operating
margin — adjusted EBITA - of 15
percent measured over a business cycle.
This goal was established based on historical
margins, while also taking the company’s
growth ambitions into consideration.

Capital utilization
The goal is to have a return on
capital employed of at least 20
percent, a realistic ambition based on a
combination of organic and acquired growth.

Financial benchmark values

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

Net debt in relation to EBITDA

In the long term, net debt in rela-

tion to EBITDA, meaning operating
profit before depreciation and amortization
of step-up values, is not to be more than 2.
Although the ratio may exceed the goal in
connection with major acquisitions, this
should be viewed as a temporary situation,
since the company’s cash flow is expected
to offset this effect.

Investments

The benchmark value states that

2 percent of sales should go to
investments. Given the investments and
capacity expansion carried out in recent
years, this investment level is deemed suf-
ficient to create the scope for replacement
investments and an expansion of capacity
that matches the organic growth of the
Group’s core products.

Cash flow from operating activities
Cash flow from operating activities
is to amount to 10 percent of

sales, including investments in fixed assets.

This value is lower than the goal for the

operating margin, since organic growth

normally requires an increase in working
capital. In addition, taxes are paid in an
amount corresponding to approximately

28 percent of earnings before tax.

Growth, % Profitability, % Return on capital employed, %
20 25 40
15
20
10 20
5 15 ——
20— — —
0 [ 10
-5
10
-10 5

12 13 14 15 16

Invoicing fell 10.1 percent* in 2016. Of this, 10.4 percent
was attributable to an organic decline, while acquisitions
added 0.3 percent.

* Excluding exchange rate variations

0

12 13 14 15 16

The operating margin for 2016 was 15.6 percent,
compared with 17.1 percent for full-year 2015.

12 13 14 15 16

The return on capital employed for 2016 was 15.3
percent.
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Sustainability goals

In addition to its financial goals, Alfa Laval also has a number of non-financial target parameters.
These reflect the company’s ambitions in the areas of the environment, health and safety.
Among other areas, these key ratios encompass: a reduction in water consumption, increased
energy efficiency, a reduction in the use of restricted “gray list” chemicals and a reduction in
greenhouse gas emissions from freight transportation and travel. For more information about
these goals and the company'’s various sustainability initiatives, visit:
www.alfalaval.com/about-us/sustainability

Net debt/EBITDA Investments, %* Cash flow from operating activities, %*
3 3 20
16
2 2
12
8
1 1
4
0 0 0
12 13 14 15 16 12 13 14 15 16 12 13 14 15 16
Net debt/EBITDA at year-end 2016 was 1.81. Investments in 2016 amounted to 1.7 percent. In 2016, cash flow from operating activities amounted

to 12.2 percent*™.

* As a percentage of sales
* In percent of sales ** Including investments in fixed assets

[eAET] BJlY INOqY
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Strategy

To achieve its vision, implement its business concept and attain its growth, profitability and capital utilization
goals, Alfa Laval has established various strategic priorities that include detailed Group-wide key initiatives.
These strategic priorities encompass products, market presence and the continuous improvement work being

performed in all areas of the company.

Products
Alfa Laval’s product offering in its
three key technologies — heat
transfer, separation and fluid handling — serve
as the foundation for achieving the company’s
goal for profitable growth. The high efficiency
of these products is — and is expected to
remain — an important criterion for customers
who want to improve their competitiveness
and reduce their environmental impact. Every
year, the company invests between 2 and
2.5 percent of its sales in R&D in order to
ensure that Alfa Laval’s product offering
remains a step ahead. These investments
result not only in brand new offerings, but
also improved and even more efficient
versions of existing products. [dentifying new
areas of application for existing products
and key technologies is another important
strategic approach. At the same time, the
product offering is also continuously being
strengthened and expanded through
acquisitions. These involve supplementary
products in the three key areas as well
as products that are new to the
company and complement
the offering in application
areas where Alfa Laval is
already represented.

Example of product strategy:

Market presence
@ Having a local presence is
extremely important for Alfa Laval.
This includes everything from production
and new sales to the aftermarket. Accordingly,
the company continuously makes decisions
regarding the selective expansion and/or
strengthening of its presence in certain
geographic areas. Expansion should primarily
occur organically — either in terms of breadth
by entering new geographic areas or in
terms of depth by further expanding the
presence in countries and regions where
Alfa Laval is already established. Acquisitions
can be used as a secondary means of
expansion — providing an efficient way of
quickly strengthening the local presence.
Another way to expand is to add new sales
channels.

Example of market presence strategy:

Profitability and return

A number of basic questions must

be answered in order to ensure
profitability and a favorable return. One such
question, concerning procurement and
production, is where Alfa Laval should conduct
its production operations, which products
it should produce itself and which products
should be purchased from suppliers. Another
question, pertaining to logistics, is how Alfa
Laval can meet its customers’ requirements
in terms of service level, while at the same
time ensuring an efficient allocation of capital.
The third question pertains to the business
models to be applied in the company’s
divisions and the breadth that Alfa Laval
should have in its offering.

Example of profitability strategy:

The product center in Asia was established in
2010 to enable Alfa Laval to successfully leverage
the potential identified in the region by developing
products specifically for local needs. This resulted
in i-Range — a line of products featuring Alfa
Laval’s trademark quality but with limited
functionality. Six product groups are currently
represented at the product center. Since 2010,
the local organization has demonstrated its
ability to identify specific needs in the market.
By supporting the sales organization during
product launches and by being close to the local
production, the organization has contributed to
Alfa Laval’s success in the region.

Alfa Laval continuously expands its service
network while at the same time establishing
new sales offices in markets deemed to offer
growth potential. One such area is Northwest
Africa, including Ghana and Nigeria — the latter
of which has the largest economy on the
continent. Alfa Laval established a sales office
in the region in autumn 2014. Since then,
employees have been added to address such
industries as the food and oil and gas sectors as
well as the all-important aftermarket business.
In 2016, Alfa Laval’s presence in the region was
supplemented with a service center in Angola.

In 2015, a decision was made to establish a new
distribution center. The next step was to select
the location — a decision that came down to three
countries. After conducting a study, it was
determined that the best option would be to
invest in building a new facility at the existing
center in Kolding, Denmark. The location was
deemed to offer the best solution since it provided
close proximity to the manufacturing unit in
Kolding as well as the Nordic market, where
customers require quick reactions and short lead
times. The transportation options at the Kolding
site were also more competitive compared with
the other two alternatives. The new center is
expected to be completed in early 2017.




Vision, business concept, goals and strategy

Acquisitions

Between 2012 and 2016, Alfa Laval acquired eight companies with combined sales of SEK 5,140 million,
corresponding to average annual growth of SEK 1,028 million.

2012
ACQUISITIONS REASON SALES, SEK MILLION*
= Additional 8.5 percent of the share capital in Alfa Laval India. (Total holding 97.5 percent) Geography Did not affect sales
E= Vortex Systems, USA Product 100
E=  Ashbrook Simon-Hartley, USA Product 500
E= Gamajet Cleaning Systems, USA Product/geography 75
BE=S Air Cooled Exchangers, LLC, USA Product/geography 350"
DIVESTMENTS REASON SALES, SEK MILLION*
2013
ACQUISITIONS REASON SALES, SEK MILLION*
I B Gas combustion unit Product 407
E=  Niagara Blower Company Product 425
DIVESTMENTS REASON SALES, SEK MILLION*
2014
ACQUISITIONS REASON SALES, SEK MILLION*
Frank Mohn AS Product 3,600
DIVESTMENTS REASON SALES, SEK MILLION*
2015
ACQUISITIONS REASON SALES, SEK MILLION*
Service Multibrand Channel 50+
DIVESTMENTS REASON SALES, SEK MILLION*
2015
ACQUISITIONS REASON SALES, SEK MILLION*
DIVESTMENTS REASON SALES, SEK MILLION*

* Refers to sales for the year preceding the acquisition or divestment.
** Sales for2012.
*** Expected sales for 2013 on the acquisition date.

** Expected sales for 2015 on the acquisition date.
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Increased turnover but varied price trend

The price trend for the Alfa Laval share
varied considerable during 2016, ending the
year at SEK 150.8 (155.0), down a total of
3 percent. Including the dividend of SEK 4.25
per share, the total return for the Alfa Laval
share was marginally positive but amounted
to only 0.03 percent.

The highest share price during the year
was SEK 154.4, quoted on December 27
and 28. The lowest share price of the year
was SEK 121.3, quoted on May 3. Alfa
Laval’s market capitalization at year-end
was SEK 63.3 billion (65.3).

OMX Stockholm Industrials, the sector
index for industrial shares in which Alfa Laval
is listed, rose 18 percent in 2016, while the
Stockholm Stock Exchange as a whole rose
6 percent. The Alfa Laval share is listed on
Nasdag Stockholm and is included in the
large cap segment in Stockholm and the
Nordic region. The share is also included in
a number of other indexes in Sweden and
abroad, including the OMXN40 Index, which
comprises 40 companies with the largest
market capitalization and most-traded shares
in the Nordic region, as well as the OMXS30
Index, which includes 30 companies with
the most-traded shares in Stockholm.

Strong long-term return

Since Alfa Laval was relisted on the Stockholm
Stock Exchange on May 17, 2002, the
company'’s share, including reinvested
dividends, has generated a yield of 791
percent. Measured over the full listing period,

Price trend, January 2 - December 30, 2016

this corresponds to an average annual
effective yield of 15.1 percent, compared with
an average annual effective yield of 8.1
percent for the Stockholm Stock Exchange
(SIX Return Index) during the same period.

Share turnover

Alfa Laval’s share is not traded exclusively on
Nasdag OMX Stockholm, but also on BATS,
Turquoise and the London Stock Exchange,
to name a few of the major alternative
marketplaces. In 2016, the Stockholm Stock
Exchange accounted for 35.0 percent (40.0)
of all trade in the share and BATS for nearly
as much at 34.8 percent (39.1). The liquidity
of the Alfa Laval share is favorable and
improved during 2016, when the number of
shares traded increased to 1,092.9 million
(988), corresponding to a combined value of
SEK 147 billion (153), including all alternative
marketplaces. This corresponds to a share
turnover rate of 2.6 (2.4) times the total
number of shares outstanding. In 2016,
the average of transactions completed in
Alfa Laval shares also increased to 8,268
(7,742) per trading day.

Dividend policy

The Board of Directors’ goal is to regularly
propose a dividend that reflects the Group’s
performance, financial status, and current
and expected capital requirements. Taking
into account the Group’s cash-generating
capacity, the goal is to pay a dividend of
between 40 and 50 percent of adjusted

earnings per share over a business cycle.
For 2016, the Board has proposed that the
Annual General Meeting approve a dividend
of SEK 4.25 (4.25). The proposed dividend
corresponds to 50.1 percent (38.6) of earnings
per share, adjusted for surplus value.

Share capital

The par value at year-end was SEK 2.84
(2.84) per share. All shares carry equal voting
rights and equal right to the company’s
assets. Alfa Laval has no options outstanding
that could create a dilution effect for share-
holders. The total number of shares during
the year was unchanged at 419,456,315.

Shareholders

At year-end 2016, Alfa Laval had 35,840
(87,097) shareholders, corresponding to a
decrease of 1,257 shareholders (decrease:
3,408). The ten largest shareholders controlled
54.0 percent (57.4) of the shares at year-end
2016. The single largest shareholder was
Tetra Laval B.V., which increased its holding
to 29.1 percent during the year through a
purchase of shares from another major
shareholder, FAM AB. Accordingly, FAM AB's
holding decreased by an equal proportion,
3 percentage points, to 3.0 percent. In
addition, SPP Fonder AB is now included
among the ten largest shareholders in the
company, while the First Swedish National
Pension Fund, whose holding at year-end
2015 amounted to 2.0 percent, is no
longer on the list.

Total return, May 17, 2002 - December 30, 2016
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Ownership distribution by size at December 30, 2016 Ownership categories at December 30, 2016
No. of share-  No. of share- No. of Holding, No. of shares Holding, %
holders __holders, % shares % Financial companies 104 258 015 248
i| =G0 24203 28 S 1D Other financial companies 12 957 335 3.1
501 - 1,000 4719 18.2 3912,974 08 Social insurance funds 7 992 054 1.9
1,001 — 5,000 4,454 12.4 10,335,018 25 Government 414974 01
5,001 - 10,000 669 1.9 5,001,807 1.2 Ml eiael seeiar 38906 0.0
Q{001 =Z0}o0D S0 I RS2 L3 Trade organizations 4739 921 1.1
20,001 - 50,000 ste 0.9 10208609 24 Other Swedish legal entities 8 457 626 2.0

50,001 = “02 11 SEAER R oL Shareholders domiciled abroad

Total number of (legal entities and individuals) 255813 626 61
shareholders 85,840 419,456,315 Swedish individuals 22 889 319 55
Source: Euroclear Uncategorized legal entities 1895 239 0.5

Source: Euroclear
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Data per share Ten largest shareholders at December 30, 2016*
2016 2015 2014 2013 2012 Change in

) 3 Capital/voting  holding in 2016,
Share price at year-end, SEK  150.80 155.00 148.30 165.00 135.30 No. of shares rights, % percentage points
Highest paid, SEK 154.40 176.90 187.00 167.00 146.50 Tetra Laval BV 122,037,736 29.1% 3.0
Lowest paid, SEK 121.30 126.10 138.70 133.00 110.40 Alecta 30,109,962 7.0% 09
Shareholders’ equity, SEK 48.34 43.92 41.01 38.53 34.46 Stk Fefour Fueks 29 750,646 5.49% 1A
(E=AAITES (221 SITEw a4y 9ip 72 2 0 AMF Insurance and Funds 21,795,454 5.2% +/-0

- "
Dividend, SEK 4.25 4.25 4.00 375 3:80 Foundation Asset Managment 12,550,000 3.0% 3
Free cash flow, SEK 2 9.97 12.25 -23.48 7.82 0.78 Fourth Swedish Pension 6.551.772 1.6% 03
Price change during the year, % -3 5 -10 22 4 Insurance Fund
Dividend as % of EPS, % 77.8 46.0 57.0 51.9 45.8 Folksam 3,033,424 0.7% +/-0
Direct return, % @ 2.8 2.7 27 2.3 2.6 SEB Investment Management 2,845,295 0.7% -0.8
Share price/shareholders’ SPP Funds 2,629,962 0.6% +/-0
equity, muttiple 31 35 36 43 &9 Nordea Investment Funds 2,240,493 0.5% -1.3
P/E ratio ¥ 28 17 21 23 18 T
otal ten largest

No. of shareholders 35,840 37,097 40,505 36,212 34,629 shareholders 226,544,744 54.0%

* The table is adjusted for custodian banks. Were they to be included, they would represent
Source: SIX/Nasdaq Stockholm atotal holding of 11.09 percent.
" Board proposal to the Annual General Meeting. Source: Euroclear
2 Free cash flow is the sum of cash flow from operating and investing activities.
?Measured as the proposed dividend in relation to closing price on the last trading day.
4 Closing price on the last trading day in relation to earnings per share.

Dividend and percentage of adjusted Geographic distribution of the free Share turnover on various
EPS** float, % of capital and voting rights marketplaces
SEK % %
5 60 100 s 0
s 46.7 38.6
4| 417 ) 4 1
75
40
3 3
50
2
20
w w IS IS 25
1 o ~ =) [}
o o o o
2
0 0 0
12 13 14 15 16 12 13 14 15 16 1 Nasdag OMX 35%
. 2 BATS 35%
o ;. Sweden UK 3 Turquoise 10%
B Dividend == Percentage of adjusted EPS 4 London Stock Exchange 7%
USA Other 5 BOAT 6%
6 Other %

Excluding Tetra Laval (Netherlands) 29.1%.
*Board proposal to the Annual General Meeting.
**Adjusted for step up amortization net of taxes. Source: Euroclear Source: Fidessa
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Research and development

In a competitive world with continuously changing customer preferences, investments in research and development
(R&D) are crucial to success. The ability to respond to new demands and changing needs by offering new product
designs and an updated offering is what ultimately enables companies to boost their competitiveness, capture
market shares and improve their profitability.

Alfa Laval has always been characterized by
a focus on continuous development. Since
1883, the company has developed numerous
new products and worked steadily to
implement these in a growing number of
applications and industries. However, Alfa
Laval’s definition of innovation goes beyond
this: “People creating and implementing
new ideas that create value.”

Inspiration is all around us — customers
who express new needs, new legislation,
experimenting with new manufacturing
materials, other companies, new market
trends and new production technologies,
to name only a few examples. It does not
necessarily need to result in new products
or even upgraded versions of existing
ones. It can just as well be about finding
new ways to do business, new production
methods or new features that can change
the overall customer experience, such as
the addition of service packages. Alfa
Laval’s fundamental belief is that everything
can be developed and improved, and all
initiatives are carried out with the aim of
staying a step ahead of the competition
and remaining the customer’s first choice
for new equipment, spare parts and service.

Products launched during the year

Strict requirements in the R&D process
Alfa Laval conducts R&D at some 20 product
centers and has more than 500 dedicated
employees who help to ensure that the
company'’s offering remains on the cutting
edge. Every year, between 2 and 2.5 percent
of the company’s sales are invested in R&D,
resulting in the launch of some 35 to 40 new
products. It all starts with an idea — or rather,
several ideas contributed not only by the
R&D organization itself but also by the
sales and aftermarket organizations, whose
frequent customer contact provides useful
insight into emerging needs and trends.
What follows next is a clearly defined process,
with ongoing reconciliation and analysis,
which explains why only a few of the original
ideas make it all the way through to launch.
In other words, the difficult part is not finding
inspiration, but rather assessing the potential
of these new ideas, creating strong
products and launching them effectively.

The organization uses various indicators
to gauge its results. One such indicator is the
percentage of sales attributable to products
launched within the past five years; another
is the amount of time it takes to recover

Alfa Laval LKH Prime and Alfa Laval LKH Prime UltraPure

The Alfa Laval LKH Prime Pump sets a new standard in self-priming pump
technology. Based on the market-leading Alfa Laval LKH pump range, it is
a versatile, efficient self-priming pump that uses a combination of air-screw
technology and advanced design to meet the most stringent standards
and hygiene requirements in the food, dairy, beverage, hygiene product
and home care industries. Its superior efficiency results in reduced energy
consumption. Together with the fact that it is based on the market-leading
LKH pump range, this delivers a low cost of ownership and increased
uptime. The pump is also available in the UltraPure model, which is
designed to meet the needs of customers in the pharmaceutical industry.

the total project cost and generate the same
amount as a gross margin. R&D is crucial
and it is vital that the company take a strict
approach and only allow projects with the
very best potential to go all the way.

Patents protect the company’s business
Investments in R&D are not free, which is
why it is important to ensure that the revenue
generated by a new invention remains within
the company. Alfa Laval’s patent department
is responsible for protecting and defending
the company’s technologies and business.
Every year, the company adds between 35
and 70 new patent applications, ensuring
that the percentage of the company’s
portfolio that is patent protected increases
continuously. At year-end 2016, Alfa Laval
had more than 2,500 patents in its portfolio.
This is an important part of the company’s
work to ensure profitable growth.
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Three technologies with
world-leading positions

Alfa Laval’s operations are based on three key technologies - heat transfer,
separation and fluid handling — which play a crucial role in a number of
industrial processes. In 2016, heat transfer products accounted for 44 percent
of sales, separation products for 19 percent and fluid handling products for
24 percent. Alfa Laval commands a world-leading position in all three areas.

- -
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Heat transfer

Coolest
attraction
N Pars

Every year, nearly ten million people visit the Louvre in Paris to marvel
at iconic works of art such as the Mona Lisa and Venus de Milo. What

they don’t see is the elaborate cooling system that ensures these
priceless masterpieces can be enjoyed in comfort.

Heat transfer

In most processes, some form of heat transfer
solution is required for heating, cooling, ventilation,
evaporation or condensation. All of this can be
achieved efficiently using heat exchangers. This
opens the door to a wide range of industries

— from food production and petrochemical
operations to creating a comfortable indoor

climate, to name only a few examples.

Efficient energy use

Heat exchangers transfer heat or cooling, often
from one liquid to another. The main product in
Alfa Laval’s offering — the compact plate heat

exchanger — is more efficient than alternative
technologies, allowing it to play a crucial role in
boosting the overall efficiency of the customer’s
manufacturing process. Energy efficiency reduces
not only costs but also the impact on the
environment. Plate heat exchangers are made up
of a series of plates assembled closely to each
other. Between these plates run two channels
containing media at different temperatures — often
liquids. These flow on either side of the thin
plates and in opposite directions to each other,
resulting in a transfer of heating or cooling.

A broad offering

There are different types of plate heat exchangers
— gasketed, brazed and welded - each designed
to withstand different pressure and temperature
levels. Alfa Laval’s offering also includes air heat
exchangers, spiral heat exchangers, shell-and-
tube heat exchangers, thermal fluid systems and
boilers, to name only a few examples. With the
industry’s broadest product portfolio, Alfa Laval
offers efficient, compact products — that are
easy to service and maintain - for nearly all
industries worldwide.




With one of the world’s greatest art
collections, the Louvre’s air conditioning
is far from its main attraction. But this
iconic building in the heart of the French
capital is cooled by one of the world’s
largest district cooling systems. In fact,
the 52 km underground network, which
snakes beneath the city’s historic center,
serves over 500 buildings. In addition to the
Louvre, this also includes other famous
landmarks such as the Paris Opera, the
Forum de Halles, the Banque de France,
the Galleries Lafayette and the Ritz Hotel.
The basic concept behind the district
cooling system is that one central source
supplies multiple buildings. This offers a
number of advantages over individual air
conditioning systems, particularly for a city
like Paris, where many of the buildings
have significant historical and architec-
tural value that prohibits the installation
of air-conditioning units. Having one central
source also frees up space, which is
another significant benefit. Furthermore,
the district cooling system reduces energy
consumption and environmental impact.

It is estimated that a typical building using
the system creates 20 percent lower CO,
emissions and 30 percent less refrigerant
leakage compared with an individual air
conditioning system.

Each building is served by a fully
automated delivery substation, which is
connected to a network of six district
cooling plants. All six plants are located
underground, and three of them use water
taken directly from the River Seine. The other
three use a cooling tower for refrigeration
and are used only during the summer
when demand peaks. It is estimated that
using river water saves some 500,000
cubic meters of drinking water every year.

The river water is pumped into the
station and filtered to remove foreign
objects before passing through a heat
exchanger in the cooling liquid circuit.
The cooling liquid then passes through a
refrigeration unit containing a condenser
and evaporator, which chills the water in
the air-conditioning circuit. The water is

then pumped away to the individual clients.

Initially, Climespace - the company

Key technologies 2 1

behind the system — used different heat
exchangers in each substation, but it was
soon realized that it would be more efficient
to use one supplier. And so the company
signed a three-year contract with Alfa Laval
to supply plate heat exchangers for 100
substations. Shortly afterwards, the partner-
ship expanded when Climespace decided
to find a supplier that could develop a
standardized concept and offer complete
substation units rather than just heat
exchangers. Together with French system
builders BBS, Alfa Laval has been able to
offer a total concept from the supply of new
equipment to installation and maintenance.

“Over the years, Alfa Laval has become
a true partner and has contributed, thanks
to its expertise and technology, to the
performance of the Climespace energy
network, which is the first district cooling
system in Europe and one of the biggest
in the world,” says Jean Levezac, Head
of Cluster Connections/Substations at
Climespace Engineering.

Paris’s district cooling system is one of the largest of its kind in the world and services over 500 buildings including:

Museums: Palaces:

— The Louvre — Péninsula

— Musée d’Orsay - Le Meurice

— Musée du quai Branly — Le Biristol

— Musée Grévin - Le Ritz

- Salle Pleyel — Plazza Athénée
- Cité de la Musique — Le Georges V

— La Philharmonie

Market segments

Industrial Equipment

OEM

Sanitary

Marine & Diesel Equipment

Marine & Offshore Systems

Marine & Offshore Pumping Systems
Food & Life Science

Water & Waste Treatment

®
®
®
®
®
@)
®
®
®

Energy & Process

Competitors

L < (RIM .

Corporate head offices:

Shopping centers:

Government buildings:

— AXA — Beaugrenelle — Ministry of Defense
- BNP — Galeries Lafayette - National Assembly
- Natixis
- Gecina

Kelvion (Germany)

HISAKA (Japan)

SPX FLOW/APV (USA)
SWEP (USA)

KANGRIM (Korea)

SAACKE (Germany)

MIURA (Japan)
HEATMASTER (Netherlands)
OSAKA (Japan)

Market position

1

More than 30 percent
of the world market

Share of
Group sales
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Separation

China’s

Drown golo

Used in Chinese cuisine for more than 2,000 years, soy sauce is still made
today according to a time-honored process. But in the space of just four
years, many leading soy sauce producers in China have started to scrap
traditional methods and switch to modern equipment from Alfa Laval.
The result has been more efficient production and improved product quality.

Separation

Separators have been included in the company’s
offering since the start in 1883 and remain a
central part of its operations today. With a high
degree of precision and reliability, Alfa Laval’s
products are used to separate liquids, solid
particles and gases from one another in a
number of industries.

High-speed separators and decanter centrifuges
Alfa Laval’s separation products are dominated by
high-speed separators and decanter centrifuges.
Separators have high rotation speeds, are
generally mounted vertically and can separate
small particles from liquids and gases.

Decanter centrifuges are normally mounted
horizontally, operate at lower speeds and are
used to separate larger particles from liquids.
They are used, for example, in the dewatering
of sludge in wastewater treatment plants. Other
separation products include membrane filters,
which are the established solution for separating
very small particles, and belt filter presses, which
are used for mechanical dewatering, mainly of
municipal wastewater.

Key role in a number of processes
Separators and decanter centrifuges play a crucial
role in numerous industrial processes, such as:

— food, pharmaceutical, bioengineering,
chemical and petrochemical processes

— extraction and production of crude oil, and
treatment and recovery of drilling mud

— handling and treatment of fuel and lubricants
aboard vessels and at diesel/gas power plants

— dewatering of sludge and treatment of process
water in private and municipal facilities




The mild scent of soy sauce hangs in the
air outside Guangdong Meiweixian
Flavouring Foods’ factory in the southern
Chinese city of Zhongshan, reminding
the visitor that this is the soy sauce
capital of the world.

The liquid seasoning is made from a
fermented paste of boiled soybeans,
wheat, brine and molds. It was originally
invented in China sometime around the
5th century BC, and is used in place of
salt in East and Southeast Asian cuisines,
both for cooking and as a condiment. It
is also increasingly seen on dining tables
in the Western world.

China is the world’s leading soy sauce
producing country with an annual produc-
tion volume of approximately 5 million
tons — more than half of the world’s total
production. While many other industries
in China have been modernized through
the introduction of advanced equipment,
soy sauce production remains very tradi-
tional and labor-intensive. For example,
after fermentation — which can take up to
six months — the sauce needs to be
filtered, but the filtration process is still
carried out by hand, which-can pose
food hygiene problems.

A few years ago, Alfa Laval realized that
its-high-speed separators, sterilizers and
evaporators — which are used extensively
for wine, tea, coffee, juice and dairy pro-
duction — could also modernize the soy
industry. As with these other foodstuffs,
there was potential for soy sauce to be
made in.a more cost-efficient way, and
for product quality to be improved.

A team from Alfa Laval in Shanghai
contacted leading soy sauce producers

Market segments

Industrial Equipment

OEM

Competitors

to spread the word about the benefits of
introducing high-speed separators to soy
sauce production. There was initially some
resistance, as the soy sauce industry is
highly traditional. Also, the technology had
not been tested commercially for soy sauce
applications, and Alfa Laval — despite being
a world leader in the food and beverage
industry — was largely unknown in the
Chinese soy sauce business. So field tests
were carried out with small separators at
a number of potential customers’ sites.
These tests showed that Alfa Laval
separators offer significant savings in
manpower. With traditional soy sauce
production, between three and five people
are needed per machine; with Alfa Laval
separators, one worker can supervise up to
four machines. The Alfa Laval equipment
also takes less space in the factory,
reduces the processing time, and is easier
to clean than existing equipment. And
then there are considerable quality benefits
since Alfa Laval’s separators meet stringent
food hygiene standards, unlike the existing
equipment used, which is often not
designed specifically for food use.

One early challenge Alfa Laval had to
overcome in adapting its technology to
soy sauce production was finding the
right material for its equipment. Normally,
stainless steel is used to manufacture the
high-speed separators for wine, tea and
juice, but it would not work for soy sauce
since the separators and sterilizers would
corrode in just-a few months.

Soy sauce is a very special product. The
low pH value — about 4.5 to 5.5 — combined
with high temperatures-and a high salt
content — 18 to 22 percent — make the

Separators
== GEA (Germany)

o MITSUBISHI KAKOKI KAISHA (Japan)
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working conditions for the machines very
tough. So material specialists at an Alfa
Laval center in Sweden tested different
varieties of soy sauce supplied by Chinese
manufacturers with many different materials.
Today, the AlfaVap evaporators for soy
sauce feature titanium plates, while the
separators are made with specially
developed anti-corrosion materials.

Meiweixian became an Alfa Laval
customer in August 2012, when it took
delivery of the first high-speed separator at
its factory in Zhongshan, and followed this
up a year later with an order for AlfaVap.

“Our products are regarded as high-
quality, and that is why we need to have
a high standard of equipment in our factory,”
says the head of production technology
at Meiweixian. “We are still testing, but we
believe that the separator can substantially
improve our products, especially within the
filtration area. Traditional filtration with
sediment tanks leaves a lot of sludge.”

Word has spread quickly about the
benefits offered by Alfa Laval equipment.
By June 2013, seven of the top ten soy
sauce producers in China were using Alfa
Laval technology. Besides Meiweixian,
current customers include Foshan Haitian,
Lee Kum Kee, Yantai Shinho, Nestlé Maggi,
Heinz Foodstar, Hengshun, and Pearl River
Bridge. In just four years, Alfa Laval’s soy
sauce equipment business grew
substantially.

The experience of the Chinese soy sauce
industry and its switch to modern solutions
shows that even with processes that have
been tweaked and refined for many centuries,
there is always room for improvement.

Market position

‘%
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Sanitary
Marine & Diesel Equipment || ARSI
BE=  SPX FLOW/Seital (USA)

Marine & Offshore Systems

Decanters
== GEA (Germany)

I I = GUINARD/ANDRITZ
(France, Austria)

Marine & Offshore Pumping Systems
Share of
Group sales

25 to 30 percent
of the world market

Food & Life Science

Water & Waste Treatment

®
®
®
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Energy & Process
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Fluid handling

—Nvironmental
rescue peneatn
the waves

While sunken shipwrecks might evoke thoughts of gold bullion,
drama and mystery, the reality is that what lies on the seabed is
more likely to be an environmental threat than a treasure trove.

Fluid handling

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

Efficient and precise

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

ceuticals. Pumps drive the flow of liquids while
valves are used to guide the flow by opening and
closing. For hygienic applications, Alfa Laval
mainly offers centrifugal, liquid ring and rotary
lobe pumps. The most common types of valves
include control valves, constant-pressure valves,
butterfly valves and diaphragm valves. The
offering also includes hygienic tank equipment
ranging from mixers to cleaning equipment.
Mixers can be used to mix both high and low-
viscosity fluids, such as milk, wine, juice, yoghurt,
desserts and fruit drinks.

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




The fuel oil aboard Second World War wrecks
lying off the Norwegian coast poses a major
hazard to local marine life, but a specialized
pumping system from Framo has been
developed to safely and remotely remove
these toxic substances.

Norwegian coastal authorities'have
classified 30 shipwreckspof-German, UK
and Norwegian origin that'have been
buried since 1940-1945, the period of
the nation’s wartime occupation.

Constructed and operated during an
era of coal-based fuel oils, the metal of
the vessels’ structures may corrode.and
oil and fuel leak out as the years pass.
International coastal.agencies, national
coastal authorities-ahd marine ecologists
have long sought.solutions to this growing
toxic threat.

There is, however, no simple fix to this
widespread problem. Norway’s waters are

~deep - and.rugged; and‘cold. In-the past,
:'_ divers had the painstakingly.slow, risky and
v b‘ostly task-of offloading these vessels.

But today the exposure risk for divers, both

Market segments

Industrial Equipment

OEM

Sanitary

Marine & Diesel Equipment

Marine & Offshore Systems

Marine & Offshore Pumping Systems
Food & Life Science

Water & Waste Treatment

Energy & Process

Competitors

to the frigid water and to the leaking toxins
near the wreck, is judged to be too high,
while regulations anyway limit air dives to
30-50 meters. There is also the threat of
undetonated explosives in the vessels’ cargo.

Framo’s Remote Offloading of Sunken
vessels (ROLS) system, which entered
development in the 1990s, finally offers a
safer and more cost-effective solution, with
no need for divers. A slim, maneuverable
remote operated vehiele'is navigated down
to the wreck; where it drills through the
sideof the vessel and empties the tanks
of the hazardous fuel oil and cargo. The
waste is then disposed of onshore
according to regulations.

The company, with its extensive marine
experience, and globally trusted brand of
submersible pumps, has successfully
carried out 16 operations for the Norwegian
Coastal Authority and others. There have
been five additional successful operations
conducted with the latest generation ROLS
XO system, following its debut in 2012.

As a result of a serious incident in 1977,

GEA (Germany)

SPX FLOW/APV/Waukesha
Cherry-Burrell (USA)

Fristam (Germany)
Hamworthy/WARTSI LA (Finland)
SULZER (Switzerland)

10 to 12 percent
of the world market

25

Key technologies

Norway has the world’s strictest regulations
on oil spill contingency and is considered
a world leader in oil spill prevention and
response. The Norwegian QOil Spill Control
Association (Nosca), of which Framo is a
member, brings together the private sector,
R&D institutions and government pollution
control authorities to develop equipment
and contingency planning for oil spill
emergencies.

In June 2015, the sunken Second World
War vessel Eric Giese was emptied of oil.
It was the last of four vessels in the Narvik/
Lofoten area to be made safe under Framo’s
contract with the Norwegian coastal
administration.

“Our new ROLS XO has proven to be a
unique tool for recovering oil from sunken
vessels,” says Terje Ljones, Sales Manager,
QOil Recovery Systems at Framo. “We can
never completely safeguard ourselves from
oil spills, but with our innovative solutions
and continuous refining of our products,
Framo has proven to be prepared for any
challenge.”

Market position

1 )

Share of
Group sales
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26 Divisions

Customer focus

Realizing Alfa Laval’s business concept — “to optimize the performance of our customers’ processes, time and time
again” - requires a structure that provides in-depth understanding and knowledge of customers’ purchasing behavior,
needs and processes. It was on this foundation that Alfa Laval’s three sales divisions — Equipment, Process
Technology and Marine & Diesel — were established. The company’s sales divisions are supported by the
Operations Division, the Group’s shared supply chain with responsibility for production-related procurement,
manufacturing, logistics and distribution.



Equipment

Divisions 27

Business model

Equipment focuses on component sales to
customers with a well-defined and regularly
recurring need for Alfa Laval’s products.

Sales Segments:
Sales are primarily conducted through system builders and - Sanitary
contracting companies as well as dealers, agents and distributors,
a network that is continuously expanded since it is vital to have
a local presence close to the customer and be able to quickly offer
what they need. This focus on availability through multiple channels
- both geographic and industry-specific — is indispensable when
it comes to component-based sales. It also explains the company’s
strategy to gradually expand its e-commerce business.

— Industrial Equipment
- OEM
- Service

Share of Group’s order intake

@ 33%

Aftermarket’s share of the division @ 18% Read more on pages 28-29

Process Technology

Business model

Process Technology'’s target group includes
customers that require customized solutions in the
areas of heat transfer, separation or fluid handling
in order to enhance the efficiency of their processes
and boost their capacity. Since in-depth knowledge
about customers’ industrial processes is a critical
success factor, Alfa Laval focuses on specific
industries and application areas.

Sales Segments:

Sales are mainly conducted through the Group’s own sales - Energy & Process
organization and external contracting companies and are _ Water & Waste Treatment
made directly to customers. The division combines expertise — Food & Life Science

in its key technologies with solid knowledge about customer )

processes, and offers package solutions that cover everything - Service
from individual products to systems, complete solutions and
efficient customer service.

Share of Group’s order intake @ 39%

Aftermarket’s share of the division @ 38% Read more on pages 30-31

Marine & Diesel

Business model

The division offers products, solutions and systems
in the areas of energy, the environment and
safety for customers in the marine industry, the
offshore sector and land-based diesel power.

Sales Segments:

Sales are conducted by the Group’s own sales organization and — Marine & Diesel Equipment
are made directly to ship owners, shipyards, manufacturers of — Marine & Offshore Systems
diesel engines and offshore customers. The offering includes

) } . — Marine & Offshore
various main product groups comprising components, modules, :
. . Pumping Systems
adapted systems, boilers, separators, heat exchangers, pumping Servi
- Service

systems, inert gas systems, freshwater generators, exhaust gas
cleaning systems, heat recovery systems and ballast water
treatment systems.

Share of Group’s order intake

@ 28%

Aftermarket’s share of the division Q 44% Read more on pages 32-33

Operations

Distribution/Logistics

Manufacturing

Procurement

Operations is the Group’s shared supply chain and its task is to deliver the orders
secured by the three sales divisions. In other words, the division is a centralized unit
with responsibility for production-related procurement, manufacturing and distribution.
It is crucial that Alfa Laval delivers the right product with the right quality and the right
documentation at the right time. This means that Operations plays a pivotal role in
ensuring that the Group is able to keep its promise to its customers and fulfil its
business concept. Read more on pages 34-35.
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Equipment Division

The Equipment Division’s business comprises fast-moving, repetitive component sales to customers characterized
by a well-defined and regularly recurring need for Alfa Laval’s products. In most cases, sales are conducted through
system builders and contracting companies as well as dealers, agents and distributors - direct sales to end-
customers are limited. The Equipment Division continuously increases its number of sales channels, since it is
strategically important that its products are readily available worldwide. Given this focus, it is natural that the
division also strives to continuously develop and strengthen its e-commerce offering.

Significant events in 2016

— The Equipment Division experienced continued
stable growth in a number of strategically
important areas — such as products for food
manufacturing and cold chains — although the
order volume for the division as a whole
remained largely unchanged.

— The Anytime e-commerce platform was gradually
made available to a growing number of customers
worldwide. Significant growth was noted in
Western Europe and the US, where the platform
has been established for a number of years,
and at year-end, e-commerce accounted for as
much as 50 percent of the transactions carried
out. At the same time, the platform was also
rolled out in a number of countries in Latin
America and Central and Eastern Europe. The
geographic expansion will continue in 2017.

Susanne Pahlén Aklundh
President, Equipment Division

— Investments in logistics for cold chains increased
during the year, which had a positive impact on

Sales and operating profit Order intake

demand for parts of the Industrial Equipment
product range. However, investments in data
centers — and thus the need for data center
cooling — declined compared with earlier years.

— Sanitary continued to deliver favorable results
during the year, with a positive performance in the
areas of food, dairy products, pharmaceuticals
and personal care products.

— OEM experienced favorable demand for brazed
heat exchangers from suppliers of air conditioning
units, boilers and heat pumps. However, demand
for heat exchangers for the cooling of vehicle
engines in the mining industry was weaker than
in the preceding year.

— Service ended the year at an unchanged level,
with growth for the aftermarket in the Sanitary
segment and slight decline in Industrial Equipment
due to weaker demand from customers in the
manufacturing industry.
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Industrial Equipment

— Operations

Sales comprise heat exchangers for district heating and cooling,
air conditioning of plants, offices and shopping malls, and
cooling and freezing solutions for the food, beverage and
pharmaceutical industries, as well as supermarkets. In addition,
the segment’s customers are active in the manufacturing
industries to which Alfa Laval sells heat exchangers and
separators for temperature regulation and/or cleaning of
liquids to enable their reuse, thus lowering operating costs
and protecting the environment.

Divisions 29

Forces driving demand

Activity levels in the construction industry, energy
price trends, the need for energy-efficient solutions,
the shift toward demand for more environmen-
tally friendly cooling media, environmental
legislation, industry capacity utilization, commodity
and energy price trends, increased environ-
mental focus and expansion of power supply.

Order intake Share of division’s order intake @ 29%

Change in order intake* ° 2016 @ 2015 @ 2014

Sanitary

Operations

Alfa Laval’s products are used to produce liquid and
viscous foods, pharmaceuticals and hygiene products.
Customers are active in the beverage, dairy, food and
biotechnology industries, all of which have stringent
requirements in terms of hygiene and safety.

Forces driving demand

Changes in consumption habits as a result of
urbanization in growing economies, the develop-
ment of new medicines, a higher standard of
living, demographic changes, the need for energy-
efficient solutions, expanded food production and
a higher percentage of women in the workforce.

Order intake Share of division’s order intake @ 37%

Change in order intake* c 2016 @ 2015 @ 2014

OEM

Operations

OEM specializes in delivering products, such as brazed
heat exchangers, to customers that integrate them into
their end products. Customers include manufacturers of air
conditioning systems, air compressors, heat pumps, air
dryers and gas boilers.

Forces driving demand

Increased focus on the environment, the need
for energy-efficient solutions, government
subsidies and energy price trends.

Order intake Share of division’s order intake @ 16%

Change in order intake* e 2016 @ 2015 @ 2014

Service

Operations

Customers are active in all of the division’s segments,
with the exception of OEM. The aftermarket is a priority
area and the overall strategy is to further develop and
expand the spare parts and service operations. Read
more on pages 36-37.

Forces driving demand
The industrial capacity utilization rate and
growth in the installed base.

Order intake Share of division’s order intake @ 18%

Change in order intake* e 2016 @ 2015 @ 2014

*At constant rates.
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Process Technology Division

This division serves customers that require customized solutions to enhance the efficiency of their processes or
boost their capacity. Sales are mainly conducted through the Group’s own sales companies as well as contracting
companies, and are made directly to customers. Alfa Laval combines expertise in its key technologies with solid
knowledge about customer processes, and offers package solutions that cover everything from individual
products to systems, complete solutions and efficient customer service.

Svante Karlsson
President, Process Technology Division

Sales and operating profit

Significant events in 2016

The year was characterized by a weak oil and gas
sector, where a cautious attitude toward investments
resulted in fewer larger projects. However, the area
of the business with a downstream focus recovered
slightly, which had a positive impact on demand
for heat exchangers. The division’s initiatives related
to industrial waste also generated positive results.

— Energy & Process was impacted by the weak
trend in the oil and gas sector. The entire hydro-
carbon supply chain was characterized by a
wait-and-see approach to capacity investments
in the wake of a low oil price. However, demand
remained stable in the area of the business
focused on inorganic materials, metals and
paper, and the order intake from the power
sector was also stable.

—Food & Life Science reported a lower order intake
compared with the preceding year due to large
nonrecurring orders. Life Science saw a marginally
positive trend and a favorable activity level was

Order intake

also noted among breweries with respect to both
craft breweries and major capacity investments.
The order intake for gasketed heat exchangers
was successful and industrial solutions for the
food industry represented another strong area.

— Water & Waste Treatment reported a positive
development, not least in the important US and
Asian markets. Alfa Laval’s locally produced
decanter centrifuges, specially manufactured
for the Chinese market, contributed to the
positive trend.

— Despite a decline in areas of the hydrocarbon
supply chain, Service grew thanks to a strong
performance in Food and Waste Water. Proactive
initiatives aimed at increasing the share of service
in the aftermarket business continued to yield
results. Further support came from the addition
of new service centers.
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Energy & Process

Operations
E q..- Alfa Laval’s products, modules and systems play a

¥ 1 major role in oil and gas extraction as well as power
production. They can also be used in the manufacturing
of petrochemical products, plastics, polymers, metals,

minerals, biofuels, pharmaceuticals, starch, paper,
sugar and much more.

Divisions 31

Forces driving demand

Global market prices for raw materials, such as oil,
sugar, ethanol, corn, gas and steel. Energy prices,
environmental legislation, the need for energy-efficient
solutions, the need for productivity enhancements,
demand for fuel and technological shifts. A growing
need for energy in developing countries, aspirations
of national energy independence and the expansion
of energy production to include renewable fuels are
some of the factors driving demand.

Order intake Share of division’s order intake @ 32%

Change in order intake* ° 2016 @ 2015 @ 2014

Water & Waste Treatment

Operations

Alfa Laval offers products that can help customers
fulfill increasingly strict legislation and environmental
requirements. For example, the company supplies
decanter centrifuges for the dewatering of sludge in
municipal treatment plants across the world.

Forces driving demand

New rules and regulations, increased need for
freshwater due to a growing population and
increased urbanization.

I
Order intake Share of division’s order intake @ 5%

Change in order intake* c 2016 @ 2015 @ 2014

Food & Life Science

Operations

Alfa Laval supplies process solutions for the beverage
and food industries, as well as the life science sector.
The Group’s solutions are for example used in the
production of beer, wine, juice, fruit concentrates,
pharmaceuticals, food ingredients, milk proteins,
sugar, semi-processed foods, vegetable/olive oil,
and meat and fish proteins.

Forces driving demand

Demographic changes, population growth, higher
standard of living, changes in consumption patterns,
a growing percentage of women in the workforce,
increased focus on healthy food, subsidies and raw
material price trends.

Order intake Share of division’s order intake @ 25%

Change in order intake* ° 2016 @ 2015 @ 2014

Service

Operations

Customers are active in all of the division’s segments.
The aftermarket is a priority area and the overall
strategy is to develop and expand the spare parts and
service business, which offers customer value, brings
customers closer to Alfa Laval and is less sensitive to
variations in the business cycle. By creating continuous
customer contacts, the division facilitates new sales.
Read more on pages 36-37.

Forces driving demand

The general activity level in various industries, the
need to upgrade older equipment, an increased need
for efficiency, and the need for service and spare
parts to prevent unplanned stoppages and minimize
the time necessary for planned stoppages.

Order intake Share of division’s order intake @ 38%

Change in order intake* 0 2016 @ 2015 @ 2014

*At constant rates.
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Marine & Diesel Division

The division has a wide and varied range of products in the areas of energy, the environment and safety for customers
in the marine industry, manufacturers of diesel engines and offshore customers. Sales are conducted through the
Group’s own sales organization directly to customers. The offering includes components, modules and adapted
systems, such as boilers, separators, heat exchangers, pumping systems, freshwater generators, exhaust gas cleaning
systems, heat recovery systems and ballast water treatment systems. The division also has a well-developed

aftermarket organization.

Significant events in 2016

— The general contracting for the new building of
ships was at a very low level in 2016, affecting
Alfa Laval’s order intake throughout the year.
The development for tankers and cruise ships,
however, gave some support to demand for
Alfa Laval’s products and systems.

— Despite the generally negative sentiment, there
was also positive news as 2016 turned out to be
the year of clarity for environmental legislation.
The IMO's ratification of the ballast water con-
vention and its decision to fix the 0.5 global cap
on sulphur emissions for the year 2020 resulted
in increased market activity toward the very end
of the year. These are two interesting areas that
hold potential for Alfa Laval going forward.

Peter Leifland
President, Marine & Diesel Division

Sales and operating profit Order intake

— The offshore market remained at a very low level
as the low oil price meant capex investments
remained on hold. At the same time, the diesel
power market saw a significant pick-up which
benefited Alfa Laval.

— Alfa Laval has been a supplier to the marine market
for decades and we will continue to develop
equipment and systems to support the needs
of the shipping industry. In 2017, Alfa Laval will
invest in expanding the test facilities for the
development of high speed separators — a key
product for the marine market.
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Marine & Diesel Equipment
Operations

________...--—-..._________—_-'
i The segment supplies shipowners, shipyards and manu-

| facturers of diesel engines with a wide range of products
J in the areas of energy, the environment and power. The

product portfolio includes separators, heat exchangers,
freshwater generators, tank cleaning equipment, ballast
water treatment systems and much more.

Divisions 33

Forces driving demand

Marine: Global transport requirements, consolidation
in the shipbuilding industry, government initiatives
to support local shipyards, environmental legislation
and a focus on energy efficiency.

Diesel: The need for electricity in remote locations,
global energy demand and the need for power
reserves, for example, for nuclear power plants
and wind farms.

Order intake Share of division’s order intake @ 22%

Change in order intake* ° 2016 @ 2015 @ 2014

Marine & Offshore Systems

Operations

Supplies customers in the marine industry and offshore
sector with a number of components, modules and
adapted systems aimed at optimizing their processes,
saving energy and reducing emissions. The offering
includes boilers, inert gas systems, exhaust gas cleaning
systems and thermal fluid systems.

Forces driving demand

Global transport requirements, governmental
initiatives to support local shipyards, environmental
legislation, increased focus on energy efficiency,
safety regulations for transporting flammable
cargoes, investments in offshore oil and gas
exploration, and offshore drilling technology
improvements.

Order intake Share of division’s order intake @ 18%

Change in order intake* ° 2016 @ 2015 @ 2014

Marine & Offshore Pumping Systems

Operations

Supplies customers in the marine industry and offshore
sector with pumping systems. For the marine industry, the
segment offers submerged pumping systems for optimizing
loading and unloading on chemical and product tankers.
In offshore oil and gas, it offers pumping systems that
contribute to safe and efficient operation. This offering
includes pumping systems for fire-extinguishing equipment.

Forces driving demand

Global transportation needs, for example, for refined
oil products and chemicals, a growing need among
shipowners for solutions that optimize loading and
unloading, the expansion of floating production,
storage and offloading (FPSO), the trend of refineries
located closer to the source, the expansion of shale
gas in the US and a general increase in the need
for fossil fuels. The need for safety solutions for
the offshore market.

Order intake Share of division’s order intake @’ 16%

Change in order intake* ° 2016 @ 2015 @ 2014

Service

Operations

Has a wide offering for the division’s customers comprising
spare parts, service, repairs, upgrades and replacement
products. The network is well developed and ready to
help customers whenever and wherever they need
assistance. Read more on pages 36-37.

* The segment was formed in
2014 and lacks comparable
numbers.

Forces driving demand
Increased trade and capacity utilization in the
global shipping fleet.

Order intake Share of division’s order intake Q‘ 44%

Change in order intake* Q 2016 @ 2015 @ 2014

*At constant rates.
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34 Divisions

A shared supply chain

Alfa Laval has a Group-wide supply organization known as the Operations Division, which produces and delivers the orders
generated by the three sales divisions - Equipment, Process Technology and Marine & Diesel. Operations is responsible for the
Group’s production-related procurement, manufacturing and distribution and for ensuring that the right product is delivered
with the right quality, at the right location, along with the right documentation and with a short lead time. The division is thus an
important cog in the Alfa Laval machine and plays a vital role in helping the company meet its commitment to its customers.

With responsibilities ranging from procurement
of raw materials to delivery of end products,
Operations faces numerous challenges every
day. Continuously reviewing the supplier base
to ensure that they not only offer favorable
prices but also guarantee quality and reliable
deliveries as well as meeting sustainability
requirements with respect to the environ-
ment, health, safety and ethics. Ensuring
that Alfa Laval’s production operations run
smoothly, with a focus on quality, efficiency,
cost, capacity utilization and delivery
reliability. Continuously working to reduce
the company’s environmental impact and
offer a safe, accident-free workplace.
Altogether numerous continuously
changing variables, which makes it crucial
that the division is able to adapt quickly.

Development a top priority

To ensure an optimized supply chain, a
preventive approach is critical. It was for this

Production units

A

Manufacturing

Distribution/Logistics

reason that the division established a unit
tasked with handling the various challenges
that arise. This unit focuses on three main
areas: supply chain, technology and production
development. The unit evaluates, initiates
and manages changes, from purchasing
and production to distribution and logistics.
This includes refining procurement processes,
developing and testing of new, cost-efficient
production technologies and optimizing the
flow of materials and information. Numerous
projects are carried out over the course of
a year, ranging from small minor, rapid
adjustments to major structural changes

— all to create stable manufacturing processes,
which in turn ensure the timely delivery of
competitive, high-quality products.

Procurement

Procurement of raw materials involves much
more than only price comparisons. It is about
continuously improving the entire procurement

Distribution centers

process, where price is only one of many
factors. The goal is to ensure that Alfa Laval
gets the absolute best value for every krona
it spends on procurement. This is why it is so
important that the procurement organization
becomes involved early — already during the
design and development of new products.
In addition to price, the company must
ensure that the freight costs are reasonable,
that the supplier is able to guarantee short
lead times, that the products delivered are
of the right quality and that the supplier
complies with Alfa Laval’s business principles
with respect to the environment, health, safety
and ethics. These four factors prompted
the development of a platform for supplier
audits, based on a global standard that
enables uniform and comparable audits.
An efficient, well-conceived procurement
process is necessary given that direct
materials account for such a large portion
of the cost of goods sold — a full 70 percent.

Distribution 2016

Alfa Laval’s production includes 42 major manufacturing units:
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3 Sea 23.5%
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In other words, it has a major impact on the
company’s profitability. The direct materials
purchased by Alfa Laval include a large
portion of metals, such as stainless steel,
copper, aluminum and titanium. In addition
to metals, the company purchases materials
in five other product categories, including cast
metal and forged iron, electrical equipment
and instruments, gaskets and fasteners.

Manufacturing

Thanks to its Group-wide production, Alfa
Laval has created a structure that generates
economies of scale and has a stabilizing
effect on the company’s factory load. The
structure is based on technology, product
size and production technology. Brazed
heat exchangers, for example, are
produced in Ronneby (Sweden), Alonte (Italy)
and Jiangyin (China), small and medium-sized
separators are produced in Krakow (Poland)
and Pune (India) and large separators are
produced in Eskilstuna (Sweden). This means
that all requirements for large separators
are handled by the same plant, regardless
of whether the separator is intended for a
dairy or an application in the processing
industry. Since Alfa Laval is exposed to a
large number of industries in different phases
of the economic cycle, this consolidation
enables the individual production unit to
meet the total demand from several end
markets rather than just one, which creates
the conditions for a more consistent load.
The structure is also global, with 42 major
manufacturing units worldwide. The structure
is the result of both practical and cost
considerations. There are advantages to
having production operations in low-cost

Investments by geographic market, %

regions as well as being able to respond to
local demand with local production.

Distribution

Logistics and distribution include everything
from order handling and inventory manage-
ment to stock picking, delivery and invoicing.
These operations are managed at centers
located in Sweden, Denmark, Norway, the
Netherlands, the US, Singapore, India, Japan
and China. The centers process millions of
orders every year, comprising several
million components and spare parts. They
are also responsible for Alfa Laval’s overall
transport needs, which is an efficient and
cost-effective solution. Their work also
includes an environmental perspective since
the organization looks for environmentally
sound transport solutions as part of the
Group’s sustainability efforts. The Group
has made a deliberate choice to transport
as little as possible by air in order to reduce
its CO, emissions from freight. However, it
is sometimes difficult for the organization
to influence the mode of transport used.
The customer may have an urgent need
and air transport may be the only possible
solution. In 2016, 6 percent of the Group’s
products were shipped by air, 70 percent
by road and 23.5 percent by sea.

Purchases by geographic market, %
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Divisions

Significant events in 2016

— During the year, we continued our efforts
to strengthen our competitiveness and
delivery capacity in order to better satisfy
our customers’ needs.

— Our procurement organization continued
to perform well, delivering good results
when it came to ensuring a reliable supply
of materials and components.

—We invested in new capacity and productivity-
enhancing equipment for the manufacturing
of brazed heat exchangers, boilers, gasketed
heat exchangers and valves.

— We continued our ongoing efforts to implement
improvements in the areas of health, safety,
quality, shorter lead times and lower costs
by an improved employee commitment
and a focus on Lean Six Sigma and our
production systems.

=

Goran Mathiasson
President, Operations Division

Geographic distribution of direct labor
hours in production, %

1 North America 9%
2 Latin America 1%
3 Western Europe 63%
4 Central and Eastern Europe 7%

5 Asia 20%

1 North and Latin America 7%
2 Asia 22%
3 Central and Eastern Europe 3%
4 Western Europe 68%

1 North America 4%
2 Latin America 2%
3 Western Europe 26%
4 Central and Eastern Europe 3%
5 Asia 65%
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Alfa Laval throughout the life cycle

Companies aiming to improve their performance and boost their efficiency need to focus on quality, high productivity
and strict cost control. Investing in equipment from Alfa Laval is a good start. We are there, ready to help — even
after the initial investment - from start-up through operation, offering monitoring, maintenance, reconditioning,
spare parts and upgrades. Combining equipment with spare parts and service from Alfa Laval creates a foundation
for successful development.

Alfa Laval’s service offering is tailored to meet
the needs of the individual customer, which
vary depending on the industry, application
and region in question. The portfolio includes
everything from spare parts, basic maintenance
and cleaning to upgrades, inspections, online
monitoring, round-the-clock technical support,
monitoring of spare parts consumption and
complete maintenance plans. Signing a
service agreement with Alfa Laval allows
companies to maximize their operating time
and achieve the best possible performance,
which helps to keep costs down over time.
Adopting a lifelong approach rather than
only focusing on the initial investment cost
ultimately pays off. And do you know the
best part? Alfa Laval takes care of the
practical details and lets the customer
focus on their core operations.

Assistance close at hand

If an unexpected event still takes place,
Alfa Laval is always close at hand — an
important criterion for many customers.
With service operations in more than 100
countries in the form of service centers,
local field service engineers, service partners
and/or regional spare parts distribution
centers, Alfa Laval offers the best coverage
in the sector. Many customers actually
consider a company'’s aftermarket offering
to be the most crucial factor when choosing
new equipment. Alfa Laval’s network grows
every year, further strengthening its local
support and guaranteeing immediate
assistance as well as quick deliveries of
spare parts when needed. In 2016, new
service centers opened, for example, in
Angola, Iran and the US.

A growing installed base

Over the years, Alfa Laval has built up a
large installed base of products, generating
a growing need for spare parts and service
as the products age. A database containing
details about the installed base provides a
useful tool when it comes to ensuring that
sales of spare parts and service are growing
in absolute terms. The Group also aims to
increase the share of sales attributable to
service. To achieve an accurate overview
of the Group’s performance, internal key
performance indicators are used to measure
customer coverage as well as the share of
the installed base covered by the company’s
aftermarket offering.

Changed mix in Service

Traditionally, spare parts have accounted
for a much larger share of the Group’s
aftermarket sales than service. However,
this has changed somewhat in recent years
and service now accounts for a growing
share. The explanation is partly structural
— aresult of the acquisition of Aalborg
Industries and Frank Mohn AS, both of
which had a larger service share — but it is
also the result of activities carried out for
the specific purpose of increasing the
service share. Today, the distribution for
the Group is approximately 70 percent
spare parts and 30 percent service.

Service - so much more than the
aftermarket

The traditional concept of the aftermarket
is simply too narrow to fully reflect the
Service segment’s activities and offering.

Naturally, spare parts and service play a key
role, with favorable profitability and limited
sensitivity to economic trends, which has a
stabilizing effect on invoicing and earnings.
But the Service organization is also the area
of Alfa Laval with the most frequent customer
contact. This means that it can gather infor-
mation about potential future requirements or
signs of new trends, which can be passed on
internally to the company’s R&D units. Service
personnel are also important ambassadors
who can help tip the scales when customers
are planning their next investment projects after
assessing the overall Alfa Laval experience.
In other words, the Service organization is
there to help keep customers satisfied over
the life cycle of the investment.

Potential

As previously mentioned, customer demand
for spare parts and service varies depending
on the type of industry in which the product is
used, the type of application, how much and
how often the product is used, geographic
location and the type of technology involved.
Some customers conduct seasonal operations
where machinery is only used for a few months
of the year; others operate processing plants
that run around the clock. Some products are
used at the heart of demanding and strenuous
industrial processes; others are used in gentler
applications where their function is limited to
cooling or heating water. There are as many
different types of needs as there are customers.
This is why Alfa Laval’s customized offering
is so important since it allows the company
to offer customers what they need and want,
when they want it — no more and no less.
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Long-term potential — Value of the aftermarket relative to new sales
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38 Employees

Employees

Alfa Laval aims to provide its employees with the right conditions to tackle all

of the challenges constantly faced by the Group. A secure and safe workplace

is a basic requirement. Ensuring that the workplace is free from discrimination,

with career paths open to all employees, is equally important. Finally, the

prioritization of professional development is crucial. But it goes even further - ’

than this. Alfa Laval is fully dedicated to attracting, developing and retaining

the best employees, regardless of gender and nationality, in order to create a For more information about Alfa Laval's
. . . . . efforts in the area of health and safety,

dynamic work environment. In a stimulating environment, employees have an download the company’s GRI report

opportunity to grow and develop, which in its turn is a prerequisite for Alfa from the sustainability section of our

Laval’s continued development. website: www.alfalaval.com.



Returning home safely from work -
every day
The company has a vision of a workplace
that is free from accidents and work-related
illnesses. All employees should be able to
return home safely from work — every day.
Therefore, the work environment must be
designed to minimize the risk of accidents
and the employees must have the right
attitude in order to help prevent as many
health and safety challenges as possible.
The company’s work in the area of health
and safety is carried out on an ongoing
basis and supported by an occupational
health and safety (OHS) program, developed
to incorporate safety issues and consider-
ations into the company’s daily procedures.
This means that the program covers not only
Alfa Laval’'s employees but also visitors,
contractors and suppliers — i.e. people
visiting the company’s facilities for any reason.
The OHS program includes a council that
is responsible for establishing guidelines,
global priority areas and action plans. This
means that the council not only determines
the direction of the work, but also provides
tools to support the realization of the
company’s vision. The council is led by
Alfa Laval’s Senior Vice President of Human
Resources and its members include the
President of the Operations Division and
Senior Vice President of Corporate Social
Responsibility. All of Alfa Laval’s facilities are
expected to comply with local legislation and
regulations in the area and to establish an
organization with responsibility for ensuring
that all mandatory OHS requirements are met.

Training and personal development
Alfa Laval applies the 70-20-10 model
when it comes to employee training and
development. 10 percent of what an
individual learns is to come from formal
training programs, either online or in a
classroom setting. 20 percent is to come

Average number of employees

from various types of developmental
relationships, meaning what the individual
learns from managers, more experienced
colleagues or mentors. 70 percent is to
come from the challenges faced during the
course of the individual’s day-to-day work.
The company’s formal training program
includes a broad range of courses, some of
which are offered locally and others as part
of a central program. The training portal on
Alfa Laval’s intranet serves as a hub for this
program. In 2016, the program included
700 courses, 450 of which were Inter-
net-based — a figure that indicates a sharp
increase in e-learning compared with
previous years. These courses can either be
held in a real-time group setting or as
independent study programs that allow the
participants to determine the location and
pace of the program. The selection of courses
is managed by the HR organization, which
ensures that the range is continuously updated
based on the needs of both the employees
and the company. The program is very popular
and some 8,400 employees participated in
the courses offered through the portal during
the year. In total, approximately 12,500
training sessions were held during the year.

Diversity promotes growth

Alfa Laval is an international company with
a global presence. At year-end 2016, 89
(98) nationalities were represented within the
Group. The proportion of female employees
in the company was 19.3 percent (19.1)
and the proportion of women in the group
of managers reporting directly to Group
management was 16.2 percent (18.2). A
total of 26 nationalities were also repre-
sented in this management group.

There are several reasons why Alfa Laval
strives after diversity. Firstly, it is desirable
to achieve a composition of employees that
reflects the geographic markets where the

Sales per employee, SEK million
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Employees

company operates. Secondly, diversity tends
to promote creativity and innovative thinking.
Bringing together individuals who are different
— people who think differently and contribute
different perspectives and approaches, who
are of different genders, nationalities and
ages, and who bring different experience
— lays the groundwork for a creative and
flexible work environment. And this is
precisely what a company focusing on
innovation needs. For this to be possible,
we must treat everyone equally, meaning
that all employees must feel that they have
career paths open to them. This is why Alfa
Laval has used an open internal recruitment
process — all available positions are published
on the company’s intranet and all employees
are welcome to apply. This open internal
recruitment process and the company’s
focus on individual performance create an
inclusive environment with equal opportu-
nities for professional development. This
process is also positive from a personal
perspective, since it gives the individual
employee significantly more career options
than can be offered locally. Open internal
recruitment encourages mobility within the
Group, allows the company to retain
employees who may otherwise look for
new challenges outside the Group and is
an important incentive when the company
hires new employees.

The company also conducts other initiatives
to ensure diversity. For example, efforts are
being made to expand the recruitment base
for female management positions by employing
a larger portion of female university students
immediately after they finish their studies.
Another initiative is focused on increasing the
number of Level 4 managers from under-
represented countries. For Alfa Laval, an
inclusive workplace and stimulating work
environment are crucial to the company’s
ability to achieve its goals and maximize
the individual’s potential in the organization.

Employees per region
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1 Sweden 12%
2 Other EU 31%
3 Other Europe 9%
4 North America 11%
5 Latin America 3%

6 Asia 33%
7 Other 1%
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Optimizing our customers’ Processes
— a sustainability matter

Ensuring access to safe food, reducing waste in food production and cutting emissions on land and in the world’s
oceans will be important steps to achieving the UN Sustainable Development Goals by 2030. Increased energy
efficiency will be important to meet the climate agreement ratified in 2016. At the same time, water shortage in many
countries of the world is becoming increasingly obvious. Alfa Laval supplies products and solutions that can contribute
to improvements in these sustainability areas for customers in the marine, energy, water and food industries.

Alfa Laval’s focus in 2016 was on establishing an organi