Atlas Copco Annual Report and Sustainability Report 2003

Atlas Copco’s revenues declined 6% to Msek 44 619. Operating profit increased ]
to msek 5 310 (5 261, excluding goodwill impairment charge), corresponding to m!l
amargin of 11.9% (11.1), and earnings per share increased to Sek 15.62 (13.88). wpw
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This year, the Annual Report and the Sustainability Report is pub-
lished in one document. The Annual Report fulfills the legal require-
ments for information. It also includes information of specific interest
to the investor community. The Sustainability Report
covers environmental and social issues.

The magazine Achieve presents how Atlas Copco
| works to reach the vision first in mind—first in
choice. Strategic moves are highlighted and it
gives an in-depth description of what Atlas Copco
focuses on.

Forward-looking statements: Some statements in this report are for-
ward-looking, and the actual outcomes could be materially different.
In addition to the factors explicitly discussed, other factors could have
a material effect on the actual outcomes. Such factors include, but are
not limited to, general business conditions, fluctuations in exchange
rates and interest rates, political developments, the impact of compet-
ing products and their pricing, product development, commercializa-
tion and technological difficulties, interruptions in supply, and major
customer credit losses.




Atlas Copco 2003
Summary

Revenues and
earnings per share

e Improved positions in high-potential markets and increased sales MSEK SEK
60 000 18
of aftermarket products and services.

e Gradual improvement of business climate during the year.

. . . 50 000 15
* Successful launch of innovative products and services.

40 000 12
¢ Order volume as well as revenue volume grew 2% for comparable EEE

units and prices improved. 10% negative translation effect from 00 | Lo
foreign exchange rate fluctuations.

20000 6
e Improved profits, despite negative currency effects.
10 000 3
e Continued strong cash generation.
0 0

*The Board of Directors proposes a dividend of

SEk 7.50 (5.75) per share, the 10t consecutive year with anincrease.

2003 in figures

MSEK 2003 2002 2002°
Orders received 45149 47 946 47 946
Revenues 44619 47 562 47 562
Operating profit 5310 5261 -1689
—as a percentage of revenues 11.9 11.1 neg.
Profit after financial items 4913 4481 -2 469
—as a percentage of revenues 11.0 9.4 neg.
Net profit 3274 2909 -3889
Earnings per share, SEK 15.62 13.88 -18.55
Dividend per share, SEK 7.50° 5.75 5.75
Operating cash flow 5609 5599 5599
Equity capital per share, SEK 101 126 97
Return on equity, % 16.0 10.9 -16.2
Return on capital employed, % 16.8 12.3 -3.2
Average number of employees 25707 25787 25787

1) Excluding goodwill impairment charge of MSEK 6 950.

2) As reported in the Financial Statements.
3) Proposed by the Board of Directors.

99 00 01 02 03
== Revenues

Earnings per share*

*) Excluding goodwill
impairment charge 2002.
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ATLAS COPCO GROUP

Facts in Brief

The Atlas Copco Group is a global industrial group of companies headquartered in Stockholm, Sweden. Revenues

for 2003 totaled msek 44 619. The Group employs about 26 000 people and manufactures products in 17 countries.

The products are sold and rented under different brands through a worldwide sales-and-service network reaching

some 150 countries, half of which are served by wholly or partly owned companies.

Products/Business concept Brands
Compressor Technique Develops, manufactures, markets, and distributes —
*Oil-free an'd oil-injected air compressors AtlasCopco EBE=CECCATO MASONS
® Portable air compressors | -
* Gas and process compressors
o PUSHK A
¢ Turbo expanders -/|a. l_ —_—_
e Electrical power generators Worthington Illallglllﬂrl!
¢ Quality Air Solution™ products Creyssensac wgfﬂf
* Air management systems Chicado
¢ Condensate management systems RAND-AIR @ Pneul%atic LR 5 AR
* A wide range of aftermarket products ’
¢ Specialty rental services -
L1 1
I(MIA |R|K BN ABIRD IRMER+ELZE
Rental Servi . . .
ental Service Through approximately 500 stores in the United Rental Service Rental Service

States, Canada, and Mexico, Rental Service satisfies
customer needs for

* Construction equipment rental

¢ Industrial and energy equipment rentals
* Used equipment sales

*Tools and supplies

Rental Service

Develops, manufactures, markets, and distributes

¢ Tunneling and mining equipment

e Surface drilling equipment

¢ Construction and demolition tools

e Equipment for exploration drilling and ground
engineering applications

¢ A wide range of aftermarket products

* Specialty rental services

aunNvame

|
¢ Industrial power tools and systems for AtlasCopco Chicago
bolted joints and for material removal [T @ Pneur%atic
¢ Professional electric power tools and accessories
for light construction and building installations
* A wide range of aftermarket products °
' (@) Dot
AEG
Develops, manufactures, markets, and distributes
|
*Rock drills Atlas Copco @ Chicago
*Rock drilling tools I Pneumatic
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Revenues by business area

Revenues by customer category

ATLAS COPCO GROUP

Revenues by geographic area

B Compressor
Technique 36 %

® Rental Service 23%

W Construction 35%
B Manufacturing 26 %
m Process 13%

N\

m North America 42 %
m South America 3%
m Europe 35%

B Industrial Technique 23% ' Mining 10% Africa/Middle East 6 %
:\:/I?n's'tru'l?ﬁohn and _— m Service 6% m Asia/Australia 14%
ecl e
T HIRH ? Other 10%
Characteristics Customers Markets
* Global industry leader
¢ Continuous research and development in compres-
sor/Quality Air Solutions technology and in fields Other Construction North America
related to energy savings and environmental care Service Asia/Australia South
¢ Assembly facilities and the manufacturing capability Mining America
for production of compressor elements and other
core components )
o All major operations ISO 9001 and ISO 14001 certified Midd@fgzzi
¢ Development, manufacturing, and assembly are Process Manufacturing
located in Belgium, with units situated in Brazil,

China, France, Germany, Great Britain, India, Italy,
the Netherlands, and the United States

Europe

¢ Second largest equipment rental company in North
America

e High-quality products and services mainly to the
construction and manufacturing industries

e Superior service concepts, like 24/7 Customer Care,
short- or long-term rentals, customized rental
programs, national account programs, equipment
delivery and pick up, used equipment, small tools
and supplies for sale

e Efficient information systems

eEconomies of scale

Other

Service

Process >

Manufacturing

Construction

North America

*World leader in industrial tools and assembly
systems for safety-critical joints

* Among the top five manufacturers worldwide
of professional electric tools

¢ |ntensive research and development

¢ Innovative products with extraordinary perfor-
mance

* Ability to serve customers on a global basis

¢ Unique distribution system

e Manufacturing plants in the Czech Republic,
France, Germany, Great Britain, Mexico, Sweden,
and the United States

Other

Process

Construction

Manufacturing

Asia/Australia
Africa/Middle East

North

Europe America

South America

¢ Global supplier of state-of-the-art products and
services for the construction and mining industries

¢ Aims to safeguard its position as a market leader
by offering high productivity at low operating costs

*Focus on a safe and ergonomic working environ-
ment

* Manufacturing plants are located in Austria,

Canada, Chile, China, Germany, India, South Africa,

Sweden, and the United States

Other

Construction

Mining

Asia/Australia North America

South

America
Africa/
Middle East

&

Europe
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STRATEGIES AND TARGETS

irst in Mind—-First in

North America, 42%

y

South America, 3%

Distribution of revenues
by business area and region
B Compressor Technique A
m Rental Service
B Industrial Technique
Construction and Mining Technique

Choice

Europe, 35%

N

Africa/Middle East, 6% Asia/Australia, 14%

A\ L~

Atlas Copco has a visionto become and remain firstin mind—firstin choice

of its customers and other key stakeholders. This means to be the leader; to

lead inthe share of mind and in the share of business; to be seen as an inno-

vator who sets the standards and exceeds expectations.

The Group seeks global leadership in the market, and aims to
be number one in customer share and market share in every
product market, product application, and geographic segment
where the Group competes. Atlas Copco strives to be the pre-
ferred employer and the preferred company for shareholders to
invest in. The Group aims to create, and continuously increase,
shareholder value.

Atlas Copco’s ambition is to be the best associate for busi-
ness partners, and to be their preferred customer who they pri-
oritize. The Group strives to be a good and reliable corporate
citizen and to support sustainable development.

6 |ATLAS COPCO 2003

Strategic directions

The Atlas Copco Group strives for and develops a global pres-
ence, whenever possible utilizing its established sales and distri-
bution network. Strategic directions are; organic and acquired
growth, use-of-products, and innovations and continuous
improvements.

The growth is primarily organic, supported by selected acqui-
sitions. Market penetration and expansion will be achieved by
offering new products developed from core technologies, by
finding new applications in new markets, and by increasing
the scope of supply, but also by increasing and/or acquiring



businesses that offer complementary products and/or services.

To grow the aftermarket revenues generated during the time
the product is in use, the use-of-products, is the second strategic
direction. Use-of-products comprises accessories, consumables,
spare parts, service, maintenance, training, and rental. Use-of-
products offers the Group a stable revenue stream, high growth
potential, high profit potential, optimized business processes,
enhanced product development, and closer relations with end-
users. By being close to customers, Atlas Copco is more able to
understand and meet the needs and wishes of the users of the
products. This enables the Group to develop better products—
and at the same time to ensure they are used in the most effi-
cient manner.

Innovations and continuous improvements is the third strate-
gic direction. There is always a better way to do things, and the
innovative spirit should be reflected in everything the Group
does. The objective is to provide innovative, high-quality prod-
ucts at a price level that reflects a premium offer from a market
leader. Break-through innovations are a means of staying
ahead of the competition and maximizing performance in the
long run. The Group continually makes substantial investment
in research and development, and supports specific projects to
foster innovation in technology, concepts, and methods. Con-
tinuous improvements in manufacturing, products, marketing,
organization, and business flows are intended to provide cus-

STRATEGIES AND TARGETS

tomers with better service and to safeguard short-term prof-
itability.

Financial targets

The overall objective is to grow and to achieve a return on
capital employed that will always exceed the Group’s average
total cost of capital.

The financial targets are:

* to have an annual revenue growth of 8%,

* to reach an operating margin of 15%, and

« to challenge and continuously improve the efficiency
of operating capital in terms of fixed assets, stocks,
receivables, and rental fleet utilization.

This will have the result that shareholder value is created and
continuously increased.

In the past five years, compound annual growth averaged
5.7%. The Group’s operating margin averaged 12.2% for the
past five years. In 2003, the operating margin was 11.9% (11.1).

Development process

The foundation for reaching the objectives will follow the proven
development process applicable to all operational units in the
Group; stability first, then profitability, and finally growth.

Operating margin

%
15

ROCE Revenue growth
% %
25 40
20 30
15 20
10 10

5 0

0 -10

99 00 01 02 03 99 00

== \Weighted average cost

of capital (pretax) == Target

[ Return on capital employed*

*) Excluding goodwill impairment charge 2002.

01

== Average 99-03

¥ Growth from previous year

02 03 99 00 01 02 03
== Average 99-03
== Target

[ Operating margin*
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CHAIRMAN OF THE BOARD

Dear Shareholders

In the beginning of
2003, most industrial
markets and seg-
ments were charac-
terized by slow activi-
ty and low investment
levels. A number of
countries in Asia,
however, had strong
growth, China in par-
ticular. In Atlas
Copco’s field of activ-
ity, the overall market
demand improved
gradually during the
year and in the latter
part of the year the
signs of a recovery
became clearer.

The U.S. dollar
weakened sharply during the year in relation to the Euro and
the Swedish currency. This weakening had a significant negative
impact on Atlas Copco’s results. In spite of these unfavorable
conditions Atlas Copco managed to increase its profit after
financial items compared to the year before. The earnings per
share amounted to SEK 15.62.

Following the Group’s improved performance and strong
financial position the Board of Directors recently revised the
dividend policy. It has decided that the proposed dividend shall
reflect the company’s profit and cash flow development, as well
as future growth potential and should correspond to 40—50%
of profit per share, up from the previous 30—40%.

It is my pleasure to inform you that the Board of Directors
has decided to propose to the Annual General Meeting that a
dividend of sek 7.50 per share be paid for last year. This repre-
sents an increase of 30% compared to the dividend for 2002.

Targets and Shareholder value

Atlas Copco has established ambitious financial targets for
its various activities in order to enhance shareholder value.
The current Group targets are directed towards continuous

8 |ATLAS COPCO 2003

profitable growth, aiming at annual revenue growth of 8% and
reaching an operating margin of 15%.

Achieving these targets will require a continued and strong
management focus on improving Atlas Copco’s global market
positions by developing and selling innovative and high perfor-
mance products, systems and services. The company’s vision
First in mind—first in choice is a good guiding principle. It will
also require further improvement in internal processes, produc-
tivity, and capital efficiency.

It is my opinion that Atlas Copco has highly competent
and motivated people and that the needed financial resources
are in place to develop the Group in all these respects, thereby
improving our financial performance and increasing share-
holder value.

People and culture

During my first year as the Chairman of the Board, I have
deepened my knowledge about our company, our people, and
its technology and various businesses.

Atlas Copco’s internal procedures and practices are gener-
ally well documented in the internal database The Way We Do
Things, and there is a strong company culture with shared
values such as innovation, commitment, and interaction.

Education and training for all managers and employees
in Atlas Copco is an important step in achieving world-class
performance and creating a strong and positive spirit in the
Group. It requires an organization based on sound principles
and high ethics. It is my perception that Atlas Copco has a
good tradition in this field and that these issues’ importance
is well recognized.

On behalf of the Board, I would like to thank the members
of Group management for their excellent performance in 2003.
I would also like to thank every employee in the Atlas Copco
Group for their contribution to the results and the success of
the Group.

Sune Carlsson, Chairman of the Board
Stockholm, Sweden, February 2, 2004



PRESIDENT AND CEO

Solid Achievements

The past year proved to be another challenge for Atlas Copco.
The economic recovery in our main markets was not as strong
as we hoped for, and the continued decline of the U.S. dollar
put additional pressure on sales and profits.

In spite of these adverse conditions, the Group managed to
deliver a solid performance. We had volume increases in both
orders received and orders invoiced. The operating profit mar-
gin increased from 11.1 % to 11.9 % and the profit after finan-
cial items increased by 10% to reach BSEK 4.9. The major rea-
sons to this positive development were the many new product
introductions, an increase in aftermarket business, and overall
productivity improvements.

Focus on profitable growth
During the year, Compressor Technique introduced a strong
and continuous flow of new machines and aftermarket prod-
ucts and services. The business area performed well and their
presence in key markets improved. Asia, particularly China,
and Eastern Europe developed positively. Aftermarket prod-
ucts and services grew in all major markets, and the proportion
of revenues increased. The acquisition of Puska Pneumatic S.A.,
a Spanish compressor company, is in line with the Group’s
strategy to increase its presence in focused markets.

The Industrial Technique business area successfully launched
a number of new industrial tools and systems, including new
DC tools for the motor vehicle industry, and professional elec-
tric tools. The industrial tools business improved its presence
and gained market share in many segments, while volume for
professional electric tools were down on a weak market. The
business area has been working on a number of restructuring
projects, including several moves of production to new loca-
tions. These projects are almost finalized, and we will benefit
from their relocations during the coming year.
In line with the use-of-products strategy, Industrial technique
acquired DreBo Werkzeugfabrik GmbH, a German manufac-
turer of carbide-tipped masonry drilling products.

The Construction and Mining Technique business area had
a strong growth in the mining sector, both for equipment and
for the aftermarket business. The transfer of loader produc-
tion, from the United States to Sweden, was successful and the
synergies will begin to materialize during 2004. To further
strengthen its position in the fast-growing Chinese market, the
business area acquired Shenyang Rock Drilling Machinery Co.
Ltd. In South Africa, the acquisition of two companies in the
exploration-drilling field, Professional Diamond Drilling
Equipment Pty and Mining Drilling Services Pty, will strengthen
our position in the region.

The Rental Service business area experienced yet another

year with low activity
levels in the market,
particularly in the
non-residential
building sector.
With no help from
the economy, the
business area has
focused their activi-
ties on building
internal efficiency
and on increasing
rental rates. One
important step has
been to decentralize
the organization
and to re-organize
the rental districts;
this will establish a
clear management
structure and provide a better customer support. These actions
contributed to the substantial improvement in the financial
performance of our Rental Service business area.

Looking into 2004

The economy picked up slightly towards the end of 2003, and
demand for our products and services increased. We believe
that this recent positive demand development for Atlas Copco’s
products and services will continue in the near term.

There are still opportunities in the Group to reduce costs, to
improve internal efficiency, and to increase prices. At the same
time, we must further increase the resources devoted to product
innovations and to service development, to meet and exceed
our customers’ current and future demand. This is the major
way to achieve profitable growth, which must also be seen as
a priority for those who have invested in the Group.

With our plans and ambitions and with the commitment
and the competence we have in the Atlas Copco Group we are
well positioned to meet the challenges of 2004.

Thank you for your support!

Gunnar Brock, President and Chief Executive Officer
Stockholm, Sweden, February 2, 2004
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ADMINISTRATION REPORT

3oard of Directors’
Report on 2003 Operations

MSEK unless otherwise indicated, numbers in parentheses represent comparative figures for the preceding year.

Market Review

The market demand in the first half of 2003 was largely
unchanged compared with the previous year, buta
gradual improvement could be noted during the sec-
ond part, benefiting overall demand. New products
and increased market presence gave further support

to demand for Atlas Copco’s products and services.

The demand varied by region and customer segment; with strong
demand throughout the year from the mining industry, a gradual
improvement from the manufacturing and process industries and
arelatively weak demand from the construction industry. Orders
received increased by 2% in volume for comparable units, while
price increases and structural changes added 1 percentage point
each. A large negative currency translation effect of —10%o, pri-
marily because of the substantial usp decline, resulted in a drop
of 6% for total orders received to MSEK 45 149 (47 946).

North America

The demand for the Group’s products and services in North
America, which accounted for 42% (48) of Group sales, was
relatively weak for most of the year. It improved at the end of
the period, primarily due to increased demand from some
manufacturing and process industries. Capacity utilization in
the manufacturing sector remained low, however, affecting
demand for larger investment-related equipment as well as for
rental equipment. Non-residential building activity, the most
important segment for the equipment rental business, declined

Orders and revenues

Revenues and orders received Revenues

MSEK MSEK
55000 55000

44000 /\

33000

22000

L 1L AV I 11 A V2 A [ R [ T A
01 02 03

== 12-month figures
3-month figures

99 00 01 02 03

Revenues
B Orders received

for the third consecutive year, while activity in residential build-
ing increased to a historically high level. Infrastructure activity
was also favorable. The mining industry in the region showed a
healthy development. In total, orders received declined about
1% in local currency.

South America

In South America, 3% (3) of Group sales, overall demand
improved compared with the weak market situation of the previ-
ous year. Mining applications had a positive development and the
demand from industrial customers also improved. Orders
received increased 12% in local currency.

Total Volume Structural Price Currency

2003 2002 Change, % Change, % Change, % Change, % Change, %
Orders received
Compressor Technique 16 480 16 334 +1 +6 +1 +1 -7
Rental Service 10414 12829 -19 -5 0 +2 -16
Industrial Technique 10528 11502 -8 0 +2 0 -10
Construction and
Mining Technique 7980 7 633 +5 +7 +3 +2 -7
Eliminations -253 -352
Atlas Copco Group 45149 47 946 -6 +2 +1 +1 -10
Order backlog, Dec. 31 4095 3934
Orders invoiced
Atlas Copco Group 44619 47 562 -6 +2 +1 +1 -10

For more details and comments, see also the business area sections on pages 20-27.
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Europe

The demand in Europe, 35% (32) of Group sales, improved grad-
ually during the year and was, overall, somewhat better than dur-
ing the previous year. Eastern Europe, Russia in particular, expe-
rienced strong growth in demand and some important markets in
Western Europe, notably Great Britain and Spain, recorded
above average development. Demand was unchanged in the
Nordic region together with France and Germany for the period
as a whole, but had an improvement in the latter months. Italy
was weak throughout the year. In Western Europe, demand from
the construction industry remained on a low level while the manu-
facturing and process industries improved. Customers continued
to demand more aftermarket products and services. In the region,
orders received increased almost 7% in local currency, of which
about 2 percentage points were attributable to acquisitions.

Africa/Middle East

In the Africa/Middle East region, 6% (5) of Group sales, the
positive development in demand from the mining industry in
Southern Africa continued. Demand in Northern Africa and in
most markets in the Middle East was relatively good, although
temporarily affected by the war in Iraq. Orders received
increased 4% in local currency.

Asia/Australia
The demand in Asia/Australia, 14% (12) of Group sales,
strengthened further compared with a strong 2002, with China

ADMINISTRATION REPORT

Geographic distribution of orders received, %
Construction
Compressor Rental Industrial and Mining
Technique Service Technique  Technique Group

North America 13 100 50 16 42
South America 4 1 8 3
Europe 51 40 42 35
Africa/Middle East 6 3 15 6
Asia/Australia 26 6 19 14
Total 100 100 100 100 100

Distribution of orders received by customer segment, %
Construction
Compressor Rental Industrial and Mining
Technique Service Technique  Technique Group

Construction 13 63 38 45 35
Manufacturing 40 6 45 26
Process 28 12 2 13
Mining 3 46 10
Service 7 12 6
Other 9 7 15 9 10
Total 100 100 100 100 100

showing a very strong development. Most other markets and seg-
ments in the region also recorded improved business conditions,
and Japan stabilized after some years of weakness. Orders
received increased by approximately 20% in local currency.

Financial Summary
and Analysis

2003 2002* 2002
Revenues 44619 47 562 47 562
Operating profit/loss 5310 5261 -1689
Operating margin, % 11.9 1.1 -3.6
Profit/loss after financial items 4913 4481 -2 469
Profit margin, % 11.0 9.4 -5.2
Earnings/loss per share, SEK 15.62 13.88 -18.55
Return on capital employed, % 16.8 12.3 -3.2
Return on equity, % 16.0 10.9 -16.2

*) Excluding goodwill impairment charge.

The Group’s revenues decreased 6% to MSEK 44 619 (47 562),
affected by a 10% negative translation effect from foreign ex-
change rate fluctuations. Volume increased 2% for comparable

Key figures by business area

units, mainly due to the Compressor Technique (+5%) and
Construction and Mining Technique (+6 %) business areas,
but partly offset by volume decrease in Rental Service (—5%)
and a flat development in Industrial Technique. Prices
increased 1% and structural changes (acquisitions and divest-
ments) added 1% to the revenues. See also business area sec-
tions and note 2.

In the third quarter 2002, Atlas Copco recorded an impairment
charge of goodwill related to acquisitions in the Rental Service
business area of MSEK 6 950. The impairment charge is included
in the reported operating profit for 2002, but has been excluded
from the analysis of earnings and return in this section in order
to enhance comparability.

Earnings
Operating profit increased 1%, to MSEK 5 310 (5261), and the
operating profit margin increased to 11.9% (11.1). Profit was

Investments in

Restructuring  Return on capital Fixed assets, incl.

Revenues Operating profit costs employed, % rental fleet

2003 2002 2003 2002* 2003 2002 2003 2002* 2003 2002

Compressor Technique 16045 15993 2962 3005 - - 67 68 467 387
Rental Service 10414 12829 837 686 - - 5 3 2171 2019
Industrial Technique 10526 11481 1051 1050 - -48 15 14 247 296
Construction and Mining Technique 7894 7618 675 680 -54 -68 18 20 538 434
Eliminations/Common Group functions  -260 -359 -215  -160 -18 -27
Total Group 44619 47562 5310 5261 -54  -116 17 12 3405 3109

*) Excluding goodwill impairment charge.

ATLAS COPCO 2003 |11



ADMINISTRATION REPORT

affected by restructuring costs of MSEK 54, in the Construction
and Mining Technique business area. The preceding year includ-
ed restructuring costs of MSEK 68 and MSEK 48 in the Construc-
tion and Mining Technique and Industrial Technique business
areas, respectively. Goodwill amortization was MSEK 131 lower
in 2003 as compared to 2002 due to the impairment charge
recorded in the third quarter 2002 which reduced the overall
base for amortization. Excluding all these items, operating prof-
it was MSEK 5 233 (5 377), corresponding to a margin of 11.7%
(11.3). The negative impact from foreign exchange rate fluctua-
tions, particularly the weakening of usD, was MSEK —1 120, and
about 1 percentage point on the operating margin. Higher revenue
volume, a favorable sales mix, efficiency improvements and price
increases managed to offset the large negative currency effect.

Depreciation and amortization totaled MSEK 3 313 (3 956),
of which rental equipment accounted for MSEK 1 960 (2 333),
property and machinery MSEK 805 (943), and amortization of
intangible assets MSEK 548 (680). The Group applies amortiza-
tion periods of 40 years for goodwill arising from the acquisi-
tions of the U.S. companies Milwaukee Electric Tool (acquired
in 1995), Prime Service (1997), and Rental Service Corporation
(1999) and up to 20 years for other acquisitions. See also note 12.

Return on capital employed increased to 16.8% (12.3) and
the return on shareholders’ equity to 16.0% (10.9). The Group
uses a weighted average cost of capital (WACC) of 8.7%, corre-
sponding to a pre-tax cost of capital of approximately 13%, as
the minimum return requirement for investments.

Operating profit for the Compressor Technique business area
decreased by MSEK 43 to MSEK 2 962 (3 005), corresponding to a
margin of 18.5% (18.8). Operating profit and margin were heavily
affected by negative currency effects, about 2 percentage points
on the margin, but this was to a large extent compensated for by
higher revenue volume and price and efficiency measures. The
return on capital employed remained at a high level, 67% (68).

Operating profit for the Rental Service business area, includ-
ing ordinary goodwill amortization, improved to MSEK 837 (686)
in spite of the large negative impact of currency translation.

Return and

capital turnover Profit margin
% ratio %

28 1.40 14

24 1.20 12 /\
20 1.00

10 /
16 e / 0.80 8
12 TN 0.60 6

I 4

The profit margin was 8.0% (5.3). Successful management of
rental rates, improved fleet utilization and a reduction of oper-
ating costs had a positive effect on the operating margin, while
the decline in rental revenue volumes and higher costs for em-
ployee benefits and insurances had negative effects. The impair-
ment charge in the third quarter of 2002 led to MSEx 131 lower
goodwill amortization in 2003. The profit margin before non-
cash items such as depreciation and amortization (EBITDA)
improved to 27.6% (26.5). Return on capital employed was 5%
(3) and 10% (6) on operating capital (excluding goodwill).

Operating profit for the Industrial Technique business area
was unchanged at MSEK 1 051 (1 050). The operating margin
improved to 10.0% (9.1). The improvement in the margin was
primarily a result of a favorable sales mix between industrial
tools and professional electric tools and product cost reductions,
which more than offset a negative currency effect of about 0.5
percentage points. The previous year’s result included restruc-
turing costs for the Atlas Copco Electric Tools division of MSEK
48, mainly related to the relocation of certain assembly oper-
ations from Germany to the Czech Republic. Return on capital
employed improved to 15% (14).

Operating profit for the Construction and Mining Technique
business area was MSEK 675 (680), corresponding to a margin
of 8.6%(8.9). The weakening of the usD had a strong negative
impact on profit, affecting the operating margin by more than
2 percentage points. This offset the improvements resulting
from higher invoicing volumes and price increases. Restructur-
ing costs for the transfer of the loading business from Portland,
the United States to Orebro, Sweden, amounted to MSEK 54 (68).
Return on capital employed, including the restructuring costs,
was 18% (20).

The Group’s net financial items totaled MSEK —397 (-780), of
which net interest items were MSEK —386 (—722). Interest expense
declined considerably because of strong operating cash flow, the
weaker UsD and lower effective interest rates. Financial foreign
exchange differences were MSEK —11 (—62), and other financial
income was MSEK 0 (4).

Atlas Copco Group profit after financial items increased
MSEK 432 to MSEK 4 913 (4 481), corresponding to a profit mar-
gin of 11.0% (9.4). The total negative effect of foreign exchange
rate fluctuations was MSEK 1 020.

Taxes for the year totaled MSEK 1 619 (1 513), corresponding
to 33.0% (33.8) of profit after financial items, see also note 9.

Net profit for the year amounted to MSEK 3 274 (2 909).
Earnings per share was Sex 15.62 (13.88), up 13%.

Balance sheet

2003 2002 2002*
Total assets 45 862 48668 54684
8 0.40 4 Net indebtedness 7613 13694 13694
7* Debt/equity ratio, % 36.1 67.3 51.9
4 0.20 2 Equity/assets ratio 45.9 41.8 48.2
*) Excluding goodwill impairment charge.
0 0 0
99 00 01 02 03 99 00 01 02 03

== Capital turnover, ratio*
== Return on capital employed*, %
== Return on equity*, %

Weighted average cost of
capital after tax, %

== Operating profit margin*
== Profit margin after financial
items*

*) Excluding goodwill impairment charge 2002.
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The Group’s total assets decreased 6% to MSEK 45 862 (48 668).
Total assets excluding liquid funds decreased 12 %, primarily a
result of the foreign exchange translation effects caused by the
strengthening of the Swedish krona (approximately 11%). The
decrease was also influenced by a decrease in fixed assets and
by a reduction in working capital. Cash and bank increased to



Inventories Trade receivables
MSEK % MSEK %
6000 24 12000 24
5000 HEEEBR 20 10 000 > 20
4000 HE B EBR 16 8000 HE 16
3000 ) 12 6000 12
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1000 4 2000 4
0 0 0 0
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== Trade receivables as % of
revenues

Trade receivables, MSEK

== |nventories as % of
revenues

Inventories, MSEK

MSEK 4 178 (1 356) as a consequence of the strong cash flow.
The capital turnover ratio increased to 0.95 (0.83). The

improved ratio for 2003, reflecting a lower average capital, was

partly due to the effects of the goodwill impairment in Q3 2002.

Investments
Gross investment in rental equipment was MSEK 2 681 (2 144),
while sales of used equipment totaled MSEK 1 506 (1 402). Thus,
net investments in rental equipment increased to MSEK 1 175 (742),
reflecting a return to a more normal replacement investment level.
Investments in property and machinery totaled MSEK 724
(965), just below the annual depreciation. Investments in new
equipment were made at several production plants. Major in-
vestments were made in Compressor Technique’s main plant
in Antwerp, Belgium, Milwaukee Electric Tool’s plants in the
United States, Construction & Mining’s plant in Orebro, Swe-
den and in the Rental Service operations in the United States.
Investments in other, financial and intangible, fixed assets
amounted to MSEK 324 (349), mainly related to capitalization
of certain development costs.

Inventories and trade receivables
The value of inventories as a proportion of revenues decreased
to 12.1% (12.2). Excluding Rental Service, the proportion was
14.7% (15.0).

Trade receivables in relation to revenues were 17.5% (18.0).
This decrease resulted primarily from improved control of
receivables in all business areas.

Cash flow and netindebtedness

At year-end, liquid funds amounted to MSEK 4 178 (1 356), equal
to 9% (3) of revenues, an increase from a strong cash flow and
limited possibilities to efficiently exercise payment of long-term
interest bearing liabilities.

The operating cash surplus after tax (defined as revenues
less operating expenses after the reversal of non-cash items,
such as depreciation and amortization, and after taxes) totaled
MSEK 6 799 (6 992), equal to 15% (15) of Group revenues.

Working capital decreased MSEK 863 (377). This was mainly
an effect of increased payables, reflecting more replacement
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investments in the rental fleet with payment terms up to 180
days and successful asset management. Net investment in tan-
gible and other fixed assets totaled Msek 2 053 (1 700), mainly
due to increased investments in rental equipment. Operating
cash flow before acquisitions and dividends amounted to
MSEK 5 609 (5 599), equal to 13% (12) of Group revenues.
Net payments for company acquisitions and divestments were
MSEK 770 (712), the majority related to the acquisition of DreBo
in the Industrial Technique business area.

Net cash flow, before change in interest-bearing liabilities, but
after dividends paid of MSEK 1 219 (1 165) was MSEK 3 620 (3 722).

The Group’s net indebtedness (defined as the difference
between interest-bearing liabilities and liquid funds) amounted
to MSEK 7 613 (13 694), of which MSEK 1 792 (1 778) was attrib-
utable to pension provisions. This was affected by the strong
cashflow as well as currency translation effects of MSEK 2 461.
The debt/equity ratio (defined as net indebtedness divided by
shareholders’ equity) was 36% (67).

Summary cash-flow analysis

2003 2002

Operating cash surplus after tax 6799 6922*

of which depreciation added back 3313 3956*
Change in working capital 863 377
Cash flow from operations 7 662 7 299
Investments in tangible fixed assets -3405 -3109
Sale of tangible fixed assets 1676 1758
Company acquisitions/divestments -770 =712
Other investments, net -324 -349
Cash flow from investments -2823 -2412
Dividends paid -1219 -1165

Net cash flow 3620 3722

*) Excluding goodwill impairment charge.

Shareholders’ equity

As of December 31, 2003, Group shareholders’ equity includ-
ing minority interests totaled Msex 21 068 (20 354). Sharehold-
ers’ equity per share was Sex 101 (97). Equity accounted for
46% (42) of total assets. Atlas Copco’s total market capitaliza-
tion on the Stockholmsbérsen at year-end was MSEK 52 369
(34 552), or 249% (171) of net book value.

Changes in shareholders’ equity (excl. minority interest)

2003 2002
Opening balance 20194 27 568
Dividend to shareholders -1205 -1153
Provision/reversal of valuation of
employee stock option program 138 -138
Translation differences for the period -1 386 -2194
Net profit for the period 3274 -3889
Closing balance 21015 20194

Asbestos cases in the United States

As of December 31, 2003, Atlas Copco has a total number

of 192 asbestos cases filed with a total of 26 198 individual
claimants. It is important to note that none of these cases
identifies a specific Atlas Copco product. Atlas Copco is only
one of the defendents in these cases in which the average num-
ber of defendents per case totals 151. The Group has not
deemed it necessary to book any provisions related to these
pending cases.
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Product Development

2003 2002
Research and development costs
—expensed during the year 878 900
—capitalized during the year
(net of amortization) 287 (216) 302 (284)
Total (net of amortization) 1165 (1 094) 1202 (1184)
—as a percentage of revenues* 3.4 3.5

*) Excluding Rental Service business area.

Continuous research and development to secure innovative
products is critical for maintaining the competitiveness of Atlas
Copco’s divisions. The amount spent on these activities, includ-
ing capitalized costs, was MSEK 1 165 (1 202), corresponding to
3.4%(3.5) of revenues. For further information, see the descrip-
tion under each business area. In accordance with Swedish
accounting standards (RR 15) effective January 1, 2002, certain
development costs have been capitalized if the product is tech-
nically and commercially feasible. The capitalized costs are
amortized over the estimated useful life of the product.

Environmental Impact

Atlas Copco strives to conduct business in a manner that does
not put the environment at risk, and complies with environ-
mental legislation in its operations and processes. The Group
conducts operations requiring permission based on Swedish
environmental regulations in five Swedish companies. These
operations mostly involve machining and assembly of compo-
nents, and the permits refer to, for example, emissions to water
and air, including noise pollution.

To support environmental efforts, Atlas Copco has a Group-
wide environmental policy. The Group has established an Envi-
ronmental Council with representatives from each business area
to promote this policy internally and ensure that the required
processes, as well as reporting procedures, are in place.

The policy states that all divisions in the Atlas Copco Group
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must implement an Environmental Management System (EMS)
and major manufacturing sites should be certified in accordance
with the international standard, ISO 14001.

During the year, three sites achieved ISO 14001 certifica-
tion, and an acquisition added one more environmental ISO
14001 certified unit to the Group. Overall, the manufacturing
sites with an ISO 14001 certification totaled 81 % (80).

Environmental and ergonomic aspects have been integrated
into Atlas Copco’s product development process for many years.
During the year, a new range of grinders, recyclable to 95%,
were developed. For most products the environmental impact
during the time they are in use is greater than the impact of
their manufacture. A good example of how the product devel-
opers try to reduce this impact on the environment is the range
of compressors with variable speed drives, which consume up
to 35% less energy than standard compressors.

See also Sustainability Report, pages 61-72.



Corporate Governance

Within the Atlas Copco Group, the term Corporate Gover-
nance means the structure and processes for corporate direc-
tion, management, and control.

Activities of the Board of Directors

of Atlas Copco AB in 2003

At the Annual General Meeting held in April 2003, nine Board
members were elected, one of which is the President and Chief
Executive Officer. In addition there are two members, with two
personal deputies, appointed by the unions.

During 2003, there were six board meetings. One meeting
was held outside Sweden and one was a per capsulam meet-
ing. Each meeting was governed by an approved agenda.
Members of the Executive Group Management were fre-
quently present at the Board meetings. In between meetings,
there were regular contacts between the Chairman and the
President and CEO. Each Board member received a written
update from the President and CEO on major events and
business development in those months when there was no
Board meeting.

The Board has adopted written rules of procedure for its inter-

nal work. This document provides rules on:

* the minimum number of Board meetings and when they shall
take place during the year,

* the issues that normally shall be included in each Board agenda,

» when the Board documentation shall be available prior to
each meeting,

« the allocation of tasks to the Chairman, the Remuneration
Committee and the Audit Committee, and,

* the circulation of press releases and confidentiality.

Group structure

Shareholders
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The Board has also adopted written instructions regarding:

« the operational and legal structure,

« the allocation of task areas between the Board and the
President and CEO,

« reporting in compliance with the internal set of instructions
available in The Way We Do Things, Atlas Copco Group’s
set of principles, guidelines, and instructions,

* the issues that always require Board decision,

* the order in which the Senior Executive Vice Presidents shall
serve in the absence of the President, and

« the reporting by external auditors to the Board.

Major issues that the Board dealt with during the year include
a number of acquisitions, a strategic review of the Company
and each one of the four business areas and a revised Group
strategy document.

Group processes and internal control

Atlas Copco has implemented high standards and efficient
processes aimed at creating profitable growth. Atlas Copco’s
set of policies, principles, guidelines, and instructions, found in
The Way We Do Things, an internal database accessible to all
employees through the Atlas Copco intranet. Management at
different levels is responsible for the implementation of the pro-
cesses in their respective areas of responsibility. The processes
include internal control routines as well as transparency in
financial reporting.

Atlas Copco has a long tradition of providing a safe and
healthy working environment, and in developing products with
ergonomic features and a minimized environmental impact.
Policies related to business ethics and social and environmental
performances are summarized in the Atlas Copco Group Busi-
ness Code of Practice. The Code is applicable throughout the
Atlas Copco Group.

Board member nomination group

Board of Directors

Audit Committee and Remuneration Committee

President and CEO

Executive Group Management and Corporate Functions

Global functions:

Finance and Business Control

Organizational Development and Management Resources

Legal

Communications and Branding

Compressor Technique Rental Service

Airtec Rental Service Corporation
Industrial Air

Oil-free Air

Portable Air

Gas and Process

Construction and
Mining Technique

Industrial Technique

Milwaukee Electric Tool

Atlas Copco Electric Tools Underground Rock Excavation

Atlas Copco Tools and Surface Drilling Equipment
Assembly Systems Rocktec
Chicago Pneumatic Secoroc

Construction Tools

Craelius

ATLAS COPCO 2003 |15



ADMINISTRATION REPORT

Board Member Nomination Process

At the Annual General Meeting in April 2003, the following
process regarding the nomination of the Board members who
will be proposed for election at the Annual General Meeting
in 2004, was decided;

In November 2003 the Chairman of the Board, Sune
Carlsson, announced the names of the representatives of four
of the largest shareholders, who under his leadership worked
out a proposal for a Board of Directors, to be submitted to the
Annual General Meeting 2004 for decision. Besides the chair-
man, the representatives were Marcus Wallenberg, Investor,
Bjorn C. Andersson, SHB/SPP, Harry Klagsbrun, SEB, and
Bjorn Franzon, Fjarde AP-fonden. All of these owners are
based in Sweden.

The Chairman made an evaluation of the work of the Board
and its members during the year, and presented his assessment
of the need for special Board competence and compared such
needs with available resources in the Board for this committee.

Remuneration Committee

Compensation for the Chairman and the Board members is
paid in accordance with the resolution adopted by the Annual
General Meeting.

In 1999, the Board established a Remuneration Committee,
which in 2003 had Chairman Sune Carlsson, Jacob Wallenberg,
and Kurt Hellstrom as members. The committee proposes com-
pensation to the President and CEO for approval by the Board.
The Committee also supports the President and CEO in deter-
mining the compensation for the other members of Group
Management.

In 2003, the committee approved a Remuneration Policy for
the President and CEO and for other members of Group Man-
agement. The policy, which is aimed at ensuring that remunera-
tion is made in a fair and consistent way covers; remuneration
(base salary, variable compensation, long-term incentive plan),
benefits (pension premiums, sickness benefits and company car),

Board Composition

and termination (retirement, notice period and severance pay).
The base salary is determined by position and general perfor-
mance and the variable compensation is for achievement of spe-
cific results. The principle of having a long-term incentive plan
is to align management with owner interest and for this purpose
stock option/share appreciation rights plans are in place.

Principles and remuneration and other fees for the President
and CEO and other members of the Group Management, as
well as options/share appreciation rights, grants and holdings
are found in note 4.

Audit Committee

The Audit Committee was formed in 2002, and had the Chair-
man Sune Carlsson, Ulla Litzén, and Thomas Leysen as mem-
bers in 2003.

This committee acts as a qualified advisory body to the Board
regarding auditor selection and review of the audit process. With-
in its scope of responsibility, the audit committee has authority
to conduct or authorize investigations into any matter.

During 2003, the committee met 3 times, and the external
auditor participated at all occasions. The focus of the work was
the result of the hard close audit as of September and the fol-
low up of issues arising at year-end. During the year, the com-
mittee adopted written rules of procedure.

External auditing

At the 2002 Annual General Meeting the audit firm KPMG
Bohlins AB, Sweden, was elected auditor, with the Authorized
Public Accountant Stefan Holmstrom as the main responsible
for the audit, for the period until the Annual General Meeting
in 2006.

The company’s external auditor reported his observations
from the annual audit in person and presented his views on the
quality of internal control in the Group at the February 2003
and 2004 Board meetings.

Director Audit Remuneration
Name Born Nationality Function since committee committee
Sune Carlsson 1941 Swedish Chairman 1997 Chairman Chairman
Jacob Wallenberg 1956 Swedish Vice Chairman 1998 Member
Gunnar Brock 1950 Swedish President and CEO 2002
Kurt Hellstrom 1943 Swedish 1999 Member
Ulla Litzén 1956 Swedish 1999 Member
Thomas Leysen 1960 Belgian 2001 Member
Charles E. Long 1940 American 2002
Anders Ullberg 1946 Swedish 2003
Staffan Bohman 1949 Swedish 2003
Bengt Lindgren 1957 Swedish Employee representative 1990
Hakan Hagerius 1942 Swedish Employee representative 1994

More information about the Board members is found on page 76-77.
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Implementation of
International Financial
Reporting Standards

The European Commission adopted a regulation in September
2003 endorsing International Accounting Standards (IAS) and
confirmed the requirement for their compulsory use from 2005
under the terms of the general IAS Regulation adopted by the
European Parliament and the Council in 2002. This IAS Regula-
tion requires all companies listed within the European Union to
prepare their consolidated accounts in accordance with the stan-
dards issued by the International Accounting Standards Board.

Group Management monitor developments in accounting
—Swedish accounting principles in particular, but also those
prescribed under IAS—on an ongoing basis. During recent years,
Swedish standards as prescribed by the Swedish Financial
Accounting Standards Council have generally been aligned
with International Financial Reporting Standards (IFRS). This
alignment has decreased the differences between the accounting
standards currently applied by the Group and those required
under IFRS. However, the Group has a project underway to
review all accounting principles currently applied to assure
compliance with the regulation in 2005. A project team will,
if required, draft revised accounting instructions for group
reporting and also consider training requirements for person-
nel throughout the Group who are working with accounting
and reporting matters.

Based on the status of the project, two current standards
related to the accounting for retirement benefits provided
under defined benefit plans and financial instruments including
hedging will affect the financial results and position of the
company. Additionally, the accounting for goodwill would be
affected by amendments currently being considered under
IFRS. These are described more fully in the following sections.
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Employee benefits

The Group has a number of defined benefit plans and post-
retirement health care benefits that have previously been reported
in accordance with the accounting standards applicable in the
respective country. As reported under future changes in account-
ing principles, the Group will be implementing the Swedish
standard RR 29, Employee Benefits, as of January 1, 2004. The
Swedish standard corresponds to IAS 19, Employee Benefits,
in all material respects.

The one-time negative effect of this change will be charged
directly to shareholders’ equity in accordance with RR 5,
Accounting for changes in accounting principles, and has no
cash flow effect. The one-time effect on equity, net of taxes,
will be approximately MSEK 450.

This is purely an accounting change and the Group’s obli-
gations related to pension benefits and other employee benefits
are consequently not affected.

Financial instruments, including hedging

IAS 39 requires that all derivatives be recognized as either assets
or liabilities in the financial statements and that the derivatives
be measured at fair value. The standard also requires that other
non-derivative assets and liabilities be measured at fair value.
Under certain circumstances hedge accounting is allowed which
can mitigate the effects on earning of changes in fair value. It is
currently estimated that the most significant effects of applying
IAS 39 will be the fair value adjustments for the derivatives and
loans related to funding activities.

Accounting for goodwill

An exposure draft, issued by the International Accounting
Standards Board in December 2002, would require that good-
will is not amortized but tested for impairment on at least an
annual basis or more frequently if circumstances indicate that
goodwill might be impaired. The annual amount of amortiza-
tion of goodwill is detailed in note 12.
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Personnel

2003 2002

Average number of employees, total 25707 25787
Sweden 2622 2578

Outside Sweden 23085 23209 sponds to the exercise price
Business areas of the stock options. Stock
Compressor Technique 8888 8625 option/right grants have

Rental Service 5378 6094 been offered each year dur-
Industrlali'l'echmque. . . 5652 5798 ing the period of 2000~
Construction and Mining Technique 5183 4706 2003
Common Group functions 606 564 )
The terms of the stock

In 2003, the average number of employees in the Atlas Copco
Group decreased by 80, to 25 707 (25 787). See also note 4.

At year-end, the number of employees was 25 958 (25 705).
For comparable units, the number of employees decreased by
416 from December 31, 2002, while 669 employees were added
through acquisition.

Share value-based incentive programs

From 1997 to 1999 a number of Group executives were granted
call options on Atlas Copco shares as a part of the compensation
package. The options were issued by a third party. They have a

term of 5 years from grant date. The call options may be trans-
ferred and are not dependant on continuous employment with

the Atlas Copco Group.

Summary of Call Option programs

but only to receive the differ-
ence between the price of
the A share at exercise and

a fixed price (grant value).
The grant value corre-

Employees, average

30000

25000

options/share appreciation
rights are mainly the follow-
ing: They have a term of six 9% 00 o1 02 03
years from grant date and
are issued with a limited
right to be exercised during
the first three years; vest in rates of one third per year. Stock
options/share appreciation rights expire if employment is ter-
minated, and vested options and rights are exercisable within
one month (grant year 2000 and 2001) or three months (grant
year 2002 and 2003) after termination of employment, expires
after 12 months in case of retirement. They are granted as a
part of the compensation package and are not transferable.
The exercise price/grant value is equal to 110% of the average
share price during a limited period before the grant date.

In 2003 stock options corresponding to 447 768 shares and

Sweden
M Outside Sweden

Grant year 1997 1998 1999 .. .

Initial number of employees 27 26 2 386 960 share appreciation rights were granj[ed. Total market
Expiration date Feb. 14,2003 Feb.13,2004 Feb.11,2005 value as at December 31, 2003, has been estimated at MSEK 51.
Exercise price/Grant value (SEK) ~ 285* 250% 257 This value has been calculated using the Black & Scholes pricing
Type of share A A A model. Based on a historical analysis of the volatility of the
Number, Jan. 1, 2003 54191 61135 60812 Atlas Copco share price as well as for comparable companies the
Exercised 2003, Number 0 6063 6 646 expected volatility has been estimated at 35%. As the options/
Expired 2003, Number 54191 - - rights are not transferable the value has been reduced, based on
Number, Dec. 31, 2003 0 55072 54 166

*) Adjusted for 1999 new issue.

In 2000 the Board of directors resolved to implement a world-
wide incentive plan aimed at key employees in the Group. The
plan mainly includes personnel stock options, which entitle
holders to acquire Atlas Copco A shares at a pre-determined
exercise price. In some countries (the United States, Belgium,
Canada, India, Malaysia and the Philippines) Share Appre-
ciation Rights (rights) were granted instead due to legal and
tax reasons. Rights do not entitle the holder to acquire shares,

assumptions on expected personnel turnover and probability of
exercise before final expiration date. The estimated option/rights
value has consequently been reduced by 30% compared to the
full value calculated according to the Black & Scholes model.

The purpose of the incentive plans is to retain key
employees and align their performance with shareholders’
interest. The employees to whom stock options and rights are
granted are chosen on a wholly discretionary basis from year
to year. The selection criteria are position, performance, and
contribution.

Summary of Stock Option and Share Appreciation Rights programs
Personnel Options

Share Appreciation Rights

Grant year 2000 2001 2002 2003 2000 2001 2002 2003
Initial number of employees 120 142 145 138 28 118 125 127
Expiration date April 26, May 13, May 12, May 11, April 26, May 13, May 12, May 11,

2006 2007 2008 2009 2006 2007 2008 2009
Exercise price/Grant value (SEK) 230 243 273 216 230 243 273 216
Type of share A A A A A A A A
Number Jan. 1, 2003 377745 432 105 456 060 0 77 392 306 804 381432 0
Granted 2003 Number 447 768 386 960
Exercised 2003 Number 41768 11408 0 0 8292 20 267 0 0
Expired 2003 Number 23955 29481 18426 2764 8292 12897 13820 8292
Number Dec. 31, 2003 312022 391216 437 634 445 004 60 808 273640 367612 378668
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Costs for option programs

The call option programs 1997-1999 have been issued by a
third party and are neither expected to result in any future costs
for Atlas Copco nor any dilution of the holdings of the current
shareholders.

In order to carry out delivery of shares referring to stock
options, to pay for cash settlement of share appreciation rights
and to cover the social security liabilities that may arise in con-
nection with the programs, agreements have been contracted
with third party banks. Under these agreements Atlas Copco
must reimburse the bank in those cases where the market value
at the end of the option/right period is less than the agreed
value. The agreements also require that Atlas Copco pay the
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bank finance costs during the term of the stock options/rights.

In accordance with the terms of agreement for stock
options/rights granted 2003, Atlas Copco is liable for the differ-
ence between the share price on the expiry date in May 2009
and the acquisition value of sEx 196. For options granted for
2002, 2001 and 2000 the corresponding acquisition value was
SEK 248, 220 and 209 respectively. As of December 31, 2003,
there was no negative variance between the share price and the
acquisition values for any one of the years 2000—2003.

All expense and revenue of the program have been account-
ed for in the income statement. Net finance and administration
expense for 2003 for all granted stock option/rights programs
amounted to MSEK 5 (15).

Parent Company

Earnings

Profit after financial items totaled MSEK 2 454 (1 365), of which
earnings from shares in subsidiaries equaled MSEK 2 433 (1 763).
Net profit after appropriations and taxes amounted to MSEK
2049 (899). Undistributed earnings totaled MSEK 5 783 (4 801).
Previous year the parent company wrote down its holding in
Atlas Copco North America Inc. by MSek 710 following the
impairment charge of goodwill.

Financing

The total assets of the parent company decreased MSEK 2 777,
to MSEK 26 901. At year-end 2003, cash, bank deposits, and
short-term investments amounted to MSEK 2 435 (37) and
interest-bearing liabilities to MSEK 12 124 (15 894). Shareholders’
equity, including the equity portion of untaxed reserves, repre-
sents 51% (43) of total assets.

Personnel
The average number of employees in the parent company was
72 (65). Fees and other remuneration paid to the Board of

Directors, the President, and other members of Group man-
agement, as well as diversity statistics, are specified in note 4.

Absence due to illness, % Jul. 1,2003-Dec. 31, 2003

Total 1.2
for men 1.3
for women 1.1
long-term absence due to iliness,
in percent of total absence 39.0

Absence due to iliness, men
employees under 30 years old 0.3
employees 30 - 49 years old 0.5

employees 50 and above *

Absence due to illness, women

employees under 30 years old 1.0
employees 30 - 49 years old *
employees 50 and above 0.2

*) Not disclosed as groups are to small.

Distribution of shares

At year-end, Atlas Copco had share capital totaling MSEK 1 048
(1048). Each share has a par value of sek 5. For further infor-
mation, see page 73.

Appropriation of Profit

The Atlas Copco Group’s non-restricted shareholders’
equity equals MSEK 10 538 (9 363). Of total retained earnings,
MSEK 41 will be transferred to restricted reserves.

The Board of Directors and the President propose a dividend
of SEk 7.50 (5.75) per share and the balance of retained earnings
after the dividend be retained in the business as described on
page 56.
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Compressor Technique

*Volume growth of 6%.

¢ Continuous flow of new machines and
new aftermarket products and services.

e Improved presence in key markets.

* Acquisition of Puska Pneumatic in Spain.

The Compressor Technique business area develops, manufac-
tures, markets, distributes, and services oil-free and oil-injected
stationary air compressors, portable air compressors, gas and
process compressors, turbo expanders, electric power generators,
compressed air treatment equipment (such as compressed air
dryers, coolers, and filters) and air management systems. The
business area also has in-house resources for basic development
in its core technologies. In addition, the business area offers spe-
cialty rental services based on compressors and generators.
Development, manufacturing, and assembly are concentrated in
Belgium, with other units situated in the Brazil, China, France,
Germany, Great Britain, India, Italy, and the United States.

The multi-brand concept is important for the business area,
which owns a number of brands in addition to the Atlas Copco
brand. The brands all focus on specific customer segments
and/or geographic regions.

The business area’s strategy is to further develop its leading
position in the field of compressed air by capitalizing on its
strong market presence worldwide, improving market penetra-
tion in Asia, North America, the Middle East, and Eastern
Europe, and continuously developing products and services
to satisfy increasing demands from customers. The strategy
also includes developing the generator business for portable
and temporary power generation and integral gear compres-
sors for process gas applications.

Customers and product mix
Compressor Technique has a diversified customer base. The
largest customer segments are the manufacturing and process
industries, which together represent more than two thirds of rev-
enues. The construction industry is also an important segment,
primarily for portable compressors and generators. Customers
are also found among utility companies and in the service sector.
The products are intended for a wide spectrum of applica-
tions in which compressed air is either used as a source of power
in manufacturing or the construction industry or as active air in
industrial processes. Clean, dry, oil-free quality air is preferred
for applications in which compressed air comes into direct con-
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tact with the end-product. In those applications added acces-
sories and services are becoming increasingly important. Portable
compressors and diesel-driven electric power generators are reli-
able power sources for machines and tools in the construction
sector as well as in numerous industrial applications. Gas and
process compressors are supplied to various process industries,
such as air separation plants, and to power utilities.

Stationary industrial compressors and associated air-treat-
ment products and aftermarket activities represent about 75%
of sales. The balance is represented by portable compressors,
generators, specialty rental, and gas- and process compressors.

Competition

Compressor Technique’s largest competitor in the market for
air compressors is Ingersoll-Rand. Other competitors are
Kaeser, CompAir, Gardner-Denver, Sullair, Hitachi, Kobelco,
and regional or local competitors. In the market for compres-
sors for process gas applications, the main competitors are
Siemens and MAN Turbo.

Market review

Overall demand for stationary industrial compressors improved
during the year. Asia, particularly China, and Eastern Europe
showed the best development. North America and Western
Europe continued to be affected by low capacity utilization,
which hampered demand for machines. Customers continued
to favor compressors with lower energy consumption, lower
noise levels and integrated air treatment capabilities. These
features improve the workplace and the environment and result
in lower costs of operation. Demand for aftermarket products
and services improved.

Portable compressors and generators, serving primarily
construction-related customers through rental companies and
distributors, saw continued weak construction activity in most
markets. In spite of this, demand improved somewhat in the
latter part of the year. Demand for specialty rental of oil-free
compressors and generators improved.

Business development

Investments in market- and product development continued at
a high level. Compressor Technique strengthened its position
as world leader in the compressed air business.

The stationary industrial compressor business benefited
from better demand, but also from the effects of improved mar-
ket presence, a good product portfolio and newly introduced
products. Order intake grew both for machines and aftermarket
products and services. Volume growth was particularly strong
in China and Russia, and aftermarket grew in most markets.



Sales of Variable Speed Drive (VSD) compressors—both for
oil-free and oil-injected compressors—as well as other energy
saving products and services and workplace compressors with
low noise levels kept growing.

The weak construction market affected sales to construction-
related customers and sales of portable compressors and gener-
ators was initially lower than the previous year. Sales improved
in the second half, enhanced by strong demand in some regions
in Europe and supported by some bulk orders. Revenues from
specialty rental business improved.

Interaction with primary business partners via the Internet
continued favorably.

In August, the Spanish compressor company Puska Pneu-
matic S.A. was acquired. The company sells oil-injected screw
and piston compressors, vane compressors and refrigeration
dryers and has a well-established sales and service organization,
covering the industrial and automotive markets in Spain. It is part
of the Industrial Air division and continues to operate under its
established brand. The acquisition is in line with the strategy to
increase presence in focused markets in order to reach more
customers.

2003 2002 2001
Orders received 16 480 16 334 16 633
Revenues 16 045 15993 16 873
Operating profit 2962 3005 3202
Operating margin, % 18.5 18.8 19.0
Return on capital employed, % 67 68 69
Investments 467 387 536
Average number of employees 8888 8625 8577

Orders received increased 6% in volume for comparable units,
reflecting a gradually improved market situation. Volume growth,
a price increase of 1% and acquisitions of 1% more than com-
pensated for the large negative currency effect of 7%.

Revenues totaled MSEK 16 045 (15 993), up 5% in volume.
Operating profit decreased to MSEK 2 962 (3 005), correspond-
ing to a margin of 18.5% (18.8). The return on capital employed
reached 67% (68).

Product development

The business area develops new products, machines, and after-
market products and services, that provide considerable savings
on energy costs for the customer and reduce environmental
impacts. New products were continuously launched.

The range of oil-free compressors was complemented with a
new water-injected screw compressor with 55 kW VSD, particu-
larly suitable for applications with high pressures. Also, both
portable and stationary oil-injected compressors with very low
noise levels were introduced. Additionally, more compressed air
treatment, and aftermarket products and services, to optimize the
compressed air installation and minimize the energy use were intro-
duced. Examples are the Air Optimizer® software for optimized
energy use and Air Scan® for auditing compressor installations.

Competence development

Competence mapping and development has continued through-
out the business area and resulted in more training and mobility of
employees. Development of additional aftermarket products and
services and computerized air treatment equipment also requires
more training of sales and service personnel. As an example, a
focused aftermarket training initiative was launched in China.

Bengt Kvarnback

Ronnie Leten

M Share of Group
revenues 36 %

ADMINISTRATION REPORT

Oscar Duprix

Filip Vandenberghe

Business area management

Luc Hendrickx

André Schmitz

Business Area Executive: Bengt Kvarnback

Compressor Technique's divisions are:
¢ Portable Air
President Oscar Duprix
¢ Oil-free Air
President Luc Hendrickx
¢ Industrial Air
President Ronnie Leten
e Airtec
President Filip Vandenberghe

®Gas and Process
President André Schmitz

Revenues Earnings and return
MSEK MSEK %
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Revenue split

== Return on capital employed, %

Operating profit, MSEK

P

M North America 13%

M South America 4%
Europe 51%
Africa/Middle East 6%
Asia/Australia 26 %
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Rental Service

*Market demand stabilized at a low level.
e Efficiency improvements and higher rental rates.
e Improved operating margin and strong cash flow.

* Decentralized responsibilities to improve customer
service and internal processes.

The Rental Service business area, with 483 rental stores
throughout the United States, Canada, and Mexico, provides
equipment rental and related services to more than 330 000
customers in the construction, industrial manufacturing, and
homeowner segments. Sales of used equipment, spare parts,
accessories, and merchandise support the business.

The strategy of the business area is to be the first choice for
customers who rent equipment by offering a comprehensive
range of products, performing at optimum efficiency, and pro-
viding services with proven benefits to customers. Availability,
proximity, customer service, and value are the key factors for
success. To defend and expand its strong market position, the
business area applies a supply and service concept by means of
a hub and satellite structure.

The business area operates with three well-respected brands.
RSC serves mainly the non-residential construction market,
Prime Industrial focuses on the industrial and petrochemical
rental segments and Prime Energy promotes the quality air,
power generation, and temperature control businesses.

Customers and product mix

Rental Service has a diverse customer base in North America.
The largest customer segment is construction, representing
approximately 65% of revenues. Non-residential construction
is the most important area, representing about 50% of rev-
enues; followed by activities associated with residential build-
ing, home improvement, and non-building construction.

The industrial segment accounts for the remaining 35% of
total revenues. The business area has a solid presence in the
chemical, petrochemical, and oil and gas industries. Other key
customer groups in the industrial segment are industrial manu-
facturing, commercial services, public services and utilities.

Rental revenue represents about 75% of the business area’s
revenues. The largest product groups in the rental fleet are aerial
work platforms, forklifts, air compressors, excavators, loaders,
backhoes, compaction equipment, and generators. These prod-
ucts account for approximately 85% of rental revenues. Less
than 10% of the rental fleet consists of Atlas Copco products.
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Sales of used rental equipment, which is an integral part of the
business, account for approximately 10% of the business area’s
revenues. Accessories, merchandise, equipment and spare parts
sold by the rental stores account for about 15% of total revenues.

Competition

The principal competitor in the North American equipment
rental market is United Rentals. Other large rental companies
include Hertz, Caterpillar (Cat Rental Stores), NationsRent,
Neft, National Equipment Services, and Sunbelt. The equipment
rental market is fragmented and numerous local and regional
rental companies make up a large portion of the market.

Market review

The important non-residential construction activity, which
deteriorated sharply during 2001 and 2002, continued to be
weak throughout the year. The activity measured as dollars
spent was relatively stable during the second half of the year,
but was on average some 6—7% below the previous year, with
more negative comparisons in the beginning of the year. Low
capacity utilization characterized the industrial sector and
demand continued to be low.

Business development

The weak demand levels affected both construction and indus-
trial rental activity. Rental volume declined more than 5% in
volume in the early part of the year, partly due to a later than
normal seasonal pick-up in activity. In the latter part of the
year, rental volume was almost flat in spite of a negative impact
from a reduced number of stores. Rental Service improved its
market position and achieved same-store rental volume growth
of about 3% for the second half of the year and 1% for the full
year. In addition, successful rental rate management resulted in
improved average rental rates.

The business area continued to market renting as the right
choice. Campaigns were executed to win new customers by pro-
moting rental equipment services and providing information
about the significant benefits of rental compared with ownership.
Sales of new equipment were de-emphasized to increase the focus
on rental and associated services. The business area continued
to decentralize responsibilities to the regions to further improve
customer service and internal processes. Benchmarking was
actively used to set objectives and to follow up achievements.

Many actions to lower cost and improve capital efficiency
were taken during the year. The business area reduced the total
number of employees by 442 and the number of stores decreased
by 23 to reach 483 at year-end. The utilization rate of the rental
fleet, defined as the share of the total fleet by cost that is on rent,



reached an unprecedented 63 % (60). This was achieved through
improved availability of the rental fleet by reducing the share of
the rental fleet that is not available for rent, that is in service or in
transit. The non-available fleet was reduced by about 20% and
represented 16% of the rental fleet at year-end. This enabled the
business area to further decrease the size of the rental fleet and
to reduce capital tied up, without affecting customer service.
Cost savings were achieved in payroll expense and depreciation,
but those were partially offset by rising health-care and insur-
ance costs. Cash generation was strong and the business area
contributed a significant part of Group’s operating cash flow.

2003 2002 2001
Revenues 10414 12829 15469
Operating profit 837 686* 1255
Operating margin, % 8.0 5.3* 8.1
Return on capital employed, % 5 3* 4
Investments 2171 2019 2467
Average number of employees 5378 6 094 6 637

Rental Service revenues decreased 19% to MSex 10414 (12 829),
primarily due to a negative currency translation effect of 16%.
Rental revenues, accounting for 75% (74) of revenues, decreased
1% in USD, consisting of an increase in rental rates of 3% and
a decline in volume of 4%. Sales of new equipment, parts and
related merchandise, 14% (17) of revenues, decreased 22% in
UsD, primarily because of lower sales of new equipment. Sales
of used equipment, 11% (9) of revenues, increased 21 % in USD.
Operating profit was MSEK 837 (686%*), including goodwill
amortization. The operating margin was 8.0% (5.3*). The
return on capital employed was 5% (3*), and the return on
operating capital was 10% (6).
*) Excluding goodwill impairment charge of MSEK 6 950 in Q3 2002.

Development of services

Further investments were made into sales, service and propri-
etary rental management systems; Total Control and e-facts.

In addition there were improvements to on-line rental applica-
tions aimed at enhancing the customer’s rental experience. In
2003, 40% more customers were provided access to these applica-
tions, which helps build customer loyalty and retention while
requiring less time from company personnel for routine support
requirements. The multi-lingual, 24/7 customer telephone and
online chat support provides improved service to customers and
is a unique service in the industry. Additionally, an out-bound call
service was established to proactively contact customers to deter-
mine customer satisfaction levels and customer share statistics.

Competence development

Internally, the business area continued to invest in its people
development and training programs at all levels. Key training
activities included: business tactics, interviewing and selection,
price and profit management, sales tactics and sales management.
Additionally, human resource and product and safety training
was performed with the ambition to maintain the business area’s
excellent safety record. Benchmarking is actively used to follow
up the development. An initiative was launched to identify and
create a competency model for all levels of management at Rental
Service that will improve hiring accuracy and also align Rental
Service people programs with Atlas Copco strategies.

i Y
Freek Nijdam

M Share of Group
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ADMINISTRATION REPORT

Business area management

Business Area Executive:
Freek Nijdam

Rental Service has one division:

*Rental Service Corporation
President Freek Nijdam

Revenues Earnings and return
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Revenue split

== Return on capital employed*, %
Operating profit*, MSEK
*) Including goodwill for acquisitions,

but excluding goodwill impairment
charge 2002.

B North America 100%
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Industrial Technique

e Improved operating margin.

¢ Growth in industrial tools and increased
market shares.

¢ Acquisition of accessory business for electric tools.

* Strengthened manufacturing and supply-chain
structure.

Industrial Technique’s business concept is to develop, manu-
facture, and market industrial power tools and assembly sys-
tems, as well as professional electric power tools. It serves the
needs of advanced industrial manufacturing like the automo-
tive and the aerospace industry, industrial maintenance, light
construction, and building installations.

Industrial Technique is the world leader in industrial tools
and assembly systems for safety-critical joints, and has a lead-
ing position in the area of industrial tools for assembly oper-
ations and material removal. The business area is one of the
leaders in North America and has a good position in Europe
in professional electric tools. The strategy for industrial tools
and assembly systems is to retain and improve its leading posi-
tion among customers in the motor vehicle industry and in
targeted areas in general industry. In professional electric tools,
the objective is to become the first choice among professional
users. Industrial Technique seeks to increase revenues by expand-
ing service, accessory and system offerings and by geographical
expansion.

The brands used by Industrial Technique are among the
most recognized in the industry: Atlas Copco and Chicago
Pneumatic for industrial power tools and assembly systems,
and Milwaukee and AEG for professional electric tools. Each
division has customer centers in all relevant markets. Industrial
Technique operates plants in the Czech Republic, France, Ger-
many, Great Britain, Mexico, Sweden, and the United States.

Customer and product mix
Industrial power tools, systems, and service account for about half
of the business area’s revenues. Half of these tools and systems are
sold to the motor vehicle industry including sub-suppliers. The
biggest market is Europe followed by the United States.
Professional electric tools are sold by industrial distributors,
specialty trade outlets, and at home improvement stores. The
end users are tradesmen engaged in construction and building
installations. About two thirds of revenues is generated in
North America.
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Competition

Industrial Technique’s competitors in the industrial tools busi-
ness include Ingersoll Rand, Cooper Industries, and several
local or regional competitors from the United States, Europe,
and Japan. Main competitors for professional electric tools
are Robert Bosch GmbH and Black & Decker Corporation
(DeWalt).

Market review
Demand for industrial tools, systems, and service improved
somewhat in most parts of the world compared to a weak mar-
ket in 2002. Overall investments from the motor vehicle indus-
try increased in China, Eastern Europe and the Middle East.
Demand for sophisticated DC-electric tools with control units
continued to outperform demand for pneumatic industrial tools.
Market demand for professional electric tools weakened in
the latter part of 2002 and remained weak in the first half of
2003.The latter part of 2003 showed some recovery. Demand
deteriorated in Europe for the third consecutive year especially
in Germany and in the Nordic region. Demand for cordless bat-
tery tools improved in relation to the demand for corded tools.

Business development

The industrial tools business experienced some growth in
demand and overall order volumes increased in all geographical
areas, but growth was modest in North America and Europe.
Atlas Copco improved its presence and gained market share in
most segments of the market.

Atlas Copco Tools and Assembly Systems division extended
the plant in Tierp, Sweden, with a new and very efficient work
flow. The Chicago Pneumatic division consolidated its manufac-
turing of industrial air tools to its plant in the Great Britain,

a move that will be completed in the second quarter of 2004.

For professional electric tools volumes were down in North
America but Milwaukee increased its market penetration. The
electric tools market in Western Europe decreased in size for the
third consecutive year. However, the Milwaukee branded tools
that were introduced in Europe in 2002 gained market share in
important countries like Germany and France. Accessory sales
increased in both Europe and North America. The relatively
small sales volumes outside Europe and North America dropped
significantly mainly due to heavy price competition as a result
of the weakening of the US-dollar and related currencies.

DreBo Werkzeugfabrik GmbH, a German manufacturer of
carbide tipped masonry drilling products with annual revenues
of about Msek 230 and 160 employees, was acquired in April.
DreBo had strong development in 2003 and the acquisition
further enhanced the aftermarket for electric tools.
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Tool production at Milwaukee Electric Tool has moved from
Wisconsin to Mississippi, in the United States. The Jackson
Mississippi plant is now the main facility, surrounded by three
assembly plants. Accessory manufacturing will be concentrated
to Greenwood, Mississippi during 2004. Manufacturing capacity
and technology will be upgraded as a result of a MSEK 100 invest-
ment program. Certain assembly operations will start up in
Mexico in the beginning of 2004.

At the end of 2003 Atlas Copco Electric Tools inaugurated
its new assembly plant in the Czech Republic. The plantisa
greenfield start-up and incorporates the most modern and
efficient assembly methods, layout, and logistics in the industry.

Goran Gezelius Dan Perry Fredrik Moller

2003 2002 2001
Orders received 10528 11502 12068
Revenues 10526 11481 12126
Operating profit 1051 1050 1123
Operating margin, % 10.0 9.1 9.3
Return on capital employed, % 15 14 13
Investments 247 296 340 Charlie Robison Ake Sundby
Average number of employees 5652 5798 5986

Orders received decreased by 8% mainly as a consequence of
negative currency translation effect of 10%. Volumes for com-
parable units were unchanged and acquisitions contributed 2 %.

Business area management
Business Area Executive: Goran Gezelius

Industrial Technique’s divisions are:

Revenues totaled MSEK 10 526 (11 481), corresponding to * Milwaukee Electric Tool
flat volumes. Operating profit was MSEk 1051 (1 050), corre- President Dan Perry
sponding to an operating profit margin of 10.0% (9.1). The B Share of Group ”:,:E;:gg;%:;%ﬁ:ﬂ;bo's
operating profit for 2002 included MSEK 48 in restructuring revenues 23% President Fredrik Méller (from March 1, 2003)
costs. Return on capital employed was 15% (14). * Chicago Pneumatic
President Charlie Robison
Product development Ry o
The business area continuously invests in product and process
development in order to offer its customers a constant flow of Revenues Earnings and return
innovative products and services. MSEK MSEK %
The industrial tool divisions launched a number of new tools 15000 1500 30
and systems, most notably a new generation of Tensor DC-elec-
tric nutrunners, a low-weight, high-power DC-electric grinding 12500 1250 2
machine, DC-electric screwdrivers, and new pneumatic screw-
10000 1000 20

drivers.
The professional electric tools divisions extended the range

of both corded and cordless tools. A cordless impact wrench Al H H H = = 750 2/\7 |15
and a series of cordless drills were introduced as well as a corded

reciprocating saw with a pivoting handle and a metal-cutting 5000 oy BN M B W 0 50 B M NN "
circular saw.
2500 H E BB 250 H B E B 5
Competence development
Each manager has a mission statement to ensure that the strate- 0 0 g
99 00 01 02 03 99 00 01 02 03

gic content of his or her assignment is defined and understood.
Every employee gets an annual performance appraisal during a
meeting with his or her manager. At this meeting a competence

== Return on capital employed, %
Operating profit, MSEK

review takes place and the development plan for the employee Revenue split
is assessed and discussed.

Training plans are worked out based on the needs of the B North America 50%
employee or group of employees Training hours per employee M South America 1%
averaged 40 hours. The divisions emphasized value-based sales Europe 40%
training, leadership skills for shop floor supervisors, quality- Africa/Middle East 3%

function deployment programs and product training programs. Asia/Australia 6%

A large part of the training consists of remote learning, inter-
active computer-based training, that can easily be adapted to
the needs and skill level of each participant.
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Construction and
Mining Technique

e Strong demand from mining industry and sustained
volume growth.

¢ Acquisition of businesses in China and South Africa.
* Transfer of loader/truck business to Orebro, Sweden.

*New divisional structure for better customer service.

The Construction and Mining Technique business area develops,
manufactures, and markets rock drilling tools, tunneling and
mining equipment, surface drilling rigs, loading equipment,
exploration drilling equipment, and construction tools.

The products are sold, rented, and serviced for building and
construction companies, large infrastructure projects, quarries,
and mining companies around the world. The business area has
its principal product development and manufacturing units in
Sweden, with other units in Austria, Canada, China, Germany,
India, South Africa, and the United States.

The business area aims to be first in mind—first in choice
as supplier of equipment and aftermarket services for rock
excavation and demolition applications to the mining and
construction industries. The strategy is to maintain and rein-
force its leading market position as a global supplier for
drilling and loading applications for the mining and construc-
tion industries, to develop its positions in exploration drilling
and light construction equipment and to increase revenues
from use-of-products by offering more aftermarket services to
customers. This shall be accomplished through continuous
development of products and services that enhance produc-
tivity, improved market penetration, and acquisitions of
complementary operations.

Customers and product mix
A key customer segment is the mining sector, representing
about half of revenues, which includes production and devel-
opment work for both underground and surface mining. This
segment requires rock-drilling equipment, rock tools, loading
and haulage equipment, and exploration drilling equipment.
The other key customer segment is construction, also ac-
counting for about half of revenues. General and civil engi-
neering contractors, often involved in infrastructure projects
like tunneling or dam construction, demand rock-drilling equip-
ment and rock tools, while special trade contractors and rental
companies are important customers for construction tools.
Both mining and contracting customers are vital groups for
use-of-products, such as consumables, maintenance contracts,
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service, parts, and rental. This part of revenues is steadily
increasing.

Competition

Construction and Mining Technique’s principal competitor
is Sandvik. Other competitors include Ingersoll-Rand and
Furukawa in the market for drilling rigs and construction
tools; Boart Longyear for exploration drilling equipment and
rock drilling tools; and Caterpillar Elphinstone for loading
equipment.

Market review
In the mining sector, demand for equipment improved, reflecting
increased investments in rock drilling and loading equipment as
well as exploration equipment. Improved productivity and higher
metal prices influenced investments positively. Ore production
remained stable and the trend to outsource non-core activities
continued, benefiting demand for services, consumables and
spare parts. The improved demand was evident in all geographic
regions and especially strong in the Southern Africa.
Underground construction activity was at a favorable level
and benefited demand for rock drilling equipment. Late in the
year, however, some weakness was noted as some major pro-
jects were delayed. In tunneling projects, the trend towards
renting equipment rather than buying was strong. Demand for
drilling rigs for surface applications was healthy, and strongest
in North America and Europe. Demand for aftermarket prod-
ucts and services improved. The demand for light construction
equipment continued to be affected by weak general construc-
tion activity, especially in the European Union, in the beginning
of 2003, but demand stabilized in the second half of the year.

Business development

Order intake for both surface and underground rock drilling
equipment, loaders, exploration equipment, associated con-
sumables and spare parts, and rental and service revenues
increased with the demand development. Market share gains
were achieved in some areas, most notably for surface drilling
equipment and for aftermarket products. Sales of light con-
struction equipment were largely unchanged compared with
the previous year for comparable units, but increased in total
thanks to the acquisition of Krupp Berco Bautechnik.

The focus on aftermarket business increased further by inte-
grating aftermarket as a responsibility within the operational
units. New aftermarket products and services were also intro-
duced. The share of revenues that comes from use-of-products,
or aftermarket, was 57% (56).

In early October, the business conducted by two companies,



Professional Diamond Drilling Equipment (Pty) Ltd and Mining
Drilling Services (Pty) Ltd, Johannesburg, South Africa, was
acquired. The combined annual revenue is approximately

MSEK 90 and there are 60 employees. Both companies serve

the African market with exploration drilling equipment and
are part of the Craelius division.

Later in October, trademarks, design, and sales channels
were acquired from the Chinese company Shenyang Rock
Drilling Machinery Co. Ltd. The acquired business has annual
sales of approximately MSEK 110 and employs some 220 people
and offers a good presence in the Chinese market as well as a
complementary product range. The company is part of the
Construction Tools division.

At the end of 2002, the business area announced the deci-
sion to integrate its loader/truck business with the drilling rig
business in Orebro. The transfer was largely completed in 2003
and some positive synergy effects in manufacturing, purchasing,
logistics, and administration could already be noted towards
the end of the year. As part of the transition, increased resources
are allocated for product development in the loader/truck busi-
ness. Effective January 1, 2004, the business area improved its
structure in Orebro to better serve its world-wide customer base
within the mining and construction industries, and three new
divisions were formed.

2003 2002 2001
Orders received 7980 7633 7282
Revenues 7894 7618 7 253
Operating profit 675 680 736
Operating margin, % 8.6 8.9 10.1
Return on capital employed, % 18 20 23
Investments 538 434 454
Average number of employees 5183 4706 4540

Orders received increased by 7% in volume for comparable units
which offset a negative currency effect of 7%. Structural changes
contributed 3% and prices 2%, resulting in a 5% increase in SEK.
Revenues totaled MSEK 7 894 (7 618), up 6% in volume. Oper-
ating profit ended at MSEK 675 (680) and operating profit margin
was 8.6% (8.9). The operating profit includes costs of MSEK 54
(68) related to restructuring of the loader production. Return on
capital employed, including restructuring costs, was 18% (20).

Productdevelopment

Customer productivity remained in focus for development of
new products and services. The business area launched a num-
ber of new and improved products and developed service con-
cepts. A surface drilling rig with radio remote control and excep-
tional rough-terrain capabilities was successfully introduced.
An upgraded 10-ton loader with much improved operator
comfort, safety, and serviceability was brought to market, as
well as a petrol driven drill and breaker and a range of after-
market products and services.

Competence development

During the year, the business area held a variety of training
activities involving products and business skills. The develop-
ment of computer-based training advanced, and the business
area continued to develop software systems to support its cus-
tomers. These training activities were carried out for customers
and employees and are also available on the Internet.

Bjorn Rosengren

Johan Halling

>

M Share of Group
revenues 18%
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Lars Engstrom John Noordwijk

Claes Ahrengart Patrik Nolaker
Business area management
Business Area Executive: Bjorn Rosengren

Construction and Mining Technique’s
divisions are:

¢ Rock Drilling Equipment
President Lars Engstrom

*Wagner, President John Noordwijk

*Secoroc, President Johan Halling

¢ Construction Tools, President Claes Ahrengart
e Craelius, President Patrik Nolaker

As of January 1, 2004, the two divisions Atlas
Copco Rock Drilling Equipment and Atlas Copco
Wagner were split into three divisions:
e Underground Rock Excavation

President Lars Engstrom
e Surface Drilling Equipment

President Stephan Kuhn

¢ Rocktec, President Roger Sandstrom

Revenues Earnings and return
MSEK MSEK %
9000 900 30
7500 750 25
6000 20
4500 15
3000 300 10
1500 150 5
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Revenue split

== Return on capital employed, %
Operating profit, MSEK

)

B North America 18%
M South America 8%

Europe 41%
Africa/Middle East 14 %
Asia/Australia 19%
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FINANCIAL STATEMENTS

Consolidated
ncome Statement

Amounts in MSEK 2003 2002
Revenues Note 3 44619 47 562
Cost of goods sold -30 640 -32803
Gross profit 13979 14759
Marketing expenses -4764 -4 980
Administrative expenses -2787 -3179
Research and development costs -878 -900
Goodwill amortization Note 3,5, 12 -463 —-650
Goodwill impairment Note 12 - -6 950
Other income and expenses from operations Note 6 223 21
Operating profit/loss 5310 -1689
Financial income and expenses Note 7 -397 -780
Profit/loss after financial items 4913 -2 469
Taxes Note 9 -1619 -1361
Minority interest Note 10 -20 -59
Profit/loss for the year 3274 -3889
Earnings/loss per share, SEK Note 11 15.62 -18.55
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FINANCIAL STATEMENTS

Consolidated
Balance Sheet

Amounts in MSEK Dec. 31,2003 Dec. 31, 2002
Assets
Fixed assets Intangible assets Note 12 11276 12 956
Tangible assets
Rental equipment Note 13 9127 11294
Other tangible assets Note 13 3971 4447
Financial assets
Deferred tax receivables Note 22 1434 1916
Other financial assets Note 14 336 26 144 363 30976
Current assets Inventories Note 16 5412 5782
Income tax receivables 172 283
Current receivables Note 17 9956 10271
Investments Note 18 531 277
Cash and bank Note 18 3647 19718 1079 17 692
Total assets 45 862 48 668

Shareholders’ equity and liabilities

Shareholders’ equity  Restricted equity Page 30

Share capital 1048 1048

Restricted reserves 9429 9783

Non-restricted equity Page 30

Retained earnings 7 264 13252

Profit/loss for the year 3274 21015 -3889 20194
Minority interest Note 10 53 160
Provisions Interest-bearing provisions

Pensions and similar commitments Note 21 1792 1778

Non-interest-bearing provisions

Deferred tax liabilities Note 22 3075 3466

Other provisions Note 23 1100 5967 1235 6479
Long-term liabilities Interest-bearing liabilities

Liabilities to credit institutions Note 24 6 957 10822

Non-interest-bearing liabilities

Other liabilities 191 7 148 202 11024
Current liabilities Interest-bearing liabilities

Liabilities to credit institutions Note 25 3042 2450

Non-interest-bearing liabilities

Income tax liabilities 562 376

Operating liabilities Note 26 8075 11 679 7 985 10811
Total shareholders’ equity and liabilities 45 862 48 668
Assets pledged Note 27 10 6
Contingent liabilities Note 27 1897 1797
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Consolidated Statement o
Changes in Shareholders’

Cquity

Number Share Restricted Retained
MSEK unless otherwise stated of shares capital reserves earnings Total
Opening balance, Jan. 1, 2002 209602 184 1048 11512 15008 27 568
Dividend to shareholders -1153 -1153
Provision for valuation of
employee stock option program -138 -138
Transfers between restricted
equity and retained earnings -1729 1729 -
Translation differences for the year -2194 -2194
Loss for the year -3889 -3889
Closing balance, Dec. 31, 2002 209602 184 1048 9783 9363 20194
Dividend to shareholders -1205 -1205
Reversal of provision for valuation of
employee stock option program 138 138
Transfers between restricted
equity and retained earnings -354 354 -
Translation differences for the year -1 386 -1 386
Profit for the year 3274 3274
Closing balance, Dec. 31, 2003 209 602 184 1048 9429 10538 21015

Please see note 19 for additional information.
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onsolidated
Cash Flow Statement

Amounts in MSEK 2003 2002
Operations
Operating profit/loss 5310 -1689
Depreciation and amortization 3313 3956
Goodwill impairment - 6 950
Capital gain/loss and other non-cash items -332 -447
Operating cash surplus 8291 8770
Net financial income/expense -397 -782
Dividends from associated companies 1 2
Cash flow from other items 211 187
Taxes paid -1307 -1255
Cash flow before change in working capital 6799 6922
Change in

Inventories 66 -57

Operating receivables 84 289

Operating liabilities 713 145
Change in working capital 863 377
Cash flow from operations 7 662 7 299
Investments
Investments in rental equipment -2 681 -2144
Investments in property and machinery -724 -965
Sale of rental equipment 1506 1402
Sale of property and machinery 170 356
Investments in intangible assets -313 -313
Sale of intangible assets 2 1
Acquisition of subsidiaries Note 2 -770 -706
Divestment of subsidiaries Note 2 - -6
Other investments, net -13 -37
Cash flow from investments -2823 -2412
Financing
Dividends paid -1219 -1165
Change in interest-bearing liabilities -676 -3568
Cash flow from financing -1895 -4733
Cash flow after financing 2944 154
Liquid funds
Liquid funds at beginning of year 1356 1343
Cash flow after financing 2944 154
Exchange-rate difference in liquid funds -122 -141
Liquid funds at year end 4178 1356
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Parent Compan

Income Statement

Balance Sheet

Amounts in MSEK Note 2003 2002 Amounts in MSEK Note Dec. 31,2003 Dec. 31,2002
Administrative expenses -204 -206 Assets
Research and development costs -2 -2 Fixed assets
Other income and Tangible assets 13 10 14
expenses from operations 6 69 65 Financial assets
Operating loss -137 -143 Deferred tax
. - receivables 22 7 7
Financial income and expenses 7 Bl 1508 Other financial assets 14 14743 14760 14026 14047
Profit after financial items 2454 1365 Current assets
Appropriations 8 -136 -113 Income tax receivables 25 17
Profit before taxes 2318 1252 Current receivables 17 9681 15577
Taxes 9 -269 -353 Investments 18 199 -
Profit for the year 2049 899 Cash and bank 18 2236 12141 37 15631
Total assets 26 901 29678
CaSh FIOW Statement Shareholders’ equity
Amounts in MSEK 2003 2002  andliabilities
Operations Share_holders’ gqunty
Operating loss -137 143 Restncted' equity 19
Depreciation and amortization ) 3 Share caplta]l 1048 1048
Capital gain/loss and other non-cash items -38 -2 Share premium reserve =954 3994
Operating cash surplus -172 -142 Legal reserve . 122 1737
Non-restricted equity 19
Net financial income/expense 2555 2232 Retained earnings 3734 3902
Taxes paid -276  -438 Profit for the year 2049 12562 899 11580
Cash flow before change in working capital 2107 1652 Untaxed reserves 20 1788 1652
Change in Provi_sions o
Operating receivables -357 -b526 Pen3|o.ns and similar
Operating liabilities 23 1174 commitments 2 38 38
Change in working capital -334 -1700 Other provisions z 6 a4 138 176
Long-term liabilities
Cash flow from operations 1773 -48 Interest-bearing
liabilities 24 6878 10 686
Investments Non-interest-
Investments in tangible fixed assets -2 -4 bearing liabilities 26 6904 46 10732
Acquisition of subsidiaries -182  -105 Current liabilities
Divestment of subsidiaries 98 - Interest-bearing
Other investments, net 7 liabilities 25 5208 5170
Cash flow from investments -79 -106 Operating liabilities 26 395 5603 368 5538
. . Total shareholders’
FD'i'\',?g:::f; oaid 1205 _1153  equityand liabilities 26901 29678
Change in interest-bearing liabilities 1909 1335 Assets pledged - -
Cash flow from financing 704 182 Contingent liabilities 27 226 261
Cash flow after financing 2398 28
Liquid funds
Liquid funds at beginning of year 37 9
Cash flow after financing 2398 28
Liquid funds at year end 2435 37
Statement of changes in shareholders’ equity
Share premium Retained
Number of shares  Share capital reserve Legal reserve earnings Total
Opening balance, Jan. 1, 2002 209 602 184 1048 3994 1737 5193 11972
Dividend to shareholders -11563 -1153
Provision for valuation of
employee stock option program -138 -138
Profit for the year 899 899
Closing balance, Dec. 31, 2002 209 602 184 1048 3994 1737 4801 11580
Dividend to shareholders -1205 -1205
Reversal of provision for valuation of
employee stock option program 138 138
Profit for the year 2049 2049
Closing balance, Dec. 31, 2003 209 602 184 1048 3994 1737 5783 12 562

Please see Note 19 for additional information.
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Notes

MSEK unless otherwise stated

’I Accounting principles

Atlas Copco AB (Atlas Copco or the Group) is a company head-
quartered in Stockholm, Sweden. The consolidated financial
statements of Atlas Copco have been prepared in accordance
with the Swedish Annual Accounts Act and standards, hereafter
referred to as “RR”, issued by the Swedish Financial Account-
ing Standards Council as well as interpretations issued by the
Swedish Accounting Emerging Issues Task Force. The financial
statements are presented in Swedish kronor, rounded to the near-
est million. They are prepared on the historical cost basis except
for those items disclosed in the following accounting principles.

Change in accounting principles

The following accounting standards issued by the Swedish
Financial Accounting Standards Council became effective Jan-
uary 1, 2003: RR2:02 Inventory; RR 22 Presentation of Finan-
cial Statements; RR 25 Segment Reporting; RR 26 Events After
the Balance Sheet Date; RR 27 Financial Instruments—Disclo-
sure and Presentation, and RR 28 Government Grants. Stan-
dards RR 2:02 Inventory and RR 28 Government Grants deal
with the accounting for the respective areas while the other stan-
dards prescribe the format and disclosure of information in the
financial statements. The adoption of these accounting and
reporting principles did not have a significant impact on the
Group’s earnings or financial position.

Classification

Fixed assets, long-term liabilities and provisions are comprised
primarily of amounts that are expected to be realized or paid in
periods more than 12 months after the balance sheet date. Current
assets and current liabilities are comprised primarily of amounts
expected to be settled whithin 12 months of the balance sheet date.

Consolidation

The Consolidated Income Statement and Balance Sheet of the
Atlas Copco Group include all companies in which the Parent
Company, directly or indirectly exercises control.

The consolidated financial statements have been prepared in
accordance with the purchase method whereby assets and
liabilities of acquired companies are reported at fair value at
the time of acquisition. Any excess of the purchase price over
the fair value is accounted for as goodwill.

Earnings of companies acquired during the year are report-
ed in the Consolidated Income Statement from the date of
acquisition. The gain or loss on companies divested during the
year is calculated on the basis of the Group’s reported net assets
in such companies including earnings to the date of divestment.

Intra-group balances and transactions, and any unrealized
gains arising from intra-group transactions, are eliminated in
preparing the consolidated financial statements.

Associated companies

Companies in which the Atlas Copco Group controls between
20 and 50% of the voting rights, and in which it has a substantial
ownership involvement, are reported as associated companies.

Holdings in associated companies are reported in the Con-
solidated Income Statement and Balance Sheet in accordance
with the equity method.
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Atlas Copco’s share of income after net financial items in asso-
ciated companies is reported in the Income Statement, under
the heading Other income and expenses from operations. Atlas
Copco’s portion of taxes in associated companies is reported in
the consolidated tax expense.

The related acquisition costs are reported under financial
assets in the Balance Sheet, after adjustments for shares of
income, less dividend received. Undistributed income in these
companies is reported among restricted reserves in consoli-
dated shareholders’ equity.

Unrealized gains arising from transactions with associates
are eliminated to the extent of the Group’s interest.

Foreign currency

Foreign currency transactions

Transactions in foreign currencies are translated at the foreign
exchange rate ruling at the date of the transaction. Receivables
and liabilities denominated in foreign currencies are translated
using the foreign exchange rate at the balance sheet date.
Exchange rates for major currencies used in the year-end
accounts are shown in note 28.

Translation of accounts of foreign subsidiaries

Atlas Copco applies the current-rate method in translating the
accounts of foreign subsidiaries, in accordance with the stan-
dards of RR. In applying this method, the subsidiaries are pri-
marily reported as independent units with operations conducted
in foreign currencies and in which the Parent Company has a net
investment. The exceptions to this approach are those subsidiar-
ies, which are located in high-inflation countries, and those
referred to as integrated companies. The accounts of such sub-
sidiaries are translated according to the monetary method.

In accordance with the current-rate method, all assets and
liabilities in the balance sheets of subsidiaries are translated at
year-end rates, and all items in the income statements at the
average exchange rate for the year. Translation differences that
arise are reported directly as a component of shareholders’
equity and are not included in current earnings.

When divesting of subsidiaries considered to be independent,
the accumulated translation differences less the effects of hedges
of the net investment are recognized as a capital gain or loss.

For those subsidiaries’ financial statements that are trans-
lated in accordance with the monetary method, all non-monet-
ary items such as real estate (land and buildings), machinery
and equipment, inventories and shareholders’ equity are trans-
lated at the historical acquisition date exchange rates. Monet-
ary items are translated at year-end rates. The income state-
ment has been translated at the average rate for the year except
for cost of goods sold and depreciation, which have been trans-
lated at the historical rate. Differences arising from the transla-
tion of the accounts for these companies have been included in
the Income Statement.

Intangible fixed assets
Goodwill

Goodwill arising on an acquisition represents the excess of the
cost of the acquisition over the fair value of the net identifiable

Note 1, to be continued.
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Note 1, continued.
assets acquired. Goodwill is stated at cost less accumulated
amortization and impairment losses.

Goodwill is amortized over its estimated useful life. Good-
will is evaluated for impairment on a regular basis by estimating
the discounted future cash flows of the business to which the
goodwill relates.

Research and development costs

Expenditure on research activities, undertaken with the
prospect of gaining new scientific or technical knowledge is
expensed in current earnings as incurred.

Expenditure on development activities, whereby research
findings are applied to a plan or design for the production of
new or substantially improved products or processes, is capital-
ized if the product or process is technically or commercially
feasible. The expenditure capitalized includes the cost of mate-
rials, direct labor and an appropriate proportion of overheads.
Capitalized development expenditure is stated at cost less accu-
mulated amortization and impairment losses.

Other intangible assets

Expenditure on acquired patents, trademarks, rental rights and
licenses is capitalized and amortized using the straight-line
method over their useful lives, but not exceeding 20 years.
Computer software is capitalized and amortized over their esti-
mated useful life normally not to exceed 4 years.

Tangible assets

Property, plant and equipment

Items of property, plant and equipment are stated at cost less
accumulated depreciation and impairment losses.

Rental equipment

The rental fleet includes a broad selection of equipment rang-
ing from small items such as pumps, generators and electric
hand tools to larger equipment such as air compressors, dirt
equipment, aerial manlifts, skid-steer loaders, and backhoes.
Rental equipment is recorded at cost and is depreciated over
the estimated useful lives of the equipment using the straight-
line method. The range of estimated useful lives for rental
equipment is 1 to 12 years. Rental equipment is depreciated to
a salvage value of 0—10% of cost. Ordinary repair and main-
tenance costs are included in current operations as incurred.

Depreciation and amortization

Depreciation and amortization is calculated based on the ori-
ginal cost using the straight-line method over the estimated
useful life of the asset.

The following economic lives are normally used for depreci-
ation and amortization:

Years

Goodwill and other intangible assets
strategic acquisitions 20-40
other acquisitions 5-10
product development 3-5
other intangible assets 3-20
Buildings 25-50
Machinery, technical plant and equipment 3-10
Vehicles 4-5
Computer hardware and software 3-5
Rental equipment 1-12
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Impairment

The carrying amount of the Group’s assets excluding invento-
ries and deferred taxes are reviewed regularly to determine
whether there is any indication of impairment. If any such
indication exists, the asset’s recoverable amount is estimated.
The recoverable amount is the greater of their net selling price
and value in use. In assessing value in use, the estimated future
cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the
time value of money and the risks specific to the asset.

An impairment loss is recognized whenever the carrying
amount of the asset or its cash-generating unit exceeds its
recoverable amount. Impairment losses are recognized in the
income statement.

Leased assets

Leases are classified in the consolidated financial statement as
either finance leases or operating leases. A finance lease entails the
transfer to the lessee, to a material extent, of the economic risks
and benefits associated with ownership. If this is not the case, the
lease is accounted for as an operating lease. Accounting for
finance leases implies that the fixed asset in question is reported as
an asset in the balance sheet and that a corresponding liability is
recorded. Fixed assets under financial leases are depreciated over
their estimated useful lives, while the lease payments are reported
as interest and amortization of the lease liability. An operating
lease implies that there is no asset or liability to report in the Bal-
ance Sheet. In the Income Statement, the costs of operating leases
are distributed over the term of the lease.

Inventories

Inventories are valued at the lower of cost or net realizable
value. Net realizable value is the estimated selling price less the
estimated costs of completion and selling expenses. Inventories
are based on the first-in first-out principle and include the costs
in acquiring them and bringing them to the existing location
and condition. Manufactured inventories and work in progress
include an appropriate share of overheads. Inventories are
reported net of deductions for obsolescence and internal prof-
its arising in connection with deliveries from the production
companies to the sales companies.

Trade receivables

Trade receivables are carried at the original inovice amount to
customers less an estimate made for doubtful receivables based
on regular reviews of the uncollectible amounts.

Financial investments and cash and bank

Financial and other investments that are to be held to maturity
are valued at amortized cost. Investments intended for trading
are valued at the lower of cost or market.

Cash and bank include cash balances and short term highly
liquid investments that are readily convertible to known
amounts of cash.

Provisions
A provision is recognized in the balance sheet when the Group
has a legal or constructive obligation as a result of a past event,
and it is probable that an outflow of economic benefits will be
required to settle the obligation.

A provision for warranties is charged as cost of goods sold
at the time the products are sold based on the estimated cost
using historical data for level of repairs and replacements.




A provision for restructuring is recognized when the Group has
approved a detailed and formal restructuring plan, and the
restructuring has either commenced or has been announced
publicly. Future operating costs are not provided for.

Interest-bearing liabilities

Interest-bearing liabilities are recognized initially at cost, less
attributable transaction costs. Subsequent to intial recognition,
interest-bearing borrowings are stated at amortized cost.

Employee benefits

Obligations for contribution to defined contribution plans are
recognized as an expense in the income statement as incurred.
The Group also has a number of defined benefit plans related
to pensions and post-retirement health care benefits, which are
reported in accordance with the accounting principles for the
respective country.

In connection with the employee option and share appreci-
ation right programs, Atlas Copco has entered into an agree-
ment with banks. The agreement hedges the risk of increases in
the share price but requires Atlas Copco to reimburse the bank
in case the share price is less than the acquisition cost at the end
of the option program. The effects of the declines in the price
of Atlas Copco shares are recorded as a provision with a corre-
sponding amount being recorded directly to equity. Subse-
quent reversals of provisions are also recorded directly to equi-
ty. All other costs for the employee option/share appreciation
right programs are included in current earnings.

Revenue Recognition

Revenues are recorded net of sales taxes, discounts and other
similar deductions. Exchange rate variances for sales in foreign
countries are accounted for as other income and expenses.

Goods sold and services rendered

Revenue from sale of goods is recognized when delivery has
occurred and the significant risks and rewards of ownership
have been transferred to the buyer. Revenue from services is
recognized in current earnings in proportion to the stage of
completion of the transaction at the balance sheet dates pro-
viding that a reliable profit estimate can be made.

Rental operations

Revenues are derived and recognized from the rental of equip-
ment on a daily, weekly or monthly basis, as well as from sales of
parts, supplies, and new and used equipment. Customers vary
widely by location and consist of the following general categor-
ies: construction, industrial, public sector and homeowners.

Government Grants

A government grant is recognized in the balance sheet when there
is reasonable assurance that it will be received and the Group will
comply with the conditions attaching to it. Government grants
that compensate the Group for expenses incurred are recognized
in the income statement on a systematic basis in the same periods
in which expenses are incurred. Grants that compensate the
Group for the cost of an asset are recognized in the income state-
ment on a systematic basis over the useful life of the assets.

Borrowings and borrowing costs

Interest-bearing liabilities are initially recognized at cost, less
attributable transaction costs. Subsequent to initial recogni-
tion, interest-bearing borrowings are stated at amortized cost
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with any difference between cost and redemption value being
recognized in the income statement over the period of the bor-
rowings on an effective interest basis.

Borrowing costs are recognized as an expense in the period
in which they are incurred regardless of how the borrowings
are applied.

Related party transactions

The Group sells various products and purchases goods through
certain non-consolidated affiliates. These transactions are general-
ly made on commercial terms that are similar to those prevailing
with unrelated parties. See note 15 for additional information.

Derivative financial instruments and hedging
Derivative instruments

The Group uses a number of different derivative financial
instruments to hedge its exposure to foreign exchange and
interest rate risks arising from operational, financing and
investment activities. Derivative instruments that are not held
for hedge accounting are classified as being held for trading
purposes and accounted for at the lower of cost or fair value on
a portfolio basis.

Adjustments for derivative instruments with positive fair
value are reported in the balance sheet as “Current receivables”
while adjustments to derivatives with negative fair value are
reported as “Current operating liabilities”. Financial assets and
liabilities including derivative financial instruments are general-
ly not reported net since there is no legally enforceable right for
set-off and there is no intent to settle on a net basis or settle the
asset and the liability at the same time.

Hedging

Forward contracts and foreign exchange options

The Group enters into hedges whereby forward contracts or for-
eign exchange options are used to hedge certain future transac-
tions based on forecasted cash flows. Gains and losses on these
instruments are deferred and recognized in the income statement
in the same period that the hedged transaction is recognized.

Interest rate and cross currency interest rate swaps

When a loan in a foreign currency has been converted to a dif-
ferent currency through the use of a swap agreement, the loan
is translated using the foreign exchange rate at the balance
sheet date. The related swap agreement is also adjusted to year-
end exchange rate for the instrument as of the balance sheet
date. The adjustments are recorded separately in the financial
statements but the net effect is to value the loan to the year-end
exchange rate for the swapped currency. Adjustments to fair
value related to changes in interest rates are deferred.

Net investments in foreign subsidiaries

Group policy stipulates that derivative instruments such as for-
ward contracts, swaps or options shall not be used to hedge the
net assets of a foreign subsidiary as these derivative instru-
ments can result in cash flow risks at rollover dates.

Income taxes

Income taxes include both current and deferred taxes in the
consolidated accounts. A current tax liability or asset is recog-
nized for the estimated taxes payable or refundable for the cur-
rent year. The calculation of deferred taxes is based on the dif-
ferences between the values reported in the balance sheet and

Note 1, to be continued.
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Note 1, continued.

Group and shareholders contributions—Parent Company

their respective values for taxation which are referred to as
temporary differences. The liability method is applied in the
calculation of deferred taxes including the use of the enacted
tax rate for the individual tax jurisdiction. A deferred tax
asset is recognized only to the extent that it is probable that
future taxable profits will be available against which the asset
can be utilized. Deferred tax assets are reduced to the extent
that it is no longer probable that the related tax benefit will be
realized.

Group contributions are accounted for according to their eco-
nomic substance. Group contributions that are the equivalent of
dividends are accounted for similarly and contributions received
as well as the related tax effect are included in earnings.

Shareholder’s contributions are capitalized as an invest-
ment in shares and participations except in those cases where
the investment as impaired in which case the investment is writ-
ten down to its fair value.

New accounting principles 2004

Income taxes—Parent Company

In accordance with the Swedish Accounting Standard RR 9,
deferred taxes have been recorded on temporary differences
between the values reported on the balance sheet and those
reported for taxation. Also in accordance with this standard,
allocations to untaxed reserves continue to be reported on a
gross basis in the parent company accounts. In the consolida-
tion, these reserves are allocated to deferred taxes and restrict-
ed equity with changes in the reserves being recorded as
deferred taxes in current earnings.

As of January 1, 2004, the Group will be implementing the
Swedish standard RR 29 Employee Benefits that agrees in all
material aspects with IAS 19. The Group has a number of defined
benefit plans and post-retirement health care benefits that have
previously been reported in accordance with the accounting stan-
dards in the respective country. The adoption of this standard will
increase the respective liabilities by approximately 700. In accor-
dance with RR 5 Accounting for Changes in Accounting Princi-
ples, the increase in liabilities will be charged to stockholders’
equity and will total approximately 450, net of applicable taxes.

2 Acquisitions and divestments of subsidiaries

The following table summarizes the significant acquisitions and divestments during the years 2002 and 2003:

Number of
Date Acquisitions Divestments Business area Revenues* employees*
2003 Oct. 31 Shenyang Rock Drilling Machinery Construction and
Mining Technique 110 220
2003 Oct. 1 Professional Diamond Drilling
Equipment + Mining Drilling
Services Construction and Mining Technique 90 60
2003 Aug.8 Puska Pneumatic Compressor Technique 100 25
2003 April4  DreBo Werkzeugfabrik Industrial Technique 230 160
2002 Aug. 22 Revathi Equipment Industrial Technique 100 114
2002 June 3  Krupp Berco Bautechnik Construction and Mining Technique 600 420
2002 April 18 Liuzhou Tech Machinery Co Compressor Technique 100 190
2002 April 17 MAI-Ankertechnik Construction and Mining Technique 70 15

*) Annual revenues and number of employees at time of acquisition/divestment.

The Group acquired 100 % of the voting shares for the acquisitions li
of consolidation.

sted above and were accounted for using the purchase method

The fair value of assets and liabilities from companies acquired/divested during the year.

Acquisitions Divestments

2003 2002 2003 2002

Fixed assets 673 715 -10
Inventories 131 214 -12
Receivables 163 194 -27
Liquid funds 59 21 -82
Interest-bearing liabilities -5 -150 1
Other liabilities and provisions -197 -417 90
Capital gain/loss -35
Purchase price 824 577 -75
Liquid funds in acquired/divested companies -59 -21 82
Interest-bearing liabilities in acquired/divested companies 5 150 -1
770 706 - 6

Interest-bearing liabilities in acquired/divested companies are included in the cash flow statement under Change in interest-bearing

liabilities.
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3 Segmentinformation

Atlas Copco’s operations are managed on a worldwide basis
in four business areas: Compressor Technique, Rental Service,
Industrial Technique, and Construction and Mining Tech-
nique. These business areas coincide with the definition for
business segment reporting in that they offer different products
and services to different customer groups. These business seg-
ments are also the basis for the Group’s management and inter-
nal reporting structure.

The Group comprises the following main business areas:

* The Compressor Technique business area develops, manufac-
tures, markets, distributes, and services oil-free and oil-inject-
ed stationary air compressors, portable air compressors, gas
and process compressors, turbo expanders, electrical power
generators, air treatment equipment (such as compressed air
dryers, coolers, and filters) and air management systems.
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» The Rental Service business area provides equipment rental
and related services to the construction and industrial mar-
kets via stores located throughout the United States, Canada,
and Mexico.

* Industrial Technique’s business concept is to develop, manu-
facture, and market industrial power tools and assembly sys-
tems, as well as professional electric power tools.

* The Construction and Mining Technique business area devel-
ops, manufactures, and markets rock drilling tools, tunneling
and mining equipment, surface drilling rigs, loading equip-
ment, exploration drilling equipment, and construction tools.

Common Group Functions includes those operations, which
serve all business areas or the group as a whole. The accounting
policies of the segments are the same as those described in note 1.
Atlas Copco’s intersegment pricing is determined on a commer-
cial basis.

Construction Common

Compressor Rental Industrial and Mining Group
2003 Technique Service Technique Technique Functions  Eliminations Group
Revenue from
external customers 15891 10410 10477 7 841 44619
Inter-segment revenue 154 4 49 53 -260 -
Total revenue 16 045 10414 10526 7894 -260 44 619
Operating profit 2962 837 1051 675 -234 19 5310
—whereof income from
associated companies 5 5
Non-cash expenses
Depreciation/amortization 433 1832 310 283 18 -26 2850
Goodwill amortization 47 210 147 54 5 463
Other non-cash expenses 101 -32 -56 38 -10 - a1
Segment assets 7993 17 260 8097 5242 2131 -738 39985
—whereof goodwill 345 6531 3066 679 51 10672
Investment in
associated companies 49 13 1 63
Unallocated assets 5814
Total assets 45 862
Segment liabilities 3597 1503 1738 1440 1921 -833 9366
Unallocated liabilities 15428
Total liabilities 24794
Capital expenditure (excluding acquisitions)
Tangible fixed assets 467 2171 247 538 10 -28 3405
Intangible fixed assets 168 99 46 313
Goodwill 41 344 89 61 535
Total capital expenditure 676 2171 690 673 71 -28 4253

Note 3, to be continued.
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Note 3, continued.

Construction Common
Compressor Rental Industrial  and Mining Group Elimi-
2002 Technique Service Technique Technique Functions nations Group
Revenue from external customers 15831 12813 11349 7 569 47 562
Inter-segment revenue 162 16 132 49 -359 -
Total revenue 15993 12829 11481 7618 -359 47 562
Operating profit 3005 -6 264 1050 680 -198 38 -1689
—whereof income from
associated companies 2 2
Non-cash expenses
Goodwill impairment 6 950 6 950
Depreciation/amortization 370 2339 331 274 18 -26 3306
Goodwill amortization 43 407 157 42 1 650
Other non-cash expenses 1 -80 49 39 - 1 10
Segment assets 7815 22039 8991 5250 1484 -568 45011
—whereof goodwill 367 8137 3440 654 2 12 600
Investment in associated companies 52 23 75
Unallocated assets 3582
Total assets 48 668
Segment liabilities 3410 1285 1872 1471 1814 -430 9422
Unallocated liabilities 18892
Total liabilities 28314
Capital expenditure (excluding acquisition)
Tangible fixed assets 387 2019 296 434 11 -38 3109
Intangible fixed assets 206 55 52 313
Goodwill 75 521 596
Total capital expenditure 668 2019 351 1007 11 -38 4018
Segment assets comprise the sum of tangible and intangible Group
fixed assets, other long-term receivables, inventories, and 2003 2002
current receivables. Segment liabilities comprise the sum of Revenues by geographic area
non-interest bearing liabilities such as other provisions, other North America 18879 22750
long-term liabilities, and operating liabilities. Capital expendi- South America 1424 1606
. . . . . Europe 15839 15187
ture includes tangible, intangible fixed assets as well as goodwill .
but excludes the effect of acquisitions. of which Sweden 847 846
of which EU 12718 12 404
G Africa/Middle East 2620 2294
roup . )
2003 2002 Asia/Australia 5857 5725
Revenues from external customers 44619 47562
are comprised of the following categories: Segment assets by geographic area
Equipment sales 22835 23959 North America 23310 29544
Use-of-products 21784 23603 South America 506 518
Total Revenues 44619 47 562 Europe 13318 12504
of which Sweden 3756 3168
Use-of-products comprises accessories, consumables, spare of which EU 12802 11968
K ) o ? ’ Africa/Middle East 655 614
parts, service, mamtenar.lce, training, and rental. Asia/Australia 2196 1831
Revenues and operating profit per quarter are shown on 39985 45011
page 59. Capital expenditure by geographic area
All business areas are managed on a worldwide basis with its North America 2386 2232
own sales operation and strive to maintain close and long-term South America 60 58
relations with its customers. The revenues presented for the geo- Europe 1374 1517
graphical segments are based on the location of the customers of which Sweden 342 326
while assets are based on the geographical location of the assets. of which EU 1085 1482
Africa/Middle East 139 57
Asia/Australia 294 154
4253 4018
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4 Employees and personnel expenses

Average number of employees

2003 2002
Women Men Total Total
Parent Company
Sweden 33 39 72 65
Subsidiaries
North America 1662 7325 8987 9725
South America 158 973 1131 1056
Europe 1891 9549 11440 11241
of which Sweden 401 2149 2550 2513
of which EU 1775 8919 10 694 10426
Africa/Middle East 221 885 1106 955
Asia/Australia 447 2524 2971 2745
Total in subsidiaries 4379 21256 25635 25722
Grand total 4412 21295 25707 25787
Women in Atlas Copco Board and Management, %
2003 2002
Parent Company
Board of Directors excl. union representatives 11 10
Group Management 22 22
Group
Board of Directors 5 5
Executive management 9 9
Salaries and other remuneration
2003 2002
Board Other Board Other
& Presi- employ-  &Presi- employ-
dents ees dents ees
Parent Company
Sweden 18 a1 24 35
of which bonuses 4 6
Subsidiaries
North America 32 3374 36 4308
South America 10 162 10 168
Europe 116 4101 119 3993
of which Sweden 10 838 11 828
of which EU 105 3877 105 3773
Africa/Middle East 10 206 6 106
Asia/Australia 20 447 21 449
Total in subsidiaries 188 8290 192 9024
of which bonuses 24 20
Grand total 206 8331 216 9059
Group Parent Company
2003 2002 2003 2002
Salaries and other
remuneration 8537 9275 59 59
Contractual pension
benefits for Board
members and Presidents 20 14 4 2
Contractual pension
benefits for other
employees 659 699 26 22
Other social costs 1732 1690 19 20
Total 10948 11678 108 103
Capitalized pension
obligations to Board
members and Presidents 44 46 20 21

FINANCIAL STATEMENTS

Remuneration and other fees for members of the Board, the
President and CEO, and other members of the Group Management
Principles

The Chairman of the Board and the Board Members are remu-
nerated in accordance with the decision taken at the Annual
General Meeting.

The remuneration to the President and CEO, and other
members of Group Management (eight positions) consists of
an annual base salary, variable compensation, other benefits,
retirement benefits and stock option/share appreciation rights
entitlements. The variable compensation plan is limited to a
maximum percentage of the base salary. No fees are paid for
Board memberships in Group companies or any other com-
pensation for other duties that they may perform outside the
immediate scope of their positions.

Board of Directors

In 2003, the Chairman of the Board received a board fee of

sex 1 000 000 (whereof Anders Scharp 250 000 for three
months and Sune Carlsson 750 000 for nine months). The

Vice Chairman (Jacob Wallenberg) received sk 350 000. The
Board members Sune Carlsson, Lennart Jeansson and Michael
Treschow received SEk 68 750 each for the first three months,
while Anders Ullberg and Staffan Boman received SEk 206 250
for nine months. Kurt Hellstrom, Thomas Leysen, Charles
Long, and Ulla Litzén received Sex 275 000 each. Charles Long
also received SEK 323 160 for Board Membership of Atlas
Copco North America Inc. Employee representatives received
a total amount of SEx 24 000. Additionally, members of the
audit committee, Sune Carlsson, Thomas Leysen, and Ulla
Litzén, received Sex 70 000 each, and members of the remuner-
ation committe, Sune Carlsson, Jacob Wallenberg, and Kurt
Hellstrom, received SEx 30 000 each.

President and CEO

The President and Chief Executive Officer (CEO), Gunnar
Brock, had a base annual salary of sex 6 500 000. The variable
compensation is calculated as 1 per mille of the Profit after
financial items of the Atlas Copco Group, exceeding MSEK 2 000.
The variable compensation can give maximum 70% of the base
salary paid. Total cost for remuneration and other benefits to
Gunnar Brock amounted to Sex 12 751 355 in 2003. No vari-
able compensation was paid in 2003 as the Atlas Copco Group
reported a loss for 2002.

The CEO is a member of Atlas Copco Group Pension Policy
for Swedish Executives, which is a defined contribution plan.
He is entitled to retire at the age of 60. The contribution is age
related and is 35% of the base salary, and includes provisions
for survivor’s pension. The variable compensation is not pen-
sion-entitled. In addition he is entitled to a disability pension
of 50% of his base salary. The cost for the disability pension in
2003 was sex 288 688. These pension plans are vested. Pension
payments are planned to be for life time.

Other members of the Group Management (eight positions)

As a principle, base salary is for position and general perfor-
mance, whereas variable compensation is for a combination of
the financial performance of the Group and individual results.
The variable compensation can amount to maximum 40 or

Note 4, to be continued.
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Note 4, continued.

50% of the base salary. In 2003, the total cost for remuneration
and other benefits to other Group Management members
amounted to SEK 29 143 860 of which sex 17 491 842 was base
salaries and SEK 3 372 968 variable compensation.

All Swedish members of the Group Management have a
defined contribution pension plan, with contribution ranging
from 25% to 35% of base salary percentage varying according to
age. Also, the executives not based in Sweden have a defined con-
tribution plan and one of them has in addition a defined benefit
plan in his home country. These pension plans are vested. Pen-
sion payments are planned to be for life time.

The retirement age is 65 with the exception of one of the
executives who is entitled to retire at the age of 60, with an early
retirement pension payable from the early retirement date to the
age of 65. The amount of pension depends on when the agree-
ment is invoked, but is maximized to 60% of the pensionable
salary. After age 65 this payment ceases and the pension, as per
the defined contribution plan, takes over. As a prerequisite,
maximum 20% of full time unpaid consultancy work for the
company between early retirement and age of 65 is required.

Termination of employment
The principle for termination of the CEO’s employment is that,
if either party intends to terminate the Contract, a notice time
of six months is stipulated. The CEO is entitled to a severance
pay of 12 months if the Company terminates the employment
and a further 12 months if other employment is not available.
Other members of the Group Management are entitled to
severance pay, if the Company terminates their employment.
The amount of severance pay is depending on the length of
employment with the company and the age of the executive, but
is never less than 12 months and never more than 24 months.
Any income that the executive receives from employment
or other business activity, whilst severance pay is being paid,
will reduce the amount of severance pay accordingly.

proposed compensation to the President and CEO for approval
by the Board. The committe also supported the President and
CEO in determining the compensation for the other members
of Group Management.

The number of options/share appreciation rights granted in
2003, as well as holdings at December 31, are detailed below.
Board members, except CEO, have not been granted any
options/share appreciation rights.

Options/share appreciation rights’,
grants and holdings for Group Management

Call options Stock options/Share appre-

holdings as at ciation rights holdings

Dec. 31, 2003 as at Dec. 31, 2003

Grant year 1998 1999 2000 2001 2002

CEO 0 0 0 0 22112
Other members
of Group Mana-

gement 8459 12651 49752 57122 66 336

Holdings as at Dec. 31, 2003
Share appre-

Stock options ciation rights

Granted 2003 Number Value, SEK>  Number Value, SEK’
CEO 22112 663 360 0 0
Other members
of Group Mana-
gement 44224 1326720 22112 663360

1) Terms for the stock option/share appreciation rights program are detailed
on page 18.

2) Total estimated market value at grant date. The value has been calculated
by using the Black & Scholes model with interest rates prevailing at the
grant date and a volatility of 35% as the significant assumptions. Since
the options/rights are non-transferable, the theoretical values according
to the Black & Scholes model were reduced by 30 %. The value of the
stock option/right at the grant date has been calculated to sek 30.

Remuneration to auditors

Audit fees and consultancy fees to auditors, for advice or assis-
tance other than audit, were as follows:

Both for CEO and for other members of Group Management Group Parent Company
. . 2003 2002 2003 2002
the basis for the severance pay is the base salary only. No one of KPMG
them has any possibility to release any severance pay. Audit fee 22 24 2 2
Other 18 17 1 1
Remuneration committee Other audit firms
In 2003 Sune Carlsson, Jacob Wallenberg, and Kurt Hellstrém Audit fee 2 3 -
were members of the remuneration committee. The committee 42 44 3 3
Remuneration and other benefits (annual amounts)
Fee/ Variable Other Pension Options/share
SEK base salary compensation’ benefits? fees? appr. rights3  Other fees?* Total
Chairman of the board 1000000 100 000 1100000
Vice chairman 350 000 30000 380 000
Board member
Charles Long 598 160 598 160
Other members of the board 1467 750 170 000 1637 750
President and CEO 6500 000 2913000 176 451 2498 544 663 360 12751 355
Other members of
Group Management 17 491 842 3372968 704168 5617320 1990 080 29176 378
Total 27 407 752 6285 968 880619 8115864 2 653440 300000 45643643

1) Refers to cost accounted for in 2003.

2) Refers to vacation pay, company car and medical care insurance for executives in Sweden.

3) Total estimated market value at grant date. The value has been calculated by using the Black & Scholes model with interest rates prevailing at the grant date
and a volatility of 35% as the significant assumptions. Since the options/rights are non-transferable, the theoretical values according to the Black & Scholes
model were reduced by 30 %. The value of the stock option/right at the grant date has been calculated to sex 30.

4) Refers to fees for membership in audit- and remuneration committees.
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For 2002 and 2003, KPMG are the auditors of the Group,
appointed for four years at the Annual General Meeting 2002.
Other fees to KPMG are comprised primarily of consultancy
on tax and accounting matters.

5 Amortization and depreciation

Group Parent Company
2003 2002 2003 2002
Goodwill 463 650 - -
Product development 71 18 - -
Other intangible assets 14 12 - -
Buildings 113 145 - -
Machinery and other
technical plant 478 553 - -
Equipment, etc. 214 245 3 3
Rental equipment 1960 2333 - -
3313 3956 3 3

Amortization of intangible assets excluding goodwill are
recognized in the following line items in the income statement:

Group

2003 2002

Cost of goods sold 6 3
Marketing expenses 3 4
Administrative expenses 5 5
Development costs 71 18
85 30

6 Otherincome and expenses from operations

Group Parent Company

2003 2002 2003 2002

Restructuring costs -54 -116 - -
Other operating income 281 329 85 69
Other operating expenses -4 -2 -16 -4
223 211 69 65

Restructuring for 2003 is comprised of costs of 54 in the Con-
struction and Mining Technique Business Area. For 2002 these
items include costs of 68 in the Construction and Mining Tech-
nique Business Area and 48 in the Industrial Technique Busi-
ness Area.

Other operating income includes profits from insurance
operations 87 (57), capital gains on the sale of fixed assets
totaling 35 (137), commissions received of 9 (27), capital gain
on sale of companies 0 (28), and exchange-rate gains attribut-
able to operations of 126 (69).

Other operating income for the parent company consists
primarily of commissions received totaling 66 (55).

FINANCIAL STATEMENTS

7 Financial income and expenses

Group Parent Company
2003 2002 2003 2002
Profit from shares
in Group companies
Dividends received 1336 703
Group contributions 1097 1060
Capital gain on
divestment of shares 24 -
Write-downs - -724
2457 1039
Profit from financial fixed assets
Dividends received - 2 - -
Interest income
Group companies 494 370
Others 15 14 - -
Capital gains - 2 - 2
15 18 494 372
Other interest income
Interest income
Group companies 198 810
Others 344 293 307 259
344 293 505 1069
Interest and
similar expenses
Interest expense
Group companies -80 -96
Others -745 -1029 -579 -862
Foreign exchange
differences -11 -62 -206 -14
-756 -1091 -865 -972
Financial income
and expenses -397 -780 2591 1508

The interest portion of provision for pensions is not classified
as operating expense but is shown as interest expense for both
Swedish and foreign companies. The amount is based on the
average of the opening and closing pension provisions. For
Swedish companies, interest has been calculated at 5.3% (6.3).
The interest portion for 2003 amounted to 81 (81), of which
Swedish companies accounted for 7 (7). In the parent company,
the corresponding amount was 2 (2).

8 Appropriations—Parent Company

Tax legislation in Sweden and in certain other countries allows
companies to retain untaxed earnings through tax-deductible
allocations to untaxed reserves. By utilizing these regulations,
companies can appropriate and retain earnings within the busi-
ness without being taxed. The untaxed reserves created in this
manner cannot be distributed as dividends.

The untaxed reserves are subject to tax only when they are
utilized. If the company reports a loss, certain untaxed reserves
can be utilized to cover the loss without being taxed.

Parent Company

2003 2002
Appropriation to tax allocation reserve, net -177 -155
Dissolution of foreign exchange reserve a1 42
-136 -113

If the parent company reported deferred tax on appropriations
as reported in the consolidated accounts, deferred tax expense
would have amounted to —38 (-32).
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9 Taxes
Group Parent Company
2003 2002 2003 2002
Current taxes
Sweden -269 -353 -269 -353
Other countries -1038 -902
Deferred taxes -310 -103 0 0
Taxes in associated
companies -2 -3
-1619 -1361 -269 -353

The following is a reconciliation of the companies’ weighted
average tax based on the national tax for the country as com-
pared to the actual tax charge:

Group
2003 2002
Profit/loss after financial items 4913 -2469

Weighted average tax based
on national rates -1583 1237

—In% 32.2 50.1

Tax effect of:

'I 0 Minority interestin subsidiaries’
equity and earnings

Minority interest in profit after financial items amounted to
21 (84). The income statement reports minority shares in the
Group’s profit after tax of 20 (59). These minority interests
relate primarily to Atlas Copco India, Atlas Copco Malaysia
and subsidiaries in China.

Goodwill amortization/impairment -138 -2 660
Non-deductible expenses -130 -149
Withholding tax on dividends -25 -24
Tax-exempt income 183 243
Adjustments from prior years 54 -54
Effects of tax losses/credits utilized 26 18
Change in tax rate -2 41
Tax losses not available for utilization -1 -2
Other items -3 -11
-1619 -1361

—Effective tax in % 33.0 -55.1

Excluding the goodwill impairment charge in 2002, the weighted
average tax rate based on national rates was 33.7% and the effec-
tive tax rate was 33.8%.

The Group’s total tax expense, compared to Swedish corpo-
rate tax rate, is affected by its strong position in countries with
higher tax rates, including Belgium, France, Germany, and the
United States. Non-deductible goodwill depreciation also has
an adverse effect on the tax ratio.

The tax adjustments in prior years include current taxes of
8 (-1).

The Swedish corporate tax rate is 28 %. The parent com-
pany’s effective tax rate of 11.6% (28.1) is primarily affected
by non-taxable dividends from subsidiaries that were offset in
2002 by non-deductible write down of shares in subsidiaries.

See note 22 for additional information.
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Group
Minority interest, Jan. 1 160
Minority acquired -102
Dividends -14
Translation differences -1
Profit for the year 20
Minority interest, Dec. 31 53
’I ’] Earnings per share
2003 2002
Profit/loss for the year 3274 -3889
Average number of shares 209602 184 209602 184
Basic and diluted earnings/
loss per share, SEK 15.62 -18.55

The Group has no agreements or programs, which have a dilu-
tive effect on the outstanding shares. Shares, which may be pur-
chased under the share value-based incentive programs, will
not result in any dilution of earnings per share. The Group has
entered into share swap agreements with a third party whereby
any shares provided to management at the exercise of the
option will be made from shares already outstanding.

Earnings per share excluding the impairment charge of
goodwill for 2002 were SEx 13.88.



'I 2 Intangible assets

FINANCIAL STATEMENTS

Product Other

Goodwill development intangible assets Total
Accumulated cost
Opening balance, Jan. 1 22 452 333 132 22917
Investments - 287 26 313
Acquisition of subsidiaries 535 - 41 576
Disposals -13 -12 -5 -30
Translation differences for the year -3608 -10 -6 -3624
Closing balance, Dec. 31 19 366 598 188 20152
Accumulated amortization
Opening balance, Jan. 1 3698 45 64 3807
Amortization for the year 463 71 14 548
Acquisition of subsidiaries - - 4 4
Disposals -13 -9 -3 -25
Translation differences for the year -542 - -4 -546
Closing balance, Dec. 31 3606 107 75 3788
Accumulated impairment charge
Opening balance, Jan. 1 6 154 6154
Translation differences for the year -1066 -1066
Closing balance, Dec. 31 5088 5088
Net book value, Dec. 31 10672 491 113 11276
Net book value, Jan. 1 12 600 288 68 12 956

Other intangible assets include computer software, acquired trademarks and patents.

Impairment

Decreased economic activity, particularly in non-residential
building, caused the Group to assess the recoverability of
goodwill related to the North American Rental Service oper-
ations in 2002. Based on the assessment of the recoverable
amount, goodwill was written down by 6 950 based on the
value in use calculations. These calculations were based on
management’s detailed assumptions for the operations, five-
year forecasted cash flows and a steady rate of growth for the
remaining useful life. A pre-tax rate of 10.8% was used in dis-
counting cash flows. Similar tests performed in 2003 did not
indicate further impairment.

Amortization of goodwill

The Atlas Copco Group generally focuses on organic growth,
however, acquisitions that complement this growth are also a
natural part of the Group’s growth strategy. Goodwill on
acquisitions that are considered strategic with a considerable
long-term intangible value has been assigned an estimated use-
ful life in excess of 20 years. Acquisitions are considered strate-
gic when they provide the group with a significant new geo-
graphic and/or product market. The Group uses estimated
useful lives in excess of 20 year for three strategic acquisitions
as described more fully in the following paragraphs.

Milwaukee Electric Tool

The acquisition of these operations in 1995 was part of the
Group’s strategy to be a leader in the market for professional
electric tools that are used for light construction and building
installations in the industrial, commercial and residential con-
structions markets. The Milwaukee Electric Tool company has
a history dating back to the 1920’s and is one of the best-
known brand names in the United States. The acquisition pro-
vided the Group direct and instaneous access to the critical

United States market as well as introducing a new product line
and customer segment into the Industrial Technique Business
Area. The valuable brand name and market position of Mil-
waukee Electric Tool has been developed considerably during
its 80-year history and Group management considers that these
investments will provide returns far into the future.

As part of the brand development and the long-term strategy
for the operations, the Milwaukee Electric Tool brand was
recently successfully introduced in Europe and Australia in an
extensive and broad campaign.

Rental Service

The trend in several key markets around the world indicates a
tendency for customers to rent certain equipment rather than
buy. In response to this trend and to increase the Group’s rev-
enues in the after-sales market, acquisitions of two companies
(Prime Service in 1997 and Rental Service Corp. in 1999) were
made in the rental business in the United States. The operations
of the two acquisitions were merged and a totally new Business
Area within the Atlas Copco Group was created. The rental
operation is currently the second largest equipment rental com-
pany in the United States after the market leader, United
Rentals. The strong position of the acquired companies with
certain key customer groups such as the oil and petrochemical
industries is an important base for future profit and cash gener-
ation. Additionally, the acquisitions provided the Group a new
distribution channel in the United States for existing products.

Accounting for goodwill

Both companies have and continue to generate large operating
cash flows as well as deriving other ongoing benefits from
strong brand names and extensive customer lists. These factors
together with the information presented above are strong indica-

Note 12, to be continued.
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tors of an estimated useful life in excess of 20 years. Past and cur-
rent Swedish standards, however, assume that goodwill has a
definitive useful life and guidance was drawn from standards in
effect in the United States at the time of the acquisitions in deter-
mining the period of 40 years which management estimated to
best approximate the useful lives.

There has been an almost continuous review of the account-
ing for business combinations, including amortization of good-
will, since the acquisition of Milwaukee Electric Tool. The cur-
rent Swedish standard states that in rare cases, there may be
persuasive evidence that the useful life of goodwill will be a
specific period longer than 20 years. In December 2002, the
International Accounting Standards Board (IASB) issued an
exposure draft dealing with business combinations. The expo-
sure draft proposes that goodwill is not amortized but tested
for impairment annually or more frequently if events or
changes in circumstances indicate that goodwill might be
impaired. The exposure draft is similar to the standard which
was issued by the United States Financial Accounting Stan-
dards Board, SFAS 142 Goodwill and Other Intangible Assets,
and became effective January 1, 2002. The final standard
requiring that goodwill not be amortized is expected to be
issued during the first quarter of 2004 and become effective
January 1, 2005. This standard will also be adopted in Sweden.

Based on the information presented above, Atlas Copco has
decided to continue to amortize goodwill from these strategic
acquisitions over a period of 40 years in the 2003 financial state-
ments. In light of the changes that will take place in the accounting
for goodwill, management maintains that the continued amortiza-
tion of goodwill over 40 years provides the best comparability and
continuity in presenting the financial results of the Group.

Swedish Panel for Supervising Financial Reporting
During April 2003, the Swedish association for the develop-

ment of generally accepted accounting principles established
an independent panel to monitor financial reporting for com-
panies which have shares listed on Stockholmsborsen to ensure
that they prepare their financial reports in accordance with the
standards issued by the Swedish Financial Accounting Stan-
dards Council. In February 2004, the Panel criticized Atlas
Copco for not having adequately described the reasons for
using an estimated useful life longer than 20 years for goodwill
resulting from the acquisitions described above in its Annual
Report 2002. Atlas Copco has considered this and will provide
expanded information in this respect in the future.

The following section is included in order to clearly illus-
trate the effect of amortization, a non-cash item, on current
earnings, earnings per share and equity/assets ratio of using
an estimated useful life of 20 years as compared to 40 years.

Condensed income statement 2003

Amortization period 20 years 40 years
Revenues 44619 44619
Operating expense -39907 -39 309
Operating profit 4712 5310
—as % of revenues 10.6 11.9
Profit after financial items 4315 4913
—as % of revenues 9.7 11.0
Profit for the year 2676 3274
Profit per share, SEK 14.19 15.62
Equity/assets ratio, % 44.8 45.9
Amortization of goodwill was distributed as follows:
2003 2002
Goodwill amortization over 40 years 299 495
Goodwill amortization over 20 years 101 101
Goodwill amortization within 10 years 63 54
463 650

Amortization of goodwill and net book value by business area
are shown in note 3.

Accumulated Accumulated Net book No. of years
cost amortization Impairment value remaining
Goodwill amortized over 40 years
Rental Service 12946 1590 4825 6531 36
Milwaukee Electric Tool Corp. 3194 672 2522 32
16 140 2262 4825 9053
Goodwill amortized over 20 years
Desoutter Ltd. 695 510 185 7
Atlas Copco Construction Tools GmbH 414 33 381 18
Atlas Copco Wagner Inc. 357 280 77 6
DreBo Werkzeugfabrik GmbH 333 12 321 19
Rental Service Companies 294 39 255 - -
Chicago Pneumatic Tool Company 177 155 22 4
Atlas Copco Crépelle S.A.S. 134 46 88 14
Others 97 24 73
2501 1099 255 1147
Goodwill amortized within 10 years
Atlas Copco MAI GmbH 94 16 78 8
Compresseurs Worthington Creyssensac S.A.S. 87 87 - -
Ceccato Aria Compressa S.p.A. 73 46 27 4
Atlas Copco (India) Ltd. 58 7 51 9
Others 413 89 8 316
725 245 8 472
Total 19 366 3606 5088 10672

44| ATLAS COPCO 2003



’] 3 Tangible assets

FINANCIAL STATEMENTS

Buildings Machinery Construction Rental
and land and equipment and advances Total equipment
Accumulated cost
Opening balance, Jan. 1 2925 8311 275 11511 17 671
Investments 79 623 22 724 2681
Acquisition of subsidiaries 26 200 - 226 20
Disposals -117 -597 - -714 -2533
Reclassified items - -29 -14 -43 -25
Translation differences for the year -193 -566 -29 -788 -2790
Closing balance, Dec. 31 2720 7942 254 10916 15024
Accumulated depreciation
Opening balance, Jan. 1 1158 5906 7064 6377
Depreciation for the year 113 692 805 1960
Acquisition of subsidiaries 4 123 127 5
Disposals -56 -519 -575 -1361
Reclassified items -1 -17 -18 -50
Translation differences for the year -70 -388 -458 -1034
Closing balance, Dec. 31 1148 5797 6 945 5897
Net book value, Dec. 31 1572 2145 254 3971 9127
Net book value, Jan. 1 1767 2405 275 4447 11294
Assets owned under finance leases
Net book value Dec. 31 22 28 50 8
Net book value Jan. 1 15 26 41 18
Group Parent Company
2003 2002 2003 2002
Net book value
Buildings and land 1572 1767 3 6
Machinery and other technical plant 1702 1900 - -
Equipment, etc. 443 505 7 8
Construction in progress and advances 254 275 - -
Other tangible assets 3971 4447 10 14
Rental equipment 9127 11294 - -
13098 15741 10 14
Tax assessment value, buildings and land 147 154 - 11
The tax assessment values reported for the Group pertain Buildings Equip-
exclusively to buildings and land in Sweden. The net book Parent Company and land ment, etc. Total
value of these is 167 (164). Accumulated cost
The leasing costs for assets under operating leases, such as Opening balance, Jan. 1 7 20 2
. . . Investments - 2 2
rented premises, machinery, and major computer and office Disposals 3 i 3
equipment are reported among operating expenses and amount- Closing balance, Dec. 31 2 22 2
ed to 840 (996). Future payments for non-cancelable leasing con-
tracts amounted to 2 345 (2 845). Future payments for non-can- Accumulated depreciation
celable operating leasing contracts fall due as follows: Opening balance, Jan. 1 1 12 13
Depreciation for the year - 3 3
2004 607 Closing balance, Dec. 31 1 15 16
2005-2008 1455
2009 or later 283 Net book value, Dec. 31 3 7 10
Total 2345 Net book value, Jan. 1 6 8 14

Financial leases are discussed in note 24.
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‘]4 Other financial assets

Group Parent Company
2003 2002 2003 2002
Sharesin
Group companies Page 54 7190 3983
Receivables from
Group companies 7 500 9982

Shares and partici-
pationsin asso-

Shares in Group companies

Parent Company

Accumulated cost

Opening balance, Jan. 1 4515
Investments 3288
Capital redemption -81
Closing balance, Dec. 31 7722

ciated companies Note 15 63 75 - - Accumulated write-ups
Other long-term Opening and closing balances 764
securities 30 28 23 23
Other long-term Accumulated write-downs
receivables 243 260 30 38 Opening and closing balances -1296
336 363 14743 14026 Book value, Dec. 31 7190
‘] 5 Shares and participations in associated companies
Number Percentage Adjusted
of shares of capital equity
Owned by Parent Company
AVC Intressenter AB, 556506-8789, Gothenburg, Sweden 6 750 250 50 1
Owned by subsidiaries
Atlas Copco Changchun Electric Power Tool Ltd., Changchun, China 25 0
NEAC Compressor Service USA Inc., Franklin, PA, the United States 50 0
Pneumatic Equipment Corp, Makati City, Philippines 30 0
Shenyang Rui Feng Machinery Ltd., China 25 13
Shenzhen Nectar Engineering & Equipment Co. Ltd., Shenzhen, China 25 0
Toku-Hanbai KK, Fukuoka, Japan 50 49
63

Parent
Group Company

Accumulated capital participation/purchase cost

Opening balance, Jan. 1 75 72
Acquisitions 14
Acquisition of minority interest -22
Dividends -1
Profit for the year 3
Translation differences for the year -6
Closing balance, Dec. 31 63 72

Accumulated write-downs
Opening and closing balances -72

Book value, Dec. 31 63 0

As from Jan. 1, 2003 the outstanding minority of Atlas Copco
Diethelm Ltd, Thailand was acquired and the company is
included in the consolidated financial statements of the Atlas
Copco Group. Dividends from associated companies totaled

1 (2) while the Group’s share of profit after tax totalled 3 (-1).
The Group’s share in the shareholders’ equity of associated
companies equaled 63 (75) at year end.
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Transactions with non-consolidated affiliates

The Group sold various products and purchased goods
through certain non-consolidated affiliates on terms generally
similar to those prevailing with unrelated parties. The following
table summarizes the Group’s related party transactions with
its non-consolidated affiliates:

2003 2002

Sales 4 318

Purchases 127 147

Receivables, Dec. 31 1 a4

Payables, Dec. 31 56 41
'I 6 Inventories

Group

2003 2002

Raw materials 181 188

Work in progress 860 870

Semi-finished goods 1405 1542

Finished goods 2939 3161

Advances to suppliers 27 21

5412 5782

Inventories stated at net realizable value totaled 418 as of
December 31, 2003. Reversals of write-downs, which were
recognized in earnings during 2003, totaled 16.



’] 7 Currentreceivables

Group Parent Company

2003 2002 2003 2002

Trade receivables 7810 8577 - 9
Receivables from

Group companies 8745 14934

Other receivables 877 799 20 50
Prepaid expenses

and accrued income 1269 895 916 584

9956 10271 9681 15577

Prepaid expenses and accrued income include items such as
rent, insurance premiums, and commissions.

'I 8 Investments, cash and bank

Group Parent Company

2003 2002 2003 2002

Government bonds 332 277 - -
Corporate bonds 199 - 199 -
Investments 531 277 199 -
Cash and bank 3647 1079 2236 37
Total liquid funds 4178 1356 2435 37

The Parent Company’s guaranteed, but unutilized, credit lines
equaled 3 630. Subsidiaries had been granted but had not uti-
lized overdraft facilities equaling 238.

'I 9 Shareholders’ equity

Atlas Copco’s share capital amounted to Sex 1048 010920
distributed among 209 602 184 shares, each with a par value of
SEK 5 as of year-end 2003 and 2002.

Consolidated Equity

Restricted reserves are those which are not available for the
payment of dividends as prescribed by law or other restrictions.

The Atlas Copco Group’s retained earnings are defined as fol-
lows: Parent Company’s retained earnings plus the Group’s share
in each subsidiary’s retained earnings, to the extent that they can
be distributed without writing down the shares in the subsidiary.
This amount has been reduced by deducting the Group’s share in
the accumulated losses and other reductions of capital in subsid-
iaries to the extent that these amounts have not affected share val-
ues in the Parent Company’s accounts. Of the Group’s retained
earnings, 41 will be transferred to restricted reserves based on the
proposals of the board of directors in each company.

In connection with the granting of employee stock options
and share appreciation rights, the Group has entered into an
agreement with banks. The agreement hedges the risk of in-
creases in the share price but requires Atlas Copco to reimburse
the bank in case the share price is less than the acquisition cost
at the end of the option program. At December 31, 2002, a pro-
vision of 138 was recorded against shareholders’ equity, as the
Atlas Copco share price at that time was lower than the exercise
prices of the Atlas Copco employee option plan contracts. Due
to the development of the share price during 2003, the provision
was reversed in full as of December 31, 2003.

Group shareholders’ equity has been affected by translation
differences arising from the application of the current-rate
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method. The accumulated translation difference in equity since
beginning of 1992 amounts to 282 (1 668). The decrease is pri-
marily due to the weaker usD exchange rate against the Swedish
krona during 2003.

Accumulated foreign currency

translation differences 2003 2002
Opening balance, Jan. 1 1668 3862
Translation differences for the year -1381 -2201
Realized on divestment of subsidiaries -5 7
Total translation difference for the year -1 386 -2194
Closing balance, Dec. 31 282 1668

Parent Company Equity

Share premium reserve represents the excess of the proceeds
received on issuance of shares over par value and legal reserves
are those required under Swedish law, which are not available
for dividends. Share premium and legal reserve are classified as
restricted reserves in the consolidated accounts.

Appropriation of profit

The Board of Directors and the President propose a dividend
of sk 7.50 totalling SEx 1 572 016 380.

20 Untaxed reserves—Parent Company

The breakdown of untaxed reserves reported in the parent
company Balance Sheet is shown below. Untaxed reserves are
eliminated in the consolidated accounts as described in Account-
ing principles, note 1, Taxes Parent Company. Of the parent
company’s total untaxed reserves of 1 788 (1 652), deferred tax
of 501 (463) is reported in the consolidated accounts.

Parent Company

2003 2002
Additional tax depreciation equipment, etc. 1 1
Tax allocation reserve 1787 1610
Foreign exchange reserve - 41
1788 1652

Provisions have been made to the tax allocation reserve as
shown below:

2003
1998 175
1999 154
2000 325
2001 393
2002 419
2003 321

1787
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2 1 Provisions for pensions and similar commitments vision for pensions is reported among interest-bearing provisions.
The majority of the Group’s pension obligations are in Swe-

2003 G;‘;gz F’Zaoroe; ! Comggg\z/ den, Germany, the. United St.ates, and Belgium. In ainFion to
Swedish companies the statutory pension fees paid to government authorities, there
FPG/PRI-pensions 115 89 8 6 are also costs for supplementary pension benefits based on
Other pensions 39 39 30 32 individual or collective agreements between employer and
Companies employee representatives.
outside Sweden 1638 1650 In Sweden, salaried employees’ pension plans are adminis-
1792 1778 38 38 tered by the Pensions Registration Institute (FPG/PRI).
The amount for foreign companies includes 228 (268) for
Pension liabilities and pension expenses for the year are calculated health care benefits in the United States. The Atlas Copco
by Atlas Copco Group companies according to local rules and Group applies U.S. standards in accordance with FAS 106
regulations. To the extent these rules and regulations allow irrevo- (Employer’s accounting for post-retirement benefits other than
cable pension obligations not to be reported as costs as pension pensions) for medical care costs for retired employees, resulting
rights accrue, adjustments have been made in the consolidated in the present value of future health care benefits reported as a
accounts. A certain portion of the pension costs for the year is provision in the balance sheet.

reported as an interest expense, note 7. Accordingly, the item Pro-

22 Deferred tax assets and liabilities

The deferred tax assets and liabilities recognized in the balance sheet are attributable to the following:

2003 2002
Group Assets Liabilities Net balance Assets Liabilities Net balance
Intangible fixed assets 3 181 -178 52 87 -35
Tangible fixed assets 111 2231 -2120 117 2587 -2470
Financial fixed assets 3 5 -2 4 17 -13
Inventories 220 60 160 199 69 130
Current receivables 62 12 50 82 12 70
Operating liabilities/provisions 411 42 369 448 45 403
Pensions and similar commitments 177 1 176 194 1 193
Loss/credit carry forwards 985 - 985 1371 - 1371
Other items 48 1012 -964 2 1071 -1069
Valuation allowance -117 -117 -130 -130
Deferred tax assets/liabilities 1903 3544 -1641 2339 3889 -1550
Netting of assets/liabilities -469 -469 - -423 -423 -
Net deferred tax balances 1434 3075 -1641 1916 3466 -1550
Other items primarily include tax deductions (tax allocation Changes in temporary differences during the year that are recog-
reserve etc.) which are not related to specific balance sheet items. nized in the income statement are attributable to the following:
At December 31, 2003 the Group had tax loss carry-forwards
of approximately 2 524, of which 2 143 was recognized in calcu- Group 2003 2002
lating deferred taxes. Tax losses of 381 are available to reduce tax Intan.glble. fixed assets 137 4
. . .. Tangible fixed assets -17 -207
expense in future years but have not been recognized as it is not . e
R K X Financial fixed assets 11 11
considered probable that future taxable profit will be available Inventories 26 _8
from which the Group can utilize the benefits. Of the tax loss Current receivables 11 8
carry-forwards, approximately 54 expire within five years. Operating liabilities/provisions 19 50
The following reconciles the net liability balance of deferred Pensions and similar commitments 13 -2
taxes at the beginning of the year to that at the end of the year: Loss/Credit carry forwards -178 161
Other items -33 -24
Group 2003 2002 Valuation allowance -3 4
Net balance, Jan. 1 -1550 -1702 Total Group -310 -103
Acquisition of subsidiaries -28 -2
Divestment of su bsidiaries - -2 Deferred tax receivable in the Parent Company of 7 (7) relates
Charges to profit of the year -310 -103 . . L
Translation differences 247 259 to temporary dlfferencfes on pension obh.gatlonsl
Net balance, Dec. 31 641 1550 Deferred taxes relating to temporary difference between book

value and tax base of directly held shares in subsidiaries and asso-

ciated companies have not been recognized. For group companies

the Parent Company controls the realization of the deferred tax

provisions/asset, and realization is not in the foreseeable future.
See note 9 for additional information.
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24 Long-term liabilities to credit institutions

Group Parent Company Long-term interest-bearing liabilities to credit institutions and
2003 2002 2003 2002 others are as follows:
Product warranty 449 374 - -
Other 651 861 6 138 2003 2002
1100 1235 6 138 Parent Company
Bond loan MUSD 375 2722 3297
Bond loan MUSD 392.5 2850 3516
Product Restruc-  Service Total pro- Promissory notes MUSD 75 544 659
Group warranty  turing contracts Other visions Promissory notes MSEK 53 53
Opening balance, Available under
‘IJDTrlrj the vear 374 272 120 469 1235 “MSEK 5 000 Medium Term Note Program”
prgvisio\;s made 290 95 139 132 656 Outstanding MSEK 2 530 2530 2530
provisionsused -182  -126 118 -150  -576 Outstanding MEUR 65 590 596
provisions reversed -2 -2 -1 172 -177 Available under
Acquired “MEUR 500 Medium Term Note Program”
subsidiaries 1 - 2 39 42 Qutstanding MUSD 10 73 88
Translation differences Less: current portion -2484 -53
for the year -32 -23 -7 18 -80 The Parent Company’s loan liabilities 6878 10 686
Closing balance, Subsidiaries
Dec. 31 449 216 135 300 1100 Finance leasing contracts 40 49
Other long-term loans 55 110
Non-current 25 49 6 59 139 Less: current portion -16 -23
Current 424 167 129 241 961 Group loan liabilities 6 957 10822
449 216 135 300 1100

Costs of 138 associated with agreements with banks for employee
option programs were included in the other provisions made
during 2002 as well as in the year-end balances. This provision

was reversed during 2003.

The future maturities of loan liabilities are detailed in note 28

on page 53.

Atlas Copco has currently a long-term debt rating of A-/A3.

Group loan liabilities include liabilities under finance leasing

contracts as follows:

Future minimum lease payments 67
Future finance charges =27
Present value of lease liabilities 40

Future payments will fall due as follows:

Future minimum
lease payments

Present value
of lease liabilities

2004 16 12
2005-2008 23 10
2009 and later 28 18

67 40
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25 Current liabilities to credit institutions

26 Operating liabilities

Group Parent Company Group Parent Company
2003 2002 2003 2002 2003 2002 2003 2002
Liabilities to credit Advances from
institutions, etc. 542 2374 - 1513 customers 377 376 - -
Current portion of Accounts payable 3407 3075 6 16
long-term liabilities 2500 76 2484 53 Notes payable 44 66 -
Liabilities to Group Other operating
companies 2724 3604 liabilities 1808 2073 26 10
Total interest-bearing Accrued expenses
liabilities 3042 2450 5208 5170 and prepaid income 2439 2395 363 342
Total non-interest-
The Group’s current loan liabilities to credit institutions and bearing liabilities 8075 7985 395 368

others are as follows:

2003 2002

Parent Company
Available under

“MUSD 200 Euro

Commercial Paper Program”

Outstanding MEUR (29.7) - 273
Available under

“MUSD 1000 U.S.

Commercial Paper Program”

Outstanding MUSD (118.8) - 1044
Available under

“MSEK 4 000

Commercial Paper Program” - 196
The Parent Company’s loan liabilities - 1513
Subsidiaries 542 861
Group loan liabilities 542 2374

Atlas Copco AB has commercial paper programs for short-
term borrowing in the United States, Sweden, and in other
European countries, with a combined volume of about MusD
2 050, corresponding to 14 900. These programs have a K1 rat-
ing in Sweden and an A2/P2/F2 rating internationally. During
2003, the Parent Company repaid amounts that were outstand-
ing under the Commercial Paper Programs.

The Atlas Copco Group’s short-term and long-term loans
are distributed among the following currencies. The table also
reflects the effect of derivatives at year end.

Currency Amount (M) MSEK 2003 % 2002 %
UsD 1301 9448 94.5 96.6
EUR 22 196 2.0 0.6
AUD 10 56 0.5 0.3
CAD 10 53 0.5 1.2
SEK 53 53 0.5 0.4
Others 193 2.0 0.9

9999 100.0 100.0
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Accrued expenses and prepaid income include items such as
social costs, vacation pay liability, commissions, and accrued
interest.

27 Assets pledged and contingent liabilities

Group Parent Company
2003 2002 2003 2002

Assets pledged for debts
to credit institutions

Real estate mortgages 2 2 - -
Chattel mortgages 8 4 - -
10 6 - -
Contingent liabilities

Notes discounted 45 62 - -

Sureties and other
contingent liabilities 1852 1735 226 261
1897 1797 226 261

Sureties and other contingent liabilities include bank and com-
mercial guarantees as well as performance bonds. Of the con-
tingent liabilities reported in the Parent Company, 221 (238)
relates to contingent liabilities on behalf of subsidiaries.



28 Financial Exposure and
Principles for Control of Financial Risks

Objectives

In line with its overall targets for growth, operating margin,
and return on capital, the objective of Atlas Copco’s financial
risk policy is to minimize the financial risks to which the Group
is exposed. The policy is designed to create stable conditions
for the business operations of the divisions and contribute to
steady growth in shareholders’ equity and dividends, while pro-
tecting the interests of creditors.

Currency risk

Changes in exchange rates affect Group earnings and equity in

various ways:

» Group earnings—when revenues from sales and costs for pro-
duction and sourcing are denominated in different currencies
(transaction risk).

* Group earnings—when earnings of foreign subsidiaries are
translated into SEK (translation risk).

* Group shareholders’ equity—when the net assets of foreign
subsidiaries are translated into SEK (translation risk).

Transaction risk

The Group’s net cash flows in foreign currency which corres-
pond to an equivalent of approximately 6 500 annually give rise
to transaction risks. The largest surplus currencies, i.e. those in
which inflows exceed outflows, and the deficit currencies, are
shown in graph 1. Graph 2 gives an indication of effects on
Group pre-tax earnings of one-sided variations in USD and EUR
against all other currencies, if no hedging transactions had
been undertaken to cover the exposure and before any impact
of price adjustments and similar measures.

Each division hedges foreign currency flows against sudden
exchange rate fluctuations, but only for the period estimated
necessary to adjust prices and/or costs to the new exchange
rates. These periods vary among the divisions and average 3—4
months for the Group.

This hedging of currencies, for which forward contracts are
normally used, is aimed at securing calculated gross margins

Graph 1
Estimated Annual Transaction Exposure
(in the most important currencies)

Billions SEK
6
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and not maximizing them through speculation. The amount of
outstanding hedges including options as at December 31, 2003,
is also shown in graph 1.

Given the development of exchange rates and the Group’s
transaction exposure during year 2003, hedging activity had an
estimated positive impact on profit after financial items of
approximately 3 %.

If all outstanding hedges of cash flows had been closed on
December 31, 2003, the net pre-tax effect on Group earnings
would have been a positive 92.

Translation risk

The risk policy states that the translation effect of currency
changes on the Group’s equity, expressed in SEK, shall be reduced
by matching the currency of loans with the currency of the net
assets in foreign entities.

Current policy stipulates that derivative contracts such as
forwards, swaps and options shall not be used for equity hedg-
ing purposes, since derivative contracts give rise to cash flow
risks at roll-over dates. Likewise, no derivatives are used to
hedge the translation risk on earnings.

The value of the net assets of foreign subsidiaries at year-
end 2003 corresponded to approximately 12 790 and is shown
in graph 3, by main currencies.

Graph 4 shows the approximate sensitivity to currency
translation effects of Group annual earnings when the earnings
of foreign subsidiaries are translated to SEK.

Interest rate risk

Atlas Copco’s net interest expense as well as its overall competi-
tive position is affected by changes in market interest rates. The
impact of a permanent change in the interest rate level on Group
earnings depends on the duration of the fixed interest rate peri-
ods of loans and financial investments. The Group’s earnings and
competitive position are also influenced by the degree to which
other cash flows from both assets and liabilities are variable or
fixed and can be adjusted for changes in market interest levels.
According to the financial risk policy, the duration of the

Note 28, to be continued.

Graph 2
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Note 28, continued.
interest periods of liabilities should match as much as possible
the duration of cash flows of assets in order to hedge the
impact of changes in market interest rates.

In view of the current structure of assets, the average duration
of the fixed interest rates of liabilities should be kept at about 6
months. In December 2003, the average interest-rate period for
loans was approximately 18 months. This discrepancy is
explained mainly by the steady decline in external debt during the
year, through redemption of all outstanding commercial paper.

Funding risk

Atlas Copco’s financial policy states there should always be
sufficient funds in cash and committed credit facilities to cover
expected requirements for the next 12 months. Furthermore, a
substantial portion of the total debt shall always be long-term.

The funding risk is controlled by limiting the amount of
debt maturing in any single year, as well as by always keeping
the average tenor of outstanding debt above a minimum
YTFM (years to final maturity). According to policy, the
Group’s interest-bearing debt should have a minimum average
YTFM of 3 years, and a maximum of MusD 500 of interest-
bearing debt is allowed to mature in any single 365 days period
(rolling basis). In December 2003, average Y TFM was about
4.55 years and the Group had committed unutilized credit
facilities of 3 868.

Credit rating

Atlas Copco’s long-term debt is currently rated by Standard &
Poor’s (A-) and Moody’s (A3). The short-term debt is rated by
S&P (A2), Moody’s (P2) and also by Fitch (F2).

Credit risk
Customers

Atlas Copco is exposed to the risk of non-payment by any of
its extensive number of end customers, to whom sales are made
on credit. To mitigate this risk, all customer centers apply cred-
it policies limiting the amounts and tenors outstanding for any
single customer at any moment in time. The average outstand-
ing receivables are approximately 2 months, and as a result of
the very high geographical and industry diversification in sales,

Graph 3
Net assets
in foreign currency

Graph 4
Translation effect
on earnings before tax

no major concentration of credit risk exists. The provision for
bad debt amounted to 3.5% of gross total customer receiv-
ables, which is deemed sufficient based upon experience. For
certain customers who demand long term financing from the
supplier, a centralized financing operation called Atlas Copco
Customer Credit has recently been created. Its credit portfolio
at year end 2003 was 165, a major part of which was covered by
guarantees from export credit agencies.

Other counterparties

Credit risk is also incurred when investing liquidity surpluses.
The majority of such investments are handled by the Group
Internal Bank (see further below), and are governed by policies
stipulating minimum rating, maximum limit and maximum
tenor on each counterparty. Cash and investments totalled
4178 at December 31, 2003, which comprised primarily short-
term deposits with highly rated banks. Certain investments
were also made in government bonds and fixed-income instru-
ments issued by highly rated companies.

The use of financial derivatives implies taking risk on the
counterparties with which the transactions are made. The
resulting credit risk, which is calculated taking into account the
nominal value of the transaction, a time add-on and the mar-
ket value (if positive for Atlas Copco) and which is monitored
daily amounted to 2 144 at year end 2003. ISDA (International
Swaps and Derivatives Association) master agreements are in
force with all derivative counterparties.

Financial Instruments

Swedish accounting standards (RR 27) require certain disclo-
sure of information about assets and liabilities classified as
financial instruments which are included in the following sec-
tions. Reference is also made to the preceding text of this note.

Market valuation of financial instruments
Fair values are based on market prices or —in case such prices
are not available — derived from an assumed yield curve, after
deduction of estimated transaction costs. Amounts are indica-
tive and will not necessarily be realized.

The table on the following page shows book values and fair
values of the Group’s financial instruments.

Graph 5

Effective interest rate on Atlas Copco AB’s
outstanding debt (including derivatives).
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Financial instruments

Group Parent company

Carrying Fair Carrying Fair
2003 value value value value
Assets
Other long-term securities 30 30 23 23
Other long-term
receivables 243 251 7 530 7 530
Other long-term
financial assets 273 281 7 553 7 553
Trade receivables 7810 7810 - -
Other receivables 877 877 8765 8765
Forward contracts 209 218 224 233
Interest rate swaps 86 636 86 636
Cross currency
interest rate swaps 483 441 483 441
FX options 59 59 59 59
Other prepaid expenses
and accrued income 432 432 64 64
Current receivables 9956 10473 9681 10 198
Short-term investments,
cash and bank 4178 4178 2435 2435
Total 14 407 14932 19 669 20 186
Liabilities
Long-term liabilities
to credit institutions 6 957 7975 6878 7897
Other long-term liabilities 191 191 26 26
Long-term liabilities 7 148 8166 6904 7923
Current liabilities
to credit institutions 542 542 - -
Current portion of
long-term liabilities 2500 2535 2484 2519
Liabilities to Group
Companies 2724 2724
Current liabilities
to credit institutions 3042 3077 5208 5243
Forward contracts 19 19 72 72
Interest rate swaps,
incl. swaptions 3 2 3 2
Cross currency
interest rate swaps - 1 - 1
FX options 6 6 58 58
Other accrued expenses
and prepaid income 2411 2411 230 230
Other operating liabilities 5 636 5636 32 32
Current operating
liabilities 8075 8075 395 395
Total 18 265 19318 12507 13561

The difference between fair value and carrying value on long-
term loans is explained by the decline in market interest rates
and tightening of Atlas Copco AB’s corporate spread since the
date of issuance.

As of December 31, 2003 the Group’s interest bearing borrow-
ings had the maturity structure as shown in the following table.

Maturity structure of interest-bearing liabilities (excluding derivatives)

Group Parent Company
Maturity Fixed Float Total  Fixed Float  Total
2004 2030 470 2500 2030 454 2484
2005 0 27 27 0 0 0
2006 500 229 729 500 209 709
2007 0 548 548 0 544 544
2008 2776 3 2779 2776 0 2776
2009 and later 2849 25 2874 2849 0 2849
Total 8155 1302 9457 8155 1207 9362
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As of December 2003 the average interest-rate period for loans
was approximately 18 months including derivatives.

Parent Company Debt
The development during 2002 and 2003 of the effective interest
rate on Atlas Copco AB’s outstanding debt is shown in graph 5.
Of Atlas Copco AB’s debt 99% is either denominated in
usD or swapped into usd. Derivative instruments are also
actively used to control interest rate exposure, for example, by
extending or reducing the average interest-rate period without
replacing the underlying loan or deposit. The extent is shown in
the following table.

Notional amounts of derivative instruments
related to Atlas Copco AB’s debt as at December 31.

2003 2002
FX 0 475
Interest rate swaps 3567 5287
Cross currency swaps 3120 3179
Other interest related derivatives 5263 2637

Sensitivity of financial instruments to
shifts in interest and exchange rates

Itis estimated that a parallel upward shift of 1 percentage point
(100 basis points) in all interest rates would have reduced the
fair value of Atlas Copco AB’s loan portfolio (net of invest-
ments and including derivatives) by about 99 as at December,
2003. A 1 percentage point weakening of the SEK against all
other currencies would have increased the fair value of the
same portfolio by 93.

Atlas Copco Internal Bank

In the area of financing and financial risk management central-
ized management for an international Group like Atlas Copco
provides clear and obvious advantages. The Atlas Copco Inter-
nal Bank was developed to ensure that these benefits remain in
the Group, while recognizing the decentralized operating struc-
ture of the Group.

The Internal Bank’s mission is to serve the subsidiaries
within the Group with working capital financing, hedging of
currency and interest rate exposure, and trade finance solu-
tions.

The Internal Bank also manages the inter-company netting
system, payments and cash pooling within the Group. It is fur-
thermore the only entity that can take active risk positions in
the currency, money, and bond markets. This trading activity
is governed by a risk mandate from the Board of Directors
and the Internal Bank has provided a steady contribution to
the Group’s result since its creation.

Exchange rates

Year end Average

Currency rate rate

Value  Code 2003 2002 2003 2002

Australia 1 AUD 5.42 4.95 5.24 5.27

Canada 1 CAD 5.54 5.60 5.74 6.19
European

Monetary Union 1 EUR 9.08 9.16 9.13 9.15

Great Britain 1 GBP 12.88 14.09 13.24 14.58

Hong Kong 100 HKD 93.50 112.70 103.80 124.70

United States 1 uUsD 7.26 8.79 8.08 9.72
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29 Shares and Participations Atlas Copco AB

December 2003
Per- Per-
Numberof  cent Book Number of cent Book
shares  held? value shares  held' value
Directly owned product companies Atlas Copco France Holding S.A., continued
Atlas Copco Rock Drills AB, ETS Georges Renault S.A.S., Nantes 100
556077-9018, Orebro 1000 000 100 200 .
Atlas Copco Craelius AB Compresseurs Worthington Creyssensac S.A.S.,
4 Meru 100
556041-2149, Marst 200 000 100 20 , .
Atlas C S arsta AB Atlas Copco Crépelle S.A.S., Lille 100
as Copco Secoroc AB, K
556001-9019, Fagersta 2325000 100 112 Atlas Copco Holding GmbH, Essen 1 99/100 219
Atlas Copco Construction Tools AB, Atlas Copco Energas GmbH, Cologne 100
556069-7228, Nacka 60 000 100 100 Atlas Copco MCT GmbH, Essen 100
Atlas Copco Tools AB, 556044-9893, Nacka 100 000 100 20 Atlas Copco Tools Central Europe GmbH,
Atlas Copco MAI GmbH, Feistritz an der Drau 1 100 120 Essen 100
Atlas Copco Kompressoren und
Directly owned sales companies Drucklufttechnik GmbH, Essen 100
Atlas Copco CMT Sweden AB Desoutter GmbH, Maintal 100
556100-1453, Nacka 103 000 100 10 IRMER+ELZE Kompressoren GmbH,
Atlas Copco Iran AB, 556155-2760, Nacka 3500 100 0 Bad Oeynhausen 100
Atlas Copco Compressor AB Atlas Copco Elektrowerkzeuge GmbH, Essen 100
556155-2794, Nacka 60000 100 10 Atlas Copco Electric Tools GmbH,
Atlas Copco Ges.m.b.H., Vienna 1 100 7 Winnenden 100
Atlas Copco Services Middle East OMC Chicago Pneumatic Tool Verwaltungs GmbH,
Bahrain 500 100 1 Maintal 100
Atlas Copco Brasil Ltda., Sao Paulo 22909 085 100 65 Atlas Copco ACE GmbH, Essen 100
Chicago Pneumatic Emprendimentos e Atlas Copco Construction Tools GmbH, Essen 100
Participacoes Ltda, Sao Paulo 100 DreBo Werkzeugfabrik GmbH, Altshausen 100
Chicago Pneumatic Brasil Ltda., Sao Paulo 100 Atlas Copco UK Holdings Ltd.,
Atlas Copco Argentina S.A.C.I Hemel Hempstead 28 623 665 100 294
Buenos Aires 157 0/100 0 Atlas Copco Compressors Ltd.,
Atlas Copco Chilena S.A.C., Hemel Hempstead 100
Santiago de Chile 24998 100 6 Atlas Copco Construction & Mining Ltd.,
Atlas Copco (Cyprus) Ltd., Nicosia 99998 100 0 Hemel Hempstead 100
Atlas Copco Kompressorteknik A/S Atlas Copco Tools Ltd., Hemel Hempstead 100
Copenhagen 4000 100 2 Worthington Creyssensac Air
Atlas Copco (India) Ltd., Mumbai 7395656 66/84 184 Compressors Ltd., Hemel Hempstead 100
Atlas Copco (Ireland) Ltd., Dublin 250000 100 37 Atlas Copco International Holdings Ltd.,
Atlas C KK, Tok 375001 100 23 Hemel Hempstead 100
tlas Copeo KK, Tokyo o Desoutter Brothers (Holdings) PLC,
Atlas Copco Kenya Ltd., Nairobi 14999 100 0 Hemel Hempstead 100
ﬁtlals (i°p°° (Malaysia), Sdn. Bhd., 200 000 20 , Desoutter Ltd., Hemel Hempstead 100
Aula aC umpt:\;l SA. Casabl 3852 96 Desoutter Sales Ltd., Hemel Hempstead 100
tlas Copco arc.)c o asablanca Atlas Copco Masons Holding Ltd, Stroud 100
Atlas Copco (Philippines) Inc., Paranaque 121995 100 3 Atlas Copco Masons Ltd, Stroud 100
Soc. Atlas Copco de Portugal Lda., Lisbon ! 100 22 Atlas Copco Beheer b.v., Zwijndrecht 15712 100 604
Atlas Copco (South-East Asia) Pte. Ltd
Sina;apgfgo outh-tast AstajFte. Ld. 2500 000 100 8 Atlas Copco Airpower n.v., Wilrijk 100
Atlas Copco (Schweiz) AG, Studen/Biel 7997 100 12 \‘;‘\}i'larisjk“pco Coordination Center n.v., 100
Atlas Copco Venezuela S.A., Caracas 37920 100 14 .
Atlas Copco Compressor International n.v.,
Wilrijk 100
Directly owned holding companies and subsidiaries AtIasJ Copco A.D., Novi Belgrad 100
Oy Atlas Copco Ab, Vantaa 150 100 30 Atlas Copco R;:n.t,al Europe n.v., Rumst 100
Oy Atlas Copco Kompressorit Ab, Vantaa 100 Atlas Copco S.A.E., Madrid 100
Oy Atlas Copco Louhintatekniikka Ab, Vantaa 100 Worthington Internacional
Oy Atlas Copco Tools Ab, Vantaa 100 Compresores S.A., Madrid 100
Atlas Copco France Holding S.A., Desoutter S.A., Madrid 100
St. Ouen ’Auméne 221111 100 118 Puska Pneumatic S.A., Vizcaya 100
Compresseurs Mauguiére S.A.S., Meru 100 A o "
tlas Copco Internationaal b.v., Zwijndrecht 100
é:'fgui%ﬂ?gucn‘:g‘nfesse“rs SAS. 100 Atlas Copco South Pacific Holdings Pty Ltd.,
) Blacktown 100
Atlas Copco Applications Industrielles S.A.S., Atl A lia Pty Ltd. Black
St. Ouen I'Aumdne 100 tlas Copco Australia Pty Ltd., Blacktown 100
Atlas Copco Forage et Démolition S.A.S. Atlas Copco (NZ) Ltd., Mt Wellington 100
St. Quen I’Aumoéne 100 Atlas Copco Belgium n.v., Overijse 100
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FINANCIAL STATEMENTS

Per- Per-
Number of cent Book Number of cent Book
shares  held? value shares held" value
Atlas Copco Internationaal b.v., continued Atlas Copco Internationaal b.v., continued

Atlas Copco Makinalari Imalat A.S., Istanbul 98 Milwaukee Electric Tools s.r.0., Prague 100

Atlas Copco Ecuatoriana SA, Quito 100 Atlas Copco Polska Sp. z 0.0., Warsaw 100

Abird Holding B.V., Rotterdam 100 Atlas Copco Kompresszor Kft., Budapest 100
Technische Handelmaatschappij ABIRD B.V., Atlas Copco A/S, Langhus 2498 100 32
Rotterdam 100 Atlas Copco Kompressorteknikk A/S, Langhus 100

Grass-Air Holding B.V., Oss 100 Atlas Copco Anlegg- og Gruveteknikk A/S, Langhus 100
Grass-Air Compressoren B.V., Oss 100 Berema A/S, Langhus 100

Power Tools Distribution n.v., Hoeselt 1 0/100 0 Atlas Copco Tools A/S, Langhus 100

Atlas Copco Tools Europe n.v., Overijse 100 Atlas Copco Nacka Holding AB,

Atlas Copco ASAP n.v., Wilrijk 100 556397-7452, Nacka 100 000 100 2692

Tool Technics n.v., Limburg 100 Monsun-Tison AB changing name to Atlas Copco

Atlas Copco Colombia Ltda., Bogota 100 Sickla Holdlng AB 556309-5255, Nacka 1000 100 433

Atlas Copco Equipment Egypt S.A.E., Cairo 80 Atlas Copco North America Inc., Pine Brook, NJ 35506 40/100 1389

Atlas Copco Hellas AE, Rentis 100 Atlas Copco Retep AB, 556113-5541, Nacka 100

Atlas Copco Mfg. Korea Co. Ltd, Seoul 100 Atlas Copco North America Finance LLC,

) Pine Brook, NJ 100

Atlas Copco (China) . .

Investment Co. Ltd., Shanghai 100 Atlas Copco Raise Boring Inc., Dover, DE 100
Atlas Copco (Shenyang) Construction Atlas Copco Construction Tools Inc., Norwalk, MA 100
and Equipment Ltd., Shenyang 100 Atlas Copco Compressors Inc., Holyoke, MA 100
Liuzhou Tech Machinery Co. Ltd., Liuzhou 100 Roto-Property Inc., Wilmington, DE 100
Nanjing Atlas Copco Construction Atlas Copco Tools & Assembly Systems Inc.,

Machinery Ltd, Nanjing 92 Farmington Hills, MI 100
Wauxi-Atlas Copco Compressor Co. Ltd., Wuxi 100 Atlas Copco Assembly Systems Inc.,

Wauxi-Hobic Diamond Bit Co. Ltd., Wuxi 60 Sterling Heights, Ml 100
Atlas Copco (Shanghai) Trading Co. Ltd., Atlas Copco Constructi_on Mining Technique

Shanghai 100 USA Inc., Commerce City, CO 100

Atlas Copco (China/Hong Kong) Ltd., Atlas Copco Wagner Inc., Portland, OR 100

Kowloon 100 D.L.C. America Inc., Coal Center, PA 100

PT Atlas Copco Indonesia, Jakarta 100 Chicago Pneumatic Tool Company,

Atlas Copco ltalia S.p.A., Milan 100 Rock Hill, SC 100
Ceccato Aria Compressa S.p.A., Vicenza 100 gh'ckaﬂfjup's‘guma“c International Inc. 100
Worthington Aria Compressa S.p.A., Milan 100 o¢ i t .

D Itali Sl Mil 100 Chicago Pneumatic Tool Co NV/SA,
esoutter ailana. .r.l., Milan Brussels 100

!I_r:vlersora ('i‘aprlcornlo S.A.deC.V., 100 Chicago Pneumatic Tool Company
alnepantla _ Canada Ltd., Toronto 100
Atlas Copco Mexicana S.A.de C.V., Esstar Inc., Pine Brook, NJ 100
Tlalnepantla 100 Esstar Industries | New H cr 100
Prime Equipment S.A. de CV, Monterrey 100 s:/l.a:r n ES r;s :cT evlvc aven, i

Atlas Copco Nederland b.v., Zwijndrecht 100 Brl)vgliflijel‘ii thac ric ool L-orporation, 100

Atlas Copco Canada Inc., L.asalle 100 Rental Service Corporation, Scottsdale, AZ 100

Atlas Copco Perua.n? SA, Lima 100 Prime Equipment Company, Houston, TX 100
Atlas Copco Boliviana SA, La Paz 100 Rental Service Corporation Canada Ltd.,

ZAO Atlas Copco, Moscow 100 Calgary 100

Atlas Copco Holdings South Africa (Pty) Ltd.,

Benoni . 100 Other directly owned subsidiaries
Atlas Copco Secoroc (Pty) Ltd., Springs 100 Atlas Copco Construction &

Atlas Copco South Africa (Pty) Ltd., Boksburg 100 Mining Technique AB, 556277-9537, Nacka 700500 100 356
Alliance Tools SA (Pty) Ltd., Boksburg 100 Atlas Copco Customer Credit AB,
Atlas Copco (Botswana) (Pty) Ltd., Gaborone 100 556109-9150, Nacka 100
Atlas Copco Namibia (Pty) Ltd., Windhoek 100 Atlas Copco Customer Leasing AB,
. L 556397-7429, Nacka 100

Atlas Copco Taiwan Ltd., Taipei 100 R

Atlas Copco (Thailand) Ltd., Bangkok 100 Industria Forsal_(rlngs AB, 516401-7930, Nacka 50 000 100 5
Atlas Copco Vietnam Ltd., Hanoi 100 Atlas Copco Reinsurance SA, Luxembourg 4999 100

Sickla Holding (Thailand) Ltd., Bangkok 49 PAIR Ltd., London 3 10 0
Atlas Copco Service (Thailand) Ltd., Bangkok 74 13 dormant companies 100 31

Atlas Copco Ghana Ltd., Accra 100 TOTAL BOOK VALUE 7190

Atlas Copco (Zambia) Ltd., Chingola 100

Atlas Copco Zimbabwe (Private) Ltd., Harare 100 1) Percentage _of number ofsha_res equal to percentage of_votes.ln cases

where two figures representing percentage of ownership are presented,

Atlas Copco s.r.o, Prague 100 the first number refers to percent held by Atlas Copco AB, whereas the

AEG Electric Tools s.r.0., Prague 100 second number represents total percent held by the Group.

ATLAS COPCO 2003 |55



APPROPRIATION OF PROFIT AND AUDITOR’'S REPORT

Appropriation of Profit

Proposed distribution of profit

As shown in the balance sheet of Atlas Copco AB, the following
funds are available for appropriation by the Annual General
Meeting:

Unappropriated earnings
from preceding year SEK 3733709358
Profit for the year SEK 2048600 185

The Board of Directors and the President propose that these
earnings be appropriated as follow:

To the shareholders, a dividend
of SEk 7.50 per share SEK 1572016380
To be retained in the business SEK 4210293163

SEK 5782309 543

SEK 5782309 543

Nacka, February 2, 2004

Sune Carlsson

Chairman
Jacob Wallenberg Kurt Hellstrom Ulla Litzén Thomas Leysen
Charles E. Long Anders Ullberg Staffan Bohman Gunnar Brock
President and CEO
Bengt Lindgren Hékan Hagerius

The consolidated and parent company financial statements are subject to the approval of the Annual General Meeting of Shareholders

to be held on April 27,2004.

Auditors’ Report

To the General Meeting of the shareholders of Atlas Copco AB (publ), Corporate identity number 556014-2720

We have audited the annual accounts, the consolidated accounts,
the accounting records and the administration of the Board

of Directors and the President of Atlas Copco AB (publ) for
the year 2003. These accounts and the administration of the
company are the responsibility of the Board of Directors and
the President. Our responsibility is to express an opinion on
the annual accounts, the consolidated accounts and the admin-
istration based on our audit.

We conducted our audit in accordance with generally
accepted auditing standards in Sweden. Those standards
require that we plan and perform the audit to obtain reason-
able assurance that the annual accounts and the consolidated
accounts are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts
and disclosures in the accounts. An audit also includes assess-
ing the accounting principles used and their application by the
Board of Directors and the President, as well as evaluating the
overall presentation of information in the annual accounts and
the consolidated accounts. As a basis for our opinion concern-
ing discharge from liability, we examined significant decisions,

actions taken and circumstances of the company in order to

be able to determine the liability, if any, to the company of

any board member or the President. We also examined whether
any board member or the President has, in any other way, acted
in contravention of the Companies Act, the Annual Accounts
Act or the Articles of Association. We believe that our audit
provides a reasonable basis for our opinion set out below.

The annual accounts and the consolidated accounts have
been prepared in accordance with the Annual Accounts Act
and, thereby, give a true and fair view of the Company’s
and the Group’s financial position and results of operations
in accordance with generally accepted accounting principles
in Sweden.

We recommend to the general meeting of shareholders that
the income statements and balance sheets of the Parent Com-
pany and the Group be adopted, that the profit for the Parent
Company be dealt with in accordance with the proposal in the
Board of Directors’ Report and that the members of the Board
of Directors and the President be discharged from liability for
the financial year.

Nacka, February 18, 2004

KPMG Bohlins AB

Stefan Holmstrom
Authorized Public Accountant
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Definitions

Operating profit/loss

Revenues less all costs related to operations, but excluding financial
items (income and expenses) and taxes.

Operating profit margin

Operating profit/loss as a percentage of revenues.

Earnings before depreciation and amortization (EBITDA)
Operating profit plus depreciation and amortization.

EBITDA margin
Earnings before depreciation and amortization as a percentage
of revenues.

Profit margin

Profit/loss after financial items as a percentage of revenues.

Capital employed

Total assets less non-interest-bearing liabilities/provisions.
Capital employed for the business areas excludes cash,

tax liabilities and tax receivables.

Return on capital employed (ROCE)

Profit after financial items plus interest paid and foreign
exchange differences (for business areas: operating profit)
as a percentage of average capital employed.

Return on operating capital
Operating profit excluding goodwill amortization as a percentage
of average capital employed, excluding goodwill.

Return on equity
Profit after financial items less taxes and minority interest
as a percentage of average shareholders’ equity.

Equity/assets ratio

Shareholders’ equity and minority interest, as a percentage
of total assets.

Capital turnover ratio

Revenues divided by average total assets.

DEFINITIONS

Net indebtedness
Interest-bearing liabilities/provisions less liquid funds.

Debt/equity ratio
Net indebtedness in relation to shareholders’ equity, including
minority interest.

Operating cash flow = Cash flow from operations

before financing

Cash flow from operations and cash flow from investments,
excluding company acquisitions/divestments.

Net cash flow

Change in net indebtedness excluding currency exchange-rate
effects.

Net interest expense

Interest expense less interest income.

Interest coverage ratio

Profit after financial items plus interest paid and foreign
exchange differences divided by interest paid and foreign
exchange differences.

Earnings per share
Profit after financial items less taxes and minority interest,
divided by the average number of shares outstanding.

Weighted average cost of capital (WACC)

interest-bearing liabilities x i + market capitalization x r

interest-bearing liabilities + market capitalization

i: The Swedish risk-free interest rate (10-year government
bonds) plus 0.5 percentage points to compensate for the
premium Atlas Copco pays on borrowings compared to
that of the Swedish state.

r: The Swedish risk-free interest rate, plus a risk premium (5.0 %).
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FIVE YEARS IN SUMMARY

Five Years in Summary

Atlas Copco Group
MSEK unless otherwise noted 1999 2000 2001 2002 2002* 2003
Operating profit/loss 4470 6392 6130 -1689 5261 5310
Operating profit margin, % 12.3 13.7 12.0 -3.6 11.1 11.9
Profit/loss after financial items 3412 4689 4700 -2 469 4481 4913
Profit margin, % 9.4 10.1 9.2 -5.2 9.4 11.0
Profit/loss for the year 2247 2924 3067 -3889 2909 3274
Return on capital employed, % 14.1 14.5 12.6 -3.2 12.3 16.8
Return on equity, % 13.6 13.2 11.7 -16.2 10.9 16.0
Equity/assets ratio, % 39.3 39.2 43.2 41.8 48.2 45.9
Equity per share, SEK 101 115 133 97 126 101
Earnings/loss per share, SEK 11.50 13.95 14.63 -18.55 13.88 15.62
Dividend per share, SEK 4.75 5.25 5.50 5.75 5.75 7.50%*
Orders received 36534 46 628 50916 47 946 47 946 45149
Revenues 36234 46527 51139 47 562 47 562 44619
Change, % 7 28 10 -7 -7 -6
Sales outside Sweden, % 97 98 98 98 98 98
Net interest expense -1034 -1660 -1402 -722 -722 -386
—as % of revenues -2.9 -3.6 -2.7 -1.5 -1.5 -0.9
Interest coverage ratio 3.8 3.6 3.9 -1.3 5.1 7.5
Total assets 53 650 61688 64 357 48 668 54 684 45 862
Capital employed 41688 47708 49 210 35404 41420 32859
Debt/equity ratio, % 91.7 92.0 72.3 67.3 51.9 36.1
Capital turnover ratio 0.83 0.80 0.78 0.83 0.80 0.95
Cash flow from operations before financing 2413 1276 5744 5599 5599 5609
Investments in property and machinery 939 923 951 965 965 724
—as % of revenues 2.6 2.0 1.9 2.0 2.0 1.6
Investments in rental equipment 2342 5679 2751 2144 2144 2681
—as % of revenues 6.5 12.2 54 4.5 4.5 6.0
Average number of employees 24249 26 392 26 201 25787 25787 25707
Revenues per employee, kSEK 1494 1763 1952 1844 1844 1736

For definitions see page 57.

Key financial data in USD and EUR is published on www.atlascopco-group.com.
*) Excluding impact of goodwill impairment charge.

*¥*) According to the Board of Directors’ proposal.
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QUARTERLY DATA

Quarterly Data

Revenues by business area

2002 2003
MSEK 1 2 3 4 1 2 3 4
Compressor Technique 3785 4039 3963 4206 3721 3972 4122 4230
Rental Service 3397 3357 3191 2884 2495 2607 2793 2519
Industrial Technique 2823 2827 2928 2903 2422 2631 2690 2783
Construction and Mining Technique 1784 1952 1864 2018 1811 2003 2075 2005
Eliminations -154 -70 -73 -62 -49 -65 -82 -64
Atlas Copco Group 11635 12 105 11873 11949 10 400 11148 11598 11473
Earnings by business area

2002 2003
MSEK 1 2 3 4 1 2 3 4
Compressor Technique 657 771 768 809 681 735 766 780
—as a percentage of revenues 17.4 19.1 19.4 19.2 18.3 18.5 18.6 18.4
Rental Service excluding
goodwill impairment 121 169 217 179 104 212 286 235
—goodwill impairment - - -6 950 - = = = =
Rental Service 121 169 -6733 179 104 212 286 235
—as a percentage of revenues 3.6 5.0 6.8% 6.2 4.2 8.1 10.2 9.3
Industrial Technique 248 188 295 319 184 262 268 337
—as a percentage of revenues 8.8 6.7 10.1 11.0 7.6 10.0 10.0 12.1
Construction and Mining Technique 186 203 179 112 151 151 198 173
—as a percentage of revenues 10.4 10.4 9.6 5.6 8.3 7.5 9.5 87
Eliminations/Common Group functions -46 -27 -54 -33 -48 -54 -49 -64
Operating profit excl.
goodwill impairment 1166 1304 1405 1386 1072 1306 1469 1463
—goodwill impairment - - -6 950 - - - - -
Operating profit/loss 1166 1304 -5545 1386 1072 1306 1469 1463
—as a percentage of revenues 10.0 10.8 11.8%* 11.6 10.3 11.7 12.7 12.8

—46.7*%*
Financial income and expenses -254 -230 -164 -132 -116 -94 -101 -86
Profit after financial items
excl. goodwill impairment 912 1074 1241 1254 956 1212 1368 1377
—goodwill impairment - - -6 950 - - - - -
Profit/loss after financial items 912 1074 -5709 1254 956 1212 1368 1377
—as a percentage of revenues 7.8 8.9 10.5** 10.5 9.2 10.9 11.8 12.0
—48.1%*

*) The operating margin of Rental Service including goodwill impairment charge was negative.
The margin excluding impairment charge was 6.8 % for the third quarter 2002.

**) The margins for the Group is presented excluding and including goodwill impairment charge.
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Sustainability
Performance at a Glance

This is the third Sustainability Report for the Atlas E conom | C

Copco Group based on the Global Reporting Initia- Pe rfO rmance
tive's (GRI) Sustainability Reporting Guidelines.

It addresses all sustainability performance dimen-
The Group’s added value

decreased 6% in MSEK
during 2003. Revenues

sions; economic, environmental, and social, with
an emphasis on environmental issues.

The scope of this reportis the Atlas Copco Group, T

and the policy documents and performance data affected by a 10% nega-

reported cover the entire Group, unless otherwise tive translation effect

noted. from foreign exchange
The reporting period for the current reportis the rate fluctuations.

calendar year 2003, with historical data provided for
2001 and 2002, where performance data is available
and appropriate.

Any significant changes in the methods for

measuring specific performance indicators are

Value added
MSEK KSEK
25000 1000
20 000 800
15 000 600
10 000 400
5000 200
0 0

99 00 01 02 03

Per employee
Value added

2003 2002 2001

disclosed in the relevant sections of the report. Added value (total), MSEK
During 2003, Atlas Copco has achieved improved Added value per employee, kSEK

19571 20871 22164
761 809 846

sustainability performance in some areas including
considerably lower accident rate and fewer sick-
leave days, and improved environmental results for
comparable reporting units. However, the added
value decreased, primarily as a result of unfavourable

curreny effects.
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Environmental
Performance

The Group's environmen-
tal performance shows
mixed results for 2003.
C0, emissions, water, and
energy usage have been
reduced in absolute terms
for comparable units.
The relative use of these
resources measured per
MSEK cost of goods sold
(COGS) has, however,
increased as COGS was

ISO 14001 certification

% of COGS certified
100

75

50

25

99 00 01 02 03

negatively affected by foreign exchange rate fluctua-

tions. Almost all major product companies have now

certified their environmental management systems

according to the IS0 14001 standard. A number of new

energy efficient products have been launched.

2003  2003* 2002 2001

IS0 14001 certification, % of COGS
Energy use, GWh per MSEK COGS

Water use, m* per MSEK COGS
Packing materials, tonnes per
MSEK COGS

81 81 80 74
16.8 172 16.7 16.6
268 220 219 216

1.1 09 09 09

CO, emissions, tonnes per MSEK COGS 4.5 45 43 41

*) Data for units comparable with 2002 and 2001.

SUMMARY

Social
Performance

Social performance, in terms of workplace health and
safety, improved significantly in 2003. Both the relative
number of work-related accidents and the level of
sick-leave were reduced. The number of training
hours per employee increased compared with 2001
and 2002, and approached the Group target of 40 hours
of training per employee per year.

2003 2002 2001

Number of accidents

per million hours worked 23.3 32.1 34.1
Sick-leave days, % 2.7 3.0 -
Average training hrs. per employee 37.2 35.2 35.2
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VISION AND STRATEGY

Sustainable Development

The Group believes thatimprovements in sustainability performance

will be achieved through a process, taking proper account of the relevant

economic, environmental, and social issues.

A key challenge within sustainable development targets is
balancing each sustainability dimension so that improved
performance in one dimension is not achieved at the expense
of poorer performance in the other dimensions.

In developing, manufacturing, and selling or renting
products, Atlas Copco creates employment and contributes
to economic welfare. When producing products, Atlas Copco
consumes resources, and the products have an environmental
impact when used. By respecting the rights of employees and
other stakeholders, the Group lays a foundation for a more
equitable and sustainable development.

Challenges

From an economic performance perspective, the key challenge
is to continue to generate and distribute increasing added value
to key stakeholders. This can best be done by following the
well-proven sequence of stability—profitability—growth, while
continually improving productivity and developing new and
better products.

With regard to environmental performance, the main issue
is related to the customers’ use and end-of-life disposal of Atlas
Copco products. It is therefore of central importance to develop
and manufacture new products with lower environmental
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impact during their useful life than the previous generation of
products, while also continuing to reduce the use of resources
in the production process.
In the social dimension of sustainability, the key challenges
are to recruit, develop, and retain professional people, and
ensure that human and labor rights are respected.
03

of
Dow Jones

. . Sustainabilit
Atlas Copcoincluded in Indexes y

Dow Jones Sustainability Index

For the fourth consecutive year, Atlas Copco has

been selected as a member of both the Dow Jones Sus-
tainability World Index (DJSI World) and the European DJSI
STOXX index, which measure sustainability performance on
a global basis across all market sectors and industry groups.
The DJSI methodology involves an annual, comprehen-
sive assessment of the three sustainability dimensions—eco-
nomical, environmental and social performance—and the
indexes include only the leading sustainability companies.

See also www.sustainability-indexes.com




GOVERNANCE STRUCTURE
AND MANAGEMENT SYSTEMS

Support Operational Progress

Atlas Copcois a decentralized Group of companies and the responsibility

for environmental and workplace issues is delegated to the divisions. Com-

mon policies and guidelines are established to support divisional progress.

In 2003 the Atlas Copco Group Business Code of Practice
was issued, valid for all Group units. It summarizes key poli-
cies related to business ethics, and to social and environmen-
tal performance, and specifies Atlas Copco’s responsibilities
towards customers, employees, business partners, sharehold-
ers, and the society and environment. The code is based on
Atlas Copco’s vision to be First in mind — first in choice for its
stakeholders, and on its core values interaction, commitment
and innovation.

Atlas Copco supports the following international voluntary
ethical guidelines: the UN Global Compact principles, the
OECD Guidelines for Multinational Enterprises, and the ILO
Declarations of labor rights.

Structure and governance

The Atlas Copco Board of Directors is responsible for approv-
ing the overall Group strategy and for overseeing the organiza-
tion. Environmental and social issues are integral parts of the
business strategy and are thus addressed by the Board in the
course of reviewing the Group’s strategy.

Group Management is responsible for developing and follow-
ing up Group objectives, strategies, and policies, including for
example monitoring fulfilment of the Group objectives to certify
all major facilities according to the international standard ISO

14001. At Group level, there is a Group Environmental Council,
consisting of business area environmental coordinators, who
meet periodically to discuss common environmental manage-
ment problems and share possible solutions.

Atlas Copco is organized into four separate business areas,
responsible to develop, implement, and follow up on the objec-
tives, strategy and structure of the business area, including
environmental and social performance as appropriate. The
operational responsibilities are divided into separate divisions
within each business area, working with specific products, ser-
vices, and markets. The divisions are normally the highest oper-
ational units in the Atlas Copco organization, and each divi-
sion is responsible for operating its respective business in an
environmentally and socially sound manner.

The Way We Do Things

One of Atlas Copco’s most important management tools is the
database of Group principles, policies, and instructions, known
as The Way We Do Things, accessible to all employees through
the Intranet. This database contains documents relating to com-
munications and positioning, finance, controlling, accounting,
information technology, insurance, legal issues, people and envi-
ronmental management.
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GOVERNANCE STRUCTURE
AND MANAGEMENT SYSTEMS

Atlas Copco and its key stakeholders

Strive to be a good and
reliable corporate citizen

Conduct business with
a strictly professional
approach

Conduct operationsin a
manner which preserves
the environment for
future generations

Society
and the
environment

Business
Partners

Asked to join in the work
for a better environment

Shareholders

Provide a long-term
investment return above
the industry average

Recognize and reward
achievement and
performance

Employees
Provide access to informa-
tion to enable people to do
agood job

Offer a working environ-
ment where the rights of
people are respected

Customers

/

Operate worldwide with a long-term
commitment to customers in each market

Provide quality products and services with
an increasing value/cost relation

Stakeholder relationships

A large multinational company has many individual stakeholders,
making it difficult to take all of them into account at all times. Atlas
Copco has prioritized those stakeholders who are crucial to the
Group’s long term business sustainability and has defined the fol-
lowing five groups; society and the environment, employees, cus-
tomers, business partners, and shareholders. The Group's respon-
sibilities towards these groups are set out in the Atlas Copco

Develop safe, environmentally friendly,
ergonomic, reliable, and functional prod-
ucts and services to enhance customer
productivity

Business Code of Practice, and are further explained in internal
guidelines.

There is an ongoing and informal dialogue with stakeholders in
these categories, to address the issues of concern that arise. In this
way stakeholders’ views and expected reactions will be considered
in those business decisions where they matter most.
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Adding Value

ECONOMIC PERFORMANCE

The Atlas Copco Group operate in countries all over the world, contributing

to the welfare of local economies and generating added value for the

Group and its stakeholders.

In 2003, the added value decreased slightly, mainly due to lower
revenues in MSEK affected by a large negative translation effect
from foreign exchange rate fluctuations. To gauge the Group’s
sustainability progress, the impact on all key stakeholders must be
assessed.

The direct economic impact on some of the Group’s key stake-
holders is reported in the statement of added value. This statement
shows the source and monetary added value by the Group, and
how this value is distributed amongst the various stakeholders.
The balance is reinvested in the Group to finance further growth
and value creation for the benefit of all stakeholders.

Statement of value added

MSEK 2003 2002 2001
Generation of value added:
Customers Revenues 44619 47 562 51139
Suppliers Costs for goods
and services -25048 -26691 -28975
Value added 19571 20871 22 164
Of which retained
in business -5 388 -5887 -6 509
Distributed
to stakeholders 14183 14984 15 655

Distribution of value added:

Employees Wages and salaries 8537 9275 9541
Public sector  Taxes and social costs 4 030 3764 BI559
Creditors Interest payments 397 780 1430

Shareholders Dividend payments 1219 1165 1125

Society and the environment

A portion of revenues generated by Atlas Copco is paid to
governments around the world through various duties and
taxes. These contribute to economic development as they

are used to finance institutions that are necessary for a well-
functioning society, and thus a prerequisite for economic
growth. Taxes in 2003 amounted to MSEK 1 619 (1 513 exclud-
ing the effect of goodwill impairment).

The social costs for employees that Atlas Copco pays in most
countries contribute to the funding of pensions, unemployment,
and other social benefits that provide security and improve the
quality of life for the employees and their families. These social
costs amounted to MSEK 2 411 or an average of SEk 94 000 per
employee.

Employees
About 26 000 people worldwide are employees of Atlas Copco,
and the economic activity generated by the Group’s business sus-
tains thousands of additional jobs with business partners. It is
critical that Atlas Copco is considered an attractive employer, in
order to be able to recruit qualified and motivated people.
Treating employees fairly and paying them reasonable wages
is fundamental to being a good employer. See note 4 in the
Annual Report and the section on social performance, page 71.

Customers

The source of the added value by Atlas Copco’s activities is the
ability to satisfy the needs of customers by providing them with
high-quality, innovative products and services, that contribute
to customers’ productivity.

Atlas Copco has been in business for 130 years, which in
itself is a testament to the long-term commitment of the Group
towards its customers and the Group’s ability to adapt to their
requirements.

Business partners
Companies within the Group rely on business partners, such
as suppliers, subcontractors and joint venture partners, and the
quality of their work, to continue providing high quality prod-
ucts and services to customers. Many suppliers of core assem-
bly components are geographically close to Atlas Copco
manufacturing plants. This helps reduce the delivery time and
creates local employment.

An increasing number of suppliers are also located in Asia,
and the Group’s purchases contribute to the economic develop-
ment in this region.

Shareholders and Creditors

Atlas Copco depends on its creditors and shareholders for
funds to finance the asset base that is used to create added
value. Shareholders receive annual dividends from Atlas
Copco, and also have the potential to make capital gains by
selling their shares on the stock exchange. Creditors are com-
pensated with regular interest payments for the funding they
provide and will eventually be repaid the full value of the
amounts borrowed from them.
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ENVIRONMENTAL PERFORMANCE

_imiting

Resource Consumption

A key environmental consideration for Atlas Copco is the energy used

inthe design, manufacture, use and disposal of the Group’s products.

All new projects therefore take into account energy consump-
tion at an early stage. Investments in environmentally improved
products and processes have been made to adapt to new legisla-
tive requirements.

The manufacturing and distribution of products is the phase
of the products’ life cycle that can be most easily controlled by
the Group, and environmental performance in this area is moni-
tored annually. Performance indicators are collected from the
major manufacturing sites and distribution centers of Compres-
sor Technique, Construction and Mining Technique, and Indus-
trial Technique, covering approximately 95% of Cost of Goods
Sold (COGS) in these business areas. Selected performance indi-
cators are also collected from Rental Service, and presented on
page 69.

In 2003, the data has become more complete, as a number
of newly acquired and previously non-reporting sites have
reported for the first time. In the table, the indicators for 2003
are presented for all reporting units, and separately for those
sites that also reported in 2002, to permit more meaningful
comparisons with previous years.

Environmental performance indicators

2003 2003* 2002 2001
1ISO 14001, % of COGS 81 81 80 74
Energy use, GWh 304 288 299 308
—in relation to COGS 16.8 17.2 16.7 16.6
Water use, ‘000 m3 485 369 391 402
—in relation to COGS 26.8 22.0 21.9 21.6
Packing materials,
‘000 tonnes 19.6 14.8 16.1 16.5
— in relation to COGS 1.1 0.9 0.9 0.9
CO, (energy), ‘000 tonnes 82 75 76 77
—in relation to COGS 4.5 4.5 4.3 4.1

*) Data for units comparable with 2002 and 2001.
In 2003 data has become more complete and accurate. Historical data has
not been adjusted.

Environmental management systems (EMS)

The Group’s main environmental objective is to implement
environmental management systems (EMS) in all divisions,
and ensure that all major facilities certify their systems accord-
ing to the international standard ISO 14001.
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Considerable progress has been made since the first ISO cer-
tificate was awarded to Atlas Copco Electric Tools in 1997 and,
at year-end 2003, 81% of the Group’s manufacturing and logis-
tics capacity was ISO certified.

Energy use

The use of energy is a significant environmental consideration
within the Group’s manufacturing facilities, and several pro-
grams have been initiated to limit the use of energy. Most of
the energy used is electricity and heat purchased from utility
companies, but some energy is also generated on site, for
example in the heat treatment of components. Fossil fuels are
also used for product testing and for the operation of certain
on-site equipment.

Energy use is closely related to the level of production activity,
and increased production will often result in more energy being
used. In 2003, the Group’s energy use for comparable units
decreased from 299 GWh to 288 GWh in absolute terms, but
increased slightly from 16.7 to 17.2 for comparable units, as
expressed in terms of COGS. Including all sites reporting in 2003,
the energy use totaled 304 GWh or 16.8 GWh per msex COGS.

Water use

Water is a scarce resource in many parts of the world, and
Atlas Copco is constantly working to reduce the use of water.
In 2003, the Group’s total water use decreased from 391 000 m3
to 369 000 m3 (for comparable units). With the addition of the
new reporting units, the water use was 485 000 m3 in total, or
26.8 m3 per MSEK COGS. This consumption includes both
water used in the production process and for sanitary purposes,
and also takes into account water extracted from on-site wells.

Packing materials

In 2003, the use of materials for packing products and parts
leaving the manufacturing sites decreased from 16 100 tonnes
to 14 800 tonnes (for comparable units). For all units, 19 600
tonnes of materials were used. The most common packing
materials are wood, paper, and cardboard, accounting for
almost 70% of the total mass. The remaining 30% consist
mainly of various plastic materials and steel carrying cases
used for electric tools.



CO, emissions

Carbon dioxide (CO,) contributes to global warming. CO, is
produced when fuels are burned either in the course of energy
production or for transportation purposes.

Atlas Copco presently only has reliable measures of CO,
emissions resulting from energy use in production. In 2003,
CO, emissions for comparable units decreased from 76 000
tonnes to 75 000 tonnes, partly due to a number of sites
increasing their purchases of electricity produced from
renewable fuels. For all reporting units the CO, emissions
were 82 000 tonnes or 4.5 tonnes per MSEK COGS.

Products and services

With a life cycle perspective, it becomes clear that Atlas Copco
also has an indirect environmental impact downstream during
the product use phase. Environmental reviews and life cycle
assessments have shown that energy consumption, oil leakage,
noise, and dust emissions are the most significant environmen-
tal impacts that occur during the useful life of the products.
All product development takes these and other relevant envi-
ronmental and ergonomic aspects into consideration, in order
to minimize future negative impacts.

Rental Service environmental performance

In 2002, selected environmental performance indicators from

a representative sample of 39 rental stores in the Rental Service
business area were reported. Based on the sample data, a
weighted estimate of the total resource use for the business area
could be calculated. In 2003, all rental locations reported their
environmental performance, with a focus on electricity and
water use, waste management, and fuel used for transport as
well as rental equipment. The numbers showed a substantial
decrease from 2002 due to more precise data being collected, but
also because of a number of other positive factors, including:

* A focus on sales of used equipment that resulted in rental fleet
reduction, resulting in consumables and disposal reductions

* Environmental awareness has been increased in all locations
resulting in more efficient use and disposal actions

* Control of waste vendor service has resulted in more efficient
disposal and reporting

* Reduction of solvent waste due to the conversion to an envi-
ronmentally friendly parts washing system

ENVIRONMENTAL PERFORMANCE

Improved environment in Nasik

Atlas Copco in India has contributed to improving the envi-

ronment in and around its Nasik plant. With rainfall concen-
trated to the monsoon season, the open land becomes very
dry after October. During 2003, the company planted approxi-
mately 700 trees on the site, with the aim of reducing dust
problems. India also faces drinking water shortages in most
parts of the country. At the Nasik plant, a water harvesting
system, tailored to the geographic location, has been
installed. The water is collected from the roof, channeled
through the existing drain channels, and sent to soak pits and
tube wells specially dug for this purpose. This increases the

water table in all areas around the factory.

Resource use Rental Service

2003 2002
Electricity (MWh) 39232 47 367
— in relation to COGS 4.8 4.6
Fuel for transports (m3) 30282 37 647
—in relation to COGS 3.7 3.7
Fuel for equipment (m3) 19 667 -
— in relation to COGS 24 -
Water (m3) 283646 410434
—in relation to COGS 34.3 40.1
Liquid waste (m3) 5308 6 365
—in relation to COGS 0.6 0.6
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ENVIRONMENTAL PERFORMANCE

Recycling of scrapped tools

As of September 2003, all divisions that use Power Tools Distribu-
tion, Atlas Copco's distribution center in Belgium, have started to
recycle scrapped tools. This is done by a company that operates
an installation for disassembling used electrical and electronic
appliances to facilitate the recycling of components. Tools are
sorted and delivered to them, where the tools are manually
dismantled into different recyclable fractions, such as electronics,
plastics, and metals. Careful checks are carried out to verify if the

appliances contain any hazardous parts, which are removed, sort-

ed by type, and shipped for further treatment in specialized instal-

lations. At present a recyclability of approximately 83% can be

achieved. RSC introduces solvent-free parts washers

RSC is the first equipment rental corporation in the United States
to convert all of its locations from solvent-based parts washers
to a more environment friendly parts washing system. The sol-
vent-based parts washers used by the majority of the locations,
generated hazardous waste and as such, were subject to stringent
federal and state regulations. The newer parts washing system
uses naturally occurring microbes to break down oil and grease.
The solution is recyclable, is safe to use, and does not generate
any hazardous waste. The conversion is anticipated to reduce
RSC hazardous waste by over 94 000 liters per year.

Energy savings with VSD compressors

Conventional compressors provide a constant

- st R 4 A | flow of compressed air and can not adjust the

air supply to a specific need. However, in most

Designing recyclable tools

In 2003, CP launched a new grinder, the Tornado, of which more

production processes, the demand for com-

pressed air is not constant and varies depend-

than 95% can be recycled. This high level is achieved through X L X
ing on the activity in the factory. The VSD line

careful selection of materials and suppliers. The motor can use

of compressors can vary the speed of their

oil-free compressed air, and uses seals and O-rings that do not i X .
drive motors and thus adjust the air supply to the actual demand.

wear and emit deposits into the exhaust air, thereby minimizing . 5 L.
This features permits a more energy-efficient use of the compres-

pollution. Maintenance is very simple, and by following a service . .
sor, and considerably reduces lifetime energy costs compared to

video, the tool is easily serviced at the customer’s site, further X .
a conventional compressor. Energy savings can amount to 35%.

reducing down time and transportation costs.

70| ATLAS COPCO 2003



SOCIAL PERFORMANCE

Focusing on the Workplace

Atlas Copco aim to offer a safe and healthy working environment in all its

operations. The focus in the social sustainability dimension is on employ-

ees and workplace performance. In 2003, employee health and safety

improved, and the average number of training hours increased.

Workplace performance indicators

2003 2002 2001

Average number of employees 25707 25787 26 201
Workforce structure

Female employees, % 17 18 18

Female managers, % 10 10 9

Employees’

Below 30 years, % 21 23 21

Between 30 and 50 years, % 59 57 59

Above 50 years, % 20 20 20
Health and safety

Accidents per million

hours worked 23.3 32.1 34.1

Sick-leave days, % 2.7 3.0 -
Competence development

Average number of

training hours per employee 37.2 35.2 35.2

1) Excluding the United States.

The Atlas Copco Group has a long tradition of working with
human resource and organizational development issues. There
are a number of Group policies to guide the divisions in the
recruitment and competence development processes.

Employees are encouraged to take responsibility, ask ques-
tions, and work in different positions throughout the Atlas
Copco Group. An International Job Market, where vacant posi-
tions are posted, has been established to promote job mobility
within the Group. Each employee is entitled to an annual per-
formance appraisal and one-on-one discussion with their man-
ager to support professional development.

There are management systems in place to help the divisions
work with relevant human resource issues. A set of employee-
related indicators measuring workforce structure, health and
safety, competence development, and job mobility are collected
on a quarterly basis.

Workforce structure

The proportion of men and women in the workforce has been
fairly constant over a number of years and 17% of the employ-
ees are female.

The age distribution of employees within the Atlas Copco
Group has remained stable over several years, and there is a
healthy spread of employees of all ages, with a majority (59 %)
of employees in the 30—50 age category (figures exclude the
United States).

Promotion of diversity and equal opportunities is a part of
Atlas Copco’s basic beliefs. Employees should be selected and
placed in an appropriate position solely on the basis of their
qualifications for the work to be performed, and regardless of,
for example, race, religion, age, or sex.

Health and safety
The well-being of Atlas Copco employees is a key concern.
Regrettably, occasional accidents in the workplace do happen,
but the frequency of such work-related accidents is continually
being reduced, and in 2003 there was a substantial decrease in
the accident rate. Fortunately, most of the accidents are not of
a serious nature. It is the Group’s objective to reduce work-
related accidents to a minimum.

For the Group as a whole, the level of sick-leave has
dropped to 2.7% (compared with 3.0% in 2002).

Competence development

Developing employee competence is crucial both to business suc-
cess and to personal development, and ongoing training activities
take place throughout the year. In 2003, employees received an
average of 37.2 hours of training, which is an increase from 35.2
hours in 2002. The Atlas Copco Group’s goal is an average of 40
hours of training and development per employee per year.

The indicators for competence development include many dif-
ferent types of training and development, and there are numerous
training programs tailored to different employee categories
throughout the Group. These programs are usually designed and
carried out locally, and include courses that are specific to Atlas
Copco, such as improving knowledge about the Group and its
products, as well as more general courses, such as improving com-
puter skills and knowledge of the English language.
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Definitions

Carbon dioxide (CO,) The most common greenhouse gas found
in the atmosphere.

Cost of Goods Sold (COGS) All costs incurred to manufacture
goods (and provide services) to be sold, including costs for mate-
rial, salaries, and depreciation of equipment, but excluding over-
head costs for marketing and administration.

Environmental Management Systems (EMS) The part of the
overall management system that includes organizational struc-
ture, planning activities, responsibilities, practices, procedures,
processes, and resources for developing, implementing, achiev-
ing, reviewing, and maintaining the environmental policy. An
EMS involves a systematic and documented approach to envi-
ronmental management.

Fossil fuels Fuels originating from organisms of an earlier geo-
logical age, including coal, oil, natural gas and peat.

ISO 14001 An international standard, developed by the Interna-
tional Organization for Standardization (ISO), for setting up and
certifying environmental management systems.

Life Cycle Assessment (LCA) A method for assessing the total
environmental impact of a product or service "from cradle to
grave,” including all phases of production, use, and final disposal.

Megawatt hour (MWh) A measure of electrical energy equal to
the power provided by one megawatt in one hour. Mega is the
metric prefix for one million. In the report, gigawatt hour (GWh)
is also used as a measurement unit. Giga is the prefix for one
thousand million.
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Sick-leave Absence from work due to the employee’s own illness,
and does not include absence due to child care or care of relatives
and next-of-kin. The sick-leave indicator used in the Atlas Copco
Group is measured as number of sick-leave days in relation to
total number of working days.

Stakeholder An individual or group who can affect or is affected
by the activities of an organization.

Sustainability Meeting the needs of the present without compro-
mising the ability of future generations to meet their own needs.
Improving quality of life for everyone, now and for generations to
come. Sustainability has three dimensions: economic, environ-
mental, and social sustainability.

Value added A measure of the company’s productive contribu-
tion, that is, the value added through processing and other activi-
ties. Calculated by deducting costs for the purchase of raw mate-
rials, wholly and semi-finished goods and services from
revenues.

Work-related accident Includes illness or injury resulting in loss
of consciousness, restriction of work or motion, or transfer to
another job, and requiring medical treatment beyond first aid.
This does not include accidents occurring when travelling to or
from work.



THE ATLAS COPCO SHARE

The Atlas Copco Share

At December 31, 2003, the price of the Atlas Copco
A share was Sek 257.50. During 2003, the price of

the A share increased 51%, while the Stockholm
Exchange’s, Stockholmshdrsen, Industrial Index and
General Index gained 26% and 30%, respectively.
The annual total return on the Atlas Copco A share,
equal to dividend plus the appreciation of the share
price, averaged 14.9% for the past 10 years and 11.2%
for the past five years. The corresponding total yield
for the Stockholmsbdrsen as a whole was 11.2%
(1994-2003) and 1.5% (1999-2003).

Share price
SEK

700

Share capital

Atlas Copco’s share capital at year-end 2003 amounted to
SEK 1 048 010 920 distributed among 209 602 184 shares, each
with a par value of SEx 5. Class A shares entitle the holder to
one voting right, and class B shares entitle the holder to one-
tenth of a voting right. Each round lot consists of 100 shares.

Distribution of shares, December 31, 2003
Class of share  Shares outstanding % of votes

% of capital

Ashares 139899016 95.3 66.7
B shares 69703 168 4.7 33.3
Total 209 602 184 100.0 100.0

Ownership structure

At year-end 2003, Atlas Copco had 37 562 shareholders (38 810).
The proportion of shares held by institutional investors was
77% (77). The 10 largest shareholders, by voting rights,
accounted for 34% (36) of the voting rights and 30% (36) of
the number of shares. Non-Swedish investors held 46% (42)
of the shares and represented 51% (47) of the voting rights.

Number of shares
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32000

300 /\’\/\
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24000
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THE ATLAS COPCO SHARE

Ownership structure, December 31, 2003

Number of shares

% of shareholders

% of capital

1- 500 76.5 2.2
501- 2000 17.3 3.1
2001- 10000 4.2 3.1
10001~ 50000 1.2 4.8
50001 - 100 000 0.3 3.9
> 100 000 0.5 82.9

Total 100.0 100.0

Shareholders by country, December 31, 2003

% of votes

% of capital

equity, the dividend proposed
for 2003 is 7.4% (5.9).

Trading

Trading of the Atlas Copco
AB shares primarily takes
place on Stockholmsborsen.
In 2003, Atlas Copco shares
were the 6th (10th) most
actively traded shares on this
stock exchange. A total of

451 704 436 shares were traded
(365637020 class A, 86 067 416
class B), corresponding to a
value of MSEK 96 262 (77 945).
On average, 1 814 074 shares
(1504 089) were traded each
business day. The turnover rate
(degree of liquidity) was 216%
(179), compared with the stock

Earnings and
dividend per share

SEK
18

99 00 01 02 03

Earnings*
M Dividend (for 2003 proposed)

*) Excluding goodwill impairment
charge 2002.

Sweden 48.7 54.4
The United States 22.1 19.1
Great Britain 15.4 14.5
Luxembourg 2.4 2.0
Japan 1.7 1.3
France 1.5 1.2
Netherlands 1.3 1.0
Singapore 1.1 0.9
Belgium 1.0 0.9
Germany 0.8 0.6
Others 4.0 4.1
Total 100.0 100.0

Market capitalization

Atlas Copco’s market capitalization at December 31, 2003 was
MSEK 52 369 (34 552), which corresponds to 2.2% (1.9) of the
total market value of the Stockholmsborsen.

Dividend policy

The dividends to shareholders shall reflect the company’s profit
and cash flow development as well as growth targets. The Board
of director’s opinion is that the dividend should correspond to
40-50% of earnings per share.

If the shareholders approve the Board of Directors’ proposal
for a dividend of sek 7.50 per share for 2003, the average dividend
growth for the five-year period 1999-2003 will equal 11.7%.
During that period, the dividend has averaged 41.3% of earn-
ings per share. Expressed as a percentage of shareholders’

12 largest shareholders, December 31, 2003

market average of 124% (122).

Foreign trading in the Atlas Copco share showed a net export
of MSEK 1431 (3 326). Atlas Copco shares are also listed on the
London and Frankfurt stock exchanges.

ADR programin the United States

In 1990, a program for American Depositary Receipts (ADRs)
was established in the United States. Since then, both A and B
shares are available as depositary receipts in the United States
without being formally registered on a United States stock
exchange. One ADR corresponds to one share. The depositary
bank is Citibank N.A. At year-end 2003, there were 688 458
(662 316) depositary receipts outstanding, of which 413 510
represented class A shares and 274 948 class B.

Atlas Copco options

The Atlas Copco options listed on the Stockholmsborsen consist
of call options and put options, each linked with 100 shares.
Option contracts traded in 2003 corre-
sponded to approximately 22.2 million

% of %of  shares(22.8), or about 11% (11) of the

Number of shares A-shares B-shares votes capital total number of Atlas Copco shares.
Investor Group 31454971 31454971 0 21.4 15.0
SEB Group 4409 393 2620 369 1789 024 1.9 2  Everyday anaverageof 89 341 (91 395)
Fourth National Pension Atlas Copco shares was affected by trad-
Insurance Fund 3165 600 2617 600 548 000 1.8 1.5 ingin options. Since the options confer
Handelsbanken Group on the holder the right to buy or sell
(SHB/SPP) 4709 145 2316713 2392 432 1.7 2.3 existing shares only, they have no dilu-
First National Pension tion effect.
Insurance Fund 2991154 2470782 520372 1.7 1.4
Lansforsakringar Group 2767 895 1925915 841980 1.4 1.3 L. .
Second National Pension Statutory limitations on
Insurance Fund 2827351 1745337 1082014 1.3 1.4 coupon shares and bonus shares
Government of Singapore 1932523 1516 209 416314 1.0 0.9 Non-VPC registered shares from 1974
Folksam Group 1125123 1125123 0 0.8 0.5 and unclaimed shares from the bonus
?.I.ecta_ Soarbank 6 458 681 381144 6 077 537 0.7 3.1 issue in 1989 have been sold and the
Group o 7154 143 156656 6997487 0.6 34  rightto these shares has been trans-
Skandia Group 3785346 423 444 3361902 05 1.8 formed to aright to receive the pro-
Others 136820859 91144753 45676106  65.2 65.3  ceeds. These rights will expire in 2010
Total 209602184 139899016 69703168  100.0 100.0  and in June 2004, respectively.

The table above shows the largest shareholdings, by voting rights, registered with VPC, the Swedish

Securities Register Center.
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Per share data

THE ATLAS COPCO SHARE

Avg. growth
SEK 1998 1999 2000 2001 2002 2002* 2003 99-03,%
Earnings’ 11.96 11.50 13.95 14.63 -18.55 13.88 15.62 5.5
Dividend 4.32 4.75 5.25 5.50 5.75 5.75 7.502 1.7
Dividend as % of earnings 3 36.2 41.3 37.6 37.6 Neg 41.4 48.0
Offer price, Dec. 31, A 171 252 207 235 170 170 258 8.5
Offer price, Dec. 31, B 169 250 198 220 155 155 235 6.8
Highest price quoted, A 247 260 260 250 263 263 283
Lowest price quoted, A 141 150 157 163 138 138 156
Average price quoted, A 197 214 201 212 213 213 218
Equity 4 81 101 115 133 97 126 101 4.5
Dividend yield, % ® 2.2 2.2 2.6 2.6 2.7 2.7 3.4
Price/earnings 6 16.5 18.6 14.4 14.5 neg 15.3 14.0
Price/sales’ 1.12 1.24 0.91 0.87 0.94 0.94 1.02

Number of shares

183515920 209602184 209602184 209602184 209602184 209602184 209602 184

*) Excluding goodwill impairment charge.

1) Profit after financial items, less tax and minority interests, divided by the average number of shares outstanding.

2) Proposed by the Board of Directors.
3) Dividend divided by earnings per share.

4) Equity and minority interest divided by the number of shares.

5) Dividend divided by the average price quoted during the year.

6) The average price quoted during the year divided by earnings per share as defined in 1).
7) The average price quoted during the fiscal year divided by sales per share.

Share issues 1973-2003

Increase of share capital, MSEK

Amount paid in, MSEK

1973 Bonus issue

1974 New issue

1976 New issue

1979 Bonus issue
New issue

1982 Bonus issue
New issue (non-preferential)

1989 Bonus issue

1990 New issue (non-preferential)
Conversion*

1991 Conversion*

1992 Conversion*

1993 Non-cash issue**
Conversion*

1994 Split

1999 New issue

1:2
1:4 SEK 25
1:5 SEK 50
1:6
1:6 SEK 60
1:4

2765 000 shares at SEK 135

1B share: 3 Ashares

4000 000 B shares at SEK 320.13

7 930 shares
42 281 shares
74 311 shares

383500 shares at SEK 317

914 496 shares

5:1 par value SEK 5

1:7 SEK 160

69.2
51.7
51.7
51.7
51.7
103.5
69.1
195.5
100.0
0.2
1.1
1.9
9.5
22.9

130.4

51.7
103.5

124.1

373.3

1280.5
1.2

6.3
11.1
121.6
137.2

4173.8

*) Pertains to 1987/1993 convertible debenture loan.
**) In connection with the acquisition of The Robbins Company.

Analysts following Atlas Copco

ABG Sundal Collier

Klas Andersson

ABN AMRO- Alfred Berg

Gustaf Lindskog

BNP Paribas Luc Mouzon
Carnegie Anders Idborg
Cheuvreux Sasu Ristimaki
Commerzbank Glen Liddy
CSFB Patrick Marshall
Danske Equities Charlie Dove-Edwin
Deutsche Bank Kenneth Toll
Dresdner Kleinwort Colin Grant

Enskilda

Anders Eriksson

Evli

Michael Andersson

Exane

Olivier Esnou

Fischer Partners

Goldman Sachs

Henrik Moberg
Nick Paton

H&Q

Lars Glemstedt

Handelsbanken Mikael Sens
Human Securities Mattias Eriksson
JP Morgan Andreas Willi
Kaupthing Bank Peder Frolén
Lehman Brothers Brian Hall
Main First Werner Friedmann
Merrill Lynch Mark Troman

Morgan Stanley

Daniel Cunliffe

Nordea Securities

Johan Sivander

Citigroup Smith Barney Tim Adams
SG Securities Edward Stacey
Swedbank Mats Liss
UBS Warburg Anders Fagerlund
Ohman Anders Roslund
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BOARD OF DIRECTORS AND AUDITORS

Board of Directors and Auditors

Holdings at year-end 2003.

Board of Directors

Sune Carlsson Chairman (1997). Born 1941. Member of the Board
of Investor AB, Autoliv Inc, Picanol NV. Holdings: 5714 B.

Jacob Wallenberg Vice Chairman (1998). Born 1956. Chairman

of the Board of SEB and Chairman of the Board of W Capital Man-
agement AB. Vice Chairman of Investor AB, The Knut and Alice
Wallenberg Foundation, AB Electrolux and SAS AB. Board Mem-
ber of ABB Ltd and Confederation of Swedish Enterprise. Hold-
ings: 26 657 A.

Gunnar Brock (2002). Born 1950. President and Chief Executive
Officer of Atlas Copco. Employed by Atlas Copco since 2002.
Member of the Board of OM-Gruppen, Sweden, Lego AS, Den-
mark. Member of the Royal Swedish Academy of Engineering
Sciences (IVA). Holdings: 4 700 A and 44 224 personnel options.

Sune Carlsson

Kurt Hellstrom (1999). Born 1943. Former President and Chief Exe-
cutive Officer of Telefonaktiebolaget L M Ericsson. Holdings: 1142 A.

Ulla Litzén (1999). Born 1956. President W Capital Management
AB. Member of the Board of Investor AB, AB SKF, Karo Bio AB,
and Posten AB. Holdings: 11 200 A.

Thomas Leysen (2001). Born 1960. Chief Executive Officer of
Umicore. Chairman of the Board of VUM Media (Belgium),
Chairman of the Board of Eurométaux. Holdings: 3 500 A.

G Brock Kurt Hellstro
unnarroc urtHeflstrom Charles E. Long (2002). Born 1940. Former Vice Chairman of

Citicorp and Citibank. Member of the Board of Directors of
U.S.-based Introgen Therapeutics, The Drummond Company,
Atlas Copco North America Inc., and Sweden-based Gendux AB.
Holdings: 2 000 A.

Anders Ullberg (2003). Born 1946. President and Chief Executive
Officer of SSAB Svenskt Stal AB. Chairman of the Board of
Eneqvistbolagen and Chairman of the Board of the Executive
Council of the Swedish Ironmasters’ Association. Member of the
Board of Tieto Enator and SSAB Svenskt Stal AB. Holdings: 1500 A.

Staffan Bohman (2003). Born 1949. President of Sapa AB. Chairman
of the Board of German-Swedish Chamber of Commerce, Member
of the Board of Trelleborg AB and Sapa AB. Holdings: 1000 A.

Ulla Litzén Thomas Leysen

Charles E. Long Anders Ullberg Staffan Bohman
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Employee Representatives

Bengt Lindgren (1990). Born 1957. Chairman, Atlas Copco
Secoroc local of the Metal Workers Union, Fagersta. Holdings: 0.

Hakan Hagerius (1994). Born 1942. Chairman of the Swedish
Union of Clerical and Technical Employees in Industry (SIF) at
Atlas Copco Rock Drills, Orebro. Holdings: 0.

Lars-Erik Soting Deputy Member (1993). Born 1965. Chairman,
Atlas Copco Rock Drills local of the Metal Workers Union, Orebro.
Holdings: 0.

Mikael Bergstedt Deputy Member (2000). Born 1960. Chairman,
Atlas Copco Tools local of the forman’s union (Ledarna), Tierp.
Holdings: 0.

Auditors

The audit firm KPMG Bohlins AB is the appointed auditor of
Atlas Copco AB with authorized public accountant Stefan
Holmstrom as responsible.

BOARD OF DIRECTORS AND AUDITORS

Bengt Lindgren Hakan Hagerius

Lars-Erik Soting Mikael Bergstedt

Honorary Chairman

Peter Wallenberg Dr Econ. h.c.
Employed in various positions
within Atlas Copco, 1953-1974.
Chairman of the Board
1974-1996. Honorary Chairman
of Investor AB. Chairman of
The Knut and Alice Wallenberg
Foundation.
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GROUP MANAGEMENT

(Group Management

Gunnar Brock
President and Chief
Executive Officer for
the Atlas Copco Group.
Employed since 2002.
Born 1950. Holdings:
4700 A and 44 224

Bengt Kvarnback

Senior Executive Vice
President of Atlas Copco
AB, and Business Area
Executive for Compressor
Technique. Employed
since 1992. Born 1945.

employee stock options.

Hans Ola Meyer
Senior Vice President

Controlling and Finance.

Employed since 1991.
Born 1955. Holdings: 571
A,300B,2784 Acall
options, and 22 112
employee stock options.
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Holdings: 11 371A,57 B,
6 414 A call options, and
44 224 employee stock
options/rights.

Marianne Hamilton
Senior Vice President
Organizational Develop-
ment and Management
Resources. Employed
since 1990. Born 1947.
Holdings: 3175 A, 2784 A
call options, and 22 112
employee stock options.

e )

Freek Nijdam

Senior Executive Vice
President, and Business
Area Executive for Rental
Service. Employed since
1970. Born 1940. Hold-
ings: 1317 A, 1163 A

call options, and 29 482
employee stock
options/rights.

Hans Sandberg

Senior Vice President
General Counsel.
Employed since 1975.
Born 1946. Holdings:
200 A, 2784 Acall
options, and 22 112
employee stock options.

A

Goran Gezelius

Senior Executive Vice
President of Atlas Copco
AB, and Business Area
Executive for Industrial
Technique. Employed
since 2000. Born 1950.

Bjorn Rosengren

Senior Executive Vice
President of Atlas Copco
AB, and Business Area
Executive for Construction
and Mining Technique.
Employed since 1998. Born

Holdings: 44 224
employee stock options.

1959. Holdings: 33 168
employee stock options.

Annika Berglund
Senior Vice President
Group Communications.
Employed since 1979.
Born 1954. Holdings:
1300A,165B,2784 A
call options, and 22 112
employee stock options.



FINANCIAL INFORMATION

Financial Information

Welcome to the Annual General Meeting

Atlas Copco shareholders are hereby notified that the Annual General Meeting will be
held on Tuesday, April 27, 2004, at 5 p.m. in Berwaldhallen, Dag Hammarskjolds vag 3,
Stockholm.

Financial information from Atlas Copco
Atlas Copco will publish the following financial reports:

April 27,2004 Q1—first quarter results
July 16, 2004 Q2—second quarter results
October 21, 2004 Q3—third quarter results
February 2, 2005 Q4 —fourth quarter results
March, 2005 Annual Report 2004

Order the Annual Report from
Atlas Copco AB

Group Communications

SE-105 23 Stockholm, Sweden

www.atlascopco-group.com
Phone: +46-8-743 8000
Fax: +46-8-643 3718

www.atlascopco-group.com

The Atlas Copco Group site serves the financial markets with information. Here, you will
find financial reports and key figures in ready-to-use digital formats and you can subscribe
to information from the Group. Investor presentations can be downloaded and you can
view and/or listen to presentations of quarterly reports via your computer. A comprehen-
sive overview of the company and its operations can also be found at the site, with links to
the Group’s brands and the different countries where the Group has operations.
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Addresses

Atlas Copco Group Center
Atlas Copco AB (publ)

SE-105 23 Stockholm, Sweden
Phone: +46-8-743 8000

Fax: +46-8-644 9045
www.atlascopco-group.com
Corp. id. no: 556014-2720

Atlas Copco Compressor Technique
Airpower

P O Box 100

BE-2610 Wilrijk, Belgium

Phone: +32-3-870 2111

Fax: +32-3-870 2443

Atlas Copco

Airtec

P O Box 101

BE-2610 Wilrijk, Belgium
Phone: +32-3-870 2111
Fax: +32-3-870 2443

Atlas Copco

Industrial Air

P O Box 103

BE-2610 Wilrijk, Belgium
Phone: +32-3-870 2111
Fax: +32-3-870 2576

Atlas Copco

Oil-free Air

P O Box 104

BE-2610 Wilrijk, Belgium
Phone: +32-3-870 2111
Fax: +32-3-870 2443

Atlas Copco

Portable Air

P O Box 102

BE-2610 Wilrijk, Belgium
Phone: +32-3-870 2111
Fax: +32-3-870 2443

Atlas Copco

Gas and Process

Am Ziegelofen 2

DE-50999 Cologne, Germany
Phone: +49-2236 965 00

Fax: +49-2236 965 05 22

Altlas Copco

Atlas Copco Rental Service

6929 E. Greenway Parkway, Suite 200
Scottsdale, Arizona 85254, USA
Phone: +1-480-905 3300

Fax: +1-480-905 3400

Rental Service Corporation

6929 E. Greenway Parkway, Suite 200
Scottsdale, Arizona 85254, USA
Phone: +1-480-905 3300

Fax: +1-480-905 3400

Atlas Copco Industrial Technique
SE-105 23 Stockholm, Sweden
Phone: +46-8-743 8000

Fax: +46-8-644 9045

Milwaukee Electric Tool Corporation
13135 West Lisbon Road

Brookfield, WI 53005, USA

Phone: +1-262-781 3600

Fax: +1-262-783 8555

Atlas Copco Electric Tools
Postfach 320

DE-71361 Winnenden, Germany
Phone: +49-7195-120

Fax: +49-7195-126 66

Atlas Copco

Tools and Assembly Systems
SE-105 23 Stockholm, Sweden
Phone: +46-8-743 9500

Fax: +46-8-640 0546

Chicago Pneumatic

1800 Overview Drive
Rock Hill, SC 29730, USA
Phone: +1-803-817 7000
Fax: +1-803-817 7006

Atlas Copco Construction

and Mining Technique

SE-105 23 Stockholm, Sweden
Phone: +46-8-743 8000

Fax: +46-8-644 9045

Atlas Copco

Underground Rock Excavation
SE-70191 érebro, Sweden
Phone: +46-19-670 7000

Fax: +46-19-670 7070

Atlas Copco

Surface Drilling Equipment
SE-70191 érebro, Sweden
Phone: +46-19-670 7000
Fax: +46-19-670 7070

Atlas Copco

Rocktec

SE-70191 érebro, Sweden
Phone: +46-19-670 7000
Fax: +46-19-670 7070

Atlas Copco

Secoroc

Box 521

SE-737 25 Fagersta, Sweden
Phone: +46-223-461 00

Fax: +46-223-461 01

Atlas Copco

Construction Tools

SE-105 23 Stockholm, Sweden
Phone: +46-8-743 9600

Fax: +46-8-743 9650

Atlas Copco

Craelius

SE-195 82 Marsta, Sweden
Phone: +46-8-587 785 00
Fax: +46-8-591 187 82

Atlas Copco AB

SE-105 23 Stockholm, Sweden

Phone: +46 8 743 8000

Corp.id.no: 556014-2720
www.atlascopco-group.com
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