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las Copco believes in...

... delivering innovative products, reliable services and profitable growth while
being a responsible corporate citizen. This annual report reflects Atlas Copco’s mission
of creating sustainable, profitable growth and it integrates financial, sustainability
and governance information in order to describe Atlas Copco in a
comprehensive and cohesive manner.
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Industrial ideas drive
development

At Atlas Copco, we have been
turning great ideas into business-
critical benefits since 1873. By
listening to our customers and
knowing their needs, we deliver
value and innovate with the
future in mind.

GRI Standards and external review

Atlas Copco reportsits sustainability work for 2018 according to

GRI Standards, Global Reporting Initiative’s reporting guidelines, level
Core. Deloitte has reviewed the report and verified this level, see page
139. More information can be found at: www.atlascopcogroup.com
The sustainability report 2018 is prepared in accordance with

the Annual Accounts Act.

Notice

The amounts are presented in MSEK unless otherwise indicated

and numbers in parentheses represent comparative figures for the
preceding year. The figures presented in this report refer to continuing
operations unless otherwise stated.

Forward-looking statements

Some statements in this report are forward-looking, and the actual out-
comes 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 competing products and their pricing,
product development, commercialization and technological difficulties,
interruptions in supply, and major customer credit losses.

Atlas Copco ABis a publiccompany. Atlas Copco AB and its subsidiaries
are sometimes referred to as the Atlas Copco Group, the Group, or Atlas
Copco. Atlas Copco ABis also sometimes referred to as Atlas Copco.
Any mention of the Board of Directors or the Board refers to the Board
of Directors of Atlas Copco AB.



Welcome
to the
Atlas Copco
Group

—a decentralized
group with four
business areas
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COMPRESSOR TECHNIQUE

The Compressor Technique business area provides
compressed air solutions; industrial compressors,
gasand process compressors and expanders, air
and gas treatment equipment and air manage-
ment systems. The business area has a global
service network and innovates for sustainable
productivity in the manufacturing, oil and gas, and
processindustries. Principal product development
and manufacturing units are located in Belgium,
the United States, China, India, Germany and Italy.

Read more at page 20

Revenues 2018:
MSEK 43 972

Ordersreceived, revenues
and operating margin

MSEK %
50 000 25
40 000 - 20
30000 - 15
20000 - 10
10000 -5
2015* 2016 2017 2018
Revenues by region
Asia/ North

Australia, 30%

America, 22%

Africa/
Middle East, 8% —
‘ South

Europe, 35% America, 5%

Share of revenues

Service, 43% Equipment, 57%

Orders received by
customer category

Other, 17% General manu-
facturing, 28%

Service, 11%

Construction, 14%
Motor

Process industry, 28% vehicle, 2%

* Figures for the years 2015-2016 are best estimated numbers, as the effects of the distribution of Epiroc and restatements for IFRS 15 are not fully reconciled.

VACUUM TECHNIQUE

The Vacuum Technique business area provides
vacuum products, exhaust managementsystems,
valves and related products. The main markets
served are semiconductor and scientificas well
asawiderange of industrial segmentsincluding
chemical processindustries, food packaging

and paper handling. The business area has a
global service network and innovates for sustain-
able productivity in order to furtherimprove its
customers’ performance. Principal product devel-
opmentand manufacturing units are located in
the United Kingdom, Czech Republic, Germany,
South Korea, Chinaand Japan.

Read more at page 23
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INDUSTRIAL TECHNIQUE

The Industrial Technique business area provides
industrial power tools and systems, industrial
assembly solutions, quality assurance products,
software and service through a global network. The
business area innovates for sustainable productivity
for customersin the automotive and generalindus-
tries, maintenance and vehicle service. Principal
product development and manufacturing units are
located in Sweden, Germany, Hungary, the United
States, United Kingdom, France and Japan.

Read more at page 26
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POWER TECHNIQUE

The Power Technique business area provides air,
power and flow solutions through products such
as mobile compressors, pumps, light towers and
generators, along with anumber of complemen-
tary products. Italso offers specialty rental and
provides services through a dedicated, global
network. Power Technique innovates for sustain-
able productivity across multiple industries,
including construction, manufacturing, oiland gas
and explorationdrilling. Principal product devel-
opmentand manufacturing units are located in
Europe, Asia, South America and North America.

Read more at page 29
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Atlas Copco in 201

Record order intake, revenues and profit
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PRESIDENT AND CEO

Delivering value and innovation

with the future in mind

Atlas Copco achieved record revenues and record profit for 2018. A strong
focus on being close to customers and delivering what they find truly valuable
is top of mind for all employees throughout the organization.

Mats Rahmstrom, CEO and President

of the Atlas Copco Group, how would

you summarize 2018?

As asuccessful, exciting and memorable
year. We continued to launch innovative
products and service solutions. By always
looking forimprovements we deliver value
toall our stakeholders. In this past year, | have
seen so many examples of how we support
our customerstoincrease their productivity
and strengthen their offering. We are a very
large organization but still manage to stay
close to our customers. | see strong entrepre-
neurial spiritin our teams and that is some-
thing thatreally stands out.

More specifically, how do you comment
on the financial results for 2018?
Financially we performed onrecord levels
and the start of the year was very strong.
Our revenues were MSEK 95 363 and our
operating profit MSEK 21187. During the
second part of the year there were more
uncertaintiesin the global economy and we
experienced a weakened demandin the
semi-conductor and automotive industries.
PAGE 13

Five business areas became four when
Mining and Rock Excavation became a
separate, listed company in June 2018.
How has the split changed Atlas Copco?
It was a milestone. Today we have a clear
focus onindustrial customers. I know from
experience that we are at our best when we

are focused. Embracing change to become
even betterisanimportant part of Atlas
Copco'ssuccess. The split demonstrates that
in a very concrete way. The willingness to
improve and create customer value in
everythingwe dois at the heart of our
company culture.

What trends and change drivers do you
see in the world today?
Understanding the world and the conditions
we operatein helps us prioritize and seize the
right opportunities. Several macro trends will
affectus and our customersinthe yearsto
come. | am convinced that we have only seen
the beginning of digitalization as the demand
for data and connectivity will increase.
Automation and new manufacturing
methods are opportunities that enable new
possibilities when it comes to service, quality
control and business opportunities—both for
Atlas Copco and for our customers. Another
changedriveristheincreased protectionism
we experienced during 2018.lama firm
believerin free trade. Our growth is spread
quite evenly across the world and we are well
prepared to handle different scenarios. We
have a strong local presence and a strong
portfolio of brands, and we make sure that we
have a deep understanding of differences
between local markets and that we ensure
scaleand cost efficiency.

Globalization has been areality for us for
alongtime. Just look at the daily interaction
between employees and customers taking
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place within our multinational Group. We
strive to encourage mobility across geo-
graphical, organizational and cultural
boundaries. Thisisimportant for developing
competence, the possibilities foremployees
to grow and have challenging and interest-
ing professional lives, and also for successful
integration of newly acquired companies.
Climate change s also high on our agenda as
well as onthe agenda of our customers,
investors and employees. Our strategy builds
ongrowingintheright way,and we are
taking the next steps by implementing

new goals during 2019. [ PAGES5

Growing in the right way, what does
that mean?

I believe itisimportant that both companies
and countries take responsibility to be part
of the solutions to global challenges. We
want to support the achievement of the UN
Sustainable Development Goals. [ PAGE33

Growingintherightway s, for me, to
create lasting value. It means that we have to
be an attractive employer and a profitable
investment, develop products that are safe,
ergonomic and save energy. It means that
we work according to the highest ethical
standards, forinstance never accepting or
giving bribes.

We work hard to enhance our positive
impact, mainly by developing even more
energy efficient products. Ourambition is
to decrease our own carbon footprint, for
instance by switching to renewable
electricity where possible, although the
supply of renewable electricity where we
have operationsis not always sufficient.

Itisimportant to me that we give our
employees fair opportunities to grow and
lead fulfilling professional lives regardless of
their gender, age or background. We have
developed new goals that provide long-term
direction for the company and communicate
our commitment to areas that are key to our
attractiveness and competitiveness. Our
products are our core mandate and compe-
tence, so we have initiated the process to set
goalsto reduce the negative environmental
impact from a life-cycle perspective. These
goals are key drivers for us to continue to
deliver lasting value to all our stakeholders.



J J nthispastyear, | have seen so many examples of how
we support our customers to increase their productivity
and strengthen their offering.

Geographically, which regions drive

global growth?

More and more of Atlas Copco's revenues

are generated in Asia. During 2018, 35 per-
cent of our orders received came from this
region. You can't be a global leader unless you
are leadingin the Asian market. To be able to
compete we must further strengthen our
positionin thisregion.

What are Atlas Copco’s success factors?
| like to highlight our strategic pillars. For
example, we operate in segments or niches
where we are number one or two, or have a
realistic chance of reaching that position.
PAGE 4
We want to grow both organically and
through acquisitions. Our products also have
strong service potential, which makes us
resilient. During 2018, 35 percent of our
revenues came from the service business.
Staying close to customers by servicing their

Revenues generated from Asia

BSEK
40

30

20

2010 2018

equipment lets us know more about our
customers’ needs; this gives us crucial insight
thatinspires future innovations. Thanks to our
size we can devote resources to innovation
and the development of market-leading
products, whichinturn generates further
growth. We are leading when it comes to
investmentin research and development.

PRESIDENT AND CEO

We are also able to adjust quickly to the
current business climate. We use multiple
suppliers for components, but the products’
intelligent core will always be developed and
designed by us.

What is your focus for 2019?
Itisallaboutthe customers’ success. To make
our customers successful we ourselves need
to be even more innovative and deliver the
best products and service solutions. | will
coach and challenge our organization so that
we can continue to embrace industrial ideas
and create innovative products that bring
value to our customers. Atlas Copco's success
is closely related to being a good employer so
that we attract and develop competent and
motivated people. Every innovation starts
with anidea, and ideas are developed by
passionate people. This is how we deliver
value with the future in mind.

Nacka, Sweden, January 2019

Atlas Copco 2018 3



THIS IS ATLAS COPCO GROUP

This is Atlas Copco

The Atlas Copco Group is a world-leading provider of sustainable productivity solutions.

The Group offers customers innovative compressors, air treatment systems, vacuum solutions,
industrial power tools and assembly systems, and power and flow solutions. Atlas Copco
develops products and services focused on productivity, energy efficiency, safety and
ergonomics. Principal product development and manufacturing is located in Sweden, Belgium,
France, Germany, Italy, Czech Republic, United Kingdom, United States, China, India, South
Korea and Japan. The company was founded in 1873, is based in Stockholm, Sweden, and

has a global reach spanning more than 180 countries. In 2018, Atlas Copco had revenues

of BSEK 95 (BEUR 9) and approximately 37 000 employees.

Our vision, mission and strategy

The Atlas Copco Group's vision is to become and remain Firstin Mind—Firstin Choice of its customers and
other principal stakeholders. The mission is to achieve sustainable, profitable growth. Sustainability plays
animportantrolein Atlas Copco’s vision and itis an integral aspect of the Group’s mission. An integrated
sustainable strategy, backed by ambitious goals, helps the company deliver greater value to all its stakeholders
in away thatis economically, environmentally and socially responsible. The Group has identified five strategic
pillars for growth: people, innovation, presence, operational excellence, and service. Digital technology
supports the developmentin all these strategic areas.

STRATEGICPILLARS FOR GROWTH

Operational :
People m Fresenee excellence Senice

Attractand Investinresearch Increase market Continuously strive Increase the service offer,
develop qualified and developmentand presenceand forimproved operational perform service

and motivated continuously launch penetration, and performance withan foralarger proportion of

employees aswell as new productsand expand the product efficientand responsible the products we sell, and

create equal services thatincrease and service offering use of resources— thereby
opportunities fora customers’ in selected market human, natural give customers
professional career. productivity. segments. and capital. peace of mind.
DIGITALIZATION

To succeed with our mission, Atlas Copco strives to have a leading position in selected markets and
segments. This is achieved through innovations and by delivering leading differentiated technology.

With products and services critical to the customers’ operations, Atlas Copco strives to support customers
in their success. To support profitable growth over business cycles, the Group aims to have an agile balance
sheet and focuses on marketplaces with a high service potential.

4 Atlas Copco 2018



Our goals

Atlas Copco sets ambitious goals to deliver sustainable,
profitable growth. The goals have different time horizons:
annual, three-year, a business cycle, and by 2030 for the Ethics
longer-term ambitions.

FINANCIAL

PEOPLE

ETHICS

PRODUCTS
AND SERVICE

SAFETY
AND WELL-
BEING

THE
ENVIRONMENT

THIS IS ATLAS COPCO GROUP

.O @

Safety and
well-being

Sustainable ﬁ’%

profitable
growth

Products and

Profitability service

Revenue growth measured over a business cycle. Target: 8% per annum.
Growth should primarily be organic, supported by selective acquisitions.

Sustained high return on capital employed by constantly striving for operational
excellence and generating growth.

Earnings as dividends to shareholders. Target: about 50%.

Percentage of Atlas Copco employees who believe there is opportunity for development,
mobility and growth should be higher than the global benchmark by 2021. Target to be defined
after employee survey in 2019.

Percentage of Atlas Copco employees who believe we have a work culture of respect, fairness
and openness should be higher than the global benchmark by 2021. Target to be defined after
employee survey in 2019.

Atlas Copco should have 30% female employees by 2030.

All Atlas Copco employees confirm compliance with the Business Code of Practice.

All Atlas Copco employees are trained in the Business Code of Practice.

All Atlas Copco managers in risk countries lead trainings in the Business Code of Practice.

All significant suppliers confirm compliance with the Business Code of Practice.

All significant distributors confirm compliance with the Business Code of Practice.

All projects for new or redesigned products have clear and specific targets set for reduced
environmental impact by 2021.

Projects for new or redesigned products achieve significantly reduced environmental impact.
Target to be defined in 2019.

Atlas Copco should have a balanced safety pyramid. To reduce and prevent future injuries, the
objective is to increase the reporting of near misses and all types of injuries. The vision is zero injuries.

Percentage of Atlas Copco employees who believe they have a healthy working environment.
Target to be defined in 2019.

CO, emissions from energy in operations and transport of goods in relation to cost of sales
should be reduced by 50% by 2030.

Continuous reduction of water consumption in relation to cost of sales.

Continuous reduction of total waste in relation to cost of sales.

Continuous increase of significant direct suppliers that have an approved Environmental
Management System.

Atlas Copco 2018



THIS IS ATLAS COPCO GROUP

Creating value for all stakeholders

Atlas Copco has a vision to become and remain First in Mind—First in Choice of its customers and other principal
stakeholders. The Group aims to continuously deliver sustainable, profitable growth. This means an increased
economic value creation and, simultaneously, a positive impact on society and the environment, thus creating
shared value. Below, we illustrate how we with a responsible use of resources — human, natural and capital — create
value for customers, employees, business partners, shareholders, as well as for society and the environment.

A responsible use of resources:

HUMAN RESOURCES
—37 000 employees in 71 countries

FINANCIAL RESOURCES
—MSEK 64 945 in capital employed

- MSEK 3 000 investments in
innovation*

NATURAL RESOURCES
—-360 GWh total energy use

— 255 000 m? water use in water
risk areas

- 43 nationalities among the 381
most senior leaders

—75% purchased components

... combined with a strong set of capabilities:

Close to the

Innovate for tAglIe d customer with Decentralized
customers’ Sy application leadership
success EEREEIE knowledge and model

operations professional

service

... creates value for our stakeholders:

CUSTOMERS EMPLOYEES BUSINESS PARTNERS SHAREHOLDERS SOCIETY/ENVIRONMENT
—Increased - 1.5 million —More than 4 600 —-22.1% annual —95% of managers have signed
productivity training hours significant suppliers total return the Business Code of Practice
— Safe working worldwide A-share, 10 year - 6% reduced water consump-

environment

— 3% decrease

- Leverage competence

—33% return tion in relation to cost of sales

— Market access

_ Decreased in nzmber of Lo bl on cz?pitacli in water risk areas
total cost of accidents per partner SIS - 34% renewable energy of
ownership ”_“”'0” Wel= - i —MSEK 14 133 total MWh energy used in
king hours —Dverobib suppliers operating cash operations
were audited for quality, flow ) )
safety, health, environ- ~MSEK 16 in community
investments

ment and ethics

* Investments in product development, including capitalized expenditures

Atlas Copco 2018



This is how we do business

THIS IS ATLAS COPCO GROUP

Atlas Copco is characterized by focused businesses, global presence, a strong, stable and growing
service business, professional people, and an asset-light and flexible manufacturing setup. By
providing professional service, technical competence and application knowledge the Group
builds close customer relationships through direct, indirect and digital channels. Atlas Copco is
committed to sustainable productivity, which means that we do everything we can to create
lasting results with responsible use of resources — natural, human and financial resources.

Atlas Copco has
a global reach
with sales in more than

180

countries

Sales and service is performed
by employees with strong
application and process
knowledge.

Sales and service

Customerfocusis a guiding principle for
Atlas Copco. The ambition is to build close
relationships with customers to help them
increase their productivity in a sustainable
way. Customer engagement, sales and
service take place through direct and indirect
channels (mainly distributors) as well as
through digital channels, in order to maxi-
mize market presence. The Group has a
global reach with salesin more than 180
countries.

Sales of equipment is performed by engi-
neers with strong application knowledge
and the ambition to offer the best solution
for the customer’s specificapplication. Ser-
vice and maintenance performed by skilled
techniciansis anintegral part of the offer.
Serviceis the responsibility of dedicated divi-
sionsin each business area. The responsibility
includes development of service products,
sales and marketing, technical support as
well as service delivery and follow-up.

Share of revenues by business area

Power

Technique, 12%

Compressor
Technique, 46%

Vacuum

Technique, 23%

Industrial
Technique, 19% ‘

AGILITY

Atlas Copco has organized
its manufacturing and
logistics to be able to quickly
adapt to changesin
equipment demand.

Stable service business

About 35% of revenues are generated from
service (spare parts, maintenance, repairs,
consumables, accessories, and rental). These
revenues are more stable than equipment
sales and provide a strong base for the
business.

Increase customer loyalty

Customers who have sales and/or service
interactions with Atlas Copco receive surveys
where they are asked to give their opinion
abouttheinteraction and their experience.
Customers are often engaged in discussions
abouttheir feedbackin ordertoimprove
products and services.

Anumber of key performance indicators
have been established, such as the avail-
ability of spare parts, which are continuously
followed up to ensure that customer satis-
factionimproves.

Orders received by customer category

General manu-
facturing, 22%

Other, 13%
Service, 7%
Construction, 13%

Process industry, 19% ‘

Electronics, 15%

‘ Motor vehicle, 11%

Approximately

75%

of the production
cost of equipment
represents
purchased
components.

Manufacturing and logistics
The manufacturing philosophy is to manu-
facture inhouse those components thatare
critical for the performance of the equip-
ment. For other components, Atlas Copco
leverages the capacity and the competence
of business partners and cooperates with
them to continuously achieve product and
processimprovements. Approximately 75%
of the production cost of equipment rep-
resents purchased components and about
25% areinternally manufactured core com-
ponents, assembly costs and overhead.
Equipment represents about 65% of
revenues and Atlas Copco has organized its
manufacturing and logistics to be able to
quickly adapt to changesin equipment
demand. The manufacturing of equipmentis
primarily based on customer orders and only
some standard, high volume equipmentis
manufactured based on projected demand.
The assembly of equipmentistoalarge

Share of revenues

Service, 35% Equipment, 65%

Atlas Copco 2018
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THIS IS ATLAS COPCO GROUP

degree carried outin own facilities. The
assembly is typically lean and flow-oriented
and the final productis normally shipped
directly tothe end user. The organization
works continuously to use human, natural or
capital resources more efficiently, while
ensuring highest quality.

Innovation

Atlas Copco believes that thereis always a
better way of doing things. Innovation and
product development are very important
and products are designed internally.

Akey activity is to design new orimproved
products that provide tangible benefitsin
terms of productivity, energy efficiency and/
orlower life cycle cost for the customer, and

atthe sametime can be efficiently produced.

Atlas Copco protects technical innovations
with patents.

Innovation also includes better processes
toimprove the flow and utilization of assets
and information. Innovation will improve
customer satisfaction and contribute to

strengthening customer relations, the
brand, as well as financial performance.
Overcapacities and inefficiencies must
always be challenged.

Investments in fixed assets and
working capital
The need for investmentsin property, plant
and equipment are moderate due to the
manufacturing philosophy and can be
adaptedintheshortand mediumtermto
changesin demand. Most investments are
related to machining equipment for core
manufacturing activities and to production
facilities, primarily for core component
manufacturing and assembly operations.
The working capital requirements of the
Group are affected by the relative high share
of sales through own customer centers,
which affects the amount of inventory and
receivables. In animproving business climate
with higher volumes, more working capital
will be tied up. If the business climate deteri-
orates, working capital will be released.

AGILE AND RESILIENT OPERATIONAL SETUP

DETERIORATING BUSINESS CLIMATE

Reduce variable costs
Working capital reduction

VOLUME / PROFIT

Atlas Copco 2018

RESILIENCE
TIME

IMPROVING BUSINESS CLIMATE
Add variable costs

Working capital increase

Small incremental investments

In Atlas Copco,
leadership is defined
as the ability to create
lasting results

Acquisitions

Acquisitions are primarily made in, or very
close to, the already existing core businesses.
All divisions are required to map and evalu-
ate businesses that are adjacent and can
offer tangible synergies with existing busi-
nesses. All acquired businesses are expected
to make a positive contribution to economic
value added.

Leadership and human capital

Atlas Copco believes that competent and
committed leaders are crucial to achieving
sustainable profitable growth and has devel-
oped aleadership model. In Atlas Copco,
leadership is defined as the ability to create
lasting results.

Allmanagers are entitled to receive a mis-
sion statement from their manager, which
outlines the long-term expectations and
goalsandis described in both quantitative
and qualitative measures. Typically a mission
has a timeframe of three to five years. Based
onthe mission statement, itis expected that
the manager develops a vision, which clari-
fies how the mission will be achieved, as well
asthestrategies, the organization and the
people required to make it happen.

Atlas Copco strives to be a good employer
to attract and develop qualified and moti-
vated people. Allemployees are responsible
fortheir own professional career, supported
by continuous competence development
and aninternal job market. Employees are
encouraged to grow professionally and take
up new positions. If the company needs to
adapt capacityin a deteriorating business
climate, the first action is to stop recruitment.
Layoffsare the last resort.



THIS IS ATLAS COPCO GROUP

Organization

As of January 1,2019

BOARD OF DIRECTORS

PRESIDENT AND CEO

GROUP MANAGEMENT
BUSINESS AREAS AND CORPORATE FUNCTIONS

COMPRESSOR TECHNIQUE ‘ | VACUUM TECHNIQUE l | INDUSTRIAL TECHNIQUE l ’ POWER TECHNIQUE

v v v v
DIVISIONS
Divisions generally conduct business through product companies, distribution centers and customer centers

Compressor Technique Service
Industrial Air
Qil-free Air
Professional Air
Gasand Process
Medical Gas Solutions

Vacuum Technique Service
Semiconductor Service
Semiconductor
Scientific Vacuum
Industrial Vacuum

Industrial Technique Service

MVIToolsand
Assembly Systems

General Industry Tools and
Assembly Systems

Chicago Pneumatic Tools
Industrial Assembly Solutions

Power Technique Service
Specialty Rental
Portable Air
Power and Flow

Airtec

Atlas Copco’s organization is based on the
principle of decentralized responsibilities and authorities

STRUCTURE AND GOVERNANCE

Atlas Copco’s organization is based onthe
principle of decentralized responsibilities
and authorities (see the organization chart
above). The organization has both operating
and legal units. Each operating unithasa
business board reflecting the operational
structure of the Group. The duty of the busi-
nessboard isto serveinanadvisory and
decision-making capacity concerning strate-
gicand operativeissues. It also ensures the
implementation of controls and assess-
ments. Each legal company has a legal board
focusing on compliance and reflecting the
legal structure of the Group.

The Board of Directors is responsible for
the organization and management of the
Group, regularly assessing the Group's
financial situation and financial, legal, social
and environmental risks, and ensuring that
the organization is designed for satisfactory
control. The Board approves the Business
Code of Practice.

The President and CEO is responsible for
the ongoing management of the Group
following the Board's guidelines and
instructions. The President and CEO is
responsible for ensuring that the organiza-
tion works towards achieving the goals for
sustainable, profitable growth.

The Atlas Copco Group is unified

and strengthened through:

Ashared
vision and
acommon

The corporate identity

culture and the core

values: interaction,

commitment, and

innovation

Shared goals
and strategic
pillars for
growth

Acommon
leadership
model

One
internal
job market

The
sharing of
resourcesand
infrastructure/
service
providers

The business areas are responsible for
developing their respective operations by
implementing and following up on strate-
gies and objectives to achieve sustainable,
profitable development and growth.

The divisions are separate operational
units, responsible for delivering results

in line with the strategies and objectives
set by the business area. Each division has
global responsibility for a specific product
or service offering. A division can have one
or more product companies (units respon-
sible for product development, manufac-
turing and product marketing), distribution
centers, and several customer centers (units
responsible for customer contacts, sales
and service) dedicated or shared with
other divisions.

One Group
treasury Common
processes and
shared best practices
collected in the
database
The Way We
Th.e Do Thijr/795
sharing
of brand
namesand
trademarks



THIS IS ATLAS COPCO GROUP

Our core values reflect how
we behave internally and in
our relationships with
external stakeholders

INTERACTION

We interact with and develop close relation-
ships with customers, internally and externally,
aswell as with other stakeholders. While we
interactin many different ways, we believe that
personal contacts are always the most efficient.

INNOVATION

Ourinnovative spiritis reflected in everything
we do. Customers expect the best from our
Group and our objective is to consistently
deliver high-quality products and service that
increase our customers’ productivity and

competitiveness.

COMMITMENT

We operate worldwide with along-term
commitment to our customers in each country
and market served. We keep our promises and
always strive to exceed high expectations.

PEOPLE

Atlas Copco’s growth s closely related to
how the Group succeeds in being a good
employer, attracting and developing quali-
fied and motivated people. With a global
business conducted through numerous com-
panies, Atlas Copco works with continuous
competence development, knowledge shar-
ing and implementing the core values:
interaction, commitment and innovation.
Allemployees are expected to contribute by
committing themselves to Group goals and
to theirindividual performance targets.

10 Atlas Copco 2018
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PROCESSES

Group-wide strategies, processes, principles,
guidelines, and shared best practices are
gathered in the database The Way We Do
Things. It covers governance, safety, health,
environmentand quality, accounting and
business control, treasury, tax, auditand
internal control, information technology,
people management, legal, communications
and branding, risk, crisis management,
administrative services, insurance, standard-
ization, and acquisitions. The information
isavailable to allemployees. Although most
of the processes are self-explanatory, train-
ing on how to implement the processes is
provided to managers on a regular basis.
Wherever they are located, Atlas Copco
employees are expected to operate in accor-
dance with the processes, principles, and
guidelines provided.

THE BUSINESS CODE
OF PRACTICE

Internal policy documents related to
business ethics and social and environ-
mental performance are summarized
in the Atlas Copco Business Code of
Practice. All employees in Group com-
panies, as well as business partners, are
expected to adhere to these policies.
All employees are required to sign an
annual compliance statement.



The year in review

Important events

Split of the Group

Atthe Annual General Meeting on April 24, it was decided to spin-off
and distribute the shares of Epiroc AB to the shareholders of Atlas
Copco. InJune, the shareholders received one Epiroc share for each of
their Atlas Copco shares. Epiroc AB was listed on Nasdaq Stockholm
onJune 18,2018. Ondistribution of the Epiroc shares, Atlas Copco
recognized a capital gain in discontinued operations of MSEK 87 105,
representing the difference between the fair value of Epirocand the
carrying value of Epiroc’s net assets at the time of distribution.

Changes in Group Management

Gisela Lindstrand was appointed Senior Vice President Corporate
Communications and Governmental Affairs, effective May 28, 2018.
Gisela was previously Senior Vice President Corporate Communications
and Public Affairs at the Sweden-based security solutions company
Securitas.

THE YEAR IN REVIEW

Acquisitions and divestments

The Group completed five acquisitions and one smaller divestment
during the year. In total, the acquisitions added net revenues of
approximately MSEK 530. See also note 2 and the business area
sectionson pages 18-31.

Recognitions

Atlas Copco was again included in the FTSE4Good Index; was recon-
firmed as a constituent of the Ethibel Sustainability Index Excellence
Europe and the Ethibel Sustainability Index Excellence Global. Atlas
Copco was also awarded “Prime” status in the Oekom Corporate
Rating.

Financial goals—growth and return development

ANNUAL REVENUE
GROWTH RATE,
AVERAGE*

MSEK
80 000

CAPITAL EMPLOYED
AND RETURN*

DIVIDEND/EARNINGS
PER SHARE, AVERAGE*
including discontinued operations

% %
40 70

Goal
40000
6
4 20 000
2
0

60

%
o 60000 = 30 5o . Goal
3 . . 40

20
30
20
10
10

2010-2018 2014-2018 2018

*2010-2017 figures are best estimated
numbers, as the effects of the distribution
of Epirocand restatements for IFRS 15 are
notfully reconciled.

The Group's goal forannual revenue growth
is 8%, measured over a business cycle. At the
same time the ambition is to grow faster than
the mostimportant competitors. Growth

2015 2016 2017 2018

B Capital employed, MSEK
Return on capital employed, %

* 2015-2017 figures are best estimated
numbers, as the effects of the distribution
of Epirocand restatements for IFRS 15 are
notfully reconciled.

The Group's goalis to deliver sustained high
return on capital employed, by constantly
striving for operational excellence and
generating growth.

2010-2018 2014-2018 2018"

* 2010-2017 figures are best estimated

numbers, as the effects of the distribution of

EpirocandrestatementsforIFRS 15 are not
fully reconciled.

Atlas Copco aims to have a strong and cost-

efficient financing of the business. The priority
for the use of capital is to develop and grow the

business. The strong profitability and cash

should primarily be organic, supported by
selective acquisitions.

generation allow the Group to do that and at the
same time have the ambition to distribute about
50% of earnings as dividends to shareholders.

Dividend policy history

-2003 30-40% of earnings
2003-2011 40-50% of earnings
2011- about 50% of earnings

' Proposed by the Board of Directors.

Atlas Copco 2018
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THE YEAR IN REVIEW

Market review and demand development

The overall demand for Atlas Copco’s equipment and services
improved in 2018. In comparable currencies, the Group's order intake
forequipmentincreased by 4% and the service part, including spe-
cialty rental, grew by 11% with positive developmentin all business
areasandinall regions.

Ordervolumesincreased for compressors, primarily driven by
increased demand for large industrial compressors and gas and process
compressorsin Asia and Europe.

The demand forvacuum equipment decreasedin 2018 as the
demand from the semiconductor and flat panel display industry weak-
ened, primarily in Asia, in the latter half of the year. The demand for
equipment toindustrial and high vacuum applications remained more
stable and the ordervolumesincreased.

The order intake forindustrial tools and assembly solutions increased,
supported mainly by increased demand from general industry applica-
tionsin the off-road vehicle, aerospace, and electronics industries. The
demand from the motor vehicleindustry increased marginally, after a
weaker second half of the year.

Ordervolumes for portable airand power and flow products, such as
portable compressors, construction tools, generators and pumps, also
increased in the year. More information can be found in the business
area section on pages 18-31.

In total, the Group's order intake increased by 8% to a record
MSEK 97 132 (90 132). The organic order growth was 5%, while more
favorable exchange rates contributed 3% and acquisitions 0%.

North America

The orders received in North Americaincreased 8% in local currencies.
The growth was particularly strong for vacuum pumps, industrial and
gasand process compressors. Order volumes forindustrial tools and
assembly solutions were more or less unchanged, mainly due to
somewhat weaker demand from the motor vehicle industry. The
service businessincreased in all business areas. North America
accounted for 24% (24) of global orders received.

South America
Ordersreceived in South Americaincreased 11% in local currencies,
supported by improved demand in the largest market, Brazil. Growth

ORDERS RECEIVED
BY REGION AND
ORDER GROWTH
IN LOCAL CURRENCY
North
America

Share: 24%
Growth: +8%

South
America

Share: 4%
Growth: +11%

was achieved for both equipment and service. The increased
equipment demand was primarily driven by compressors. In total,
South America accounted for 4% (4) of orders received.

Europe

The ordersreceived in Europe increased by 8% in local currencies.
Ordervolumesincreased for both equipment and service. The service
business had a positive order developmentin all business areas and
equipment ordersincreased forindustrial, portable and gas and process
compressors, as well as forindustrial tools and assembly solutions.
The order intake for vacuum pumps decreased as the demand from
semiconductor applications weakened. In total, Europe accounted for
31% (30) of orders received.

Africa/Middle East

Ordersreceivedin local currencies decreased 2% in Africa/Middle
East, which accounted for 6% (6) of the Group's orders received.
Ordervolumes forindustrial and portable compressorsincreased,
while order volumes for gas and process compressors and industrial
tools and assembly solutions decreased. The service business had a
positive developmentin the region.

Asia/Australia

The orderintakein local currenciesin Asia/Australiaincreased by 4%.
The growth was primarily driven by good development for compressors
andindustrial tools and assembly solutions in China. The order intake
forvacuum equipment decreased in the region, mainly due to lower
demand from the semiconductor industry in South Korea. The service
business continued to have a positive developmentin the region and
grew forall business areas. In total, Asia/Australia accounted for 35%
(36) of orders received.

Market presence

In line with the strategic growth pillars, the global presence of the
Group was further strengthened by the addition of sales and service
engineersin many markets. Atlas Copco had own customer centersin
71 countries and revenues were reported in more than 180 countries.

Europe

Share: 31%
Growth: +8%

Asia/Australia

Share: 35%
Growth: +4%
Africa/
Middle East
Share: 6%
Growth: -2%



Revenues and return

Revenues

The Group's revenues increased 8% organically and 11% in total to a
record MSEK 95 363 (85 653). The goal is to achieve an annual revenue
growth of 8% over a business cycle. For the period 2010-2018, the
average annual revenue growth has been approximately 11%*.

Operating profit

The operating profit reached an all-time high of MSEK 21 187 (18 748),
corresponding to a margin of 22.2% (21.9). Items affecting compara-
bility were MSEK 52 (-76) and the adjusted operating margin was
22.2% (22.0). See also the sales bridge below.

The operating profit for the Compressor Technique business area
increased 15% to MSEK 10 263 (8 962), corresponding to a margin of
23.3% (23.0). The margin was positively affected by higher volumes,
but negativelyimpacted by currency and dilution from recent
acquisitions.

The operating profit for the Vacuum Technique business area
increased 12% to MSEK 5522 (4 924), corresponding to a margin of
25.1% (25.2). The operating margin was supported by higher revenue
volumes, negatively affected by sales mix, while currency had no
effect on the margin.

*Figuresfortheyears 2010-2016 are best estimated numbers, as the effects of the
distribution of Epiroc and restatements for IFRS 15 are not fully reconciled.

Sales bridge,

THE YEAR IN REVIEW

The operating profit for the Industrial Technique business area was
MSEK 4 188 (4 194). Previous year included items affecting compara-
bility of MSEK +380, mainly related to a release of liabilities for contin-
gent consideration connected to the Henrob acquisitionin 2014. The
operating margin was 23.4% (23.2 adjusted). The margin was posi-
tively affected by currency, but negatively affected by increased
investments in research and development and market presence.

The operating profit for the Power Technique business area
increased 18% to MSEK 2 006 (1 705), corresponding to a margin of
16.7% (15.2). The margin was positively affected by a capital gain of
MSEK 109 related to the divestment of the Concrete and Compaction
businessin February 2018, but also supported by volume and sales
mix. Currency had a somewhat negative impact on the operating
margin. Previous year was affected by restructuring costs related to
the move of production and research and developmentin Europe and
India. The adjusted operating margin was 15.8% (15.5).

Net costs for common Group items and eliminations were MSEK
—792 (-1 037), including the effect the provisions for share-related
long-termincentive programs of MSEK -18 (-426).

ORDERS RECEIVED, REVENUES
AND OPERATING MARGIN

MSEK %
Atlas Copco Group Orders received Revenues 125000 25
Il Orders received, MSEK
2017 90132 85653 100 000 2 Revenues, MSEK
Structural change, % +0 +0 Operating margin, %
C % 3 3 75000 15
urrency, 7 + * * 2015-2016 figures are best
Organic*, % +5 +8 50 000 10 estimated numbers, as the
effects of the distribution of
Total, % +8 +11 25000 5 Epiroc and restatements for
IFRS 15 are not fully reconciled.
2018 97 132 95363 0
0
* Volume, price and mix 2015%  2016* 2017 2018
Sales bridge Compressor Technique Vacuum Technique Industrial Technique Power Technique
Ordersreceived Revenues Ordersreceived Revenues Ordersreceived Revenues Ordersreceived Revenues
2017 40772 38924 21890 19503 16 651 16431 11259 11217
Structural change, % +1 +1 +2 +2 +0 +0 -2 -2
Currency, % +2 +2 +2 +3 +4 +3 +2 +2
Organic*, % +9 +10 -6 +8 +6 +6 +11 +7
Total, % +12 +13 -2 +13 +10 +9 +11 +7
2018 45580 43972 21471 22007 18264 17 933 12498 12042
* Volume, price and mix
Bridge -revenues Volume, price, Items affecting Share-based long-term
and operating profit 2018 mixand other Currency Acquisitions comparability incentive programs 2017
Revenues 95363 6955 2305 450 - - 85653
Operating profit 21187 1746 540 35 -290 408 18748
Effect on margin, % 22.2 25.1 219
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THE YEAR IN REVIEW

Depreciation and EBITDA

Depreciation, amortization and impairment cost were MSEK 3 323
(3 635) and earnings before depreciation and amortization, EBITDA,
reached MSEK 24 510 (22 383), corresponding to a margin of 25.7%
(26.1).

Net financial items

The Group's net financial items totaled MSEK—343 (-1 157). The
netinterest expense decreased to MSEK—-644 (-1 071). Other financial
items were MSEK 301 (-86) and included a tax-free gain of MSEK 362
from repatriation to Sweden of Euro-denominated equity. See notes

8and 27.

Profit before tax
Profit before taxincreased 18% to MSEK 20 844 (17 591), correspond-
ing to a profit margin of 21.9% (20.5).

Taxes

Taxes forthe yearamounted to MSEK 4 508 (4 930), corresponding to
an effective tax rate of 21.6% (28.0) in relation to profit before tax.
The lower tax was mainly due to lower corporate income tax ratesin a
few countries and tax refunds related to prioryears. See note 9.

Profit and earnings per share

Profit for the yearincreased 29% to MSEK 16 336 (12 661). This corre-
sponds to basicand diluted earnings per share of SEK 13.45 (10.41)
and SEK 13.43 (10.31) respectively. Including the effect of the distribu-
tion of Epiroc the profit for the year was MSEK 106 435 (16 674) corre-
sponding to basicand diluted earnings per share of SEK 87.49 (13.72)
and SEK 87.36 (13.61), respectively.

Key financial data, MSEK 2018 2017 Change, %
Ordersreceived 97 132 90132 8%
Revenues 95363 85653 1%
EBITDA 24510 22383 10%
—in % of revenues 257 26.1%
Operating profit 21187 18748 13%
—in % of revenues 22.2 219
Adjusted operating profit 21135 18824 12%
—in % of revenues 22.2 22.0
Profit before tax 20844 17 591 18%
—in % of revenues 21.9 20.5
Profit for the year, continuing operations 16336 12661 29%
Profit for the year from discontinued operations 90099 4013
Profit for the year 106 435 16674
Basicearnings pershare, SEK 87.49 13.72 538%

of which continuing operations per share, SEK 13.45 10.41
Diluted earnings per share, SEK 87.36 13.61 542%

of which continuing operations per share, SEK 13.43 10.31
Revenues and operating profit, MSEK

Operating Return on capital Investmentsin tangible
Revenues Operating profit margin, % employed, % fixed assets
2018 2017 2018 2017 2018 2017 2018 2017 2018 2017

Compressor Technique 43972 38924 10263 8962 233 23.0 107 80 472 358
Vacuum Technique 22007 19503 5522 4924 251 25.2 27 25 844 443
Industrial Technique 17933 16431 4188 4194 234 25.5 40 43 256 259
Power Technique 12042 11217 2006 1705 16.7 15.2 28 20 1201 712
Common Group functions/eliminations -591 -422 -792 -1037 26 351
Total Group 95363 85653 21187 18748 22.2 21.9 33 29 2799 3131

14
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Balance sheet

The Group's total assets decreased 23% to MSEK 96 670 (126 031),
whereof the distribution of Epiroc accounted for approximately MSEK
27 550. The distribution is noticeable in most asset typesin the balance
sheet below. Cash, cash equivalents and other current financial assets
decreased to MSEK 16 516 (25 791), as a net effect of strong cash gen-
eration, the extra distribution to shareholders via mandatory redemp-
tion of shares and repayments of bond loans.

Working capital

The average net working capital defined as inventories and trade
receivables less trade payables for continuing operationsincreased by
MSEK 176, as a consequence of the higher revenue volumes. In relation
to revenues, the net working capital decreased to 19% (21%).

Capital turnover
The capital employed turnover ratio for continuing operations
improved to 1.47 (1.34).

THE YEAR IN REVIEW

Equity

Atyear end, Group equity including non-controlling interests was
MSEK 42 472 (60 601), corresponding to 44% (48) of total assets.
Equity per share was SEK 35 (50, including discontinued operations).
Atlas Copco’s market capitalization at year end was MSEK 252 130
(420 076), or 594% (691) of net book value. The information related to
public takeover bids given for the Parent Company on page 17, is also
valid for the Group.

Total comprehensive income for the year increased to MSEK 108 619
(16 064), see page 63 and note 10. Shareholders’ transactions include
dividends and redemption of shares totaling MSEK-18 201 (-8 255),
sales and repurchases of own shares of net MSEK-198 (-236), and
share-based payments of net MSEK-13 (-28).

Return on capital employed and return on equity

Return on capital employed increased to 33% (29) and the return

on equity to 34% (30 including discontinued operations). The Group
uses a weighted average cost of capital (WACC) of 8% (8) asan
investment and overall performance benchmark.

Balance sheet in summary,

MSEK Dec 31,2018 Dec31,2017*
Intangible assets 30025 31% 35151 28%
Rental equipment 2288 2% 2934 2%
Other property, plantand

equipment 8099 8% 9523 8%
Other fixed assets 2520 3% 3635 3%
Inventories 12718 13% 18810 15%
Receivables 24503 25% 29994 24%
Currentfinancial assets 102 0% 1295 1%
Cash and cash equivalents 16414 17% 24496 19%
Assets classified as held

forsale 1 0% 193 0%
Total assets 96670 100% 126031 100%
Total equity 42472 44% 60601 48%
Interest-bearing liabilities 23218 24% 28182 22%
Non-interest-bearing

liabilities 30980 32% 37192 30%
Liabilities directly associated

with assets held for sale - 0% 56 0%
Total equity and liabilities 96 670 100% 126031 100%

* Including assets and liabilities related to Epiroc reported as discontinued operations.

Equity, MSEK 2018 2017
Opening balance 60601 53177
Change in accounting principles -37 -102
Profit for the year 106 435 16674
Distribution of Epiroc AB -108 299 0
Other comprehensive income for the year 2184 -610
Shareholders’ transactions -18412 -8538
Closing balance 42472 60601
Equity attributable to

—owners of the parent 42 425 60517

—non-controlling interests 47 84

15
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Interest-bearing debt and netindebtedness

Total interest-bearing debt was MSEK 23 218 (28 182), whereof
post-employment benefits MSEK 2 837 (3 034). The Group has an
average maturity of 4.3 years on interest-bearing liabilities. See notes
21 and 23 foradditional information. The Group’s netindebtedness,
amounted to MSEK 6 702 (2 466) at year end. The net debt/EBITDA
ratiowas 0.3 (0.1) and the debt/equity ratio was 16% (4).

Creditrating

Atlas Copco’slong-term and short-term debt is rated by Standard &
Poor’s and Fitch with the long-/short-term rating A+/A and A+/F1,
respectively.

Operating cash flow and investments

(including discontinued operations)

Operating cash surplus was MSEK 28 444 (29 187). Cash flows from
financial items were MSEK -675 (329) where the change is primarily
due to cash flows from currency hedges of loans of MSEK -211 (+1 416),
where the offsetting cash flow from the loans occurs in the future.
Net pension funding and payments were MSEK-392 (-1 280). The
working capital increased by MSEK 3 391(decrease of 1 398), due
toincreased revenues and the related increase in inventories and
trade receivables. Netinvestments in rental equipment were MSEK
1276 (948). Net cash from the above operating activities amounted
to MSEK 16 814 (21 380).

Grossinvestments in property, plantand equipmentincreased to
MSEK 2 000 (1 742) and cash received from sale of property, plantand
equipment were MSEK 78 (179). Notable investments in 2018 were
made by Vacuum Technique in China, Korea and Japan, by Industrial
Technique in United Kingdom and Germany, and by Power Technique
in China. Investments by Compressor Technique were spread over
many different locations.

Netinvestmentsin intangible fixed assets, mainly related to capital-
ization of development expenditures, were MSEK 846 (1 019). Net
investments in other assets were MSEK 124 (negative 784). Previous
yearincluded a sale of a portfolio of financing contracts, related to
customer financing.

In total, operating cash flow (see page 66) was MSEK 14 133
(18 856). For continuing operations the operating cash flow was
approximately MSEK 13500 (13 300). The net cash flow from
structural changes, i.e. acquisitions and divestments amounted
to MSEK—1409 (1 040). See also note 2.

Cash flow from financing

(including discontinued operations)

Dividends paid amounted to MSEK -8 496 (-8 255) and the cash
outflow from the mandatory redemption of shares (see page 93) was
MSEK -9 705. Sales and repurchases of own shares resulted in a net
of MSEK—-198 (-236), all related to hedging or deliveries of shares
forthelong-termincentive plans described in page 94.Changein
interest-bearing liabilities was MSEK 800 (765).

Employees

In 2018, the average number of employees in the Group increased by
22631035894, Atyear end, the number of employees was 36 862
(34 651) and the number of consultants/external workforce was 3 195
(2 818). For comparable units, the total work-force increased by 2 294.
See also pages 37-39.

Average number of employees 2018 2017

Atlas Copco Group 35894 33631
—-Sweden 1329 1278
—Outside Sweden 34565 32353

Business areas
—Compressor Technique 16981 16 206
—Vacuum Technique 7064 6322
—Industrial Technique 7321 6739
—Power Technique 3778 3542
—Common Group functions 750 822



Parent Company

Atlas Copco AB s the ultimate Parent Company of the Atlas Copco
Group and is headquartered in Nacka, Sweden. Its operationsinclude
administrative functions, holding company functions as well as part
of Atlas Copco Financial Solutions.

Earnings

Profit before taxincreased to MSEK 132 869 (48 890). The increase
can mainly be explained by an effect of intra-Group reorganizations,
including capitalization, sales, and distribution of shares in sub-
sidiaries. Profit for the year amounted to MSEK 132 847 (48 085).

Financing

The total assets of the Parent Company were MSEK 228 508 (177 990).
Atyearend 2018, cash and cash equivalents amounted to MSEK 5 906
(17 548) and interest-bearing liabilities, excluding post-employment
benefits, to MSEK 82 385 (95 193), whereof the main partis Group-
internal loans. Equity represented 64% (45) of total assets and the
non-restricted equity totaled MSEK 139521 (75 177). The increase in
the Parent Company'’s non-restricted equity is primarily related to
intra-Group reorganizations, where value gains have been realized
when sharesin subsidiaries have changed owners at fair market values,
which have been higher than book values. These transactions are
eliminated in the Group accounts since they are internal.

Employees
The average number of employeesin the Parent Company was
99 (101).

Remuneration

Principles for remuneration, fees and other remuneration paid to the
Board of Directors, the President and CEO, and other members of
Group Management, other statistics and the guidelines regarding
remuneration and benefits to Group Management as approved by
the Annual General Meeting are specified in note 5.

Financial risks, risks and factors of uncertainty

Atlas Copcois subject to currency risks, interest rate risks and other
financial risks. Atlas Copco has adopted a policy to control the finan-
cial risks to which Atlas Copco AB and other Group companies are
exposed. A financial risk management committee meets regularly to
make decisions about how to manage these risks. See also Risks, risk
management and opportunities on pages 44-48.

THE YEAR IN REVIEW

Appropriation of profit

The Board of Directors proposes to the Annual General Meeting thata
dividend of SEK 6.30 (7.00) per share to be paid for the 2018 fiscal year.
The proposed dividend can be compared to an approximate dividend
in 2017, for the continuing business of Atlas Copco (excluding Epiroc),
of SEK'5.20 per share. The total dividend previous year, including
discontinued operations, was SEK 7.00.

Excluding shares currently held by the Company, the proposed
dividend corresponds to a total of MSEK 7 640 (8 496).

In order to facilitate a more efficient cash management, the divi-
dend is proposed to be paid in two equal instalments, the first with
record date April 29,2019 and the second with record date October
28,2019.

SEK
6674780696
132846746 194
139521526890

Retained earningsincluding reserve for fair value

Profit for the year

The Board of Directors proposes that these earnings
be appropriated as follows:

To the shareholders, a dividend of SEK 6.30 per share 7640098 465
131881428425

139521526890

To be retained in the business
Total

Shares and share capital

Atyearend, Atlas Copco’s share capital totaled MSEK 786 (786) and a
total number of 1229613 104 shares divided into 839 394 096 class A
sharesand 390219 008 class B shares wereissued. Net of 16 779903
class Asharesand 119 159 class B shares held by Atlas Copco,
1212714 042 shares were outstanding. Class A shares entitle the
owner to one vote while class B shares entitle the owner to one tenth
of avote. Class Ashares and class B shares carry equal rights to a part
of the Company’s assets and profit.

Investor ABis the single largest shareholderin Atlas Copco AB. At
yearend 2018, Investor AB held a total of 207 645 611 shares, repre-
senting 22.3% of the votes and 16.9% of the capital.

There are no restrictions which prohibit the right to transfer shares
of the Company nor is the Company aware of any such agreements.
In addition, the Company is not party to any material agreement that
entersinto force oris changed or ceases to be valid if the control of
the Company s changed as a result of a public takeover bid. There is
no limitation to the number of votes that can be cast at a General
Meeting of shareholders.

As prescribed by the Articles of Association, the General Meeting
has sole authority for the election of Board members, and there are
no other rules relating to election or dismissal of Board members or
changesinthe Articles of Association. Correspondingly, there are
no agreements with Board members or employees regarding
compensation in case of changes of current position reflecting a
publictakeover bid.

Statutory sustainability report

Atlas Copco has prepared a sustainability reportin accordance with
the Global Reporting Initiative (GRI) Standards. The sustainability
reporthas been prepared in accordance with disclosure requirements
setoutinthe Swedish Annual Accounts Act chapter 6 paragraph 11.
The scope and content of the sustainability report is defined on page
134 in this document.
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THE YEAR IN REVIEW — BUSINESS AREAS

Business areas

‘!“““—"\,‘\

Atlas Copcoisaworld-leading provider of sustainable productiv-
ity solutions. The Group serves customers through its innovative
compressors, vacuum solutions, generators, pumps, power tools
and assembly systems.

Atlas Copco develops products and services focused on pro-
ductivity, energy efficiency, safety and ergonomics. The company
was founded in 1873, is based in Stockholm, Sweden, and has a
global reach spanning more than 180 countries. In 2018, Atlas
Copco (excluding Epiroc AB) had revenues of BSEK 95 (BEUR 9)
and atyearend about 37 000 employees.

Compressor Technique

The Compressor Technique business area provides
compressed air solutions: industrial compressors, gas
and process compressors and expanders, airand gas
treatment equipment, and air management systems.
The business area has a global service network and
innovates for sustainable productivity in the manu-
facturing, oil and gas, and process industries.

Page 20

Vacuum Technique

The Vacuum Technique business area provides
vacuum products, exhaust management systems,
valves and related products. The main markets
served are semiconductor and scientific, aswell as a
wide range of industrial segmentsincluding chemi-
cal processindustries, food packaging and paper
handling. The business area has a global service net-
work and innovates for sustainable productivity in
orderto furtherimprove its customers’ performance.
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Atlas Copco 2018

Key figures, MSEK 2018 2017 Change, %
Ordersreceived 97132 90132 8%
Revenues 95363 85653 1%
Operating profit 21187 18748 13%
Operating margin, % 22.2 21.9
Return on capital employed, % 33 29
Investments 2799 3131
Average number of employees 35894 33631
Key figures, MSEK 2018 2017 Change, %
Ordersreceived 45580 40772 12%
Revenues 43972 38924 13%
Operating profit 10263 8962 15%
Operating margin, % 233 23.0
Return on capital employed, % 107 80
Investments 472 358
Average number of employees 16981 16206
Key figures, MSEK 2018 2017 Change, %
Ordersreceived 21471 21890 2%
Revenues 22007 19503 13%
Operating profit 5522 4924 12%
Operating margin, % 251 25.2
Return on capital employed, % 27 25
Investments 844 443
Average number of employees 7064 6322




Industrial Technique
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The Industrial Technique business area provides
industrial power tools and systems, industrial assem-
bly solutions, quality assurance products, software
and service through a global network. The business
areainnovates for sustainable productivity for cus-
tomersin the automotive, aerospace, general indus-
tries and maintenance and vehicle service industries.

Page 26

Power Technique

™

The Power Technique business area provides air,
power and flow solutions through products such

as mobile compressors, pumps, light towers and
generators, along with a number of complementary
products. It also offers specialty rental and provides
servicesthrough a dedicated, global network.
Guided by a forward-thinking approach to innova-
tion, Power Technique provides sustainable produc-
tivity solutions across multiple industries, including
construction, manufacturing, oiland gas, and
exploration drilling.
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THE YEAR IN REVIEW — BUSINESS AREAS

Key figures, MSEK 2018 2017 Change, %
Ordersreceived 18264 16651 10%
Revenues 17933 16431 9%
Operating profit 4188 4194 0%
Operating margin, % 23.4 255
Return on capital employed, % 40 43
Investments 256 259
Average number of employees 7321 6739
Key figures, MSEK 2018 2017 Change, %
Ordersreceived 12498 11259 1%
Revenues 12042 11217 7%
Operating profit 2006 1705 18%
Operating margin, % 16.7 15.2
Return on capital employed, % 28 20
Investments 1201 712
Average number of employees 3778 3542
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THE YEAR IN REVIEW — COMPRESSOR TECHNIQUE

Compressor Technique

Market development

The demand for the business area’s equip-
ment and services was strong. In total, the
orderintake increased 9% organically. Order
volumes for equipmentincreasedin all
regions. The strongest growth was achieved
in Europe, South America and Asia, particu-
larlyin China.

The order intake for large and small/
medium-sized industrial compressors
increased, with a slightly stronger develop-
ment for the larger compressors. The
demand for gas and process compressors
increased and the order volumesincreased
significantly in the year. The strong growth
was primarily driven by increased demand in
Asia and Europe, while the order volumesin
North America and Africa/Middle East
decreased.

The service business developed well
and continued to grow in all regions. The
strongest growth was achieved in North
America, Asia, and Africa/Middle East.

Market presence and organizational
development

The business area continued to investin
innovation and market presence by adding
resources in research and development, mar-
keting and sales, as well asin service. During
theyear, several new innovative products for
the oil-free compressor product range were
introduced to the market, and the product
offer for oil-injected compressors was also
broadened. With furtherincreased focus on
connectivity, the service offer continued to
strengthen.

Sales bridge Ordersreceived  Revenues
2017 40772 38924
Structural change, % +1 +1
Currency, % +2 +2
Organic* % +9 +10
Total, % +12 +13
2018 45580 43972

*Volume, price and mix

20 Atlas Copco 2018

Through selected acquisitions, the business
areaincreased its presencein targeted mar-
kets and customer segments. Asan example,
the acquisition of Walker Filtration has
strengthened the business area’s position in
the air treatment segment.

Investmentsin solar cellsin one factory in
India has supported theincreased use of
renewable energy.

Acquisitions

The business area made two acquisitions
in2018:

* Walker Filtration, a British manufacturer
of equipment for the treatment of com-
pressed air, gas, and vacuum. The company
had around 220 employees and revenues
of approximately MSEK 330in 2017.

Reno A/S,amanufacturer and distributor
of compressed air solutions. The company
isbased in Denmark and had revenuesin
2017 of about MSEK 153 and about 60
employees.

Revenues, profits and returns
Revenuesincreased 13% and reached a
record of MSEK 43 972 (38 924), correspond-
ingtoa 10% organicincrease. Operating
profitincreased 15% to a record of MSEK
10263 (8 962), corresponding to a margin of
23.3%(23.0). The operating margin was
supported by volume, but was negatively
impacted by currency and acquisitions. The
return on capital employed was 107% (80).

INNOVATION DURING 2018

Several new products were introduced during
theyear, including:

* Adryer for the medical market, offering
high energy efficiency, improved reliability,
small floor space requirement, and high
performance.

¢ An energy-efficient oil-free screw compres-
sor, targeting applicationsin the food and
beverage, electronics, textile and pharma-
ceutical industries.

Order volumes for both equipment and services increased in 2018. The growth was primarily
driven by strong development in Asia, even if growth was achieved in all regions. The business area
continued to invest in market presence, service, and product development. Among other things,
several new innovations within the oil-free compressor range were launched during the year.

Revenues, MSEK

43 972

2017:38924

Operating profit margin

23.3%

2017:23.0%

Return on capital employed

107%

2017:80%

¢ A high-efficient oil-injected screw compressor
ensuring low energy consumption. The
compressor is protected from dustand
moisture to ensure reliable operations.

¢ Anew oil-injected screw compressor, targeting
customersinneed of acompactand robust
solution. The new compressor requires less
floor space than similar competitive products,
has high energy efficiency and is designed for
optimized reliability.
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THE YEAR IN REVIEW — COMPRESSOR TECHNIQUE

Revenues by region

Asia/ North
Australia, 30% America, 22%

Africa/
Middle East, 8% —
‘ South

Europe, 35% America, 5%

THE MARKET

The global market for compressed air equip-
ment, airand gas treatment equipment and
related servicesis characterized by a diversi-
fied customer base. The customers demand
solutions that arereliable, productive and effi-
cientand suited to specificapplications.

Compressors are used in a wide spectrum
of applications. Inindustrial processes, clean,
dry and oil-free airis neededine.g. food,
pharmaceutical, electronics, and textile
industries. Compressed air is also used to
power industrial toolsand in applications as
diversified as snow making, fish farming, at
high-speed trains, and in hospitals. Blowers
are used in applications with ademand for
a consistent flow of low-pressure air, for
example wastewater treatment and
conveying.

Gasand process compressors and
expanders are supplied to various process
industries, such as air separation plants,
power utilities, chemical and petrochemical
plants, and liquefied natural gas applications.

Stationary industrial air compressors and
associated air-treatment products, spare
parts and service represent about 90% of
sales. Large gas and process compressors,
including related service represent about
10%.

MARKET TRENDS

¢ Continued focus on energy efficiency/

savings, energy recovery and reduction

of CO, emissions

Increased demand for service and

monitoring of compressed air

installations

¢ Focuson total solution and total
lifecycle cost

* New applications for compressed air

DEMAND DRIVERS

* Industrial production

¢ Investmentsin machinery
e Energy costs

VISION AND STRATEGY

Thevisionisto be Firstin Mind—Firstin Choice
asasupplier of compressed airand gas solu-
tions, by being interactive, committed and
innovative, and offering customers the best
value.

Share of revenues

Service, 43% Equipment, 57%

Thestrategyis to further develop Atlas
Copco's leading position in the selected
niches and grow the businessin a way that s
economically, environmentally and socially
responsible. This should be done by capitaliz-
ing onthe strong market presence world-
wide, improving market penetrationin
mature and developing markets, and continu-
ously developing improved products and
solutions to satisfy demands from customers.
The presenceis enhanced by utilizing several
commercial brands. Key strategiesinclude
growing the service business as well as devel-
oping businesses within focused areas such as
airtreatment equipment, blowers, and com-
pressor solutions for trains, ships, and
hospitals. The business area is actively looking
atacquiring complementary businesses.

STRATEGIC ACTIVITIES

Intensified focus on research and
development

Increase focus on digitalization and
connected products

Increase market coverage and improve
presence in targeted markets/segments
Develop new sustainable products and
solutions offering bettervalue and
improved energy efficiency to customers
Extend the product and service offering at
current customers and adjacent segments
and applications

Perform more service on a higher share

of the installed base of equipment
Increase operational efficiency
Furtherinvestmentsin employees and their
competence development

Acquire complementary businesses and
integrate them successfully

COMPETITION

Compressor Technique's principal competi-
torsinthe marketforindustrial compressors
and airtreatmentequipmentare Ingersoll-
Rand, Kaeser, Hitachi, Gardner Denver and
Parker Hannifin. There are also numerous
regional and local competitors, including
many in China.In the market for gasand
process compressors and expanders, the main
competitors are Siemens and MAN Turbo.

MARKET POSITION

Aleading market position globally in most of
its operations.
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THE YEAR IN REVIEW — COMPRESSOR TECHNIQUE

Products and applications

Atlas Copco offers all major air compression technologies as well as
air and gas treatment equipment, air management systems and is able
to offer customers the best solution for every application.

Oil-free screw compressor with
variable speed that provides clean
air to industrial processes

Piston compressors

Piston compressors are available as oil-injected
and oil-free. They are used in general industrial
applications as well as specialized applications.

Oil-free tooth and scroll compressors

Qil-free tooth and scroll compressors are used
inindustrial and medical applications with a
demand for high-quality oil-free air. Some models
are available as a WorkPlace AirSystem with inte-
grated dryers as well as with energy-efficient
variable speed drive (VSD).

Rotary screw compressors

Rotary screw compressors are available as oil-
injected and oil-free. They are used in numerous
industrial applications and can feature the Work-
Place AirSystem with integrated dryers, as well as
the energy-efficient variable speed drive (VSD)
technology and energy recovery kits.

Gas and process compressors supply
large amounts of air or gas for processes
across many industries

Oil-free blowers

Oil-free blowers are available with different tech-
nologies: rotary lobe blowers, rotary screw blow-
ersand centrifugal blowers. Blowers are used in
processindustry applications with ademand fora
consistent flow of low-pressure air, for example
wastewater treatmentand conveying.

Oil-free centrifugal compressors

Qil-free centrifugal compressors are used in
industrial applications that demand constant,
large volumes of oil-free air. They are also called
turbo compressors.

Gasand process compressors

Gasand process compressors are supplied primarily
to the oil and gas, chemical/petrochemical process

and power industries. The main product category
issingle-stage and multi-stage centrifugal, or
turbo, compressors which are complemented by
turbo expanders.

MANAGEMENT Compressor Technique, January 1,2019
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Piston compressor
forvarious industrial
applications

Airand gas treatment equipment

and medical air solutions

Dryers, coolers, gas purifiers and filters are sup-
plied to produce the right quality of compressed air
orgas. Inaddition, solutions for medical air, oxygen
and nitrogen generation as well as systems for
biogas upgrading are offered.

Principal product development and
manufacturing units are located in:

Belgium, the United States
China, India, Germany and Italy

BUSINESS AREA PRESIDENT: Vagner Rego

Divisions:
1. Compressor Technique Service
President Dirk Beyts
2. Industrial Air
President Joeri Ooms
3. Oil-free Air
President Philippe Ernens
4. Professional Air
President Alain Lefranc
. Medical Air Solutions
President Ben Van Hove
6. Gas and Process
President Robert Radimeczky
7. Airtec
President Wouter Ceulemans
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Vacuum Technique

Market development

The overall demand for vacuum equipment
decreased as the investments in vacuum
equipmentinthe semiconductor and flat
panel display industries weakened in the lat-
ter half of the year. Overall, the order intake
decreased 6% organically.

While order volumes for equipment to
the semiconductor and flat panel display
industries declined, the overall demand for
equipment toindustrial and high vacuum
equipment was robust. The decline in order
volumes for the semiconductor and flat
panel display industries was primarily driven
by Asia. The order intake forindustrial and
high vacuum applications increased in North
America and Asia, while it was more or less
unchanged in Europe.

The orderintake for service increased con-
siderably as the service business developed
well for both the industrial and high vacuum,
and the semiconductor and flat panel display
industries. Growth was achieved in all major
regions,and most particularin North America.

Market presence and organizational
development
The business area continued to investin
innovation, market presence, research and
development, marketing, sales, and service.
Additional resources were added for
research and developmenttoincrease the
focus oninnovation. Several new products,
with new technology, were introduced to
the market during the year, especially for
industrial and high vacuum applications.
In addition to new vacuum pumps and

Sales bridge Ordersreceived ~ Revenues
2017 21890 19503
Structural change, % +2 +2
Currency, % +2 +3
Organic* % -6 +8
Total, % -2 +13
2018 21471 22007

*Volume, price and mix

abatement products, aremote monitoring
system for the semiconductorindustry was
launched. Investments were also made to
further develop the supply chain and the
service offering particularly forindustrial
vacuum customers.

Toincrease focus and improve market
presence, the existing customer centersin
Europe and North America were sub-
divided.

In production, machining capacity invest-
ments were made in China, Korea, and Japan.
The business area also signed a contract for
100% renewable energy in its production
unitin Cologne, Germany.

Acquisitions

In August 2018, the agreement to acquire
the cryogenic business of Brooks Automa-
tion, Inc., was announced. The acquisition
includes cryogenic pump operationsand a
worldwide network of sales and service cen-
ters. The cryogenic business has about 400
employees and revenues of approximately
MUSD 195. The acquisition also includes
Brooks Automation’s 50% share of Ulvac
Cryogenics, Inc., (UCI). UCI had revenues of
approximately MUSD 100 in the fiscal year
endingJune 2017. The revenue for the joint
ventureis notincluded inthe MUSD 195 as
UClis consolidated using the equity method
of accounting.

Revenues, profits and returns

Revenuesincreased 13% to MSEK 22 007
(19503), corresponding to an 8% organic
increase. Operating profitincreased 12%

INNOVATION DURING 2018

Several new products were introduced
during theyear, including:

* Apump solution designed for customers
with central vacuum systems and require-
ments for larger process demands and low
life-cycle cost.

 Aflexible dry vacuum pump with high
contaminant handling capabilities for
industrial use.

THE YEAR IN REVIEW - VACUUM TECHNIQUE

The order intake for vacuum equipment decreased in 2018 due to weakened demand from the
semiconductor and flat panel display industries in the latter part of the year, primarily in Asia.
Further increased focus on service resulted in strong order growth for the service business. The
business area continued to invest in market presence, research and development, and production.

Revenues, MSEK

22 007

2017:19503

Operating profit margin

25.1%

2017:25.2%

Return on capital employed

27%

2017:25%

to MSEK 5522 (4 924), corresponding to
amargin of 25.1% (25.2). The operating
margin was supported by higher revenue
volumes, negatively affected by sales mix,
while currency had no effect on the margin.
Return on capital employed was 27% (25).

* Adryvacuum pump range for the semicon-
ductorindustry built on modular design to
respond to emerging processes applications.

 Aliquid ring pump based on variable-speed
technology offering superior energy efficiency
versus competitive products. The pump has
connectivity capability and can be used for
centralized vacuum solutions.
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Orders received by customer category
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Revenues by region

Asia/ North
Australia, 60% America, 20%
South

America, 1%
‘ W Europe, 16%

Africa/
Middle East, 3%

THE MARKET

Vacuum and abatement solutions are required
inanumber of industrial applications where the
pressure is required to be below atmospheric
pressure and/or the environment needs to be
clean.

The Vacuum Technique business area sells
products, systems and services across several
targeted market sectors.

The market can be categorized in semicon-
ductor, industrial vacuum and high vacuum.
However, each of these sectors contains several
sub-sectors and specificapplications. Sales to the
semiconductor and flat panel display industries
representsabout 60% of the revenues, and indus-
trial and high vacuum accounts for about 40%.

Vacuum productsinclude abroadrange of dry
pumps, turbomolecular pumps and other vacuum
pumps. These are used to create highly-controlled,
low-pressure, particle-free environments fora
diverse set of manufacturing processes such as
semiconductor, flat panel display, LED and solar,
glassand optical coating, scientificinstruments
usedin life sciences, research institutes focused on
renewable energy, high-energylasersand nano-
technology, pharmaceuticals, heat treatment,
lithium-ion batteries, and food processing and
packaging.

Abatement systemsinclude stand-aloneand
customized solutions which integrate vacuum and
exhaust managementtechnologies. Abatementis
required both to prevent adverse chemical reac-
tions within production processes and to comply
with strict regulatory emission controls. The busi-
nessareaalso providesvalue-added services
including equipment monitoring, field and on-site
servicing, remanufacturing, service upgradesand
provision of spare parts and oils.

MARKET TRENDS

e Increased use of demanding materials and
production environmentsin processes for
industrial production

* Continued focus on energy efficiency
savings

» Continued trend towards companies being
compliantto strict regulatory emission
standards

¢ Focuson total solutions and total life cycle cost

DEMAND DRIVERS

e Industrial production

* Manufacturing of semiconductors, research
and development equipment, lithium-ion
batteries, flat panel display and solar energy
products

¢ Demand for energy efficiency vacuum pumps

® Increasein vacuum requirements to support
new production processes

Share of revenues

Service, 23% Equipment, 77%

VISION AND STRATEGY
Thevisionisto be Firstin Mind—Firstin Choice
forvacuum and abatement solutions. The
strategy is focused on technology leadership,
marketleadership, and agility to support growth
drivers. This will be done by focusing on product
research and development programs together
with deployment of highly innovative products
and services. Continued execution of market
leadership will be done by an organization
focused on agility, growing market share in our
traditional heartlands and further expansion of
the geographical footprint. As customers’ appli-
cations become more complex so do their
vacuum requirements. As such, the business area
will continue to form strong relationships with
customersto ensure the best technical solutions
and increased customer loyalty. Additionally, the
business area has a strong focus on developing
the service business and an efficientand flexible
global operations footprint. Market leadership
will be further developed by utilizing different
brandsin the market. The business area is
actively looking atacquiring complementary
businesses.

Growth shall be achievedinawaythatis
economically, environmentally and socially
responsible.

STRATEGIC ACTIVITIES

e Increase market coverage and improve
presencein targeted markets and segments

e Fastintroduction of highly innovative products
and services offering better value and
improved energy efficiency

e Increased market penetration and coverage
through brand portfolio management

* Perform more service on a highershare
of theinstalled base of equipment

e Increase organizations agility and operational
efficiency

¢ Investin employees and competence
development

¢ Acquire complementary businesses

COMPETITION
Vacuum Technique's principle competitors are:

Semiconductor market: DAS Environmental
Expert, Ebara, Kashiyama, Pfeiffer Vacuum,
Shimadzu Corporation

Industrial and high vacuum market:
Gardner Denver, Pfeiffer Vacuum and Busch

MARKET POSITION

Aglobal market leader forvacuum and
abatement solutions.



Products and applications

The Vacuum Technique business area offers an extensive range of
vacuum and abatement solutions to the market.

Oil-sealed rotary vane
pump forindustrial use

Oil-sealed rotary vane vacuum pumps

The latest generation of oil-sealed rotary vane
pumps has been refined to produce a better
quality of vacuum whilst extending the pressure
range over which the pump can operate. They are
used inawide variety of industrial applications
such asfood freeze drying, packing materials,
plastic molding and research applications.

Dry vacuum pumps

Dry pumps are oil-free pumping mechanisms to
create vacuum environments. They use no lubri-
cants within the vacuum pumping mechanism and
have a series of monitoring and control options
available. Dry pumps are used extensively in many
semiconductor applications, and also in many
industrial processes such as metallurgy, coating,
drying andsolar. They are also used in scientific
instruments such as scanning electron micro-
scopes.

MANAGEMENT Vacuum Technique, January 1,2019
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Turbomolecular pumps

Inturbomolecular, or turbo pumps, a turbine rotor
spins rapidly to create avacuum. The defining
feature of the turbo pump is their high rotational
speed. Turbo pumps are typically used in conjunc-
tion with primary wet or dry pumps. They are
commonly used in semiconductor applications and
research and development, industrial applications
and high energy physics.

Liquid ring vacuum pumps

Liquid ring pumps are equipped with a fixed blade
impeller. Asthe impeller rotates, the liquid forms a
ring around the circumference of the casing. Stan-
dard liquid ring vacuum solutions are perfect for
usein humid, dusty and dirty environments
commonly found in industrial processes including
food and beverage, mining, chemicals, oil, steel,
cement, plastics and textiles.

Divisions:

Integrated abatement system
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Abatement and integrated systems

Abatement systems are used to manage gases and
other process byproducts from dry pump exhaust.
Abatementis required to prevent adverse chemical
reactions with production processes and to comply
with strict regulatory emissions controls. Abate-
mentand integrated systems are primarily used in
semiconductor, flat-panel display, solarand LED
applications.

Principal product development and
manufacturing units are located in:

United Kingdom, Czech Republic,
Germany, South Korea, Chinaand Japan

BUSINESS AREA PRESIDENT: Geert Follens

1. Vacuum Technique Service
President Eckart Roettger

THE YEAR IN REVIEW - VACUUM TECHNIQUE

2. Semiconductor Service
President Troy Metcalf
3. Semiconductor
President Paul Rawlings
4. Scientific Vacuum
President Martin Tollner
. Industrial Vacuum
President Koen Lauwers

wi

Atlas Copco 2018
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THE YEAR IN REVIEW — INDUSTRIAL TECHNIQUE

Industrial Technique

W

Market development

The demand for advanced industrial tools
and assembly solutions increased, and order
volumes from the motor vehicle industry and
customersin general industry increased. The
strongest growth was achieved in Asia, even
if all other major regions also grew. In total,
orders received increased by 6% organically.

The order intake for advanced industrial
toolsand assembly solutions from the motor
vehicle industry increased. The growth was
supported by customer need for more
advanced tools, more electric vehicle projects
and new material related projects. Order vol-
umes increased in Asia and South America,
butdecreased in North America. The order
intake in Europe was more or less unchanged.

The order intake for industrial power tools
fromthe generalindustry increased, sup-
ported by strong demand from customersin
the off-road, aerospace, and electronics
industries. All regions achieved growth, with
the strongest developmentin North America
and Asia.

The service business continued to develop
strongly, due to the customers' increased
demand for service and maintenance
support, ranging from ad-hoc maintenance
to management of and full maintenance at
the customer’s site. Growth was achieved in
all regions compared to the previous year,
particularly in Asia.

Market presence and organizational
development

The business area continued to investin
market presence and innovation with an
increased number of employeesin research
and development, service, and marketing
and sales. Focused marketing activities on

Sales bridge Ordersreceived  Revenues
2017 16 651 16431
Structural change, % +0 +0
Currency, % +4 +3
Organic* % +6 +6
Total, % +10 +9
2018 18264 17933

*Volume, price and mix

supporting customers’ transition into smart
factories continued during the year and
investments were made in data-driven
services, to support customers to improve
quality and uptime.

In Asia, additional resources were added
to strengthen the market presence.

The business area also added additional
assembly technologies to its product offer-
ing through the acquisition of Klingel Joining
Technologies, a German-based company
specialized in flow drill technology (see
below). Investments were also madein
production and innovation facilities,
including a new factory for hydraulicbolting
equipment and a bolting center of
excellence in Birmingham (United Kingdom),
and aninnovation center for joining technol-
ogiesin Bretten (Germany).

The work to reduce the environmental
footprint continued, and as an example,
three more factories signed agreements for
renewable energy.

Acquisitions

The business area made two acquisitions

in2018:

¢ Klingel Joining Technologies, a German-
based company specialized in flow-drill
technology, ajoining method used in the
automotive industry. The business had rev-
enues of approximately MSEK 82in 2017
and 23 employees joined Atlas Copco.

* QUISS Qualitats-Inspektionssysteme und
Service AG, a German-based company spe-
cialized in machine vision solutions for
quality inspection for the automotive
industry. The company had revenues of
approximately MSEK 86 and about 45
employeesin 2017.

INNOVATION DURING 2018

Several new products were introduced during
theyear, including:

* Anew low reaction battery pulse tightening
tool offering state of the art ergonomics and
high productivity.

* Anew test bench that canreplicate real joint
characteristics and guarantee tool testing in
real operating conditions.

The equipment and service business continued to grow, supported by
investments in the automotive and general industries. The growth was primarily
driven by strong demand in Asia. Investments were made in market presence,
service, product development, and production. New technology was added to
the product offering through selective acquisitions.

Revenues, MSEK

17933

2017:16431

Operating profit margin

23.4%

2017: 25.5%, adjusted 23.2%

Return on capital employed

40%

2017:43%

Revenues, profits and returns
Revenuesincreased 9% to a record MSEK

17 933 (16 431), corresponding to a 6%
organicincrease. Operating profit was MSEK
4188 (4 194), corresponding to a margin of
23.4% (25.5, adjusted 23.2). Previous year
included items affecting comparability of
MSEK +380, mainly related to a release of lia-
bilities for contingent consideration con-
nected to the Henrob acquisition in 2014.
The operating margin was positively affected
by currency and higher revenue volumes, but
diluted by new investments in research and
developmentand market presence. Return
on capital employed was 40% (43, adjusted
foritems affecting comparability mentioned
above 39).

* Anew control unit for cordless assembly
tools that supports customers to adopt
Industry 4.0 and flexibility on their assembly
lines.

¢ Anew platform for quality assurance in
assembly applications, including equipment
fortesting and calibrating of tools, super-
vision, connectivity devices, and related
software.
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Revenues by region
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THE MARKET

The motor vehicle industry, including sub-suppliers,
is a key customer segment representing more than
half of Industrial Technique’s revenues, and the
applications served are primarily assembly opera-
tions. The motor vehicle industry has been at the
forefront of demanding more accurate fastening
tools that minimize errorsin production and enable
recording and traceability of operations. The busi-
ness area has successfully developed advanced
electricindustrial tools and assembly systems that
assist customersin achieving fastening according to
their specifications and minimizing errors and inter-
ruptionsin production. This also includes awide
offering of quality assurance and quality improve-
mentsolutions. With the increasing requirement of
lower fuel consumption and the use of lighter
materials, the motor vehicle industry is looking to
alternative assembly solutions. The business area
offers dispensing equipment for adhesives and
sealants aswell as self-pierce riveting equipment
and rivets to cater these needs.

Ingeneralindustry, industrial toolsare usedina
number of applications, such as assembly, drilling
and material removal. Customers are foundin
assembly operations, e.g. electronics, aerospace,
appliances, energy and off-road vehicles, in gen-
eralindustrial manufacturing, the energy sector, oil
and gas, shipyards, foundries,and among machine
tool builders. The equipment supplied includes
assembly tools for a wide torque range, drills,
percussive tools, grinders, hoists and trolleys, and
accessories. Airmotors are supplied separately for
differentindustries and applications.

Forvehicle service, car and truck service and tire
and body shops, the equipment supplied includes
impactwrenches, percussive tools, drills, sanders,
and grinders.

Thereisagrowing demand for service, e.g.
maintenance contracts and calibration services
thatimprove customers’ productivity.

MARKET TRENDS

Higher requirements for quality, productivity,
flexibility, ergonomics and decreased environ-
mentalimpact

More advanced tools and systems and increased
importance of service, know-how and training
Use of light-weight material in transportation-
related industries

Increased demand for electric vehicles
Automationin customers’ production
Digitalization and demand for connectivity in
production

DEMAND DRIVERS

e Industrial production

* Capital expenditure into industrial production

¢ Changesin manufacturing methodsand
higher requirements, e.g. quality assurance
and traceability

Share of revenues

Service, 27% Equipment, 73%

VISION AND STRATEGY

Thevisionisto be Firstin Mind—Firstin Choice
asasupplier of industrial power tools, assembly
solutions, quality assurance products, software,
and services to customersin the motor vehicle
and general industry. The strategy is to continue
to grow the business profitably by building on
the technological leadership and continuously
offering products and services thatimprove
customers’ productivity, quality, safety and
ergonomics. Important activities are to extend
the product offering and to provide additional
services, know-how and training. The business
areaisalsoincreasingits presence in targeted
geographical markets. The presenceis
enhanced by utilizing a brand portfolio
strategy. The business area is actively looking at
acquiring complementary businesses. Growth
should be achieved in away thatis
economically, environmentally and socially
responsible.

STRATEGICACTIVITIES

Increase market coverage and improve
presence in targeted markets/segments
Develop new sustainable productsand
solutions, offering increased quality and
productivity,improved ergonomics and
reduced environmental impact
Furtherincreased focus on digitalization,
through connected products and solutions,
to support customers’ productivity, flexibility,
andtheirtransformationinto Industry 4.0
Extend the product and service offering at
currentcustomers and adjacent segments
and applications

Perform more service on a higher share of
theinstalled equipmentbase

Increase operational efficiency

Investin employees and competence
development

Acquire complementary businesses and
integrate them successfully

COMPETITION

Industrial Technique’s competitorsin the indus-
trial tools business include Apex Tool Group,
Ingersoll-Rand, Stanley Black & Decker, Uryu,
Bosch and several local and regional competi-
tors. Inthe area of adhesive and sealant equip-
ment, the primary competitors are Nordson,
Graco and Durr. For self-pierceriveting, the
main competitors are Stanley Black & Decker
and Bollhoff.

MARKET POSITION

Aleading market position globally in most of
its operations.

27



THE YEAR IN REVIEW — INDUSTRIAL TECHNIQUE

Products and applications

The Industrial Technique business area offers the most extensive range
of industrial power tools and assembly systems on the market.

Controller for
advanced electrical
assembly tools

Industrial assembly tools and solutions
Advanced assembly tools and systems are used in
the motor vehicle industry and general industrial
production such as aerospace, off-road, and
electronics. The business area provides a broad
range of pneumatic, hydraulicand electric
assembly tools, control systems, and associated
software for safety-critical tightening. These
systems generally make it possible for customers to
collect, record, and process assembly data in their
production.

Self-pierceriveting solutions, adhesive
dispensing and flow drill fastening equipment
Self-piercerivets, adhesive, and flow drill fasteners
are primarily being used in the motor vehicle

Hand-held battery
tool for assembly
applications

industry and driven by the increased use of light
materialsin car production. The business area
offers self-pierce riveting tools and rivets,
dispensing equipment for adhesives and sealants
aswell as flow drill fastening equipment.

Material removal tools, drills and other
pneumatic products

Pneumaticand electricindustrial grinders, drills
and percussive tools are being used in several
industrial applications, forexample in metal
fabrication and aerospace production. The
business area also offers airline infrastructure for
optimization of pneumatictools, and air motors
that are being used as drive unitsin various
industries and applications.

Principal product development and manufacturing units are located in:

Sweden, Germany, Hungary, the United States, United Kingdom, France and Japan

MANAGEMENT Industrial Technique, January 1,2019

Divisions:

-

Applicator unit for
application of adhesives
and sealants

T

Flow drill
fastening tool

BUSINESS AREA PRESIDENT: Henrik EImin

28 Atlas Copco 2018

. Industrial Technique Service
President Hdkan Andersson
2. MVI Tools and Assembly Systems
President Lars Eklof
3. General Industry Tools and Assembly Systems
President Carl von Schantz
4. Chicago Pneumatic Tools
President Ivo Maltir
. Industrial Assembly Solutions
President Berthold Peters
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Power Technique

THE YEARIN REVIEW - POWER TECHNIQUE

The demand for equipment, service and the specialty rental business continued to grow, and
the order intake increased in almost all regions. The strongest growth was achieved in Europe,
North America, and Africa/Middle East. The business area continued to invest in innovation,
market presence and increased its product focus by creating a new division.

Market development

The demand for equipment, services, and
the specialty rental businessimproved in
2018.Intotal, the order intake increased
11% organically. Double-digit growth was
achieved in North America, Europe andin
Africa/Middle East, while the order volumes
in Asia and South America were largely
unchanged.

Orders received for portable compressors
increased due to increased demandin
Europe and Africa/Middle East. Order vol-
umes were somewhat unchanged in North
America and Asia but decreased in South
America.

The order intake for power and flow
equipment, such as generators and pumps,
grew significantly. The good development
was primarily driven by strong order growth
in North and South America, and in Europe.

The overall order volumes for the service
businessincreased somewhat compared to
the previous year. Growth was achievedin
South America, while it was more or less
unchanged in otherregions.

The demand for the specialty rental busi-
nessremained strongin 2018, and solid
order growth was achieved in all regions.
The growth was particularly strong in Asia,
South America andin Africa/Middle East.

Market presence and organizational
development

The business area invested in presencein
targeted markets and segments, and in
innovation, with anincreased number of
employeesin research and development.

Sales bridge Ordersreceived  Revenues
2017 11259 11217
Structural change, % -2 -2
Currency, % +2 +2
Organic* % +11 +7
Total, % +11 +7
2018 12498 12042

*Volume, price and mix

Investments were also made in manufactur-
ing, including a new productionlineand
doubling of the capacity for production of
light towers in Wuxi (China). The business

areaincreased its use of renewable energyin

2018 by investinginsolar cellsin a factoryin
Pune (India).

In 2018, the Power and Flow division was
created to increase the business area’s focus
onthe market for generators, light towers,
and pumps.

Acquisitions
The business area made one acquisition and
one divestmentin 2018:

Acquisition

e Location Thermique Service SAS, a French
steam boiler specialty rental business, was
acquired. The company had 13 employees
and revenues of about MSEK 70 in 2016.

Divestment

* The concrete and compaction business was

divested to Husgvarna Group in February.
The business had revenues of about MSEK
570in 2016, and about 200 employees.

Revenues, profits and returns
Revenuesincreased 7% to MSEK 12 042

(11 217), corresponding to a 7% organic
increase. Operating profitincreased 18% to
MSEK 2 006 (1 705). The operating margin
was 16.7 % (15.2). The margin was positively
affected by a capital gain of MSEK 109
related to the divestment of the Concrete
and Compaction businessin February 2018,

INNOVATION DURING 2018

Several new products were introduced
during the year, including:

* ATwinPower generator offering increased
flexibility and reduced fuel consumption.

¢ A combined mobile compressor and genera-
tor, minimizing the amount of equipment at
customers’sites.

Revenues, MSEK

12 042

2017:11 217

Operating profit margin

16.7%

2017:15.2%

Return on capital employed

28%

2017:20%

butalso supported by volume and sales mix.
Currency had a somewhat negative impact
onthe operating margin. Previous year was
affected by restructuring costs related to the
move of production, and research and devel-
opment, in Europe and India. The adjusted
operating marginwas 15.8% (15.5). The
return on capital employed was 28% (20).

* Anew range of generators offering 5%
reductionin fuel consumption and 20%
smaller footprint.

¢ An oil-free portable compressor for the
specialty rental business with optimal efficiency
generating a matching airflow for a specific
applicationinanyindustry.
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Orders received by customer category

Other, 21% General manu-

facturing, 15%

Service, 7%

Construction, 43%

Process
industry, 14%

Orders received, revenues
and operating margin
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Bl Orders received, MSEK
Revenues, MSEK
Operating margin, %

*2015-2016 show best estimated numbers, as the
effects of the split of Epiroc and restatements for
IFRS 15 are not fully reconciled.

Revenues by region

Asia/

Australia, 20%

Africa/
Middle East, 12%

Europe, 38%

North

America, 25%

South
America, 5%

THE MARKET

The market for air, power and flow solutions has
alarge number of participants offering awide
range of products for different applications. The
Power Technique business area focusesona
selected number of applications.

Multiple segments are served by the business
area's offering. General and civil engineering
contractors, ofteninvolved ininfrastructure
projects, demand light construction tools.
Mobile air compressors, generators, light towers
and pumps provide reliable power sources for
toolsand applicationsin the construction sector
and numerous industrial applications.
Contractors as well as rental companies are
important customers for service, including spare
parts, maintenance contracts, and repairs.

MARKET TRENDS

e Higherrequirements for productivity,
flexibility and ergonomics

* Increased focus on environmentand safety

e Customerand supplier consolidation

¢ Increased demand for service support/
contracts

DEMAND DRIVERS

e Infrastructure growth
e QOutdoorevents

e Emergencyrelief efforts
e Engineregulations

VISION AND STRATEGY
Thevisionisto be Firstin Mind—Firstin Choice
provider of on-site air, power and flow solutions
for sustainable productivity.

The strategy is to grow by developing Atlas

Copco’s market position and presence as a global

supplier within portable compressors, pumps,
generators and light towers, along with arange
of complementary, market specific niche
products, such as high-pressure boosters. The
strategy alsoincludes further development of
specialty rental services as well as development
of the service business; increasing revenues by
offering more customers more services. Growth
should be achieved in away thatis economically,
environmentally and socially responsible.

Share of revenues

Service, 1% Equipment, 60%

Service (rental),
29%

STRATEGICACTIVITIES

Increase market coverage and improve
presencein targeted markets/segments
Capture salesand service synergies
Develop new sustainable products and
solutions offering enhanced productivity,
safety and reduced environmental impact
Investin design, developmentand produc-
tion capacity in growth markets

Develop more competitive offerings with
differentvalue propositions

Perform more service on a higher share

of theinstalled base of machines

Develop the service business

Increase operational efficiency

Investin employees and competence
development

Acquire complementary businesses and
integrate them successfully

COMPETITION

Power Technique's principal competitors
include Doosan, Generac, Kaeser, Sullair,
Xylem. In addition, there are alarge number of
competitors operating locally or regionally.

MARKET POSITION
Aleading orstrong market position globally
in most of its operations.
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Products and applications

The Power Technique business area offers a range of products for
selected applications in civil engineering, construction and demolition.

Portable medium-pressure
oil-free compressor

Portable compressors

Portable oil-injected compressors are primarily
used in construction applications where the com-
pressed airis used as a power source for equip-
ment, such as pneumatic breakers and rock drills.
Portable oil-free compressors are rented by
customersto meetatemporary need for oil-free
air, primarily in industrial applications.

Boosters

When extra high pressure is needed, boosters are
used to boost the air fed by portable compressors.
This high-pressure airis mainly used in the drilling
industry andin oiland gas applications.

MANAGEMENT Power Technique, January 1,2019

#  Handheld
- Et pneumatic

& , breaker

.

- L]

.

Generators Construction and demolition tools
Portable generators fulfillatemporary need for Hydraulic, pneumatic and gasoline-powered
electricity, primarily in construction applications. breakers, cutters and drills offered to construction,
Other common generator applications are power demolition and mining businesses.
supply for events, emergency power and powerin
remote locations.
Lighting towers Principal product development and
Light for safe operations 24/7. manufacturing units are located in:

Belgium, Spain, the United States,
Pumps Chinaand India
Portable diesel-driven pumps and submersible
electric pumps, primarily for water.

BUSINESS AREA PRESIDENT: Andrew Walker

Divisions:

1. Power Technique Service
President Stefaan Vertriest

2. Specialty Rental
President Ray Lofgren

3. Portable Air
President Peter Lauwers

4. Power and Flow
President Adrian Ridge

Atlas Copco 2018
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Growing in the right way

Atlas Copco’s mission is to achieve sustainable, profitable growth. This means innovating with a long-
term perspective to minimize environmental impact. It means making sure employees are safe and

healthy and that the company stays lean and efficient. It also includes growing in a way that is ethical,
with zero tolerance for corruption throughout the value chain.

To succeed in delivering lasting value for all
stakeholders, Atlas Copco focuses on the
following areas for sustainable, profitable
growth: products and service, ethics, safety
and well-being, people, and the environ-
ment. Atlas Copco regards these areas, along
with profitability, as necessary to achieve
long-term success.

Atlas Copco’s Group Management has
decided these focus areas for sustainable,
profitable growth, key performance indica-
tors (KPls), three-year targets and monitor
progress. KPIs and targets for the first four
areas are common for all companiesin the

Group. Most of the work isimplemented in
the divisions, which are the highest opera-
tional levels of the organization.

Inthe 2018 materiality process, the focus
areas for sustainable, profitable growth were
reconfirmed as relevant by internal and exter-
nal stakeholders. New KPIs and goals, as pre-
sented on page 5, will measure progress from
2019.Thisannual report communicates the
Group's progressin relation to the KPIs and
goalsfortheyears 2016-2018.

efficient products. Atlas Copco’s people are
the company’s most valuable asset, and to
offer healthy and safe working conditions
and fair development opportunitiesis a
priority. Atlas Copco lives by the highest
ethical standards and demands that business
partners dothe same. This stance protects
the business from risk, enables growth and
promotes ethical behaviorin society.

Atlas Copco’s drive to innovate for sustain-
able productivity supports the continuous
development of highly energy-and resource-

FOCUS AREAS VISION ISSUES UN SUSTAINABLE DEVELOPMENT GOALS
Our products » Product eco-efficiency e s 17

Products
and service

create lasting
value and make a
positive impact

e Life-cycle perspective
¢ Productinnovation
* Product quality and safety

&

Ethics

We are known for
ethical behavior,

® Business ethics and integrity
e Humanrights

;T 16 e
Ll

o

ar

openness and ¢ Transparency and accountability ‘I L
respect * Responsible supply chain
The way we work e Occupational health, &.ﬂ.ﬂ
Safety a_nd contributes to safety and well-being /\/
well-being oursafety and ‘II
well-being

People

Our culture of
collaboration and
inclusiondrives

* Employee satisfaction
and engagement

* Diversityand
non-discrimination
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Delivering on the UN Sustainable
Development Goals

Atlas Copco’s focus areas for sustainable, profitable growth are implemented in the daily operations,
supported by policies, training material and monitoring tools. Results are measured and followed up
through key performance indicators. Progress in relation to the KPIs contributes to the achievement
of the UN Sustainable Development Goals.

Through its core business operations and its
value chain, Atlas Copco impacts seven of the
17 Sustainable Development Goals in partic-
ular. These are: gender equality (5), clean
water and sanitation (6), affordable and
clean energy (7), decent work and economic
growth (8), industry, innovation and infra-
structure (9), responsible consumption and
production (12), and peace, justice and
strong institutions (16).

In addition to promoting values and
actions that support the Sustainable Devel-
opment Goalsin its own operations, Atlas
Copco strives to work with its value chain to
do the same. Atlas Copco requires all busi-
ness partners to comply with the company'’s
values as expressed in the Business Code of
Practice. Business partners should sign and
comply with the business partner contract
based on the UN Global Compactand the
ILO Declaration of Fundamental Principles
and Rights at Work.

Atlas Copco offers equal
opportunity forwomen
and men.

Atlas Copco strives to increase
the proportion of womenin
the Group and to grow the number of female
managers. In 2018, 23% of total new employ-
ees were women. Of recent graduates
recruitedin 2018, 37% were women. Overall,
19% of the employeesin the Group are
women.

9 i

¢

Atlas Copco works to reduce
water consumption in oper-

f oumm
fyeen
ations, particularly in water-
stressed areas.

Local activities that target

water consumption and preservation are car-
ried out.In 2018, the consumption of water
in water-stressed areas decreased by 6% in
relation to cost of sales compared with the
previous year. Further, Atlas Copco has sup-
ported the employee-driven initiative
“Water for All” since 1984. Thanks to the
initiative, more than 2 million people have
gained access to clean water and sanitation
since the start.

Atlas Copco strives to
increase the use of renew-
able energy in our opera-
tions and to limit the use
of energy overall.
In 2018, 34% of energy used in production
came from renewable sources, and energy
use decreased by 8% in relation to cost of
sales.

Safety and well-being

is a focus area for

Atlas Copco.

In 2018, the number of acci-
dents per million working
hours foremployees decreased by 3% and
the number of work-related incidents fell by
8%. Atlas Copco requires all business part-
nersto comply with the Group's values as
expressed in the Business Code of Practice.
Child labor or forced laboris not tolerated
and complianceis assessed and audited.
Atlas Copco ensures the right to collective
bargaining and requires the same from busi-
ness partners.In 2018, the number of signifi-
cantsuppliers that confirmed commitment
was 86%.

DECTNT Wit s
= de )]

o

Atlas Copco strives to
decrease the environmental
impact of its products and
services.

The main environmental foot-
printis in the use phase of products. Business
areas are encouraged to develop more
energy-efficient products, and energy effi-
ciencyin products and service is a key perfor-
mance indicator for the company. Products
are developed with a life-cycle perspective,
striving to minimize negative impact during
the whole life cycle of a product.

Atlas Copco strives to make
production as efficient as
possible and to reduce
waste from operations.

In 2018, 94% of the waste
was recycled, reused or recovered. Chemical
handling is done following strict protocols.
Components that contain conflict minerals
are not accepted and Atlas Copco monitors
and screens suppliers and smelters.

16 g Atlas Copco h?s zero

T tolerance against
; corruption.
Thisis clearly communicatedin
the Business Code of Practice,
which all employees and business partners
must comply with. In 2018, 86% of signifi-
cantsuppliers confirmed compliance with
the criteria. Allemployees must sign their
commitment annually and take multiple
trainings. 95% of managers signed compli-
ance with the Business Code of Practice in
2018. An e-learning and classroom trainings
in over 30 languages have been rolled out
globally to support awareness of the
Business Code of Practice.
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Innovation with the future in mind

Atlas Copco delivers cutting-edge technology in the form of safe, reliable and energy-efficient
products designed to optimize customers’ productivity and competitive advantage. The Group's
high-quality service offerings ensure that the customers get the most out of every investment,
keeping Atlas Copco First in Mind - First in Choice.

Developing innovative products and service
solutions with a life-cycle perspective has
beenidentified as one of the highest priori-
ties by all Atlas Copco’s stakeholders, internal
and external. The innovation KPIs are set by
each division to be relevant to their specific
businesses.

Increasing customer productivity

Atlas Copco has strong relationships with
customersin leading positionsin theirindus-
tries. Technology developmentand trends
such asincreased digitalization can be har-
nessed to transform the efficiency of indus-
trial processes. The challenge is to continue
to meetthe customers’ need for equipment
and service thatincrease their productivity
and, atthe sametime, are sustainable, mean-
ing that they are energy-efficient, safe and
ergonomic. Strong service offerings and
smart product design can minimize waste

34 Atlas Copco 2018 ‘ Administration report

and maximize the value of the customers’
investments. Products such as stationary
compressors, hydraulic breakers and indus-
trial tools are designed so that they can be
returned, refurbished and resold as used
equipment. Such used equipment meet the
same high standards as when it was new in
terms of quality, performance and energy
efficiency.

Investing in product development

Atlas Copco continued to invest in product
developmentin 2018. Advanced technologies
are required to meet customers’ demands,
and society requires environmentally sound
and ergonomicsolutions. Increasingly, digi-
tal and data-driven service and products are
part of the offer. For example, the Industrial
Technique business area works with a system
where all assembly related tools and pro-
cesses are connected and integrated into the

How we
innovate with
the future

in mind

production network. The data generated is
used to control and identify improvementsin
and between the assembly processes,
enabling higher quality and efficiency for
customers. Another example is the Smart-
Link data-monitoring system for compres-
sors. More than 100 000 compressors are
now connected globally, enabling continu-
ous monitoring of their status and predictive
maintenance.

In 2018, the number of people employed
in research and development represented
7.9% (7.5) of Atlas Copco’s total workforce.
The amountinvested in research and devel-
opment, including capitalized expenditures,
increased by 16.1% to MSEK 3 000 (2 583)
corresponding to 3.1% (3.0) of revenues and
4.0% (3.8) of operating expenses.

S

BUSINESS AREAS

The biggest potential to increase energy efficiency and
reduce emissions is through innovative productsand
service. Each business area hasidentified one ortwo
‘product families’ whose performance can be followed
up year-on-yearin relation to energy efficiency accord-
ing to the following criteria:

—The case chosenis significant to the business

—The case can be followed over a couple of years

—Itmust be possible to validate the data

—The energy efficiency gains may be reported
throughout the value chain

DIVISIONS

Each divisionidentifies two to three KPIs relevant to its
business and sets targets on these. The performanceis
followed up by divisional business boards.
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Industrial Products designed for energy efficiency
ideas

h dd Atlas Copco’s products are designed to optimize customers’ productivity and
thata competitive advantage. Energy savings help reduce CO, emissions and contribute
value to customers’ sustainability ambitions and cost savings. The energy efficiency of

one or two product families per business area is followed up as a Group KPI.

com pressor TeChn ique Compressors for manufacturing industry

Atlas Copco’s ZH 1000-3150 oil-free centrifugal air compressor
isdesigned to meet the needs for a larger centrifugal air
compressor delivered in a standard package. The most compact
aircompressorinitssize range, it also has energy savings up to
6% compared to previous models thanks to innovationin the
cooler, core and package design. The unique design allows
maximizing energy savings and minimizing operating costs. In
certain applications that operate at reduced flows the
compressor can save up to 9% energy compared with the
previous model. The ZH 1000-3150 is an all-in-one oil-free air
compressor; all elements including internal piping, coolers,
motor, inlet guide vanes and control system are suppliedina
standard package. Stainless steel cooler cores minimize
corrosion and increase operating lifetime. Efficient cooling
increases both reliability and energy efficiency and maximizes
60/ thermal transfer. Due to the energy efficiency of the compressor,
o 5 626 the number of units of ZH 1000-3150 sold on average per year

% cansave around 26 500 metric tonnes of CO, on an annual basis

compared to previous models.

Energy 26 500 metric tonnes of CO, avoided
savings annually which corresponds to

passenger cars
driven for one year

Vacuum TeChn ique Vacuum pumps for process industry

Atlas Copco has extended its range of innovative GHS VSD+
vacuum pumps toinclude a state of the art high capacity
platform. The GHS 3800-5400 VSD+ is the oil injected vacuum
pump that can provide the highest flow rate on the market.
GHS VSD+ raises the productivity of central vacuum systems by
offering energy savings of around 50% compared to fixed-
speed competitor units. The energy saving has been confirmed
in energy audits. This vacuum pump has a significantly
improved oil cooling and oil retention compared to existing
technologies, representing a big reduction in total life-cycle
cost. GHS VSD+ has the most efficient vacuum element on the
market for a given flow, and it is the first technology that
automatically controls output according to the real process
demand, contributing to significantly reduced energy
consumption. By upgrading previous generation vacuum
technology to GHS 3800-5400 VSD+, based on the average
number of machines sold in 2018, global industrial vacuum

5 O (y customers reduce CO, emissions by around 5 500 metric tonnes
(o] % 1 1 68 peryear, compared to fixed-speed competitor units.

passenger cars

driven for one year

Energy 5500 metric tonnes of CO, avoided
savings annually which corresponds to

Administration report Atlas Copco 2018
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Industrial
ideas

that add
value

Products designed for energy efficiency

Atlas Copco's products are designed to optimize customers’ productivity and
competitive advantage. Energy savings help reduce CO, emissions and contribute
to customers’ sustainability ambitions and cost savings. The energy efficiency of

one or two product families per business area is followed up as a Group KPI.

Industrial Technique

Energy 6 500 metric tonnes of CO, avoided
savings annually which corresponds to
% 1380
80%
passenger cars

driven for one year

Battery-driven tightening tools for the
manufacturing industry

Atlas Copco’s most advanced handheld tightening tools,

the STB battery nutrunners, meet the highest customer
standardsin a wide range of assembly applications such as
the vehicle, energy and aerospace industries. The tools, which
are connected to the customers’ production system, report
and monitor the tightening process. This enables real-time
instructions and feedback for the most accurate and flexible
production with the highest possible quality. Electric tools are
more energy-efficient than pneumatic in many applications
and Atlas Copco continuously develops electric tools to
replace pneumatic ones and introduces tools for new
tightening applications. One battery STB nutrunner typically
reduces the energy consumption by approximately 80%.
Based on ayearly average of all STB battery nutrunners sold
during the period 2016-2018, thisamounts to a saving of
around 6 500 metric tonnes of CO, emissions on average per
year when compared to pneumatic tools.

Power Technique

Energy 6 500 metric tonnes of CO, avoided
savings annually which corresponds to
% 1380
8%
passenger cars

driven for one year

Generators for power plants

The QAC 1450 TwinPower, part of Atlas Copco’s range of
containerized generators, delivers versatility, optimized
performance and excellent fuel economy in demanding
applications, such as power plants and events. The TwinPower
operating principle is based around the concept of two
generators, with two independent engines, with innovative
remote variable speed cooling, inside one box. The QAC 1450
TwinPower is a containerized unit housing two compact
generators; powered by V8 engines with double bearing
alternators. This configuration, with its fast-paralleling
system, allows the two generators to work independently or
in parallel with each other. From full load to low load, the
TwinPower concept provides the same output, performance
and efficiency as asingle generator package, thereby
achieving up to 8% fuel savings on continuous use in an
independent power plant application. This corresponds to
approximately 6 500 metric tonnes of CO, being avoidedina
year per power plantin comparison to the use of asingle
generator package.
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Passionate people create exceptional things

Atlas Copco’s people management strategy is to attract, develop and retain

qualified and motivated employees. Atlas Copco builds and promotes future-ready
leaders who demonstrate key behaviors aligned with company values. Atlas Copco
encourages employees to take accountability for their own development and holds

leaders responsible for coaching their teams for high performance.

Atlas Copco hasidentified competent teams
asafocusarea for creating sustainable profit-
able growth. The objective is to ensure that
employees are professionally coached and
trained, that diversity increases and that the
leadership becomes betterand betterin
guiding the organization.

A fair and diverse workplace
Afundamental belief at Atlas Copcois that
diversity inspires innovation and provides
insights that help create a better under-
standing of customers’ needs.

Increasing gender diversity is a particular
focus and training and mentorship programs
take place across the Group. For example, in
the Compressor Technique business area, a
12-month sales and marketing program aims
to secure that talented and qualified sales
and marketing professionals develop sales
and marketing management competence.
The mentorship and competence develop-
ment program is open to male and female
candidates, with a focus onincluding

women. Inits third yearin 2018, the program
had 14 participants, ten of whom were
women.

Striving forincreased balance in the num-
ber of men and women in the workforce,

Atlas Copco undertakes a variety of activities.

Recruitment processes that promote diver-
sity and providing fair growth opportunities
are key instruments to increase diversity
across the Group. The Power Technique
business area’s operationsin China, Japan
and Korea, with 40% female managers on
thelevel below general manager, is one suc-
cessful example. The strategy buildson a
combination of factors such as job advertise-
ments that avoid gender bias, and attractive
benefits, for instance concerning medical
costs for female employees’ childbirth and
maternity leave.

The proportion of female recent gradu-
ates recruited to Atlas Copcoin 2018 among
white-collar workersincreased to 37% (31).
The inflow of women to the organization
was 23% (23)in 2018.

36 862

Number of employees
December 31,2018

Atlas Copco strives to create an attractive
workplace by promoting equal opportunity
and embracing diversity. The company takes
afirm stance ondiscrimination.In 2018, a
guideline on diversity and inclusion was
developed to support employees and to put
extra focus ontheimportance of aninclusive
and fair working environment. The guideline
isacomplementto the Business Code of
Practice.

Anew e-learning containing dilemma
questions covering discrimination and other
ethical dimensions was developed during
2018.The e-learningis available to all
employees and parts of the content is
mandatory for signing compliance to the
Business Code of Practice foremployees.

The role of leadership

Atlas Copco’s leaders have a key role in devel-
oping the businessin aresponsible way and
to supportemployee development. The
Communicative Leadership Indexis used

to measure leadership success through a

U
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People

58%

Managers with highest assessment
rank for performance and potential
for higher positions

2017:57% GOAL: 65%

&)

23%

Inflow of women

2017:23%
GOAL: Continuous improvement

Communicative Leadership
Index rating

2016*: 75
GOAL: Continuous improvement

*No measurement made in 2017 and 2018

B

82%

Employees with yearly performance
and development discussions

2017:86%
GOAL: 100%

New KPIs and goals, as presented on page 5,
will measure progress from 2019.

Atlas Copco 2018

Administration report

Professional category
spread of employees

Administration Research and
16% development 8%
Service 28%

Manufacturing
Sales & Marketing 24% ‘ 24%

Geographical spread
of employees

Asia/Australia 31% North America 14%

Africa/Middle
East 3%

Europe 47% South America 5%

bi-annual employee survey. However, due to
the spin-off of Epirocin 2018, it was decided
to postpone the survey.

Atlas Copco seeks to strike a balance
between developing the local workforce and
offering international opportunities. Man-
agers develop local leaders to attractand
retain local competence and talent. In addi-
tion, managers who take oninternational
positions play animportant role when it
comesto strengthening the business culture.

Atlas Copco strives to encourage mobility
across geographical, organizational and cul-
tural boundaries. Atlas Copco has managers
oninternational assignments coming from
43 countriesand working in 46.1n 2018, 70%
(67) of all senior managers were locally
employed.

Growing and mobilizing talent globally
Constructive and systematic feedback on
employees’ performance isan important
partof being a responsible employer. Perfor-
mance and development discussions are
followed up asaKPI.In 2018, 82% (86) of the
employees had yearly discussions. The
opportunity foremployees to continuously
learn and develop new skills is vital. A global

competence development platform provides
accessible learning opportunities for
employees. In 2018, a training program for
allemployees providing skills trainingon a
wide range of digital competencies and
applicationswas rolled out.

In orderto stimulate internal advancement,
Atlas Copco assesses managers’ performance
and potential to take on more challenging
tasks. 58% (57) were assessed as having
displayed both good resultsin their current
position and potential foradvancement.

Developing a leadership pipeline

To retain competence, Atlas Copco has the
ambition to recruit 85% of managers inter-
nally. The outcome in 2018 was 90%. The
internal job marketis key to retaining talent
while still growing competence and encour-
aging mobility. In 2018, 4 371 positions were
advertised, of which 405 were international.
The total internal mobility among employees
increased t0 9.2% (8.0). Overall external
recruitmentincreased to 15.3% (13.6),
excluding acquisitions. Atlas Copco is com-
mitted to promoting equal opportunity inits
hiring and promotion processes.

INTERNAL JOB MARKET

Atlas Copco has a simple proven philosophy on how to grow talent: employees are encouraged to take on
new challenges and do many different jobs. However, to do this they need to take control of their own

careers and apply for positions in the internal job market. All open positions except the CEO are advertised
onthejob market. The objective is to have a talented and experienced workforce, which is the foundation

forachieving lasting results.

There are some basic principles for employee growth at Atlas Copco:
1. Results give freedom 2. Learning by doing
3. You must take care of your own career 4. The job marketisopen to everybody




Safety and well-being enhance
productivity

Atlas Copco has a global Safety, Health and
Environmental policy to ensure that work-
places have robust standards for safety and
well-being. The major focus of the Group's
activities is to promote behavioral changes
that are necessary to create a health and
safety culture in the workplace.

Atlas Copco’s annual safety day is held
globally, with the purpose to emphasize
safety at work and to reinforce the safety
and well-being culture. All activities during
this day are planned and conducted by the
local operations, tailored to their specific
challenges and needs. Activities range from
life-saving techniques, to fire drills, lectures
on a healthy lifestyle, joint physical exercises,
firstaid knowledge and safety on the road.

SAFETY CULTURE GIVES OUTSTANDING RESULTS

THE YEAR IN REVIEW — GROWING IN THE RIGHT WAY

The number of accidents per million working
hours for Atlas Copco employees decreased
t02.8(2.9)in 2018. For the additional work-
force, there was a significantincrease to 4.3
(2.4) accidents per million working hours,
from 12to 26 accidents. The increase was
mainly due to quick rises in the additional
workforce andincreased production volumes.
The number of incidents per million working
hours decreased significantly for Atlas Copco
employees, as well as for the additional
workforce. There was no fatality in 2018 (0).

In 2018, sick leave among Atlas Copco's
employees due to ownillness was 2.0% (2.0),
which is below the accepted level of 2.5%.
For full disclosure aboutincidents, accidents
and sick leave, see the sustainability notes on
page 131.

The Edwards facility in Niagara Falls USA, which builds nonstandard vacuum and abatement systems,

supports all divisions within the Vacuum Technique business area. The safety culture established over many
years has helped produce a world-class safety record with one single lost-time accidentin 16 years. The
employees continue to develop innovative ways to improve and then share these improvements through-
outthe business. Leading examples include coordinating full-scale drill scenarios with local emergency
response teams. The facility, with over 200 employees, received the Atlas Copco annual safety award in 2018.

Safety
and well-being

13.3

Incidents per million working hours

2017:14.5
GOAL: Continuous improvement

2.

Sick leave
2017:2.0% GOAL: Below 2.5%

o
X

- &)

Fatalities
2017:0 GOAL: 0

2.8

Accidents per million working hours

2017:2.9
GOAL: Continuous improvement

New KPIs and goals, as presented on page 5,
will measure progress from 2019.

WELLNESS AT THE WORKPLACE IN SUB-SAHARAN AFRICA

Since 2003, Atlas Copco have supported HIV and AIDS workplace interventions for employees in sub-Saharan
Africa. Theinterventions are a proactive measure to enhance employee health and avert absenteeism due
toillness, increased medical and insurance costs associated with the HIV epidemic. Partnership with the
Swedish Workplace HIV and AIDS Programme (SWHAP) saw successful spread of the programs to entities
across sub-Saharan Africa. The interventions provide employees with access to voluntary HIV testing, care,
treatmentand support services.

Inline with global trends of addressing HIV within a broader wellness context, employees can also
accesstesting and treatment for other communicable and non-communicable diseases. Interventions
have been extended to families, communities and the value chain through outreach initiatives and supply-
chain programs that build capacity within the value chain to address HIV and AIDS.

Employees formed the iconic World AIDS Day ribbon at Atlas Copco in South Africa as part of World AIDS Day 2018
commemorations. Access to voluntary HIV and wellness testing was provided for all employees during the day.

Administration report
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Living by the highest ethical standards

For Atlas Copco, expanding its global presence in the right way means ensuring that the business maintains
a clear stance against corruption and a strong commitment to respecting human rights. Atlas Copco works
continuously with its value chain to protect the business from risks and to promote better standards in society.

To live by the highest ethical standardsisa
priority for creating sustainable, profitable
growth for Atlas Copco. The Group's ability
to ensure that the highest ethical standards
are appliedis dependent on the valuesand
behavior of employees, managementand
business partners. Therefore, significant
weightis put on communicating and moni-
toring the adherence to Atlas Copco's values.
In 2018, the process was further strength-
ened by expanding the scope forannual
signing of the Business Code of Practice to all
employees. New e-learnings and classroom
trainings were developed to further support
employeesand to strengthen awareness of
Atlas Copco’s values and guidelines.

Aresponsible value chain approach
Respect forhuman rightsisintegratedinto
Atlas Copco's processes. The efforts are
driven inthe organization by the Business
Code of Practice, supported by both the sup-
plier and the customer sustainability assess-
ment tools and criteria, and reinforced by tar-
geted training (sustainability notes, page 131).

Responsible sourcing practices

Atlas Copco has a large international supplier
base, which presents significant challenges.
Purchased components represent about

75% of the product cost. Working with busi-
ness partners who share the Group's high
standards of quality, business ethics and
resource efficiency is necessary to effectively
manage risks, and to enhance productivity in
the value chain.

Atlas Copco uses a risk-based approach
and prioritizes follow-up activities with sig-
nificant suppliers who represent the bulk of
the annual purchase value and operate in
markets with high corruption orhuman
rightsrisk.1n 2018, 4 660 (4 023) suppliers
wereidentified as such significant suppliers.
95% (87) of the significant suppliers have
been requested to confirm compliance to the
Business Code of Practice. 86% (82) con-
firmed compliance. There are ongoing
efforts to continue to increase the number of
suppliers that confirm their compliance.

Significant suppliers are impartially evalu-
ated on parametersincluding price, quality
and reliability as well as key environmental,
social and ethical concerns. The checklist s
based onthe UN Global Compact and the
International Labour Organization’s Declara-
tion on Fundamental Principles and Rights at
Work. On-site visits are made to ensure com-
pliance, (sustainability notes, page 132).

Regular audits are performed by the busi-
ness operations to ensure that Atlas Copco'’s

HOW ATLAS COPCO WORKS WITH HUMAN RIGHTS IN THE VALUE CHAIN

Atlas Copco’s Business Code of Practice endorses the UN International Bill of Human Rights and guides the
business in working with all ethical issues, including human rights.

Business partners
POLICIES

Atlas Copco hasintegrated the UN
Global Compact principlesinto
business partner evaluation and
management. Read more above.

ACTIVITIES ‘

Prohibiting child labor and forced
labor, responsible

sourcing from high

risk or conflict- .
affected regions.

Atlas Copco 2018

The Group’s own operations

The Group's goals strive to create safe,
healthy and fair working
environments. Read more in the
employeessection on pages 37-39.

Ensuring fairlaborand
working conditions,
non-discrimination in
the workplace and
therighttojoin

trade unions.

Customers

Rights. Read moreinthe

sustainability notes, page 131.

environmentalimpact

issuesrelated to
community relocation
and security concerns.

lasg

The Group isstrengtheningits
approach using the UN Guiding
Principles on Businessand Human

Product safety, protecting
standard of life by minimizing

through usage of products,
I.
S

values as stated in the business partner crite-
ria areimplemented. In 2018,996 (1 031) sig-
nificant suppliers were audited for quality
and 845 (723) for safety, health, environmen-
tal and ethical standards. Of these, 4 (0) were
rejected due to quality issues and none (1)
was rejected for safety, health, environmen-
tal or ethical standards.

In 2018, the document setting out the
criteria for business partners was updated
and translated into more than 30 languages.
Alllanguage versions are published on the
corporate website and on the intranet.

Applying the Business Code of Practice
to distributors and agents

Approximately 20% of Atlas Copco’s reve-
nues are generated through sales via distrib-
utors, agents and contractors. Atlas Copco
requires all business partners to adhere to
the Business Code of Practice, including sup-
pliers, distributors and agents. Since the
number and type of distributors and agents
differ significantly between the divisions,
each division developsits own process for
implementing confirmed compliance with
the Business Code of Practice among signifi-
cantdistributors and agents. Progress is
measured and reported at divisional level.

Community

Atlas Copco pays the fair,and legal
amount of taxes to support the
communities the Group operatesin.
Read morein the sustainability
notes, page 131.

Community engagementactivities
increases the access to health,
education and safe develop-

ment of children and

vulnerable

groups, aswell as .
disaster relief.



Sales compliance process

Atlas Copco uses a customer assessment tool
toinvestigate potential environmental,
labor, human rights and corruption risksin
markets and industries where Atlas Copco is
present, (sustainability notes, page 131).

Atlas Copco strives to partner with cus-
tomers to further understand and address
human rights risks in the value chain. If rele-
vant, the customer assessment tool is com-
plemented by in-depth dialogue and field
visits.

Atlas Copco’s compliance board oversees
and supports the operations to safeguard
that the Business Code of Practice isimple-
mented and complied with. The compliance
board works to ensure that Atlas Copco is not
complicitin human rightsviolationsin accor-
dance with the Group’s commitmentto the
UN Guiding Principles on Business and
Human Rights. The lacking enforcement of
legal and political infrastructure in some
complex markets represents a challenge.
Bilateral engagements with civil society and
investors are crucial for Atlas Copco to success-
fully escalate issuesin challenging markets.

Zero tolerance against corruption

Fighting corruption is central to working
with human rights and environmental
impact, since corruption can cripple the
governmental bodies and processes needed
to address the issues. Atlas Copco has a zero-
tolerance policy, which applies to all man-
agers and employees as well as to the Board
of Directors. The Board has explicitly commu-
nicated that corruption is never acceptable in
ordertosecure asale. Thisalso applies to
facilitation payments. This basic rule strength-
ensthe brand and contributes to fair market
competition.

There are no negative consequences, such
as demotion, penalty or other reprisals, for
employees refusing to receive or pay bribes
or forreporting violations. The Group's
whistleblowing system can be used by
employees or other stakeholders to report
behavior or actions that are, or may be per-
ceived as, violations of laws or of the Business
Code of Practice. The person reporting can
choose to be anonymous.

THE YEAR IN REVIEW — GROWING IN THE RIGHT WAY

Employee awareness of the whistleblowing
system is measured, through the Group's
employee survey, usually biannually. How-
ever, in 2018, the survey was postponed due
to the spin-off of Epiroc. In the last survey in
2016, 64% of the employees stated that they
had knowledge of the whistleblowing sys-
tem. Since then, strengthened communica-
tion efforts have been undertakento
increase awareness.

Atlas Copco takes partin non-political
arenas to influence the conditions for doing
sustainable business. Through memberships
inlocal business associations and in coopera-
tion with others, the company uses its weight
carefullyin orderto further the values that
are embedded in Atlas Copco’s business
model.

Training for employees worldwide
Allnew employees receive the Business Code
of Practice and training, both digital and
class-room training, is provided globally.
Atlas Copco’s employees and employeesin
the additional workforce have access to
these trainings.

Startingin 2018, allemployees are
requested to sign their compliance to the
Business Code of Practice annually. The pro-
cedure requires employees to take a short
e-learning before signing. The e-learning
aims to support awareness and understand-
ing of the contentand to reinforce the
importance of the Business Code of Practice.

The percentage of managers signing com-
pliance with the Business Code of Practiceisa
key performance indicator for the Group. In
2018, 95% of the managers signed the com-
pliance statement. The process for signing
was updated during the year, therefore the
resultis not fully comparable to previous
years'. Continuous communication about the
new process and follow-up of the results is
doneto ensure thatall managers sign. Man-
agers receive in-depth classroom training
with dilemma cases. In 2018, follow-up of
the training for managers was done at local
level but was not aggregated at Group level.

Ethics

)

Managers signed compliance to
the Business Code of Practice

GOAL: 100% 2017: new scope

Managers trained in
the Business Code of Practice.
Measured locally in 2018

GOAL: 100%

Share of employees aware of the
whistleblowing system

GOAL:100% 2016*: 64%

*No measurement made in 2017 and 2018.

Significant suppliers that confirmed
compliance with the
Business Code of Practice

GOAL: 100% 2017:82%

Significant agents and distributors
that confirmed compliance with
the Business Code of Practice
Reported on divisional level

GOAL: 100%

New KPIs and goals, as presented on page 5,
will measure progress from 2019.
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Responsible use of resources

Atlas Copco strives to reduce its environmental footprint across the value chain and delivers energy-
efficient products designed with a life-cycle approach. The impacts of climate change presents both
challenges and opportunities for Atlas Copco, who wants to be part of a solution to this increasing

global concern.

Climate change presents an enormous chal-
lenge to businesses, as well as to society asa
whole. Atlas Copco strives for a reduced envi-
ronmental and climate impact by ensuring
thatits operations are runin the most
responsible and resource-efficient way
throughout the value chain. Forthe same
reason, customers are increasingly request-
ing energy-efficient products and solutions
to decrease their carbon footprint. Atlas
Copco has a high ambition when it comes to
meeting customers’ need for such sustain-
able products and has established Group
common goals to track progress within this
area.

Enhanced risk management

Atlas Copco faces risks driven by climate
change, such as changes in environmental
regulations, availability of resources, chang-
ing consumer behavior and other develop-
ments. Among therisks are also increased
energy prices and energy taxes, and regula-
tions related to carbon dioxide emissions.
Atlas Copco’s work with resource efficiency
mitigates such risks.

Market shifts toward a low-carbon econ-
omy can impact the viability for certain sec-
torsand give rise to new businesses and busi-
ness models that can be served by Atlas
Copco. Forinstance, increased generation of
renewable energy and the surge in produc-
tion of electrical vehicles present business
opportunities to provide products to these
industries.

Energy security
The ambition to reduce negative climate

impact has also spurred an increased use of
renewable energyin the Group's operations.
Diversifying sources of energy to include
renewable energy has a positive environ-
mental impact and can also benefit the busi-
ness by protecting it from price fluctuations
and the lack of availability of traditional
energy sources.

In some growth markets, renewable
energy may not be readily available orisa
minor componentinthe country’s energy
mix. This affects the proportion of renewable
energy sources used in these particular
markets, and the overall energy mix.

Water management

Atlas Copco’s overall water consumption is
relatively low due to an asset-light business
model and the focus on assembly rather than
steel manufacturing or other resource inten-
sive activities.

Atlas Copco uses water indices to identify
operations located in water-risk areas, from
physical, legislative or cost perspectives.
Group companiesin such areas should imple-
ment a water-risk management plan. Inno-
vative product design also aims to reduce
water use.

WATER CHANGES LIVES

Water for Allis Atlas Copco’s main community engagement 0

initiative. Through the dedicated and passionate work of
volunteering employees, Water for All funds projects which
empower people through access to clean drinking water,
sanitation and hygiene. Allemployee donations are

matched with twice as much by Atlas Copco.

A

8098

members worldwide

In 2018, more than 40 water and sanitation projects were

implementedin 29 countriesin all parts of the world, in ()

total reaching more than 330 000 people.

Water for Allis the main community engagement initiative of both Atlas
Copco and Epiroc. The numbers convey Water for All’s global achievements

in 2018 including both companies.

Atlas Copco 2018
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Water changes lives. This is how many we affected in
2018 by funding projects that give people in need access
to clean drinking water and improved facilities

for sanitation and hygiene.

Beneficiaries



-8%
MWh energy from
operations/cost of sales

Atlas Copco has established a KPI measuring
consolidated water consumptioninrisk areas
in relation to cost of sales. Water consumption
in water risk areas decreased by 6% in 2018in
relation to cost of sales. Water consumption
in absolute numbersincreased by 5%, mainly
because of one-time events such as refilling
of water tanks orincreased production.

Environmental risks in the supply chain
Atlas Copco recognizes the responsibility to
manage environmental risks inits value
chain, (sustainability notes, page 132). Atlas
Copco works with tier-one suppliers using its
business partner criteria and action plans
that are developed together with business
partners. Smelters and other resource-
intensive activities are often tier-two suppli-
ers, or further down the value chain.

Atlas Copco’s suppliers should have an
environmental managementsystemor, asa
minimum, be committed to developing an
environmental policy or system, to ensure
continuous improvement of their environ-
mental performance. Commitment to Atlas
Copco’s business partner criteria means that
suppliers should take responsibility to mini-
mize the environmental impact that prod-
ucts and services may have while being man-
ufactured, distributed and used, as well as
during their disposal.

THE YEAR IN REVIEW — GROWING IN THE RIGHT WAY

6%
Water consumption in
water risk areas/cost of sales

Impact from operations

Atlas Copco has decreased its energy con-
sumptionin relation to cost of sales during
2018. In comparison with 2017, the con-
sumptionin MWh fell by 8% in relation to
cost of sales. The energy consumptionin
MWh rose somewhat in absolute numbers,
largely due toincreasesin production. The
percentage of renewable energy of total
energy used in operations was 34% in 2018.

Carbon dioxide emissions from transport
isa major contributor to Atlas Copco’s overall
footprint.In 2018, the CO, (tonnes) from
transportinrelation to cost of sales decreased
by 3%. In absolute terms the CO, emissions
rose, mainly due to increased production
volumes and urgent deliveries requiring air
freight.

The percentage of waste reused, recycled
and recovered of the total waste in internal
operations is measured as a KPI for use of
resources. In 2018, this share was 94%. While
the amount of reused, recycled and recovered
waste is already at a high level, focus should
be maintained on increasing the percentage,
to the benefit of both customers and the
environment.

The environment

MWh energy from operations/
cost of sales (MSEK); 12M

GOAL: Continuous improvement
2017:7.8

©

Renewable share of total MWh energy
used in operations; 12M

GOAL: Continuous improvement
2017:34%

®

Transport CO, (tonnes)/cost of sales
(MSEK); 12M

GOAL: Continuous improvement
2017:3.5

AWARD FOR OUTSTANDING TECHNICAL INNOVATION

The John Munck Award is presented

each yearto a product developer, designer,
or ateam, for outstanding contributions
to the overall quality of an Atlas Copco
product.

In 2018, the John Munck Award for technical
innovations was presented to ateamin the
Semiconductor division in Atlas Copco’s
Vacuum Technique business area for devel-
oping the iXM dry pump. The pump, used in
the semiconductor manufacturing process,
improves service life and reliability and is
smaller, more silentand more energy effi-
cientthanits competitors. The vacuum
pump was developed in South Korea, where
alarge part of the world's semiconductors
are manufactured.

®)

Water consumption m? at sites in water risk
areas/cost of sales (MSEK); 12M

GOAL: Continuous improvement
2017:5.4

Reused, recycled and recovered waste
in kg/total waste in kg; 12M

GOAL: Continuous improvement
2017:94%

New KPIs and goals, as presented on page 5,
will measure progress from 2019.
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Risks, risk management and

opportunities

All business activities involve risks, therefore there is a need for a structured and proactive
approach to manage the company’s risks. Well managed risks can lead to opportunities and
add value to the business while risks that are not well managed can lead to incidents and losses.

Atlas Copco’s global and diversified business towards many customer
segments resultsin a variety of risks and opportunities geographically
and operationally. Thus, the ability to detect, analyze and manage
risks is crucial for effective governance and control of the business.
The aimisto achieve Group goals with a high risk awareness and well-
managed risk taking in line with the strategy and within the frame of
the company’s database The Way We Do Things. Atlas Copco sees the
benefits of an efficient risk management both from risk reduction and
business opportunity perspectives, which can lead to good business
growth.

The Group's risk management approach follows the decentralized
structure of Atlas Copco. Local companies are responsible for their
own risk management, which is monitored and followed up regularly
e.g.atlocal business board meetings. Group functions forlegal, insur-
ance, sustainability, treasury, tax, controlling and accounting provide
policies, guidelines and instructions regarding risk management.
Thisis regularly audited by internal and external audits. Read more
aboutInternal control over financial reporting on pages 60-61.

Insurance

The Group Insurance Program is provided by the in-house insurance
company Industria Insurance Company Ltd. which retains part of the
risk exposure for the following insurance lines; property damage,
businessinterruption, transport, and general and products liability.
Financial linesinsurance and business travel insurance are also man-
aged by the Insurance and Risk Management department for the
Group. However, Industria is not the insurer for these two lines. Insur-
ance capacityis purchased from leading insurers and reinsurers by
way of using international insurance brokers. Claims management
services are partly purchased on a global basis from leading providers.
Insurance policies are issued on a local basis to ensure compliance
with local insurance laws whereas required.

Loss prevention

The main purpose of Atlas Copco’s loss prevention process is to
prevent potential property losses and business interruptions.

Atlas Copco’s Loss Prevention Standard stipulates Group require-
mentsin regards of loss prevention for product and distribution facili-
ties, including areas like: construction, safety systems, loss prevention
procedures and plans that need to be prepared. In orderto ensure
alignment with the standard and to support sites understanding how
the standard applies to each site, around 30 risk surveys are per-
formed annually. The results from the risk surveys are consolidated
and reported to Group Management.

44

Enterprise risk management

Atlas Copco has developed an enterprise risk management process
to map Group risks. The methodology used is applied on divisions,
which is the highest operational level in the Group. Annual work-
shops are performed by each divisional management team where
risks are identified, analyzed, evaluated/re-evaluated and managed
to ensure a structured and proactive approach to risks exposing Atlas
Copco. The ownership of managing the risks raised in the risk map-
pings lies with each division, while the Insurance and Risk Manage-
ment department manages the overall process, moderates the
sessions and consolidates the results on Group level. This hands-on
approachisalsoin line with Atlas Copco’s decentralized structure.
The results are reported to Group Management annually and to each
Business Area President semi-annually.

Risk
identification

Monitorand

re-evaluate _
ATLAS COPCO Risk
Enterprise Risk analysis
Management

process
Risk
t
managemen Risk
evaluation

Risk process

In Atlas Copco, Enterprise Risk Management is not seen as a project but
a continuous process. The risk environment changes over time and it is
therefore necessary to continuously revisit, update and identify new
risks. The defined framework is described in the picture above.



Risks, risk management and opportunities, cont.

RISK

FINANCIAL
RISKS

REPORTING
RISKS (INCLUD-
ING TAX)

MARKET
RISKS

PRODUCT
DEVELOPMENT
RISKS

PRODUCTION
RISKS

CONTEXT

Changes in exchange rates can adversely affect
Group earnings when revenues from sales and
costs for production and sourcing are denomi-
nated in different currencies (transaction risks).
An adverse effect on Group earnings can also
occur when earnings of foreign subsidiaries
are translated into SEK and on the value of the
Group equity when the net assets of foreign
subsidiaries are translated into SEK (translation
risks).

Atlas Copco’s net interest cost is affected by
changes in market interest rates.

The risk related to the communication of finan-
cial information to the capital market is that the
reports do not give a fair view of the Group's
true financial position and results of operations.

Errors in reporting could result in management
drawing the wrong conclusions. However, with
many small entities the material impact is low.

Taxes is an area with increased focus, especially
transfer pricing risks but also new tax rules and
regulations.

Estimations sometimes form a portion of the
sustainability data which is reported, and thus
by its nature the numbers presented may not be
precise representations of the Group's impact.

A widespread financial crisis and economic
downturn would not only affect the Group neg-
atively but it could also impact customers’ abili-
ty to finance their investments. Changes in cus-
tomers' production levels also have an effect

on the Group's sales of spare parts, service

and consumables. In developing markets, new
smaller competitors continuously appear which
may affect Atlas Copco negatively.

One of the challenges for Atlas Copco’s long-
term growth and profitability will be to continu-
ously develop innovative, sustainable products
that consume less resources over the entire life
cycle. Atlas Copco's product offering is also af-
fected by national and regional legislation, on
issues such as emissions, noise, vibrations, recy-
cling, etc. However, there may be increased risk
of competition in emerging markets where
low-cost products are not affected in the same
extent by these rules.

Core component manufacturing is concentrat-
ed in a few locations and if there are interrup-
tions or lack of capacity in these locations,

this may have an effect on deliveries or on the
qual-ity of products.

Production facilities could also have a risk

of damaging the environment through opera-
tions, e.g. through hazardous waste and
emissions.

Atlas Copco is directly and indirectly exposed
to raw material prices.

MITIGATING FACTORS

¢ A Financial Risk Management Committee meets
regularly to manage financial risks.

Atlas Copco Financial Solutions is responsible
for these risks and supports Group companies to
implement financial policies and guidelines.

The Group's operations continuously monitor
relevant exchange rates and try to offset nega-
tive changes by adjusting sales prices and costs.

Translation risks are partially hedged by borrow-
ings in foreign currency and financial derivatives.

Stringent credit policies are applied and there is no
major concentration of credit risk. The provision for
bad debt is based on historical loss levels and up to
date information and is deemed sufficient.

Atlas Copco subsidiaries report their financial
statements regularly in accordance with Inter-
national Financial Reporting Standards (IFRS).
The Group's consolidated financial statements,
based on those reports, are prepared in accor-
dance with IFRS and applicable parts of the
Annual Accounts Act as stated in RFR 1 “Supple-
mentary Rules for Groups”.

The Group's operational and legal consolidated
results are based on the same numbers and sys-
tem. These are analyzed by divisional, business
area, Group Management and corporate func-
tions before published externally.

The Group has procedures in place to ensure
compliance with Group instructions, standards,
laws and regulations, for example internal and
external audits.

Group Tax is present globally to monitor and
ensure compliance with local tax rules. Tax is
monitored and reported to the Board and
Group Management. Transfer pricing policy and
agreements are implemented in operations and
regularly reviewed.

Atlas Copco reports sustainability information
according to GRI Standards and works with
training to improve reporting practices.

Well-diversified sales to customers in multiple
countries and industries. Sales of spare parts
and service are relatively stable in comparison
to equipment sales.

Monthly follow-up of market and sales develop-
ment enables quick actions.

Agile manufacturing setup makes it possible to
quickly adapt to changes in equipment demand.

Leading position in most market segments
provides economies of scale.

Continuous investments in research and devel-
opment to develop productsin line with cus-
tomer demand and expectations, even during
economic downturns.

Designing products with a life-cycle perspective
and measurable efficiency targets for the main
product categories for each division.

» Designing products with reduced emissions,
vibrations or noise and increased recycling
potential to meet legislative requirements.

* Manufacturing units continuously monitor the
production process, test the safety and quality
of the products, make risk assessments, and
train employees.

Atlas Copco has an internal Loss Prevention
Standard to ensure high level of protection.

Production units have developed business
continuity plans.

Ambition to certify all manufacturing units in
accordance with the ISO 14001 standard.

THE YEAR IN REVIEW

OPPORTUNITIES

-> Working proactively with financial risks im-
proves the profit margin and creates possibili-
ties for more stable cash flow. Overall, financial
risk mitigation has the ability to improve busi-
ness resilience for Atlas Copco.

- Atlas Copco Financial Solutions can improve
customer relations and attract more customers.

- Integrated reporting identifies and encourages
opportunities for business synergies.

-> Addressing reporting risks increases trans-
parency and improves the potential to repre-
sent the business fairly and accurately.

-> Improved reporting also directly results in
improved risk management, especially when
the data has been integrated to highlight
interdependencies.

- Efficient reporting based on the same numbers
and system gives total transparency for draw-
ing the right conclusions.

-> Increased reporting requirements on taxes
will increase transparency on taxes, which is
of stakeholder interest.

- Asignificant competitive advantage as a result
of a strong global presence, including growth
markets.

-> Opportunities to positively impact both the
society and environment, through the Group's
high quality sustainable products and high
ethical standards.

- Continue to develop close, long-term and
strategic relationships with customers and
suppliers.

-> Substantial opportunities to strengthen the
competitive edge by innovating high quality,
sustainable products and creating an
integrated value proposition for customers.

-> Continued opportunities to extensively pro-
mote operational excellence to streamline pro-
duction, minimize inefficiencies and maintain a
high flexibility in the production process.
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Risks, risk management and opportunities, cont.

RISK

DISTRIBUTION
RISKS

SUPPLY CHAIN
RISKS

LEGAL RISKS
AND
COMPLIANCE

RISKS WITH
ACQUISITIONS
AND
DIVESTMENTS

EMPLOYEE
RISKS

CONTEXT

Atlas Copco primarily distributes products and
services directly to the end customer. If the dis-
tribution is not efficient, it may impact customer
satisfaction, sales and profits. Damages and
losses during the course of distribution can be
costly.

Some sales are made indirect through distribu-
tors and rental companies and their perfor-
mance can have a negative effect on sales.

The distribution of products results in CO,
emissions from transport.

Atlas Copco and its business partners such as
suppliers, sub-contractors and joint venture
partners, must share the same values as ex-
pressed in Atlas Copco’s Business Code of
Practice. The availability of many components
is dependent on suppliers and if they have inter-
ruptions or lack capacity, this may have an
undesirable effect on deliveries.

The use of many suppliers gives rise to the risk
that products contain components which are
not sustainably produced, e.g. the use of haz-
ardous substances or that electronic compo-
nents contain conflict minerals (whose trade or
taxation fund armed groups in conflict areas
such as the Democratic Republic of Congo).

Atlas Copco's business operations are affected
by numerous laws and regulations as well as
commercial and financial agreements with
customers, suppliers, and other counterparties,
and by licenses, patents and other intangible
property rights.

When making acquisitions there are risks
related to the selection and valuation of the
potential targets as well as the process of ac-
quiring them. The integration of acquired busi-
nesses can also be a complex and demanding
process. Itis not certain that an acquisition will
be successful if all steps are not done properly.

Annual impairment tests are made on acquired
goodwill. If the carrying values are not deemed
justified in such tests, it can resultin a write-
down, affecting the Group's result.

Acquisitions and divestments can impact local
communities and/or the environment, directly
orindirectly.

Atlas Copco must have access to and attract
skilled and motivated employees and safeguard
the availability of competent managers to
achieve established strategic and operational
objectives.

MITIGATING FACTORS

.

Physical distribution of products is concentrated
to a number of distribution centers and the
delivery efficiency of these is continuously
monitored.

Resources are allocated to training and develop-
ment of the service organization.

Asindirect sales are local/regional, the negative
impact of poor performance is limited.

.

Increased focus on safer and more effective
transports to reduce losses, costs and the total
emissions per transport.

Select and evaluate business partners on the
basis of objective factors including quality, deliv-
ery, price, and reliability, as well as commitment
to environmental and social performance.

Continue the process to investigate and eradi-
cate the presence of conflict minerals in Atlas
Copco’s value chain.

Establishment of a global network of sub-
suppliers, to prevent supplier dependency.

E-learning for business partners (both suppliers
and distributors) developed to raise awareness of
the Business Code of Practice, including signing
of a compliance statement.

* Atlas Copco maintains lists of substances that are
either prohibited or restricted due to their poten-
tial negative impact on health or the environ-
ment. Compliance with these lists is part of the
business partner statement.

In-house lawyers on five continents supporting

entities with advice on laws and regulations in-

cluding compliance as well as support with con-
tract reviews. Pro-active training is also done.

Avyearly legal risk survey of all companies in the
Group is performed in addition to a continuous
follow-up of the legal risk exposure. The result
of the survey is compiled, analyzed, and report-
ed to the Board and the auditors.

The Group has an Acquisitions Process Council,
which has established a process for acquisitions.
The process is continually updated and
improved to address and mitigate risks. The
Council also provides training and supports all
business units prior to, during and after an
acquisition. Before any acquisition is completed,
a detailed due diligence will be performed in
order to evaluate risks involved.

Atlas Copco guidelines and policies are applied
to assess and manage the environmental and
social impact of operations in the affected
communities after an acquisition is complete.

Human rights and environmental consider-
ations are integrated when acquisitions and
divestments are made.

The competence mapping and plan secures
access to people with the right expertise at

the right time. Recruitment can take place both
externally and internally. Internal recruitment
and job rotation are facilitated by the “Internal
job market”.

Salaries and other conditions are adapted to
the market and linked to business priorities.
Atlas Copco strives to maintain good relation-
ships with unions.

OPPORTUNITIES

-> Continue to strengthen the relationship
with customers through timely deliveries of
products and services.

- Transport efficiencies and safe transports
can save the customer time and cost while
reducing the environmental impact of their
own operations.

= Reduce fuel costs and resource requirements
which improves business agility for the Group.

-> Further increase business agility and reduce
costs by improving supplier inventory manage-
mentin response to changes in demand.

-> Continue to be a preferred business partner
and promote efficiency, sustainability and
safety. Good supplier relations help to improve
Atlas Copco’s competitive position.

-> Opportunity to strengthen customer relation-
ships by being ready to support customers who
are impacted by the Dodd Frank legislation on
conflict minerals.

-> Promote human rights and work towards im-
proving labor conditions, reducing corruption
and conflicts.

- Complying with legal norms and laws
minimizes costs and increases opportunities to
strengthen Atlas Copco’s reputation. It also
creates the chance to develop reliable
partnerships and improve business stability.

-> Acquisitions give possibility to enter new
markets, market segments, new technologies,
new clients, increase revenues, etc.

-> Identifying the obstacles to integration can
allow Atlas Copco to improve the process
through methods such as job rotation, training
or team-building exercises. This would not only
resultin a smoother process but also lower op-
erational costs by decreasing downtime and al-
lowing newly acquired companies to become
productive and efficient more rapidly.

- Motivated and skilled employees and man-
agers are crucial to achieve or exceed business
goals and objectives.



Risks, risk management and opportunities, cont.

RISK

RISKS TO
REPUTATION

INFORMATION
TECHNOLOGY
(IT) RISKS

SAFETY
AND HEALTH
RISKS

ENVIRON-
MENTAL AND
CLIMATE RISKS
(EXTERNAL)

CONTEXT

The Group's reputation is a valuable asset which
can be affected in part through the operation
oractions of the Group and in part through the
actions of external stakeholders. Products must
deliver the brand promise and be of high
quality, safe and have a low negative impact on
the environment when used by the customer.
There is potential for reputational risk from
non-compliance to product labeling standards
or if there are cases of false advertising.

Unsatisfied employees may also potentially
detract the Atlas Copco brand.

The Group relies on IT systems in its day-to-day
operations. Disruptions or faults in critical
systems have a direct impact on production.
Errors in the handling of financial systems can
affect the company’s reporting of results.

Theft or modification of intellectual property
constitutes a risk to our products and future
business success.

Cyber security risks are increasing in importance
and can have a major impact on Atlas Copco
operations.

The General Data Protection Regulation (GDPR)
came into force in 2018 and has an impact on
the handling of personal data. Failure to comply
may result in substantial fines and reputational
damage.

Issues with wellness and sick leave can impact
the productivity and efficiency of operations.

Accidents orincidents at the workplace due

to lack of proper safety measures can negatively
affect productivity and Atlas Copco’s employer
brand.

Atlas Copco recognizes the risk that serious
diseases and pandemics can interrupt business
operations and harm employees.

The primary drivers for external environmental
risk are physical changes in climate and natural
resources, changes in regulations, taxes and
resource prices.

Natural disasters as a consequence of climate
change can disrupt own operations or impact
the supply chain.

Increased fuel/energy taxes can increase
operational costs.

Regulations and requirements related to
carbon dioxide emissions from products and
industrial processes are gradually increasing.

Changes in mean precipitation can affect all of
Atlas Copco’s operations and negatively affect
operations either directly or by disrupting the
supply chain.

Market shifts toward a low carbon economy
can impact the viability for certain sectors.

MITIGATING FACTORS

 All Atlas Copco products are tested and quality
assured. Monitoring of product labeling and
regular communications training.

The Group actively engages in stakeholder
dialogue.

Training in the Business Code of Practice
includes the yearly signing of a compliance
statement.

Clear well-known brand promise.

A comprehensive employee survey is carried
out every two years and followed up actively.

Atlas Copco has a global IT security policy,
including quality assurance procedures that
govern IT operations. Information security is
monitored through IT security audits. Standard-
ized processes are in place for the implementa-
tion of new systems, changes to existing sys-
tems and daily operations. The system land-
scape is based on well-proven products.

IT Security tracks globally major downloads of
files. Screening of business partners/consultants
working in our systems.

Cyber security is regularly discussed, addressed
and invested in by the IT Security function.
Awareness of cyber security risks increases the
readiness to quickly address any attacks.

A GDPR project group assumed the essential
activities to ensure compliance with the new
regulation. The necessary organizational chang-
es are being executed to incorporate the com-
pliance requirements into our daily operations.

The Group regularly assesses and manages
safety and health risks in operations.

The ambition is to certify all major units in
accordance with the OHSAS 18001/1SO 45001
standards.

Workplace wellness programs to reduce the
impact of pandemic HIV/AIDS are in place in
Sub-Saharan Africa.

Atlas Copco’s business partners are trained
in the Group's policies including the approach
to health and safety.

Atlas Copco consistently develops products
with improved energy efficiency, reduced emis-
sions and smaller environmental footprint.

Inits own operations, Atlas Copco has several
key performance indicators (KPls) that address
resource and energy usage in order to minimize
the costs and impact on the environment.

All cooling agents used in Atlas Copco products
have a zero ozone-depleting impact during the
product’s lifecycle, and the aim is to continue to
introduce cooling agents with lower Global
Warming Potential (GWP).

THE YEAR IN REVIEW

OPPORTUNITIES

- Brand positioning.

- Stakeholder engagement cannot only mitigate
reputational risks in certain cases but it also
presents opportunities to increase the aware-
ness and credibility of Atlas Copco’s brand
through improvements and innovations.

-> Delivering tested and quality assured products
improves customer satisfaction and promotes
repeat business.

- Attract and develop employees that adhere to
the Business Code of Practice.

-> Stable IT systems, secure IT environment and
standardized processes increase efficiencies
and reduce costs.

- Quick action on major download of product
development files minimizes the potential
damage.

-> Quick action to address a cyber-attack gives
opportunity to stable work environment and
business continuity.

-> As the approach has been global, Atlas Copco
is well prepared to face future data privacy
initiatives in other regions or continents.

-> Improved safety and health in operations
increases both employee productivity and
morale.

-> Atlas Copco is strengthened through safe
products. The Group continues to be seen
as industry leader.

- Improving working conditions for customers
and suppliers can create long lasting relation-
ships and repeat orders.

-> Working proactively with environmental risks
can provide significant opportunities to drive
innovation at Atlas Copco.

-> Given that many customers are operating in
areas of extreme water stress or scarcity, water
efficient or water recycling products can have
a strong customer appeal. Thus, this presents
a strong business opportunity to extend Atlas
Copco's innovations to the focused area of
water consumption.

- Climate change impacts and predictions can
induce changes in consumer’s habits and
behavior. As a result of climate events, Atlas
Copco's customers can become more risk
averse and demand sustainable products from
the Group. New businesses and business mod-
els that are being served by Atlas Copco arise.
Forinstance, increased renewable energy gen-
eration and the surge in production of electri-
cal vehicles present business opportunities to
provide products to the industries.
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Risks, risk management and opportunities, cont.

RISK CONTEXT MITIGATING FACTORS OPPORTUNITIES
RISKS OF Corruption and bribery exist in many markets  Zero tolerance policy on bribery and corruption, - By fighting against corruption and fraud, Atlas
CORRUPTION where Atlas Copco conducts business. including facilitation payments. Copco has the opportunity to work with
AND FRAUD « Internal control routines in place aimed at pre- indusTry peers tfj RESlEpe int.ernational T
fraud Iswrongfulc.>rc.rimin.aldeception . venting and detecting deviations. The Internal practices. Refusing to pay bribes may cause
mtgndgd to resultin financial or personal gain, Audit function is established to ensure compli- temporary del.ays and setbacks; however it
which is always present where there are ance with the Group's corporate governance, red.uces costsin Ilo<.>th thg long and shor.t run,
persons with bad intentions. internal control and risk management policies. builds opportunities to improve operational
efficiencies and creates more stability in society
* Control self-assessment tool to analyze internal and in markets where the Group operates.
control processes. , ) ) )
-> Working against corruption and fraud improves
* Training in the Business Code of Practice, Atlas Copco'’s credibility and transparency and
including fraud awareness and workshops. creates even more avenues to improve stake-
* The global Group hotline and various local holder relations.
hotlines to report violations confidentially.
* The Group supports fair competition and for-
bids discussions or agreements with competi-
tors concerning pricing or market sharing.
HUMAN Atlas Copco operates in countries where the ¢ Guidance and regular interaction to identify - Following the UN Guiding Principles for
RIGHTS RISKS risk, according to Amnesty International, of risks with well-established non-governmental Business and Human Rights to “do no harm”

human rights abuse, including child labor,
forced or compulsory labor is high.

Atlas Copco encounters customers who are ex-
posed to problems concerning environmental
and human rights issues.

Risks to the Group's reputation may also arise
from the relationship with suppliers not com-
plying with internationally accepted ethical,
social, and environmental standards.

organizations.

Policies and procedures to match the standards
in the UN Guiding Principles for Business and
Human rights, which Atlas Copco has commit-
ted to since 2011.

Due diligence process and the integration
of internal controls for human rights violations
in all processes.

* The Group customer sustainability assessment
toolis used.

Supplier evaluations are regularly conducted in
accordance with the UN Global Compact.

significantly reduces risks and costs; however

a business’ ability to “do good” according to
these guidelines also creates business opportu-
nities. For example: continuing to develop a
diverse workforce can significantly increase
Atlas Copco’s competitive edge and also
increase the knowledge and capacity to tailor
products to the customer’s needs.

-> Working with human rights positively impacts

both the employer brand and investor
relations.

-> Strong business ethics promote internal

stability while also creating a more stable
market place.

Atlas Copco 2018
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The Atlas Copco share

Share price development and returns

In 2018, until the distribution of Epiroc AB at 12th of June, the price
ofthe Ashareincreased 3.9% to SEK 368.0 (December 31,2017: 354.2)
andthe Bshareincreased 6.2% to SEK 334.0 (December 31,2017:314.6).
The annual total return on the Atlas Copco A share, equal to dividend,
redemption and the change in the share price, was on average 22.1%
forthe past tenyearsand 20.9% for the past five years. The corre-
sponding total return for Nasdaq Stockholm was 15.9% and 11.4%,
respectively.

After the distribution of Epirocin June 2018, the price of the Ashare
decreased 25.9% to SEK 210.5 (opening price June 13,2018:284.2)
and the price of the B share decreased 23.7% to SEK 193.3 (opening
price June 13,2018: 253.5).

Trading and market capitalization
The Atlas Copco shares are listed on Nasdaq Stockholm, which repre-
sented 33.2% of the total trading of the A share (50.4% of the B share)
in 2018. Other markets, so called Multilateral Trading Facilities (MTF),
e.g. CBOE and Turquoise accounted for some 34.0% (24.9% of the
Bshare), and the remaining 32.8% (24.7% of the B share) were traded
outside public markets, for example through over-the-counter trading.

The market capitalization at year end 2018 was MSEK 252 130
(420076) and the company represented 4.2% (6.3) of the total market
value of Nasdaq Stockholm. Atlas Copco was the second (second)
most traded share in 2018 by total turnover.

Aprogram for American Depositary Receipts (ADRs) was estab-
lished in the United Statesin 1990. One ADR corresponds to one

SHARE INFORMATION 2018-12-31 Ashare Bshare
Nasdaq Stockholm ATCOA ATCOB
ISIN code SE0011166610 SE0011166628
ADR ATLKY.OTC ATLCY.OTC
Total number of shares 839394096 390219008
% of votes 95.6 4.4
% of capital 68.3 31.7
Whereof shares held by Atlas Copco 16779903 119159
% of votes 1.9 0.0
% of capital 1.4 0.0

THE YEAR IN REVIEW

share. The depositary bank is Citibank N.A. At year-end 2018, there
were 19536 115 ADRs outstanding, of which 18 541 998 represented
Asharesand 994 117 B shares.

Personnel stock option program and repurchase of own shares
The Board of Directors will propose to the Annual General Meeting
2019 asimilar performance-based long-term incentive program as

in previousyears. The intention is to cover the plan through the repur-
chase of the company’s own shares. The company’s holding of own
shareson December 31,2018 appearsin the table below.

Dividend
The Board of Directors proposes to the Annual General Meeting that
adividend of SEK 6.30 per share be paid for 2018. The proposed divi-
dend can be compared to an approximate dividend in 2017, for the
continuing business of Atlas Copco (excluding Epiroc), of SEK 5.20 per
share. The total dividend previous year, including discontinued opera-
tions, was SEK 7.00. Excluding shares currently held by the company,
the proposed dividend corresponds to a total of MSEK 7 640 (8 496).
In order to facilitate a more efficient cash management, the dividend
is proposed to be paid in two equal instalments, the first with record
date April 29,2019 and the second with record date October 28, 2019.
If approved, the dividend has averaged 59% of basic earnings per
share during the last five years. The ambition is to distribute about
50% of earnings as dividends to shareholders. See more information
onpage 16.

EARNINGS AND DISTRIBUTION PER SHARE

SEK

25 Dividend and redemption
pershare, SEK
20 M Extraordinary items, SEK
15.00 Earnings pershare, SEK
15
M Ordinarydividend

12.00 pershare, SEK

10 900 gy | - NN i
5. |

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018*

* Proposed by the Board of Directors and the firstyear after the
distribution of Epiroc AB, continuing operations.

SHARE PRICE
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Highest-lowest share price, A share

Total average daily volume traded A-shares, thousands

== General index (OMXS)

== |ndustrials index (OMXSI)

e= e= Distribution of Epiroc AB on
June 18,2018, see page 11
for further information
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Ownership structure

OWNERSHIP STRUCTURE

At the end of 2018, Atlas Copco had 87 009 shareholders (80 846 at Number of shares, December 31,2018 % of shareholders % of capital
year end 2017). The ten largest shareholders registered directly or as 1-500 70.0 0.7
a group with Euroclear Sweden, the Swedish Central Securities 501-2 000 201 15
Depository, by voting rights, accounted for 35% (34) of the voting 2001-10000 78 23
rights and 32% (31) of the number of shares. Swedish investors held 1000150 000 14 50
51% (50) of the shares and represented 48% (47) of the voting rights. =4 401-100 000 0.2 10
>100000 0.5 92.5
TEN LARGEST SHAREHOLDERS* Total 100.0 100.0
December 31,2018 % of votes % of capital
Investor AB 223 16.9 OWNERSHIP CATEGORY
Swedbank Robur fonder 3.9 5.1 December 31,2018 % of capital
Alecta Pensionsforsakring 3.4 4.8 Shareholders domiciled abroad (legal entities and individuals) 49.3
SEB Investment Management 1.6 1.1 Swedish financial companies 391
Folksam 1.0 1.0 Swedish individuals 5.1
SPP Fonder AB 0.6 0.7 Other Swedish legal entities 2.9
Forsta AP-fonden 0.6 0.6 Swedish social insurance funds 2.3
Fjarde AP-fonden 0.6 1.0 Swedish trade organizations 1.1
Lansforsakringar fondforvaltning AB 0.6 0.5 Swedish governmentand municipals 0.2
Tredje AP-fonden 0.5 0.7 Total 100.0
Others 65.1 67.7
Total 100.0 100.0 i .
—of which shares held by Atlas Copco 1.9 1.4 SHAREHOLDERS BY Other, 11% Sweden, 51%
COUNTRY
* Shareholders registered directly or as a group with Euroclear Sweden, the December31,?018 The United T The United
Swedish Central Securities Depository Percent of capital Kingdom, 12% States, 26%
SHARE ISSUES " Change of share capital, MSEK Amountdistributed, MSEK
2011 Split 2:1
Share redemption ? 1229613 104 sharesat SEK 5 -393.0 -6067.0
Bonusissue No new sharesissued 393.0
2015 Split 2:1
Share redemption 1229613 104 shares at SEK 6 -393.0 -7304.7
Bonusissue No new sharesissued 393.0
2018 Split 2:1
Share redemption ¥ 1229613 104 sharesat SEK 8 -393.0 -9704.6
Bonusissue No new sharesissued 393.0
" For more information please visit www.atlascopcogroup.com/investor-relations. 31217 444 513 shares net of shares held by Atlas Copco.

21213493751 shares net of shares held by Atlas Copco.

IMPORTANT DATES
2019 April 25 Annual General Meeting
April 25 First quarterresults
April 26* Shares trade excluding right to dividend of SEK 3.15
May 3* Dividend payment date (preliminary)
July 15 Second quarter results

October 21 Third quarter results

October 25*  Shares trade excluding right to dividend of SEK 3.15

October31*  Dividend payment date (preliminary)

2020 January 28 Fourth quarter results 2019

* Board of Directors proposal to the Annual General Meeting. The record date is the first
trading day after shares trade excluding the right to dividend.

Atlas Copco 2018

More information

41213080695 shares net of shares held by Atlas Copco.

—More data per share can be found on page 140 in the

two-year summary.

—Formore information on distribution of shares, option
programs and repurchase of own shares, see notes 5, 20

and 23.

—Detailed information on the share and debt can be found
onwww.atlascopcogroup.com/investor-relations



Corporate governance

THE YEAR IN REVIEW — CORPORATE GOVERNANCE

In the corporate governance report, Atlas Copco presents how applicable rules are implemented
in efficient control systems to achieve long-term growth. Good corporate governance is not only
about following applicable rules, it is also about doing what is right. The objective is to find the
right balance between risk and control in a decentralized management model. The goal is sustain-

ability in productivity and profitability, as well as in governance.

Atlas Copco ABisincorporated under the laws of Sweden
with a publiclisting at Nasdaq Stockholm AB (Nasdaq
Stockholm). Atlas Copco is governed by Swedish legislation
and regulations, primarily the Swedish Companies Act, but
also the rules of Nasdaq Stockholm, the Swedish Corporate
Governance Code (the “Code”), the Articles of Association
and otherrelevantrules.

Atlas Copco does not reportany deviations from the
Code for the financial year 2018.

The corporate governance report has been examined
by the auditors, see page 127.

The following information is available
atwww.atlascopcogroup.com

-> Atlas Copco's Articles of Association

=> The Business Code of Practice

=> Corporate governance reports since 2004
(as a part of the annual report)

=> Information on Atlas Copco’s Annual General Meeting

Comment from the Chair

Atlas Copcois atruly global industrial company with customersin
over 180 countries.

Our Business Code of Practice, including training and a Compliance
Statement that all employees need to sign, is our mostimportant tool
to make sure that we always act with the highest ethical standards and
integrity. Laws, environmental standards and social conditions vary
from country to country. We insist on upholding our high standards
alsoin challenging environments where national legislation is weaker.
Our business partners are expected to do the same. To make this hap-
pen and to safeguard our reputation, we rely on solid governance and
our leaders’ ability to defend our values, including of course internal
aswell as external audits.

In 2018, the focus on industrial customers increased when the Annual
General Meeting approved a split of the Group into two listed compa-
nies, Atlas Copco and Epiroc (the Mining
and Rock Excavation business area).

The splitwas done through ashare
distribution, whereby Atlas Copco AB's
shareholders received shares in Epiroc
AB in proportion to their existing share-
holding. InJune 2018, Epiroc was listed
on the Nasdaq Stockholm stock
exchangein Stockholm, Sweden.

Hans Straberg, Chair since 2014

The Board’s and the Nomination Committee’s work during 2018

Board of Directors meetings and activities:

First-quarter results
meeting and review

Preliminary full-year 2017 results, review of of Power Technique

Second-quarterresults
meeting and review of
Compressor Technique

Third-quarter results
meeting and review of
Vacuum Technique

Industrial Technique and the annual audit

Annual General Meeting

Meeting per capsulam Statutory meeting l l Board visit to USA
January February March April May June July August September October November December

t r 1 t

Nomination Committee meetings

Atlas Copco 2018
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3. Nomination Committee

6. Remuneration Committee

GOVERNANCE STRUCTURE

1.Shareholders

Atthe end of 2018, Atlas Copco had 87 009
shareholders (80 846 atyearend 2017). The
ten largestshareholders registered directly
or as agroup with Euroclear Sweden, the
Swedish Central Securities Depository, by
voting rights, accounted for 35% (34) of the
voting rights and 32% (31) of the number of
shares. Swedish investors held 51% (50) of
the sharesand represented 48% (47) of the
voting rights.

The largest shareholder is Investor AB,
holding 17% of capital and 22% of votes.
More information on the Atlas Copco's share-
holders can be found on pages 49-50.

2. Annual General Meeting

The Annual General Meeting (AGM) is Atlas
Copco’s supreme decision-making body in
which all shareholders are entitled to take
part. All shareholders registered in the share-
holders’ register who have given due notifi-
cation to the Company of theirintention to
attend, may join the meeting and vote for
theirtotal shareholdings. Atlas Copco
encourages all shareholders to attend the
AGM and shareholders who cannot partici-
pate personally may be represented by proxy
holders. A shareholder or a proxy holder may
be accompanied by two assistantsand a
proxy form can be found prior to the AGM at
www.atlascopcogroup.com/agm.

The AGM 2018 was held on April 24,2018
in Stockholm, Sweden and 58% of the total
number of votes in the Company and 57% of
the shares were represented.
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1. Shareholders

2. Annual General Meeting

4. Board of Directors

9. Group Management

Business areas and divisions

Decisions atthe AGM 2018 included:

* Adoption of the income statements and
balance sheets of Atlas Copco AB and
the Group for 2017.

Discharge of liability of the Company'’s
affairs during the 2017 financial year for
the President and CEO and the Board of
Directors.

Approve the Board's proposal of distribu-
tion of all shares in Epiroc AB, meaning
that all registered shareholders in the
Company on the record date will receive
the same amount of shares in Epiroc AB
as they own in Atlas Copco AB. For each
series A share in the Company, a series A
share in Epirocis issued and for each
series B share in the Company, a series B
share in Epiroc s issued.

Adoption of the Board's proposal for
profit distribution with a dividend of
SEK 7 per share.

A resolution on a share split with
automatic redemption resulting in an
extra distribution to the shareholders of
SEK 8 per share.

That the number of directors elected by
the AGM for a term ending at the next
AGM would be nine directors and no
alternates.

e Election of the Board of Directors.
* Aresolution of the Board of Directors’ fee.

e Approval of the guidelines for remunera-
tion to management.

e Approval of the reported scope and princi-
pals for a performance based employee
stock option plan for 2018 including man-
date for the Board to decide upon repur-
chase and sales of Atlas Copco shares to
hedge the plan and previous similar plans.

Election of Deloitte AB as auditing
company until AGM 2019.

7. Auditor

5. Audit Committee

—— 8.Internal Audit and Assurance

ANNUAL GENERAL MEETING 2019
The Annual General Meeting will be
held on April 25,2019 at Aula Medica,
Nobels vég 6, Solna, Sweden.

Shareholders who wish to contact the
Nomination Committee or have a matter
addressed by the Board of Directors at
the AGM may submit their proposals by
ordinary mail or e-mail to:

Atlas Copco AB,

Att: General Counsel

SE-105 23 Stockholm, Sweden,
nominations@atlascopco.com or
board@atlascopco.com

Proposals have to be received by the Board of
Directors and the Nomination Committee
respectively, no later than seven weeks prior
tothe AGM to beincluded in the notice to
the AGM and the agenda.

ANNUAL GENERAL MEETING

ATTENDANCE

% Number
80 600
60 —— 450

40 300

20 150

2014 2015 2016 2017 2018

B Votes, %

Shareholders and proxy
holders, number



3. Nomination Committee

The Nomination Committee’s goal is to pro-
pose a Board with a broad and complemen-
tary experience froma number of important
industries and markets, as well as a composi-
tion thatis characterized by diversity, broad-
ness and gender balance. Experience from
manufacturing industry with international
coverageisimportant, asitis Atlas Copco’s
main focus. The Nomination Committee's
diversity policy is based onthe section4.1in
the Corporate Governance Code. The nine
Board members elected by the shareholders
have backgrounds from various industries.
Three of the eight non-executive members
arewomen. Three are borninthe 1960's,
threeinthe 1950's, two in the 1940's, and
one personisborninthe 1970's. The Board
members are of three different nationalities
from Europe and the United States, with a
majority of the Board members coming from
Sweden. Increasing the diversity of the Board
of Directors with regards to genderis a prior-
ity for the Nomination Committee.

Based on the findings of the Chair of the
Board, the Nomination Committee annually
evaluates the work of the Board. Further to
that, the Nomination Committee proposes
the Chairto the Annual General Meeting,
prepares a proposal regarding number and
names of Board members, including Chair
and a proposal for remuneration to the Chair
and other Board members not employed by
the Company, as well as a proposal for remu-
neration for Board committee work. Finally,
the Nomination Committee proposes an
audit company including remuneration for
the audit.

The proposals and the Nomination
Committee’s statement will be published at
the latest with the notice to the AGM 2019. In
the Nomination Committee’s strive to reach
gender balance, forexample in case of equal
competence, the candidate that will lead to
improved gender balance should be pro-
posed.

In compliance with the Swedish Corporate
Governance Code and the procedures
adopted by the AGM 2016, the representa-
tives of the four largest shareholders, listed in
the shareholders’ register as of August 31,
2018, together with the Chair of the Board
shall form the Nomination Committee. The
members of the Nomination Committee for
the AGM 2019 were announced on Septem-
ber 21,2018, and they represented approxi-
mately 31% of all votes in the Company. The
members of the Nomination Committee
receive no compensation for their workin
the Nomination Committee.

THE YEAR IN REVIEW — CORPORATE GOVERNANCE

Nomination Committee members for the
AGM 2019: Petra Hedengran, Investor AB,
Chair of the Nomination Committee;

Jan Andersson, Swedbank Robur; Ramsay
Brufer, Alecta; Hans Ek, SEB Fonder; and Hans
Straberg, Atlas Copco AB, Chair.

4. Board of Directors

The Board of Directors is responsible for the
overall organization, administration and
management of Atlas Copcoin the best
interest of the company and of the share-
holders. The Board is responsible for follow-
ing applicable rules and implementing effi-
cient control systems in the decentralized
organization. An efficient control system
offersthe correct balance between risk and
control. The long-term growth incentive is
regularly evaluated by the Board based on
the Group's financial situation and financial,
legal, social and environmental risk. The
mission is to achieve a sustainable and
profitable development of the Group.

Board of Directors’ members

The Board of Directors consists of nine
elected members, including the President
and CEO. The Board also has two union mem-
bers, each with one personal deputy. Atlas
Copco fulfilled the 2018 requirements of
Nasdaq Stockholm and the rules of the
Swedish Corporate Governance Code
regarding independency of board members.

The Board of Directors’ work

The Board continuously addresses the strate-
gicdirection, the financial performance, and
the methods to maintain sustainable profit-
ability of the Group. Further, the Board regu-
larly ensures that efficient control systems are
in place. The Board also follows up on the
compliance of the Business Code of Practice
aswell as the whistleblowing system. Besides
the general distribution of responsibilities
thatapply, in accordance with the Swedish
Companies Act and the Code, the Board and
its committees (Audit Committee, Remuner-
ation Committee and others) annually review
and adopt “The Rules of Procedure” and “The
Written Instructions”, which are documents
that governthe Board’'s work and distribution
of tasks between the Board, the committees
andthe President as well as the company'’s
reporting processes.

The Board held seven meetingsin 2018.
Four meetings were held at Atlas Copco ABin
Nacka, Sweden, onein Tierp, Sweden and two
per capsulam. The attendance at Board meet-
ingsis presented on pages 56-57.In addition,
the Board made a study trip to the USA.

The Board continuously evaluates the
performance of the Presidentand CEO, Mats
Rahmstrom. For the Annual Audit, the com-
pany'’s principal auditor, Thomas Stromberg,
Deloitte, reported his observations and the
Board also had a separate session with the
auditor where members of Group Manage-
mentwere not present.

Evaluation of the Board of Directors’ work
The annual evaluation of the Board of
Directors’ work, including the Board's com-
mittees (Audit Committee, Remuneration
Committee and others) was conducted by
the Chair of the Board, Hans Straberg. He
evaluated the Board’s working procedures,
competence and composition, including the
background, experience and diversity of
Board members. His findings were presented
to the Nomination Committee.

Remuneration to the Board of Directors
Remuneration and fees are based on the
work performed by the Board. The AGM
2018 decided to adopt the Nomination
Committee’s proposal for remuneration to
the Chairand other Board members not
employed by the company, and the pro-
posed remuneration for committee work.
Seealsonote 5.

e The Chair was granted an amount of
SEK 2 200 000.

Each of the other Board members not
employed by the company were granted
SEK 700 000.

An amount of SEK 300 000 was granted
to the Chair of the Audit Committee and
SEK 190 000 to each of the other mem-
bers of this committee.

An amount of SEK 110 000 was granted
to the Chair of the Remuneration
Committee and SEK 80 000 to each of the
other members of this committee was
granted.

An amount of SEK 60 000 was granted
to each non-executive director who, in
addition, participates in committee work
decided upon by the Board.

The meeting further resolved that 50% of
the director’s Board fee could be
received in the form of synthetic shares.
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5. Audit Committee

The Audit Committee s selected by the
Board at the statutory Board meeting after
the Annual General Meeting and until the
statutory Board meeting the following year.
The work of the Audit Committee is directed
by the Audit Committee Charter, which is
reviewed and approved annually by the
Board. The Chair of the committee has the
accounting competence required by the
Swedish Companies Act and two of the
members areindependent from the Com-
pany and its main shareholder. The Audit
Committee’s primary task is to support the
Board of Directors in fulfilling its responsibili-
tiesin the areas of audit and internal control,
accounting, financial reporting and risk man-
agement as well as to supervise the financial
structure and operations of the Group and
approve financial guarantees and new legal
entities, delegated by the Board. The Audit
Committee work furtherincludes reviewing
internal audit procedures, monitoring the
external auditor, considering any inspection
findings, review and monitor the indepen-
dence of the external auditor, and assist the
Nomination Committee in the selection of
the auditor.

During the year, the committee convened
five times. Allmembers were present at these
meetings. All meetings of the Audit Commit-
tee have been reported to the Board of Direc-
tors and the corresponding Minutes have
been distributed to the Board.

The Audit Committee during 2018 was
Staffan Bohman, Chair, Gunilla Berg, Johan
Forssell and Hans Straberg.
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6. Remuneration Committee

The Remuneration Committee’s primary task
isto propose to the Board the remuneration
tothe Presidentand CEO and a long-term
incentive plan for key employees. The goal
with along-termincentive planisto align the
interests of key personnel with those of the
shareholders. The Remuneration Policy for
Group Management aims to establish princi-
ples forafairand consistent remuneration
with respect to compensation, benefits, and
termination. The base salary is determined
by position and performance and the vari-
able compensation is for the achievement of
individual goals. The Remuneration Policy is
reviewed annually and the AGM 2018
approved the guidelines for remuneration.
Seealsonote5.

The Remuneration Committee had four
meetingsin 2018. Allmembers were present.
During the year, the Remuneration Commit-
tee also supported the Presidentand CEQ in
determining remuneration to the other
members of Group Management. All meet-
ings of the Remuneration Committee have
been reported to the Board and the corre-
sponding Minutes have been distributed to
the Board.

The Remuneration Committee during
2018 was Hans Straberg, Chair,

Peter Wallenberg Jrand Anders Ullberg.

7. Auditor

The task of the external auditor is to examine
Atlas Copco’s annual accounts and account-
ing practices, as well as to review the Board
and the CEO’s management of the Company.
Atthe AGM 2018 the audit firm Deloitte AB,
Sweden, was elected external auditor until
the AGM 2019 in compliance with a proposal
from the Nomination Committee. The princi-
pal auditoris Thomas Stromberg, Authorized
Public Accountant at Deloitte AB.

Atthe AGM 2018, Thomas Stromberg
referred to the auditor’s report for the Com-
pany and the Group in the annual report and
explained the process applied when per-
forming the audit. He also recommended
adoption of the presented income state-
ments and balance sheets, discharge of lia-
bility for the Presidentand CEO and the
Board of Directors, and adoption of the
proposed distribution of profits.

8. Internal Audit and Assurance

Internal Audit and Assurance aims to provide
independent and objective assurance on
internal control by conducting internal
audits. It reports five times peryear to the
Audit Committee. Read more on pages
60-61.



9. Group Management

Besides the Presidentand CEO, the Group
Management consists of four business area
presidents and senior vice presidents respon-
sible for the main Group functions; Corpo-
rate Communications and Governmental
Affairs, Human Resources, Controlling and
Finance, and Legal. The Presidentand CEQ is
responsible for the ongoing management of
the Group following the Board's guidelines
andinstructions.

Remuneration to Group Management
The Remuneration Policy is reviewed and
presented to the AGM by the Board of Direc-
tors forapproval every year.In 2018, the
AGM decided to adopt the Board's proposal.
Theremuneration covers an annual base
salary, variable compensation, possible long-
term incentive (personnel options), pension
premium and other benefits. The variable
compensation is limited to a maximum per-
centage of the base salary. Variable compen-
sation is dependent upon how certain quan-
titative and qualitative goals setin advance
are achieved. These goals are based on finan-
cialand non-financial parameters and vary
between different positions. Non-financial
parameters have for example beenin rela-
tion to the Business Code of Practice. No fees
are paid for Board membershipsin Group
companies or for other duties performed.

THE YEAR IN REVIEW — CORPORATE GOVERNANCE

Statement of materiality and
significant audiences

Atlas Copcoisregistered in Sweden and is legally governed by the
Swedish Companies Act (2005:551). This act requires that the Board
of Directors governs the company to be profitable and create value
forits shareholders. However, Atlas Copco recognizes going
beyond this, extending it to integrating sustainability into its busi-
ness creates long-term value for all stakeholders, which is ultimately
inthe bestinterest of the company, the shareholders and society.
The significant stakeholder audience, as outlined in the Atlas Copco
Business Code of Practice, includes representatives of society,
employees, customers, business partners and shareholders.

The Business Code of Practice is the central guiding policy for
Atlas Copco, and is owned by the Board of Directors. Its commit-
ment goes beyond the requirements of legal compliance, to sup-
portvoluntary international ethical guidelines. These include the
United Nations International Bill of Human Rights, International
Labour Organization’s Declaration on Fundamental Principles and
Rights at Work, the ten principles of the United Nations Global
Compact, and OECD's Guidelines for Multinational Enterprises.
Atlas Copco has employed a stakeholder-driven approachin order
toidentify the most material environmental, human rights, labor
and ethical aspects forits business. These priorities guide how the
Group develops and drives its business strategy, as well as its road-
map to support the UN Sustainable Development Goals.

The strategic pillars together with the Group goals presented on
page 4-5 all aim at continuously delivering sustainable, profitable
growth for the Group. This means an increased economic value cre-
ation and, simultaneously, a positive impact on society and the envi-
ronment, thus creating shared value.

Atlas Copco monitors and voluntarily discloses the progress on
these material financial and non-financial aspects, through an
externally assured, integrated annual report. In addition to the
Annual General Meeting, Atlas Copco also creates engagement
opportunities so that non-shareholders can address the Group in
various stakeholder dialogues.
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Board of Directors

Name Hans Straberg Mats Rahmstrém Gunilla Berg Staffan Bohman Tina Donikowski
Position Chair since 2014 Board member Board member Board member Board member
Born 1957 President and CEO 1960 1949 1959

1965
Education M.Sc.in Mechanical MBA from the Henley B.Sc.in Finance from B.Sc. in Economics and B.Sc.in Industrial

Engineering, Chalmers
University of Technology,
Gothenburg.

Management College,
the United Kingdom.

the Stockholm School of

Economics.

Business Administration,
Stockholm School of
Economics and Stanford
Executive Program, the U.S.

Management from
Gannon University, the U.S.

Nationality / Elected

Swedish /2013

Swedish /2017

Swedish /2016

Swedish / 2003

American /2017

External memberships

Chair of SKF, Roxtec AB,
CTEK AB, Nikkarit Holding
AB, Vice Chair of Orchid
Orthopedics Inc. and Stora
Enso Oyj, Finland. Board
member of Investor AB,

N Holding AB, Mellby Gard
AB and Hedson.

Board member of
Permobil Holding AB,

the Association of Swedish
Engineering Industries
and Piab AB.

Board member of AF AB.

Chair of Electrolux AB,
IPCO AB, Upplands Motor
Holdings AB and The
German-Swedish Chamber
of Commerce. Member of
The Royal Swedish Acade-

my of Engineering Sciences.

Board member of Circor
International, Inc, TopBuild,
Advanced Energy and Eriez
Manufacturing Co.

Principal work Chief Executive Officer and President and CEO of Chief Financial Officer CEO of Sapa AB, Vice President for Global
experience and President for Electrolux AB. Atlas Copco AB*. President  at PostNord AB*, Granges AB and Locomotive Business,
other Various executive positions of the Atlas Copco Tools Chief Financial Officer at Delaval AB. Propulsion Business,
information in the Electrolux Group and Assembly Systems Teracom Group AB, Six Sigma Quality Leader,
based in Sweden and the General Industry division. SAS AB and KF. and General Manager
U.S. EU Co-Chair TABD, Before he was appointed Aftermarket Sales and
Trans-Atlantic Business President and CEO he was Service, all with
Dialogue. Business Area President for GE Transportation.
Industrial Technique.
Attendance
Board meetings 70f7 70f7 70of7 70f7 70f7
Annual General
Meeting Yes Yes Yes Yes Yes
Independence
To Atlas Copco and
its management Yes No3) Yes Yes Yes
To major
shareholders No4 Yes Yes Yes Yes
Fees and holdings
Total fees 2018,
KSEK ™ 2990 878 1164 695
10776 class Ashares
5000 class Bshares 10000 class Ashares
Holdingsin 21500 class Bshares 323283 employee stock 500 class Bshares 40000 class Bshares

Atlas Copco AB 2)

11858 syntheticshares

options

4912 syntheticshares

1349 syntheticshares

2 744 syntheticshares

Board
members
appointed

by the unions
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Benny Larsson
Position: Board member
Born: 1972

Nationality: Swedish
Elected: 2018

External commitment:
Cashier at the workshop
club, Atlas Copco Tierp,
IF Metall

Board meetings: 3 0f 77)

Mikael Bergstedt
Position: Board member
Born: 1960

Nationality: Swedish
Elected: 2004

External commitment:
Chair of PTK, Atlas Copco,
Tierp Works

Board meetings: 7 of 7
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Name Johan Forssell Sabine NeuB Anders Ullberg Peter Wallenberg Jr
Position Board member Board member Board member Board member

Born 1971 1968 1946 1959

Education M.Sc. in Economics and M.Sc.in Engineering B.Sc.in Economics and BSBA Hotel Administration,

Business Administration,
Stockholm School of
Economics.

from Coburg University,
Germany.

Business Administration,
Stockholm School of
Economics.

University of Denver,

the U.S. and International
Bachaloria, American School,
Leysin, Switzerland.

Nationality / Elected Swedish / 2008

German/ 2016

Swedish / 2003

Swedish /2012

External memberships Board member of EQT AB,
Patricia Industries AB,
Wartsila, Epiroc AB and
Stockholm School of

Economics.

Member of Supervisory Board
at Continental AG,
Germany.

Chair of Boliden AB and
Studsvik AB. Board member
of Beijer Alma AB, Valedo
Partners and Epiroc AB.

Chair of Knut and Alice
Wallenberg Foundation,
Wallenberg Foundations AB
and The Grand Group AB.
Board member of Scania AB,
Aleris Holdings AB and EQT
Holdings AB.

President and CEO of Investor
AB*.Managing Director,

Principal work
experience and

Chief Operating Officer at
Kelvion Holding GmbH*,

Vice President Corporate
Control Swedyards

Presidentand CEO of The
Grand Hotel Holdings,

other Head of Core Investments and Germany, Chief Operating (Celsius Group), Executive Vice  General Manager, The Grand
information member of the management Officer at Linde Material Presidentand CFO, SSAB, Hotel, President Hotel Division
group of Investor AB. Handling GmbH, Germany, Swedish Steel, and President Stockholm-Saltsjon.
Managing Director at TRW and CEO of SSAB Swedish
Automotive Safety Systems Steel.
GmbH, Germany, and manage-
ment positions at Behr GmbH
& CoKGin Germany andin
the United States, several
management positions at
Brose Fahrzeugteile GmbH
in Germany.
Attendance
Board meeting 70f7 7 of 7 7 of7 7of7
Annual General
Meeting Yes Yes Yes Yes
Independence
To Atlas Copco and
its management Yes Yes Yes Yes
To major
shareholders No 5 Yes Yes No®)
Fees and holdings
Total fees 2018,
KSEK™ 893 690 844 774

11000 class Bshares
8968 syntheticshares

Holdings in
Atlas Copco AB 2)

14000 class Ashares
10000 class Bshares

166 667 class Ashares
8968 syntheticshares

Board
members
appointed

by the unions

REFERENCES:

All educational institutions and companies are based in Sweden,
unless otherwise indicated.

) See more information on the calculation of fees in note 5.

2) Holdings as perend of 2018, including those of close relatives
orlegalentitiesand grant for 2018.

3) President and CEO of Atlas Copco AB.

Jan Larsson

Position: Deputy to Benny Larsson
Born: 1969

Nationality: Swedish

Elected: 2018

External commitment: Board
member at the workshop club,
Atlas Copco Tierp, IF Metall

Board meetings: 30f 77

Olle Magnusson
Position: Deputy to
Mikael Bergstedt

Born: 1953

Nationality: Swedish
Elected: 2018

External commitment:
Unionen Vice Chairman
Atlas Copco

Board meetings: 3 of 77)

4 Board memberin acompany, whichisalarger owner (Investor AB).
5) Presidentand CEO of a company, whichis a larger owner (Investor AB).

6) Board member of anindirect owner of Atlas Copco AB.

7) Full attendance since their election.

* Currentposition.

Atlas Copco 2018
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Group Management

Besides the President and CEO, the Group Management consists of four business area
executives and executives responsible for the main Group functions; Corporate Communications
and Governmental Affairs, Human Resources, Controlling and Finance, and Legal.

Mats Rahmstrom Vagner Rego Geert Follens

President and CEO Senior Executive Vice President Senior Executive Vice President
and Business Area President and Business Area President
Compressor Technique Vacuum Technique

Henrik EImin Andrew Walker Gisela Lindstrand
Senior Executive Vice President Senior Executive Vice President Senior Vice President

and Business Area President and Business Area President Corporate Communications
Industrial Technique Power Technique and Governmental Affairs

Hans Ola Meyer Hakan Osvald Cecilia Sandberg
Senior Vice President Senior Vice President Senior Vice President
Controlling and Finance, General Counsel Human Resources

CFO
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Mats Rahmstrom

Mats Rahmstrom has held positions in sales, service,
marketing and general management within the Industrial
Technique business area. He has been President of the
Atlas Copco Tools and Assembly Systems General Industry
division. Before he was appointed President and CEO he
was Business Area President for Industrial Technique.

Position: President and CEO
Born: 1965

Education: MBA from the Henley Management
College, the United Kingdom.

Nationality: Swedish

Employed since: 1988

External memberships: Board member of
Permobil Holding AB, the Association of Swedish
Engineering Industries and of Piab AB.
Holdings in Atlas Copco AB*

10 776 class A shares

5000 class Bshares

323 283 employee stock options

Vagner Rego

Vagner Rego joined Atlas Copco as a trainee engineer in
S&o Paulo State, Brazil and was later appointed Business
Line Manager for Compressor Technique Service. Later
he became Vice President Marketing and Sales for the
Compressor Technique Service division, in Belgium.
Before his position as President for the Compressor
Technique Service division, he was General Manager for
Construction Technique's customer center in Brazil.

Position: Senior Executive Vice President and
Business Area President Compressor Technique

Born: 1972

Education: Mechanical engineering from Mackenzie
University and an MBA from Ibmec Business School,
both in Brazil.

Nationality: Brazilian

Employed since: 1996

Holdings in Atlas Copco AB*

3629 class A shares

96 751 employee stock options

Geert Follens

Geert Follens has held positions in purchasing, supply
chain and general management. He has served as General
Manager of Atlas Copco Compressor Technique customer
center in the United Kingdom. Before he became
President of the Vacuum Solutions division he was first
President of the Portable Energy division and then of

the Industrial Air division.

Position: Senior Executive Vice President and

Business Area President Vacuum Technique

Born: 1959

Education: M. Scin Electromechanical Engineering and
a post-graduate degree in Business Economics from the
University of Leuven, Belgium.

Nationality: Belgian

Employed since: 1995

Holdings in Atlas Copco AB*

2511 class A shares

109 756 employee stock options

Henrik EImin

Henrik Elmin joined Atlas Copco as General Manager for
Atlas Copco Tools Customer Center Nordic in the Industrial
Technique business area. He was later appointed President
of the General Industry Tools and Assembly Systems
division. Before his current position he was President of
the Industrial Technique Service division.

Position: Senior Executive Vice President and
Business Area President Industrial Technique

Born: 1970

Education: M.Sc. in Mechanical Engineering from

Lund Institute of Technology and an MBA from INSEAD,
France.

Nationality: Swedish

Employed since: 2007

Holdings in Atlas Copco AB*

3202 class Ashares

129 817 employee stock options

Andrew Walker

Andrew Walker has held several different management
positions in markets including the United Kingdom,
Ireland, Belgium and the United States. Before his current
position, he was President of the Service division within
Compressor Technique.

Position: Senior Executive Vice President and
Business Area President Power Technique

Born: 1961

Education: M.Scin Industrial Engineering and an
MBA from University College Dublin, Ireland.

Nationality: Irish
Employed since: 1986

Holdings in Atlas Copco AB*
3982 class A shares
115 856 employee stock options

Gisela Lindstrand

Gisela Lindstrand began her career as a journalist.
1989-1996 she was political adviser and press secretary
to the Prime Minister of Sweden. 1996-2007 she held
positions as Information Director for SABO, Press Relations
Manager at NCC, and Government Affairs Director for
Pfizer. Before her current position she was Senior Vice
President Corporate Communications and Public Affairs

at Securitas.

Position: Senior Vice President Corporate
Communications and Governmental Affairs

Born: 1962

Education: BA in Political Science, Macroeconomics and
Cultural Geography, from Uppsala University.

Nationality: Swedish

Employed since: 2018

External memberships: Board member of
The Swedish Communication Association
Holdings in Atlas Copco AB*

No holdings

Hans Ola Meyer

Hans Ola Meyer joined Atlas Copco in 1978 to work with
Group accounting and controlling. He later moved to
Ecuador as Financial Manager. 1984-1991 he held various
positions at the broker Penningmarknadsméklarna. He
returned to Atlas Copco as Business Controller in Spain
and in 1993 he became Senior Vice President, Finance, for
Atlas Copco AB and member of Group Management. He
has held his current position since 1999.

Position: Senior Vice President Controlling
and Finance, CFO

Born: 1955

Education: B.Sc. in Economics and Business
Administration from Stockholm School of Economics.
Nationality: Swedish

Employed since: 1991

External memberships: Board member of Upplands
Motor Holding AB.

Holdings in Atlas Copco AB*

7 686 class A shares

35321 class B shares

137 410 employee stock options

Hakan Osvald

Hakan Osvald has been General Counsel for Atlas Copco
North America Inc. and Chicago Pneumatic Tool Company
in the United States. He was subsequently appointed Vice
President Deputy General Counsel Atlas Copco Group,
with a special responsibility for acquisitions. Prior to his
current position, he was General Counsel Operations.
Since 2012 he is Secretary of the Board of Directors for
Atlas Copco AB.

Position: Senior Vice President General Counsel
Born: 1954

Education: Master of Law from Uppsala University.
Nationality: Swedish

Employed since: 1985

External memberships: Chair of ICC Sweden,
reference group Competition and member of the
Board of Sweden-China Trade Council.

Holdings in Atlas Copco AB*

6989 class A shares

2600 class Bshares

134 919 employee stock options

*Holdings as per end 2018, including those held by related natural or legal persons. See note 23 for more

information on the option programs and matching shares.

All educational institutions and companies are based in Sweden, unless otherwise indicated.

Cecilia Sandberg

Cecilia Sandberg began her career as Human Resources
consultant for a travel agency. From 1999 to 2007 she held
different Human Resources roles at Scandinavian Airlines
and AstraZeneca. Between 2007-2015 Cecilia Sandberg
was Vice President Human Resources for Atlas Copco’s
Industrial Technique business area. Before she started

her current position she was Senior Vice President Human
Resources at Permobil.

Position: Senior Vice President Human Resources
Born: 1968

Education: B.Sc. in Human Resources and a M.Sc.
in Sociology from Stockholm University.

Nationality: Swedish
Employed since: 2017

Holdings in Atlas Copco AB*
1042 class Ashares
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Internal control over financial reporting

This section includes a description of Atlas Copco’s system of internal controls over
financial reporting in accordance with the requirements set forth in the Swedish Code
of Corporate Governance and as stipulated by the Swedish Companies Act.

The purpose of well-developed internal controls over financial
reporting is to ensure correct and reliable financial statements and
disclosures.

The basis for the internal control is defined by the overall control
environment. The Board of Directors is responsible for establishing an
efficient system forinternal control and governs the work through the
Audit Committee and CEO. Group Management sets the tone for the
organization, influencing the control consciousness of employees.
One key success factor for a strong control environment lies in ensur-
ing that the organizational structure, decision hierarchy, corporate
valuesinterms of ethics and integrity as well as authority to act, are
clearly defined and communicated through guiding documents such
asinternal policies, guidelines, manuals, and codes.

The financial reporting accounting policies and guidelines are
issued by Group Management to all subsidiaries, which are followed
up with newsletters and conference calls. Trainings are also held for
complex accounting areas and new accounting policies. The policies
and guidelines detail the appropriate accounting for key risk areas
such asrevenues, trade receivables, including bad debt provisions,

inventory costing and obsolescence, accounting forincome
taxes (current and deferred), financial instruments and business
acquisitions.

Theinternal control process is based on a control framework that
creates structure for the other four components of the process — risk
assessment, control activities, information and communication as
well as monitoring. The starting point for the process is the frame-
work forinternal control issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), www.coso.org.

1 RISKASSESSMENT
The company applies different processes to assess and identify the
main risks relating to financial reporting misstatements. The risk
assessments are regularly performed to identify new risks and follow
up thatinternal controlis adequate to address the identified risks. The
key risk areas for the financial reporting and control activities that are
in place to manage the risks are presented in the table below.

KEY Revenues are not Trade receivables Inventoryisnot Income taxes are not Financial instruments : Businessacquisitions
FINANCIAL recognizedinthe arenotappropriately | appropriatelyvalued | accountedforin arenotvalued at fair and associated
REPORTING appropriate valued atthelowerofcostor | accordancewith value or amortized goodwill aswell as
RISKS accounting period netrealizablevalue applicable tax cost,and hedgesare intangible assets are
legislation notaccounted for notappropriately
according to Group accounted for
policy
2 CONTROL Customer contracts Tradereceivables Inventory counts Tax calculationsare Financial instru- Allbusiness
ACTIVITIES aresigned atappro- and provisions for are performed on preparedand ments are appropri- acquisitions are
tomanage key priate level within baddebtareappro- | aregularbasis. reviewed ateach ately reconciled at approved by the
financial the Group. priately reconciled at reporting date. eachreporting date. Board, CEO or Divi-

reporting risks

eachreporting date.

sional President.

Revenuesare disag-
gregated and

analyzed by type (e.g.

goods, services and
rental) and by period
atlocal, divisional,
businessareaand

Creditassessments
are performed, and
creditlimitsare
reviewed ona
regular basis.

Inventoriesare
appropriately recon-
ciled ateachreport-
ing date.

The effective tax rate
foreach companyis
analyzed ateach
reporting date by
Group Tax.

Contracts for finan-
cialinstruments (e.g.
borrowings, deriva-
tives) are signed at
appropriate level
within the Group.

Purchase price allo-
cationsare prepared
atdivisional level
andreviewed at
Group level.

Group level.

Revenues for goods Provisions of bad Inventory costs are Compliance with Fairvalues ofderiva- | Goodwillimpair-
shipped are scruti- debtsare made reviewed and transfer pricing tives are compared menttestsare

nized at period end according to Group approved by the policiesismonitored | toexternalvalua- prepared at business
againstshipping policy. divisions. regularly. tions. arealeveland

termsandthe
percentage of
completion for
servicesand projects
areassessed ateach
reporting date.

reviewed at
Group level.

Days of sales are
analyzed atlocal,
divisional, business
areaand Group level.

Inventory levels
and the saleability
ofinventory are
assessed ateach
reporting date
together with
obsolescence.

Ongoingtax audits
and disputes are
monitored by Group
tax specialists.

Hedging strategies
and policies as well
as hedge effective-
ness are monitored
by the Financial Risk
Management

Committee (FRMC).
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ATLAS COPCO’S INTERNAL CONTROL SYSTEM

1 2
RISK >— CONTROL
ASSESSMENT ACTIVITIES

CONTROL ENVIRONMENT

4 3
MONITORING —&——  INFORMATION
AND

COMMUNICATION

3 INFORMATION AND COMMUNICATION
The company has information and communication channels
designed to ensure thatinformation is identified, captured and
communicatedinaform andtimeframe that enable managers and
other employees to carry out their responsibilities. Reporting instruc-
tions and accounting guidelines are communicated to personnel
concerned through the financial reporting accounting policies and
guidelines, which are included in the internal database The Way We
Do Things, and supported by, for example, training programs for
different categories of employees. Acommon Group reporting
system is used to reportand consolidate all financial information.

THE YEAR IN REVIEW — CORPORATE GOVERNANCE

4 MONITORING
Examples of monitoring activities for the financial reporting
include:

* Managementatdivisional, business area and Group level regularly
reviews the financial information and assess compliance to Group
policies.

¢ The Audit Committee and the Board of Directors regularly review
reports on financial performance of the Group, by business area
and geography.

e Theinternal audit process aims to provide independent and objec-
tive assurance on internal control. Further, the process aims to serve
as atool foremployee professional development and to identify
and recommend leading practices within the Group. Internal audits
are annually planned orinitiated by the Group internal audit func-
tion with a risk-based approach. Internal audits were conducted
under leadership of Group internal audit staff with audit team
members having diverse functional competences but always with
expertise in accounting and controlling. The results of the internal
audits undertaken are regularly reported to the Audit Committee.

A control self-assessment (CSA) is performed primarily to support
local unit managers to evaluate the status of their control routines
and to address areas forimprovement. One of the areas in the CSA is
internal control, which includes internal control over financial
reporting. Other areasinclude legal matters, communication and
branding, and the Business Code of Practice.

The Group has a global hotline process complemented with local
hotlines where employees and other stakeholders can reporton
behavior or actions that are possible violations of laws or of Group
policies, including violation of accounting and financial reporting
guidelines and policies. Thisincludes perceived cases of human
rights violation, discrimination or corruption. The reports are treated
confidentially and the person reporting is guaranteed anonymity.

Inthe compliance process, all managers and all employees are
requested to sign a statement confirming understanding and
compliance to financial policies, the Business Code of Practice
and applicable laws and regulations.
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Consolidated income statement

For the year ended December 31,

FINANCIAL STATEMENTS, ATLAS COPCO GROUP

Amounts in MSEK Note 2018 2017
Continuing operations
Revenues 4 95363 85653
Cost of sales -54142 -48631
Gross profit 41221 37022
Marketing expenses -11155 -10143
Administrative expenses -6056 -5599
Research and development expenses -3166 -2928
Other operating income 7 505 1005
Other operating expenses 7 -167 -613
Share of profit in associated companies and joint ventures 14 5 4
Operating profit 4,5,6,16 21187 18748
Financial income 8 542 76
Financial expenses 8 -885 -1233
Net financial items -343 -1157
Profit before tax 20844 17591
Income tax expense 9 -4508 -4930
Profit from continuing operation 16 336 12661
Discontinued operations
Profit from discontinued operations, net of tax 3 90099" 4013
Profit for the year 106 435 16674
Profit attributable to:

—owners of the parent 106 164 16652
—non-controlling interests 271 22
Basic earnings per share, SEK 11 87.49 13.72
—of which continuing operations 13.45 1041
Diluted earnings per share, SEK 1 87.36 13.61
—of which continuing operations 13.43 10.31
" Includes effect from the distribution of Epiroc.

Consolidated statement of comprehensive income

For the year ended December 31,

Amounts in MSEK Note 2018 2017
Profit for the year 106 435 16674
Other comprehensive income
Items that will not be reclassified to profit or loss
Remeasurements of defined benefit plans 150 120
Income tax relating to items that will not be reclassified -65 -61

85 59
Items that may be reclassified subsequently to profit or loss
Translation differences on foreign operations 3695 -651
—realized and reclassified to income statement -1308 55
Hedge of netinvestments in foreign operations -797 -492
Cash flow hedges 42 142
Income tax relating to items that may be reclassified 467 277
2099 -669
Other comprehensive income for the year, net of tax 10 2184 -610
Total comprehensive income for the year 108619 16 064
Total comprehensive income attributable to:
—owners of the parent 108 346 16044
—non-controlling interests 273 20
Atlas Copco 2018
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Consolidated balance sheet

Amounts in MSEK Note Dec.31,2018 Dec.31,2017*
ASSETS

Non-current assets

Intangible assets 12 30025 35151
Rental equipment 13 2288 2934
Other property, plant and equipment 13 8099 9523
Investments in associated companies and joint ventures 14 133 212
Other financial assets 15 676 1803
Other receivables 92 83
Deferred tax assets 9 1619 1537
Total non-current assets 42932 51243
Current assets

Inventories 16 12718 18810
Trade receivables 17 18906 22853
Income tax receivables 392 634
Other receivables 18 5205 6507
Other financial assets 15 102 1295
Cash and cash equivalents 19 16414 24496
Assets classified as held for sale 3 1 193
Total current assets 53738 74788
TOTAL ASSETS 96 670 126 031
EQUITY Page 65

Share capital 786 786
Other paid-in capital 7201 7021
Reserves 7397 5332
Retained earnings 27041 47378
Total equity attributable to owners of the parent 42 425 60517
Non-controlling interests 47 84
TOTAL EQUITY 42472 60601
LIABILITIES

Non-current liabilities

Borrowings 21 14415 23635
Post-employment benefits 23 2837 3034
Other liabilities 372 373
Provisions 25 910 1347
Deferred tax liabilities 9 619 438
Total non-current liabilities 19153 28827
Current liabilities

Borrowings 21 5966 1513
Trade payables 12529 14206
Income tax liabilities 1289 2400
Other liabilities 24 13659 16402
Provisions 25 1602 2026
Liabilities classified as held for sale 3 = 56
Total current liabilities 35045 36603
TOTAL EQUITY AND LIABILITIES 96 670 126 031

* Including assets and liabilities related to Epiroc reported as discontinued operations.

Information concerning assets pledged and contingent liabilities is disclosed in note 26.
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Consolidated statement of changes in equity

Opening balance, Jan. 1 786 7021 1 5331 47378 60517 84 60601
Change in accounting principles, IFRS 9 -37 -37 =37
Profit for the year 106164 106 164 271 106435
Other comprehensive income for the year 33 2064 85 2182 2 2184
Transfer of reserves -32 32 -
Total comprehensive income for the year 1 2064 106281 108346 273 108619
Ordinary dividend -8487 -8487 -9 -8496
Distribution of Epiroc AB -107998 -107998 -301 -108299
Redemption of shares -393 -9312 -9705 -9705
Increase of share capital through bonus issue 393 -393 -
Acquisition of series A shares -843 -843 -843
Divestment of series A shares 164 456 620 620
Divestment of series B shares 16 9 25 25
Share-based payment, equity settled

—expense during the year 101 101 101
—exercise option -114 -114 -114
Closing balance, Dec. 31 786 7201 2 7395 27 041 42425 47 42472
Opening balance, Jan. 1 786 6599 -110 6163 39667 53105 72 53177
Change in accounting principles, IFRS 15 -102 -102 - -102
Profit for the year 16652 16652 22 16674
Other comprehensive income for the year 1M1 -832 113 -608 -2 -610
Total comprehensive income for the year 111 -832 16 765 16 044 20 16 064
Dividends -8252 -8252 -3 -8255
Acquisition of series A shares -1465 -1465 -1465
Divestment of series A shares 401 801 1202 1202
Divestment of series B shares 21 6 27 27
Change of non-controlling interests -14 -14 -5 -19
Share-based payment, equity settled

—expense during the year 143 143 143
—exercise option =171 =171 =171
Closing balance, Dec. 31 786 7021 1 5331 47 378 60517 84 60601

See notes 1, 10 and 20 for additional information.
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FINANCIALSTATEMENTS, ATLAS COPCO GROUP

Consolidated statement of cash flows

For the year ended December 31,
Amounts in MSEK Note 2018 2017

Cash flows from operating activities

Operating profit from continuing operations 21187 18748
Operating profit from discontinued operations 3 3013 5404
Adjustments for:

Depreciation, amortization and impairment 12,13 3922 5110

Capital gain/loss and other non-cash items 322 -75
Operating cash surplus 28444 29187
Net financial items received/paid -675 329
Taxes paid -5896 -7 306
Pension funding and payment of pension to employees -392 -1280
Cash flow before change in working capital 21481 20930
Change in:
Inventories -3280 -1913
Operating receivables -2794 -2849
Operating liabilities 2683 6160
Change in working capital -3391 1398
Increase in rental equipment -1462 -1412
Sale of rental equipment 186 464
Net cash from operating activities 16814 21380

Cash flows from investing activities

Investments in other property, plant and equipment 13 -2000 -1742
Sale of other property, plant and equipment 78 179
Investments in intangible assets 12 -846 -1021
Sale of intangible assets - 2
Acquisition of subsidiaries 2 -1575 -520
Divestment of subsidiaries 3 166 1560
Investment in other financial assets, net -124 784
Net cash from investing activities -4301 -758

Cash flows from financing activities

Ordinary dividend -8487 -8252
Dividend paid to non-controlling interest -9 -3
Distribution of Epiroc AB " -4002 -
Redemption of own shares -9705 -
Acquisition of non-controlling interest - -19
Repurchase of own shares -843 -1465
Divestment of own shares 645 1229
Borrowings 7550 1476
Repayment of borrowings -6 186 -1599
Settlement of CSA 2 =511 972
Payment of finance lease liabilities -53 -84
Net cash from financing activities -21601 -7745
Net cash flow for the year -9088 12877
Cash and cash equivalents, Jan. 1 24 496 11492
Net cash flow for the year -9088 12877
Exchange-rate difference in cash and cash equivalents 1006 127
Cash and cash equivalents, Dec. 31 19 16414 24496

" Cash in Epiroc at the time of distribution.
2 Credit Support Annex, see note 27.
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FINANCIAL STATEMENTS, ATLAS COPCO GROUP

1. Significant accounting principles, critical accounting estimates and judgments

SIGNIFICANT ACCOUNTING PRINCIPLES

The consolidated financial statements comprise Atlas Copco AB, the Parent
Company (“the Company”), and its subsidiaries (together “the Group” or Atlas
Copco) and the Group'sinterestin associated companies and jointventures.
Atlas Copco ABisheadquarteredin Nacka, Sweden.

Basis of preparation

The consolidated financial statements have been prepared in accordance with
International Financial Reporting Standards (IFRS) as endorsed by the EU. The
statements are also prepared in accordance with the Swedish recommendation
RFR 1 “Supplementary Accounting Rules for Groups” and applicable statements
issued by the Swedish Financial Reporting Board. These require certain addi-
tional disclosure requirements for Swedish consolidated financial statements
prepared inaccordance with IFRS.

The accounting principles set out below have been consistently applied to all
periods presented, unless otherwise stated, and for all entities included in the
consolidated financial statements. The annual report for the Group and for Atlas
Copco AB, including financial statements, was approved forissuance on Febru-
ary 27,2019. The balance sheets and income statements are subject to approval
by the Annual General Meeting of the shareholders on April 25, 2019.

Basis of consolidation

The consolidated financial statements have been prepared in accordance with
the acquisition method. Accordingly, business combinations are seen asif the
Group directly acquires the assets and assumes the liabilities of the entity
acquired. The consolidated income statements and balance sheets of the Group
include all entities in which the Company, directly or indirectly, has control.
Control exists when the Company has power over the entity, is exposed, or has
rights, tovariable returns from its involvement with the entity and has the ability
to useits power to affect its returns. Generally, control and hence consolidation
isbased on ownership.In a few exceptions, consolidation is based on agree-
ments that give the Group control over an entity. See note A22 forinformation
onthe Group's subsidiaries.

Intra-group balances and internalincome and expense arising from intra-
group transactions are fully eliminated in preparing the consolidated financial
statements. Gains and losses arising from intra-group transactions that are rec-
ognizedin assets, such asinventory and fixed assets, are eliminated in full, but
losses only to the extent that there is no evidence of impairment.

Business combinations

At the acquisition date, the date on which controlis obtained, each identifiable
assetacquired and liability assumed is recognized at its acquisition-date fair
value. The consideration transferred, measured at fair value, includes assets
transferred by the Group, liabilities to the former owners of the acquiree and the
equity interestsissued by the Group in exchange for control of the acquiree. Any
subsequent changeinsuch fairvalue is recognized in profit or loss, unless the
contingent consideration is classified as equity. Transactions costs that the
Group incurin connection with a business combination are expensed as
incurred.

Goodwillis measured as the excess of the sum of the consideration trans-
ferred, the amount of any non-controlling interests in the acquiree, and the fair
value of the Group's previously held equity interest in the acquiree (if any) over
the net of acquisition-date fair value amounts of the identifiable assets acquired
and liabilities assumed.

Non-controlling interestis initially measured either
e atfairvalue, or
e atthe non-controlling interest’s proportionate share of the fair value of

identifiable net assets.

Subsequent profit or loss attributable to the non-controlling interestis allo-
catedtothe non-controlling interest, evenif it puts the non-controlling interest
in a deficit position. Acquisitions of non-controlling interests are recognized as
atransaction between equity attributable to owners of the parentand non-
controlling interests. The difference between consideration paid and the pro-
portionate share of netassets acquired is recognized in equity. For details on
the acquisitions made during the year, see note 2.

Associated companies and joint ventures

An associate is an entity in which the Group has significantinfluence, but not
control, over financial and operating policies. When the Group holds 20-50% of
the voting power, itis presumed that significant influence exists, unless other-
wise demonstrated. A joint venture is an entity over which the Group hasjoint
control, through contractual agreements with one or more parties. Investments
in associated companies and joint ventures are reported according to the equity
method. This means that the carrying value of interests in an associate orjoint
venture corresponds to the Group's share of reported equity of the associate
orjointventure, any goodwill, and any other remaining fair value adjustments
recognized at acquisition date.

“Shares of profitin associated companies and joint ventures”, included in the
income statements, comprises the Group's share of the associate’s and joint
venture'sincome after tax adjusted forany amortization and depreciation,
impairmentlosses, and other adjustments arising from any remaining fair value
adjustments recognized at acquisition date. Dividends received from an associ-
ated company orjointventure reduce the carrying value of the investment.
Unrealized gainsand losses arising from transactions with an associate or ajoint
venture are eliminated to the extent of the Group'sinterest, but losses only to the
extentthat there is no evidence of impairment of the asset. When the Group's
share of losses inan associate or a joint venture equals or exceeds itsinterestin the
associate orjointventure, the Group does not recognize further losses unless the
Group hasincurred obligations or made payments on behalf of the associate.

Functional currency and foreign currency translation

The consolidated financial statements are presented in Swedish krona (SEK),
which is the functional currency for Atlas Copco AB and also the presentation
currency forthe Group's financial reporting. Unless otherwise stated, the
amounts presented are in millions Swedish krona (MSEK).

Transactionsin foreign currencies are translated at the foreign exchangerate
ruling at the date of the transaction. Non-monetary items carried at historical
costare reported using the exchange rate at the date of the transaction and
non-monetary items carried at fair value are reported at the rate that existed
when the fair values were determined. Tangible and intangible assets, inventory
and advanced payments are examples of non-monetary items.

Receivables and liabilities and other monetary items denominated in foreign
currencies are translated using the foreign exchange rate at the balance sheet
date. The exchange gains and losses related to receivables and payables and
other operating receivables and liabilities are included in “Other operating
income and expenses” and foreign exchange gains and losses attributable to
otherfinancial assets and liabilities are included in “Financial income and
expenses”. Exchange rate differences on translation to functional currency are
reportedin other comprehensiveincome in the following cases:

e translation of a financial liability designated as a hedge of the netinvestment
inaforeign operation,

e translation of intra-group receivables from, or liabilities to, a foreign opera-
tionthatin substanceis part of the netinvestmentin the foreign operation,

e cash flow hedges of foreign currency to the extent that the hedge is effective.

Inthe consolidation, the balance sheets of foreign subsidiaries are translated to
SEK using exchange rates at the end of the reporting period and the income
statements are translated at the average rates for the reporting period. Foreign
exchange differences arising on such translation are recognized in other com-
prehensiveincome and are accumulatedin the currency translation reserve in
equity. Exchange rates for major currencies that have been used for the consoli-
dated financial statements are shown in note 27.

Segment reporting

An operating segmentisacomponent of the Group thatengages in business
activities from which it may earn revenue and incur expenses, and for which
discrete financial information is available. The operating results of all operating
segments are reviewed regularly by the Group’s President and CEQO, the chief
operating decision maker, to make decisions about allocation of resources to
the segments and also to assess their performance. See note 4 for additional
information.

Revenue recognition - Transition method
The Group adopted the new standard, IFRS 15, on the required effective date,
January 1,2018, using the full retrospective method. The Group has applied the
following expedients: for completed contracts, the Group has not restated con-
tracts that were completed before the beginning of the earliest period pre-
sented (2017). For all reporting periods presented before theinitial application,
the amount of the transaction price allocated to the remaining performance
obligations and an explanation of when the Group expects to recognize that
amount as revenue will not be disclosed. The Group has assessed that thereisno
requirementto present the accounting principle under IAS 18 as the full retro-
spective method has been applied.

The below implications affect the timing of revenue from contracts with
customers:

(a) Sales of goods

In some cases, the Group provides customized equipment to customers, which
includesinstallation and commissioning. Under these circumstances, the
Group's assessment is that the customer simultaneously receives and consumes
the benefits provided by the Group. Under IAS 18, these projects was accounted
for over time. However, in some contracts with customers the Group does not
fulfill all requirementsin IFRS 15 to recognize revenue over time. The Group's
assessmentistherefore that for these contracts, the control is transferred at one
pointintime when the performance obligation has been satisfied.
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1. Significant accounting principles, critical accounting estimates and judgments, continued

(b) Rendering of service

The Group providesinstallation, commissioning, extended warranty and other
services with certain equipment. These services are either sold separately in con-
tracts with customers or bundled together with the sale of the equipment to the
customer. Due to the more detailed requirements for determining whether
goodsorservices are performance obligation under IFRS 15, the assessment of
identified performance obligation might differ fromidentified deliverables
according to IAS 18.1FRS 15 also requires allocation of the transaction price to
theidentified performance obligations.

(c) Variable consideration

Some contracts with customers provide a right of return, volume rebate or vari-
able prices depending on certain factors. In order to prevent over-recognition of
revenue, IFRS 15 requires estimated variable consideration to be constrained.
Variable consideration may only be included in the transaction price allocated
to the performance obligationsifitis highly probable that a significant reversal
of revenues will not occur when the uncertainty of the variable consideration
has beenresolved.

(d) Other adjustments

In addition to the adjustments described above, on the implementation of IFRS
15, otheritems of the financial statement such as deferred tax and operations
and exchange difference on translation of foreign operations have been
affected and adjusted accordingly.

Insummary, the impact of the implementation of IFRS 15 was as follows:

Impact on assets, liabilities and As previously IFRS 15 As
equity as at 1January, 2018 MSEK reported  adjustments restated
Assets
Deferred tax assets d) 1516 21 1537
Inventories a)b) 18415 395 18810
Otherreceivables a)b)c) 6630 -123 6507
Total assets 125738 293 126031
Liabilities
Deferred tax liabilities d) 455 -17 438
Other liabilities (current) a)b)c) 15970 432 16402
Total liabilities 65015 415 65430
Retained earnings 47500 -122 47378
Impact on the Consolidated As previously IFRS 15 As
income statement for 2017 MSEK reported  adjustments restated
Revenue a)b)c) 85520 133 85653
Costofsales a)b)c) -48487 -144 -48631
Income tax expense d) -4937 7 -4930
Profit from discontinued operations
netof tax 4028 -15 4013
Profitfor the year 16693 -19 16674
Profitattributable to:
—owners of the parent 16671 -19 16652
—non controlling interest 22 - 22
Basicearnings per share, SEK 13.73 -0.01 13.72
Diluted earnings per share, SEK 13.63 -0.02 13.61
Impact on Consolidated statement As previously IFRS15 As
of comprehensive income for 2017 MSEK reported  adjustments restated
Netimpact on Consolidated
statement of comprehensive income 16083 -19 16064

Revenue recognition

Revenue recognition

Revenueisrecognized atan amount that reflects the expected and entitled
consideration for transferring goods and/or services to customers when control
has passed to the customer.

Goodssold
Revenue from goods sold are recognized at one pointin time when control of
the good has been transferred to the customer. This occurs for example when
the Group has a present right to payment for the good, the customer haslegal
title of the good, the good has been delivered to the customer and/or the cus-
tomer has the significant risks and rewards of the ownership of the good.
When the goods sold are highly customized and an enforceable right to pay-
mentis present, revenue is recognized over time using the proportion of cost
incurred to date compared to estimated total cost to measure progress towards
transferring the control of the good to the customer.
For buy-back commitments where the buy-back price is lower than original

selling price butthere isan economicincentive for the customer to use the buy-
back commitment option, the transactionis accounted for as a lease.

Variable consideration

Some contracts with customers provide a right of return, trade discounts orvol-
umerebates. Ifrevenue cannot be reliably measured, the Group defersrevenue
untilthe uncertainty is resolved. Such provisions are estimated at contract
inception and updated thereafter.

Rights of return

When a contract with a customer provides aright to return the good within a
specified period, the Group accounts for the right of return using the expected
value method. The amount of revenue related to the expected returnsis
deferred and recognized in the statement of financial position within “Other lia-
bilities”. A corresponding adjustment is made to the cost of sales and recognized
in the statement of financial position within “Inventories”.

Rendering of service

Revenue from service is recognized over time by reference to the progress towards
satisfaction of each performance obligation. The progress towards satisfaction of
each performance obligation is measured by the proportion of costincurred to
date compared to estimated total cost of each performance obligation.

Where the outcome of aservice contract cannot be estimated reliably, reve-
nueisrecognized to the extent of costincurred that are expected to be recover-
able.Whenitis probable that total contract costs will exceed total revenue, the
expected lossisrecognized as an expense immediately. When the value of the
service performed to the customer corresponds directly to the right to invoice
forthatservice, revenue will be recognized to the amountinvoiced.

Rental operations

Rentalincome from rental equipment is recognized on a straight-line basis over
therental period. Sale of rental equipment is recognized as revenue when the
significant risks and rewards of ownership have been transferred to the buyer.
The carrying value of the rental equipment sold is recognized as cost of sales.
Investmentsin and sales of rental equipment are included in cash flows from
operating activities.

Contract assets and contract liabilities

Thetiming of revenue recognition, billings and cash collections resultsin billed
accountreceivables, unbilled receivables (contract assets), and customer
advancesand deposits (contract liabilities) in the Consolidated balance sheet.
Billing occurs either as work progresses in accordance with agreed-upon con-
tractual terms, upon achievement of contractual milestones or when the con-
trol of the goods to the customer has been transferred. Atlas Copco sometimes
receives advances or deposits from customers, before revenue is recognized,
resulting in contract liabilities. These contract assets and contract liabilities are
reportedin the Consolidated balance sheet on a contract-by-contract basis at
the end of each reporting period. Payment terms range from contract to con-
tractand are dependent upon the agreement with the customer.

Practical expedients

The Group has elected to apply the following expedients:

Forthe disclosure of the aggregate amount of the transaction price allocated to

the performance obligations that are unsatisfied (or partially unsatisfied) at the

end of the reporting period, the Group does not disclose the value related to the

following expedients:

¢ the performance obligation thatis part of the contract that has an original
expected duration of one year or less, and

¢ the entity has a right to consideration from a customer in an amount that cor-
responds directly with the value to the customer of the entity’s performance
completed to date.

Forincremental cost of obtaining the contract, the Group uses the practical expe-
dientof recognizing the incremental cost as an expense if the amortization period
of the asset, that otherwise would have been recognized, in one year or less.

Other operating income and expenses

Commissions and royalties are recognized on an accrual basisin accordance
with the financial substance of the agreement. Gains and losses on disposals of
an item of non-current tangible and intangible assets are determined by com-
paring the proceeds from disposal with the carrying amount. Such gainsand
losses are recognized within “Other operatingincome” and “Other operating
expenses”. See note 7 for additional information.

Financial income and expenses
Interestincome and interest expenses are recognized in profit or loss using the
effective interest method. Dividend income is recognized in profit or loss on the
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date thatthe Group’sright to receive payment is established. See note 8 for
additionalinformation.

Income taxes

Income taxes include both current and deferred taxes. Income taxes are
reportedin profitorloss unless the underlying transactionis reported in other
comprehensive income orin equity, in which case the corresponding taxis
reported according to the same principle.

Acurrenttax liability or asset is recognized for the estimated taxes payable or
refundable for the currentyear or prioryears.

Deferred taxis recognized using the balance sheet liability method. The cal-
culation of deferred taxesis based on differences between the values reported
inthe balance sheet and their valuation for taxation, which are referred to as
temporary differences, and the carry forward of unused tax losses and tax cred-
its. Temporary differences attributable to the following assets and liabilities are
not provided for: the initial recognition of goodwill, the initial recognition (other
thanin business combinations) of assets or liabilities that affect neither account-
ing nortaxable profit, and differences related to investmentsin subsidiaries,
associated companiesand jointventures to the extent that they will probably
notreverse in the foreseeable future, and for which the Companyis able to
control the timing of the reversal of the temporary differences.

Adeferred tax assetis recognized only to the extent thatitis probable that
future taxable profits will be available against which the asset can be utilized. In
the calculation of deferred taxes, enacted or substantively enacted tax rates are
used for the individual tax jurisdictions.

Currentand deferred tax assets and liabilities are offset when thereis alegally
enforceableright to set off current tax assets against current tax liabilities and
when they relate toincome taxes levied by the same taxation authority and the
Groupintendsto settleits currenttax assets and liabilities on a net basis. For
detailsregarding taxes, see note 9.

Earnings per share

Basicearnings per share are calculated based on the profit for the year attribut-
ableto owners of the parent and the basic weighted average number of shares
outstanding. Diluted earnings per share are calculated based on the profit for
theyear attributable to owners of the parent and the diluted weighted average
number of shares outstanding. Dilutive effects arise from stock options that are
settledinshares, or thatat the employees’ choice can be settled in shares or cash
inthe share based incentive programs.

Stock options have a dilutive effect when the average share price during the
period exceeds the exercise price of the options. When calculating the dilutive
effect, the exercise price is adjusted by the value of future services related to the
options. If options for which employees can choose settlementin shares or cash
aredilutive, the profit for the year is adjusted for the difference between cash-
settled and equity-settled treatment of options and the more dilutive of cash
settlementand share settlementis used in calculating earnings per share. See
note 11 for more details.

Intangible assets

Goodwill

Goodwillis recognized at cost, as established at the date of acquisition of a busi-
ness (see “Business combinations”), lessaccumulated impairment losses, if any.
Goodwillis allocated to the cash-generating units (CGU) that are expected to
benefit from the synergies of the business combination. Impairment testing is
made atleastannually or whenever the need isindicated. The impairment test is
performed at the level on which goodwill is monitored for internal management
purposes. The four business areas of Atlas Copco’s operations have been identi-
fied as CGUs. Goodwillis reported as an indefinite useful life intangible asset.

Technology-based intangible assets

Expenditure on research activities is expensed asincurred. Research projects

acquired as part of business combinations are initially recognized at their fair

value atthe acquisition date. Subsequent toinitial recognition, these research

projects are carried at cost less amortization and impairment losses. Expendi-

ture on developmentactivities are expensed as incurred unless the activities

meet the criteria for being capitalizedi.e.:

e the product or process being developed is estimated to be technically and
commercially feasible, and

e the Group hastheintentand ability to complete and sell or use the product or
process.

The expenditure capitalized includes the cost of materials, directlabor, and
other costs directly attributable to the project. Capitalized development
expenditureis carried at cost less accumulated amortization and impairment
losses. Amortization related to research and development expenditure for 2018
amounted to 734 (870). This has been reported as part of research and develop-
ment costsin the income statement since the Group follows up onthe research
and development functionasawhole.

Trademarks

Trademarks acquired by the Group are capitalized based on their fair value at
the time of acquisition. Certain trademarks are estimated to have an indefinite
usefullife and are carried at cost less accumulated impairment losses. They are
tested at least annually forimpairment. Other trademarks, which have finite
useful lives, are carried at cost less accumulated amortization and impairment
losses.

Marketing and customer related intangible assets

Acquired marketing and customer related intangibles are capitalized based
on their fairvalue at the time of acquisition and are carried at cost less accu-
mulated amortization and impairmentlosses.

Otherintangible assets

Acquired intangible assets relating to contract-based rights, such as licenses or
franchise agreements, are capitalized based on their fair value at the time of
acquisition and carried at cost less accumulated amortization and impairment
losses. Expenditure oninternally generated goodwill, trademarks and similar
itemsis expensed as incurred. Changesin the Group'sintangible assets during
theyearare describedin note 12.

Property, plant and equipment

Items of property, plantand equipment are carried at cost less accumulated
depreciation andimpairment losses. Cost of an item of property, plantand
equipment comprises purchase price, importduties, and any cost directly attrib-
utable to bringing the asset to the location and condition for use. The cost also
includes dismantlement and removal of the assetin the future if applicable. Bor-
rowing cost for assets that need a substantial period of time to get ready for
theirintended use are included in the cost value until the assets are substantially
ready for their use or sale and are thereafter depreciated. The Group capitalizes
costs oninitial recognition and on replacement of significant parts of property,
plantand equipmentifitis probable that the future economic benefitsembod-
ied will flow to the Group and the cost can be measured reliably. All other costs
arerecognized as an expense in profitorloss whenincurred.

Rental equipment

Therental fleetis comprised of diesel and electric powered air compressors,
generators, airdryers, and to alesser extent general construction equipment.
Rental equipmentisinitially recognized at cost and is depreciated over the esti-
mated useful lives of the equipment. Rental equipment is depreciated to aresid-
ualvalue estimated at 0-10% of cost.

Depreciation and amortization

Depreciation and amortization is calculated based on cost using the straight-
line method over the estimated useful life of the asset. Parts of property, plant
and equipment with a cost thatis significantin relation to the total cost of the
item are depreciated separately when the useful lives of the parts do not coin-
cide with the useful lives of other parts of the item. The following useful lives are
used for depreciation and amortization:

Technology-basedintangible assets 3-15years
Trademarks with finite lives 5-15years
Marketing and customer related intangible assets 5-10vyears
Buildings 25-50years
Machinery and equipment 3-10years
Vehicles 4-5years
Computer hardware and software 3-10years
Rental equipment 3-8years

The usefullives and residual values are reassessed annually. Land, assets under
construction, goodwill, and trademarks with indefinite lives are not depreci-
ated oramortized. For changesin the Group's property, plantand equipment
seenote 13.

Lease

The Group acts both aslessorand lessee. Leases are classified as either finance
leases or operating leases. A finance lease entails the transfer to the lessee of
substantially all of the economicrisks and benefits associated with ownership. If
thisis notthe case, the lease is accounted for as an operating lease.

Group as lessee

Forthe lessee, afinancial lease implies that the fixed asset leased is recognized
asan assetin the balance sheet. Initially, a corresponding liability is recorded.
Uponinitial recognition, the leased asset is measured atan amount equal to the
lower of its fair value and the present value of the future minimum lease pay-
ments. Fixed assets under finance leases are depreciated over their estimated
useful lives, while the lease payments are reported as interest and amortization
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of the lease liability. For operating leases, the lessee does not account for the
leased assetinits balance sheet. The costs of operating leases are recorded in
theincome statement on a straight-line basis over the term of the lease.

Group as lessor

In cases where the Group acts as the lessor under an operating lease, the asset
is classified as rental equipment and is subject to the Group's depreciation
policies. The lease payments are included in profit or loss on a straight-line basis
overthe term of the lease. Under finance leases where the Group acts as lessor,
thetransactionisrecorded as a sale and alease receivable, comprising the
future minimum lease payments and any residual value guaranteed to the
lessor. Lease payments are recognized as interestincome and repayment of the
leasereceivable. See note 22 for more details on leases.

Impairment of non-financial assets

The carrying values of the Group’s non-financial assets are reviewed at least at
each reporting date to determine whether there is any indication of impair-
ment. If any such indication exists, the Group estimates the recoverable amount
of the asset. Animpairmentlossis recognized if the carrying amount of an asset
orits cash-generating unit (CGU) exceeds its recoverable amount (i.e. the
greater of fair value less costs to selland value in use). In assessing value in use,
the estimated future cash flows are discounted to their present value using a dis-
countrate thatreflects current market assessments of the time value of money
and therisks specificto the asset or CGU. For the purpose of assessing impair-
ment, assets are grouped in CGUs, which are the smallestidentifiable groups of
assets that generate cash inflows that are largely independent of the cash
inflows from other assets or group of assets. Impairment losses are recognized
in profit orloss. Animpairment loss related to goodwill is not reversed. In
respect of other assets, impairmentlossesin prior periods are reviewed for
possible reversal of the impairment at each reporting date.

Inventories

Inventories are valued at the lower of cost and net realizable value. Net realiz-
ablevalueis the estimated selling price forinventories less all estimated costs of
completion and costs necessary to make the sale. Inventories are recognized
according to the first-in, first-out principle and includes the cost of acquiring
inventories and bringing them to their existing location and condition. Invento-
ries manufactured by the Group and work in progressinclude an appropriate
share of production overheads based on normal operating capacity. Inventories
arereported net of deductions for obsolescence and internal profits arising in
connection with deliveries from the production companies to the customer
centers. See note 16 for more details.

Equity

Sharesissued by the company are classified as equity. Incremental costs directly
attributable to the issue of ordinary shares and share options are recognized as
adeduction from equity, net of any tax effect.

When Atlas Copco shares are repurchased, the amount of the consideration
paidis recognized as a deduction from equity net of any tax effect. Repurchased
shares are classified as treasury shares and are presented as a deduction from
total equity. When treasury shares are sold or subsequently reissued, the amount
received isrecognized as anincrease in equity and the resulting surplus or deficit
onthetransactionistransferred to or from other paid-in capital.

Supply chain financing

The Group and banks, with close relations to Atlas Copco, offer suppliers the
opportunity to use a supply chain financing scheme (“SCF”) which allows them
to be paid earlier than the invoice due date. The Group evaluates supplier ar-
rangements against a number of indicators to assess if the payable continues
to hold characteristics of a trade payable or should be classified as borrow-
ings; these indicators include whether the payment terms exceed customary
payment terms in the industry. At December 31, 2018 none of the payables
subject to supplier financing arrangements was classified as borrowings. These
transactions has been recognized as account payables in the Group's balance
sheet and as change in operating liabilities in the statement of cash flows.

Provisions

Provisions are recognized:

¢ whenthe Group has a legal or constructive obligation (asaresultofa
pastevent),

e itis probable that the Group will have to settle the obligation, and

¢ theamount of the obligation can be estimated reliably.

The amountrecognized as a provision is the best estimate of the consideration
required to settle the present obligation at the balance sheet date.

Ifthe effect of the time value of money is material, the provision is determined
by discounting the expected future cash flows of estimated expenditures.

Provisions for product warranties are recognized as cost of sales at the time the
products are sold based on the estimated cost using historical data for level of
repairsand replacements.

Arestructuring provision is recognized when the Group has approved a
detailed and formal restructuring plan and the restructuring has either com-
menced or been announced publicly.

Present obligations arising under onerous contracts are recognized as provi-
sions. An onerous contractis considered to exist where the Group has a contract
under which the unavoidable costs of meeting the obligations under the con-
tract exceed the economic benefits expected to be received from the contract.
Before a provision is established, the Group recognizes any impairment loss on
the asset associated with the contract. For details on provisions see note 25.

Post-employment benefits

Post-employment benefit plans are classified either as defined contribution or
defined benefit plans. Under a defined contribution plan, the Group pays fixed
contributionsinto a separate entity and will have no legal or constructive obli-
gation to pay furtheramountsif the fund does not hold sufficient assets to pay
allemployee benefits. Contributions to defined contributions plans are
expensed when employees provide services entitling them to the contribution.

Other post-employment benefit plans are defined benefit plans and itis the
Group's obligation to provide agreed benefits to current and former employees.
The netobligation of defined benefit plansis calculated by estimating the
amount of future benefits that employees have earned in return for their ser-
vicesin currentand prior periods. The amountis discounted to determine its
presentvalue and the fairvalues of any plan assets are deducted. Funded plans
with netassets, i.e. plans with assets exceeding the commitments, are reported
asfinancial non-currentassets.

The cost for defined benefit plansis calculated using the Projected Unit Credit
Method, which distributes the cost over the employee’s service period. The cal-
culationis performed annually by independent actuaries using actuarial
assumptions such as employee turnover, mortality, future increase in salaries
and medical cost. Changesin actuarial assumptions, experience adjustments of
obligations and changes in fair value of plan assets resultin remeasurements
and arerecognized in other comprehensive income. Each quarter aremeasure-
mentis performed to adjust the presentvalue of pension liabilities and the fair
value of pension assets against other comprehensive income. Netinterest on
defined benefit obligations and plan assets is reported asinterestincome or
interest expenses. See note 23 for additional information.

Share-based compensation

The Group has share-based incentive programs, consisting of share optionsand
share appreciation rights, which have been offered to certain employees based
on position and performance. Additionally, the Board is offered synthetic shares.

The fairvalue of share options that can only be settled in shares (equity-
settled) isrecognized as an employee expense with a corresponding increase
in equity. The fair value, measured at grant date using the Black-Scholes formula,
isrecognized as an expense over the vesting period. The amount recognized as
an expense isadjusted to reflect the actual number of share options that vest.

The fairvalue of the share appreciation rights, synthetic shares, and options
with a choice for employees to settle in shares or cash is recognized in accord-
ance with principles for cash-settled share-based payments. The value is recog-
nized as an employee expense with a corresponding increase in liabilities. The
fairvalue, measured at grant date and remeasured at each reporting date using
the Black-Scholes formula, is accrued and recognized as an expense over the
vesting period. Changesin fair value are, during the vesting period and after the
vesting period until settlement, recognized in profit or loss as an employee
expense. The accumulated expense recognized equals the cash amount paid at
settlement.

Social security charges are paid in cash and are accounted for in consistence
with the principles for cash-settled share-based payments, regardless of
whetherthey are related to equity- or cash-settled share-based payments. See
note 23 for details.

Financial assets and liabilities - financial instruments - IFRS 9
Transition method

The Group adopted the new Standard, IFRS 9, on the required effective date,
January 1,2018, and has not restated the comparative figures. The accounting
principle for the comparative figures are presented after the accounting princi-
ple for financial assets and liabilities — financial instruments for the current year.
Seepage71.

Overall, there was nosignificantimpact on the statement of financial position
and equity. Additionally, the classification of some financial instruments has
changed. The effects are summarized and disclosed below.
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Effect on equity following adoption of IFRS 9 in the

Group as of 1 January, 2018 Adjustments MSEK
Investments a) -
Deferred tax liability b) 14
Tradereceivables and otherreceivables, including lease
receivablesand cash equivalents b) -51
Total assets -37
Retained earnings -37
Net gain/loss on equity -37

a) Classification and valuation

Allfinancial assets that was valued to fair value is continued to be valued to fair
value. Investments in certain debt instruments prior recognized atamortized
cost arerecognized at fair value through profit orloss. Investmentsin liquidity
fundsisvalued to fairvalue through P/L. The Group has made the judgement
thataccounts receivables fulfills the criteria to be valued as amortized cost.

b) Impairment

The Group applies the simplified method for accounting of expected losses
related to trade receivable and lease receivables, contract assets and certain
other financial receivables.

¢) Hedge accounting

The Group determined that all existing hedge relationships that was designated
in effective hedging relationships will continue to qualify for hedge accounting
underIFRS 9. AsIFRS 9 does not change the general principles of how an entity
accounts for effective hedges, applying the hedging requirements of IFRS 9 has
nothad asignificantimpact on the Group's financial statements.

Recognition and derecognition
Financial assets and liabilities are recognized when the Group becomes a party
to the contractual provision of the instrument. Transactions of financial assets
are accounted for at trade date, which is the day when the Group contractually
commits to acquire or dispose of the assets. Trade receivables are recognized on
issuance of invoices. Liabilities are recognized when the other party has per-
formed and thereis a contractual obligation to pay. Derecognition, fully or par-
tially, of a financial asset occurs when the rightsin the contract have been real-
ized or mature, orwhenthe Group no longer has control over it. A financial lia-
bility is derecognized, fully or partially, when the obligation specified in the con-
tractis discharged or otherwise expires. A financial asset and a financial liability
are offsetand the netamount presented in the balance sheet when thereisa
legalright to offset the recognized amounts and there is an intention to either
settle onanetbasis orto realize the asset and settle the liability simultaneously.
Gains and losses from derecognition and modifications is recognized in profit
orloss.

Measurement of financial instruments
Financial instruments are classified atinitial recognition. The classification
decidesthe measurement of the instruments.

Classification and measurement of financial assets

Equity instruments: are classified at fair value through profit or loss (FVTPL)
unlessthey are not held for trading purposes, in which case anirrevocable
election can be made oninitial recognition to classify them at fair value through
other comprehensive income (FVOCI) with no subsequent reclassification to
profit or loss. The Group classify equity instruments at FVTPL.

Derivative instruments: are classified at FVTPL, unless they are classified as a
hedginginstrument and the effective part of the hedge is recognized in other
comprehensiveincome.

Debtinstruments: the classification of financial assets that are debtinstru-
ments, including hybrid contracts, is based on the Group’s business model
formanaging the assets and the asset’s contractual cash flow characteristics.
Theinstruments are classified at:

e amortized cost,

o fairvalue through other comprehensive income (FVOCI), or

o fairvalue through profit or loss (FVTPL).

Financial assets atamortized costare atinitial recognition measured at fair value
including transaction costs. Afterinitial recognition, they are measured at the
effectiveinterest rate method. Assets classified at amortized cost are held under
the business model of collecting the contractual cash flows that are solely pay-
ments of principal and interest on the principal amount outstanding. The assets
are subjectto aloss allowance for expected credit losses.

Fairvalue through other comprehensive income (FVOCI) are assets held

underthe business model of both selling and collecting the contractual cash
flows that are solely payments of principal and interest on the principal amount
outstanding. Financial instrumentsin this category are recognized at fair value
atinitial recognition and changesin fair value are recognized in other compre-
hensive income (OCI) until derecognition, when the amountsin OCl are reclassi-
fied to profitorloss. The assets are subject to aloss allowance for expected
creditlosses.

Fairvalue through profitorloss (FVTPL) are all other debt instruments that
are not measured atamortized cost or FVOCI. Financial instruments in this cate-
gory arerecognized at fair value atinitial recognition and changesin fair value
arerecognized in profitorloss.

Classification and measurement of financial liabilities

Financial liabilities are classified at amortized cost, except derivatives. Financial
liabilities atamortized cost are atinitial recognition measured at fair value
including transaction costs. After initial recognition, they are measured at the
effective interest rate method.

Derivatives are classified at FVTPL, unless they are classified as a hedging
instrument and the effective part of the hedge is recognized in other compre-
hensiveincome.

Fairvalue for financial assets and financial liabilities is determined in the
manner describedin note 27.

Impairment of financial assets

Financial assets, except those classified at fair value through profitand loss
(FVTPL), are subject to impairment for expected credit losses. In addition, the
impairment model applies to contract assets, loan commitments and financial
guarantees thatare not measured at FVTPL. The IFRS 9 expected credit loss
(ECL) modelisforward looking and aloss allowance is recognized when there is
an exposure to credit risk, usually at first recognition of an asset or receivable.
ECLreflectthe presentvalue of all cash shortfalls related to default events either
overthe following 12 months or over the expected life of a financial instrument,
depending ontype of asset and on credit deterioration frominception. The ECL
reflects an unbiased, probability-weighted outcome that considers multiple
scenarios based on reasonable and supportable forecasts.

The simplified modelis applied on trade receivables, lease receivables, con-
tract assets and certain otherfinancial receivables. Aloss allowance is recog-
nized over the expected lifetime of the receivable or asset. For other items sub-
jectto ECL, the impairment model with a three-stage approachis applied. Ini-
tially, and ateach reporting date, a loss allowance will be recognized for the fol-
lowing 12 months, or a shorter time period depending on the time to maturity
(stage 1).Ifithas been asignificantincrease in credit risk since origination, aloss
allowance will be recognized for the remaining lifetime of the asset (stage 2).
Forassets that are considered as creditimpaired, allowance for credit losses will
continue to capture the lifetime expected credit losses (stage 3). For credit
impaired receivables and assets, the interest revenue is calculated based on
the carryingamount of the asset, net of the loss allowance, rather than its gross
carryingamountasin previous stages.

Inthe respective model applied, the measurement of ECL is based on differ-
entmethods for different credit risk exposures. For trade receivables, contract
assetsand certain other financial receivables, the method is based on historical
loss rates in combination with forward looking considerations. Lease receiv-
ables, certain other financial receivables and cash and cash equivalent are
impaired by arating method, where ECL is measured by the product of the
probability of default, loss given default, and exposure at default. Both external
creditagencies rating and internally developed rating methods are applied.
The measurement of ECL considers potential collaterals and other credit
enhancementsin the form of guarantees.

The financial assets are presented in the financial statements at amortized
cost, i.e. netof gross carryingamount and the loss allowance. Changes in the
loss allowanceis recognized in profit or loss asimpairment losses.

Derivatives and hedge accounting

Derivatives are initially recognized at fair value on the date a derivative contract
isentered into and are subsequently measured at fair value. The method of rec-
ognizing the resulting gain or loss depends on whether the derivative is desig-
nated asahedginginstrument, and if so, the nature of the item hedged.
Changesin fair value for derivatives that do not fulfill the criteria for hedge
accounting are recognized as operating or financial transactions based on the
purpose of the use of the derivative. Interest payments for interest rate swaps
arerecognized asinterestincome or expense, whereas changes in fair value of
future payments are presented as gains or losses from financial instruments.

IFRS 9 Hedge accountingis applied. In order to qualify for hedge accounting the
hedging relationship must be:

¢ formallyidentified and designated,

o expectedto fulfil the effectiveness requirements, and

e documented.
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The Group assesses, evaluates, and documents effectiveness both at hedge
inception and on an ongoing basis. Hedge effectivenessis assessed by an analy-
sis of the economic relationship between the hedged item and the hedging
instrument, and the effect of credit risk must not dominate the value changes’
thatresult fromthat economicrelationship. Further, the hedge ratio, as defined
inthe Group s risk management strategy, must be the same in the hedging rela-
tionship asin the actually hedge performed.

Cash flow hedges: Changesin the fair value of the hedging instrument are rec-
ognized in other comprehensive income to the extent that the hedge is effective
andthe accumulated changesin fair value are recognized as a separate compo-
nentinequity. Gains or losses relating to the ineffective part of hedges arerec-
ognized immediately in profit orloss.

The amountrecognized in equity through other comprehensive incomeis
reversed to profit or loss in the same period in which the hedged item affects
profit orloss. However, when the hedged forecast transaction resultsin the rec-
ognition of a non-financial asset or a non-financial liability, the amount previ-
ously recognized in other comprehensive income and accumulated in equity is
transferred from equity and included in the initial measurement of the cost of
the non-financial asset or liability. The Group uses foreign currency forwards to
hedge part of the future cash flows from forecasted transactions in foreign cur-
rencies. Interest rate swaps are also used as cash flow hedges for hedging inter-
eston borrowings with variable interest.

Hedge of netinvestments in foreign operations: The Group hedges a substan-
tial part of netinvestmentsin foreign operations. Changesin the value of the
hedge instrumentrelating to the effective portion of the hedge are recognized
in other comprehensive income and accumulated in equity. Gains or losses
relating to the ineffective portion are recognized immediately in profit or loss.
Ondivestment of foreign operations, the gain or loss accumulated in equity is
recycled through profit or loss, increasing or decreasing the profit orloss on

the divestment. The Group uses loans and forward contracts as hedging
instruments.

Accounting for discontinuation of hedges: Hedge accounting may not be
voluntarily discontinued. Hedge accounting is discontinued:

when the hedginginstrument expires oris sold, terminated, or exercised,
when there isno longer an economicrelationship between the hedged item
andthe hedging instrument or the effect of credit risk dominates the value
changes that result from the economicrelationship, or

when the hedge accounting no longer meets the risk management
objectives.

For cash flow hedges, any gain or loss recognized in other comprehensive
income and accumulated in equity at the time of hedge discontinuation remains
in equity andisrecognized when the forecast transaction is ultimately recog-
nized in profit orloss. When a forecast transaction is no longer expected to
occur, the gain orloss accumulated in equity is recognized immediately in profit
orloss. For netinvestmenthedges, any gain and loss recognized in other com-
prehensive income and accumulated in equity at the time of hedge discontinua-
tion remainsin equity until divestment of foreign operations, when the gain or
loss accumulated in equity is recycled through profit or loss.

Financial assets and liabilities - financial instruments - I1AS 39
(comparative figures)

Recognition and derecognition

Financial assets and liabilities are recognized when the Group becomes a party
to the contractual provision of the instrument. Transactions of financial assets
are accounted for at trade date, which is the day when the Group contractually
commitsto acquire or dispose of the assets. Trade receivables are recognized on
issuance of invoices. Liabilities are recognized when the other party has per-
formed and thereis a contractual obligation to pay. Derecognition, fully or
partially, of a financial asset occurs when the rightsin the contract have been
realized or mature, or when the Group no longer has control over it. A financial
liability is derecognized, fully or partially, when the obligation specified in the
contractisdischarged or otherwise expires.

Afinancial asset and a financial liability are offset and the netamount pre-
sented in the balance sheetwhen thereis alegal right to offset the recognized
amountsand thereisanintention to either settle on a net basis or to realize the
assetand settle the liability simultaneously.

Measurement of financial instruments
Financial instruments are measured, classified and recognized according to
IAS 39inthe following categories:

The Group classifies its financial assets in the following categories:
¢ Financial assets at fair value through profit orloss

e Loansand receivables

¢ Held-to-maturity investments

o Assetsavailable for sale

The Group classifies its financial liabilities in the following categories:

e Financial liabilities at fair value through profit or loss

e Otherfinancial liabilities measured at amortized cost using the effective
interestmethod

Financial assets and liabilities at fair value through profit or loss: This category
includes financial assets and liabilities held for trading or are designated as such
uponinitial recognition. Afinancial asset or liability is held for trading if the
Group manages such investments and makes purchase and sale decisions based
ontheirfairvalue. A derivative thatis not designated or effective as hedging
instrumentis also categorized as held for trading. Financial instrumentsin this
category are measured at fair value and changes therein are recognized in profit
orloss. Fair value is determined in the manner described in note 27.

Loans and receivables: Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are notlisted in an active market, such
astrade and other receivables and cash and cash equivalents. Loans and receiv-
ables are measured at amortized cost using the effective interest method, less
anyimpairmentlosses.

Held-to-maturity investments: Held-to-maturity investments are non-deriva-
tive financial assets with fixed or determinable payments and fixed maturity
dates thatthe Group hasthe positive intention and ability to hold to maturity.
Held-to-maturity-investments are measured atamortized cost using the
effective interest rate method, less any impairment losses.

Available-for-sale financial assets: This category consists of non-derivatives
thatare either designated as available-for-sale or are not classified as any of
above categories. These assets are measured at fair value. Changes therein are
recognized in other comprehensive income, except forimpairmentlossesand
foreign exchange gains and losses on available-for-sale monetary items which
arerecognized in profitorloss. When aninvestment is derecognized, the cumu-
lative gain orloss in other comprehensive income is transferred to profit or loss.
Fairvalueis determined in the manner described in note 27.

Otherfinancial liabilities: Other financial liabilities are measured at amortized
cost using the effective interest method. Trade payables and loan liabilities are
recognized in this category.

Impairment of financial assets

Financial assets, except those classified as fair value through profitandloss, are
assessed forindicators ofimpairment at the end of each reporting period. A
financial asset is considered to be impaired if objective evidence indicates that,
asaresult of one or more events that occurred after the initial recognition of the
financial asset, the estimated future cash flow of the investment has been
affected negatively. Theimpairmentis made on an individual basis for signifi-
cantfinancial assets and in some cases collectively in groups with similar credit
risks. Impairment losses are recognized in profit or loss. Animpairment loss is
reversed if the reversal can be objectively related to an event occurring after the
impairmentloss was recognized. For financial assets measured atamortized
costand available-for-sale financial assets that are debt securities, the reversal is
recognized in profit or loss. For available-for-sale financial assets that are equity
securities, thereversalis recognized in other comprehensive income.

Derivatives and hedge accounting

Derivatives areinitially recognized at fair value on the date a derivative contract
isentered into and are subsequently measured at fair value. The method of rec-
ognizing the resulting gain or loss depends on whether the derivative is desig-
nated asa hedginginstrument, and if so, the nature of the item hedged.
Changesin fair value for derivatives that do not fulfill the criteria for hedge
accounting are recognized as operating or financial transactions based on the
purpose of the use of the derivative. Interest payments forinterest swaps are
recognized asinterestincome or expense, whereas changesin fair value of
future payments are presented as gains or losses from financial instruments.

In orderto qualify for hedge accounting the hedging relationship must be
o formally designated,

e expected to be highly effective, and

e documented.

The Group assesses, evaluates, and documents effectiveness both athedge
inception and onan on-going basis.
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Fair value hedges: Changes in the fair value of derivatives that are designated
and qualify as fair value hedges are recognized in profit or loss together with any
changesin the fairvalue of the hedged asset or liability.

Cash flow hedges: Changesin the fair value of the hedging instrument are rec-
ognized in other comprehensive income to the extent that the hedge is effective
andthe accumulated changes in fair value are recognized as a separate compo-
nentinequity. Gains or losses relating to the ineffective part of hedges are rec-
ognized immediatelyin profitorloss.

The amountrecognized in equity through other comprehensiveincomeis
reversed to profit orloss in the same period in which the hedged item affects
profit or loss. However, when the hedged forecast transaction results in the rec-
ognition of a non-financial asset or a non-financial liability, the amount previ-
ously recognized in other comprehensive income and accumulated in equity are
transferred from equity and included in the initial measurement of the cost of
the non-financial asset or liability. The Group uses foreign currency forwards to
hedge part of the future cash flows from forecasted transactions in foreign cur-
rencies. Interest rate swaps are also used as cash flow hedges for hedging inter-
eston borrowings with variable interest.

Hedge of netinvestments in foreign operations: The Group hedges a substantial
partof netinvestmentsin foreign operations. Changesin the value of the hedge
instrument relating to the effective portion of the hedge are recognized in other
comprehensive income and accumulated in equity. Gains or losses relating to the
ineffective portion are recognized immediately in profit or loss. On divestment of
foreign operations, the gain or loss accumulated in equity is recycled through
profit orloss, increasing or decreasing the profit or loss on the divestment. The
Group uses loans and forward contracts as hedging instruments.

Accounting for discontinuation of hedges: Hedge accounting is discontinued
when the Group revokes the hedging relationship, when the hedging instru-
ment expires oris sold, terminated, or exercised, or when it no longer qualifies
forhedge accounting.

For fair value hedges, the fair value adjustment to the carrying amount of the
hedged asset or liability arising from the hedged risk isamortized to profit or
loss from the date the hedge was discontinued.

For cash flow hedges any gain or loss recognized in other comprehensive
income and accumulated in equity at that time of hedge discontinuation
remainsin equity andis recognized when the forecast transaction is ultimately
recognized in profit or loss. When a forecast transaction is no longer expected
to occur, the gain orloss accumulated in equity is recognized immediately in
profitorloss.

Assets held for sale and discontinued operations

Assets are classified as held for sale if their value, within one year, will be recov-
eredthrough asale and not through continued use in the operations. On the
reclassification date, assets and liabilities are measured at the lower of fair value
less selling expenses and the carrying amount. Gains and losses recognized on
remeasurements and disposals are reported in profit or loss.

Adiscontinued operation isa component of the Group that either has been
disposed of, oris classified as held for sale, and represents a separate major line
of business or geographical area of operations. A discontinued operation s
reported separately from continuing operationsin the income statement with
the corresponding presentation for the comparative period. In the balance
sheet assets held for sale and associated liabilities are reported separately, the
comparative period is not affected. Assets held for sale are carried at the lower
of carrying amount of fair value less cost to sell.

Epiroc was distributed during 2018 and has been recognized according to the
rules concerning discontinued operations (IFRS 5). Epiroc’s profit for the com-
parative period and up to the distribution and the capital gain generated by the
distribution has been recognized in the line — Profit from discontinued opera-
tions, net of tax. The comparative figures for the Group's Consolidated balance
sheet include Epiroc, and havein the notes relating to the Consolidated balance
sheetfor 2018 been classified as discontinued operations. The Group's cash
flows include Epiroc up to the distribution.

Contingent liabilities

A contingentliability is a possible obligation or a present obligation that arises
from past events thatis not reported as a liability or provision, due either to that
itisnot probable thatan outflow of resources will be required to settle the obli-
gation orthat a sufficiently reliable calculation of the amount cannot be made.

New or amended accounting standards in 2018

In addition to IFRS 9 Financial Instruments and IFRS 15 Revenue from contracts
with customers, the following amended IFRS standards have been applied by
the Group from 2018 but had none or no materialimpact on the Group.

IFRIC 22 Interpretation of Foreign Currency Transactions and Advance
Considerations

Theinterpretation covers foreign currency transactions when an entity recog-
nizes anon-monetary asset or non-monetary liability relating to the advance
consideration or prepayment before the entity recognizes the related asset,
income or expense. The Interpretation clarifies that the date of transaction, for
the purpose of determining the exchange rate, is the date upon which the entity
initially recognizes the non-monetary asset or non-monetary liability.

Amendmentto IFRS 2 Classification and Measurement of Share-based
Payment Transactions

The amendmentintends to eliminate the different practices used by entities within
three areas: (1) The effects of vesting and non-vesting conditions on the measure-
ment of a cash-settled share-based transaction. (2) The classification of a share-
based payment transaction with net settlement features. (3) The accounting
where a modification to the terms and conditions of a share-based payment
transactions changesiits classification from cash-settled to equity-settled.

New or amended accounting standards effective after 2018

The following standards, interpretations, and amendments have beenissued
but were not effective as of December 31,2018 and have not been applied by
the Group.

IFRS 16 Leases

IFRS 16 Leases is effective from January 1,2019 and replaces IAS 17 Leases and
IFRIC 4 Determining whether an Arrangement contains a Lease. IFRS 16 sets out
the principles for the recognition, measurement, presentation and disclosure of
leases for both parties to a contract. The changes relate mainly to the account-
ing treatment of the lessee. IFRS 16 introduces a single accounting model for
leases and requires the recognition of substantially all leases in the balance
sheetand the separation of depreciation of right-of-use assets from interest of
lease liabilities in the income statement.

Atlas Copco has chosen to perform the transition by use of the modified retro-
spective approach, which does not require restatement of comparative periods.
The comparative information continues to be reported in accordance with IAS
17 Leases and IFRIC 4 Determining whether an Arrangement contains a lease.
Lease liabilities are measured at the present value of the remaining lease pay-
ments discounted using the Group’sincremental borrowing rate at 1 January,
2019. Details of the changes in accounting policies are presented below.

Atlas Copco's lease portfolio consists mainly of leased buildings such as office
and warehouse premises, vehicles and production equipment.

Group as a lessee

Asalessee, the Group has elected to apply a number of practical expedients.
Recognition exemptions are set per asset category for short-term leases and
leases for which the underlying asset is of low value. Leases that, at the com-
mencement date, have a lease term of 12 months or less will not be recognized
as leases onthe balance sheet. The Group has elected to apply the exemption
forlow-value leases of office equipment such as printers and computers.

Allfinance leases are excluded at transition as well as leases where the lease
termends priorto 1January, 2020. For short-term leases and leases where the
underlying asset are of low value, the Group recognizes lease payments as an
expense on astraight-line basis over the lease term.

Variable non-lease components such as service components and other vari-
able components are to be accounted for as an expense, if they can be sepa-
rated inthe contracts for the leased asset. In most cases service components are
variable and based on consumption forexample.

Forleases of otherassets, previously classified as operating leases under IAS
17,the Group recognizes right-of-use assets and lease liabilities.

Leases previously classified as finance leases
Leases that were classified as finance leases under IAS 17 are determined at the
carrying amount of the right-of-use asset and lease liability at 1 January, 2019.

Group as a lessor

Lessoraccounting is substantially unchanged from the accounting under IAS 17,
except for sub-lease contracts. Under IFRS 16, sub-lease contracts that were pre-
viously classified as an operating lease is required to be assessed with reference
to theright-of-use assetinstead of the underlying asset.

Impacts on financial statements
During 2018, the Group performed a detailed assessment on the impact of the
adoption of IFRS 16. The impact is expected to be as follows:

73



FINANCIALSTATEMENTS, ATLAS COPCO GROUP

1. Significant accounting principles, critical accounting estimates and judgments, continued

Attransition to IFRS 16, the Group recognized an additional 3 259 MSEK of right-
of-use assets and 3 284 MSEK of lease liabilities. On initial analysis the difference
between right-of-use assets and lease liabilities refers to prepaid or accrued
lease payments and financial lease receivables on agreements from subleasing.

The Group discounted lease payments using itsincremental borrowing rate at
January 1,2019, the weighted-average rate for the Group is 2.2% at transition.
Incremental borrowing rates are set per country and maturity.

The below table presents the difference between operating lease commitments
underlAS 17 at December 31,2018 and theinitial application for lease liabilities
under IFRS 16 discounted using the incremental borrowing rate at January 1,
2019:

Operating lease commitment at December 31,2018 (note 22) 3472
Lessrecognition exemptions
Low value assets and short-term assets -217
Variable lease components -142
Discounting effect —247

Operating lease commitment discounted using the incremental

borrowing rate 2866
Finance lease liabilities recognized as at December 31,2018 20
Residual value guarantees 7
Extension and termination options reasonably certain to be exercised 411
Lease liabilities according to IFRS 16 atJanuary 1,2019 3304

Recognizing depreciation of right of use assets instead of minimum lease pay-
mentsis estimated to have a small positive impact on operating profit. Interest
on lease liabilities is estimated to have a small negative impact on net financial
items.

Since the principal payment will be recognized as financing activities, cash
flow from financing activities will decrease with a correspondingincreasein
cash flow from operating activities. The interest portion of the lease payment
will remain as cash flow from operating activitiesand be included in net finan-
cialitems paid.

Amendmentto IAS 28: Long-term interests in associates and joint ventures —
Clarification that measuring investees at fair value through profit and loss is
an investment-by-investment choice (endorsed by EU)

The amendment clarifies thatIFRS 9, including itsimpairment requirements,
appliestolong-terminterests. Furthermore, in applying IFRS 9 to long-term
interests, an entity does not take into account adjustments to their carrying
amountrequired by IAS 28 (i.e., adjustments to the carrying amount of
long-terminterests arising from the allocation of losses of the investee or assess-
ment of impairmentin accordance with IAS 28). The amendments apply retro-
spectively to annual reporting periods beginning on or after January 1,2019.”
Thisamendment has not been applied by the Group and the preliminary assess-
mentis that it will have none or no materialimpact on the Group.

Amendments to IFRS 9: Prepayment Features with Negative Compensation
(endorsed by the EU)

The amendmentto IFRS 9 clarifies what financial asset may be measured at
amortized cost, with thisamendment permitting more assets to be measured at
amortized costthan previously allowed, in particular certain pre-payable finan-
cial assets with negative compensation. To qualify for the amortized cost mea-
surement, the negative compensation must be reasonable compensation for
early termination of the contract. To be applicable for such handling, the asset
must be held within a “held to collect” business model.

Thisamendmentalso clarifies that when there are modifications relatingto a
financial liability measured at amortized cost, which do not lead to derecogni-
tion of the financial liability, a gain or loss should be recognized in the profitand
loss. The entity will calculate this gain or loss by comparing theinitial contractual
cash flow with the modified cash flow discounted at the original effective inter-
estrate. Theamendment applies to annual periods beginning on or after Janu-
ary 1,2019. Thisamendment has not been applied by the Group and the prelimi-
nary assessmentis that it will have none or no materialimpact on the Group.

Amendmentsto IAS 19: Plan Amendment, Curtailment or Settlement
(notyet endorsed by the EU)

The Amendment clarifies that the entity must, if a plan amendment, curtail-
ment or settlement occurs, determine the current service cost and the netinter-
est forthe period using the assumptions it used for the remeasurement. Fur-
thermore, the amendment clarifies the effect of a plan amendment, curtailment
orsettlement onthe requirements regarding the asset ceiling. The amend-
ments are applied prospectively. They apply only to plan amendments, curtail-
ments or settlements that occur on or after the beginning of the annual period
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in which the amendmentsto IAS 19 are firstapplied. The amendmentsto IAS 19
must be applied to annual periods beginning on or after January 1,2019 This
amendmenthas notbeen applied by the Group and the preliminary assessment
is that it will have none or no material impact on the Group.

IFRIC Interpretation 23 - Uncertainty over Income Tax Treatments (endorsed
by the EU)

Theinterpretation clarifies application of recognition and measurement
requirementsinIAS 12 Income Taxes when there is uncertainty over income tax
treatmentsandis to be applied to the determination of taxable profit (tax loss),
tax bases, unused taxlosses, unused tax credits and tax rates. Thisinterpretation
has not been applied by the Group and the preliminary assessment is that it will
have none or no materialimpact on the Group.

Annual Improvements 2015-2017 Cycle (not yet endorsed by the EU)

The annualimprovements 2015-2017 cycle sets out amendments to four stan-
dards and the related Basis for Conclusion. Allthe amendments are effective for
annual periods beginning on or after January 1, 2019 and generally require pro-
spective application. The standard and amendments are as follows:

IFRS 3 —Business Combinations and IFRS 11 Joint Arrangements — previously
held interestin joint operation.

When a partyin ajointoperation gains control over the joint operation thatisa
business, this party should, according to IFRS 3, remeasure the interest previ-
ously heldinthejoint operation to fairvalue.

When a party, that does not have joint control over ajoint operation, but
reachesjoint control over the joint operation, thatis a business, the party should
not, according to IFRS 11, remeasure the interest previously held in that joint
operation as this does not change the Group’s boundaries.

IAS 12 Income Taxes —income tax consequences of payments on financial
instruments classified as equity.

The amendment clarifies that an entity must recognize all income tax conse-
quences of dividend in profitand loss, other comprehensive income or equity,
depending onthe nature and where the entity recognized the originating trans-
actionorevent.

IAS 23 Borrowing Costs—borrowing cost eligible for capitalization
Theamendmentto IAS 23 clarifies that when a qualifying asset is ready for its
intended use orsale, and some of the specific borrowings related to this asset
arestill outstanding at that point, those outstanding borrowing should be
includedin the funds the company borrows generally and hence be includedin
the borrowing costs used for deciding the capitalization rate.

This annualimprovement cycle has not been applied by the Group and the pre-
liminary assessment s that it will have none or no materialimpact on the Group.

New accounting principles from January 1, 2019
The following new accounting principles will be applied by the Group from
January 2019.

IFRS 16 Leases

Group as lessee

Recognition of a lease

Uponinitiation, contracts will be assessed by the Group, to determine whethera
contractis, or contains alease. If the contract conveys the right to control the use
ofanidentified asset for a certain period of time in exchange for consideration,
thenitis or contains alease. Therightto control the use of anidentifiable asset s
assessed by the Group based uponifthereis anidentifiable asset, if the Group has
theright to obtain substantially all economic benefits from use of the assetand if
the Group has the right to direct the use of the asset. The policy is applied to con-
tractsentered into, orchanged, on or afterJanuary 1,2019. The Group has elected
to separate the non-lease components and also elected to apply anumber of
practical expedients with regard to short-term leases and leases for which the
underlying asset is of low value. In cases where the Group acts as an intermediate
lessor, itaccounts foritsinterestsin the head-lease and the sub-lease separately.

Measurement of a right-of-use asset and lease liability

Right of use asset

On commencement date, the Group will measure the right-of-use asset at cost,
which includes the following: the initial amount of the lease liability adjusted for
any lease payments made at or before the commencement date, less any lease
incentives received and any initial direct costsincurred by the lessee as well asan
estimate of coststo be incurred by the lessee in dismantling and removing the
underlying asset, restoring the site on which itis located or restoring the under-
lying asset to the condition required by the lease contract. Cost for dismantling,
removing or restoring the site on whichitislocated and/or the underlying asset
is only recognized when the Group incurs an obligation to do so.
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Theright-of-use assetis depreciated over the lease term, using the straight-line
method.

Lease liability

On commencement date, the lease liability is initially measured at the present
value of the unpaid lease payments, discounted using the interest rate implicitin
the lease, orif the rate cannot be readily determined, the Group’sincremental
borrowing rate. Lease paymentsincluded in the measurement comprise of fixed
payments, variable lease payments that depend onanindex orarate, amounts
to be paid underaresidual value guarantee and lease paymentsin an optional
renewal period if the Group is reasonably certain to exercise an extension
optionaswell as penalties for early termination of a lease, if the Group is reason-
ably certain to terminate early. If there is a purchase option present, this will be
included if the Group is reasonably certain to exercise the option.

The lease liability is measured at amortized cost by using the effective interest
method.

Short-term leases and leases of low value asset

The Group has elected to apply recognition exemptions for short-term leases
and leases of low value-asset. The Group has elected to apply the exemption for
low value leases of office equipment such as printers and computers. Lease pay-
ments associated with those leases are recognized as an expense on a straight-
line basis over the lease term.

Group as a lessor

Atinception of alease contract, the Group assess whether the lease is a finance
lease or an operating lease. If the lease transfers substantially all of the risks and
rewards incidental to ownership of the asset, itis considered to be a finance
lease; if not, itis an operating lease. Under finance leases where the Group acts
aslessor, the transactionisrecorded as a sale and a lease receivable, comprising
the future minimum lease payments and any residual value guaranteed to the
lessor, is recorded. Lease payments are recognized as repayment of the lease
receivable andinterestincome. In cases where the Group actsas alessorunder
an operating lease, the lease payments are included in profitorlossona
straight-line basis over the term of the lease.

In cases where the Group acts as an intermediate lessor, it accounts forits inter-
estsinthe head-lease and the sub-lease separately. The Group assesses the
lease classification of a sub-lease with reference to the right-of-use asset arising
fromthe head-lease.

CRITICAL ACCOUNTING ESTIMATES AND JUDGMENTS

The preparation of financial reports requires management’s judgment and the
use of estimates and assumptions that affects the amounts reported in the con-
solidated financial statements. These estimates and associated assumptions are
based on historical experience and various other factors that are believed to be
reasonable under the prevailing circumstances. Actual result may differ from
those estimates. The estimates and assumptions are reviewed on an on-going
basis. Changes in accounting estimates are recognized in the period which they
arerevised and in any future periods affected.

The estimates and the judgments which, in the opinion of management, are
significantto the underlying amountsincluded in the financial reports and for
which thereis asignificant risk that future events or new information could
entail achangein those estimates orjudgments are as follows.

Revenue recognition
Key sources of estimation uncertainty
Revenue for services and for highly customized goods where an enforceable
right of paymentis present are recognized over time in profit orloss by refer-
ence to the progress towards satisfaction of the performance obligation at the
balance sheet date. The progress towards satisfaction is determined by the pro-
portion of costincurred to date compared to estimated total cost of each per-
formance obligation. Management has assessed this method of determining
the progress towards satisfaction on the contracts as most suitable as it reflects
the progression of work performed, and the enforceable right of payment from
the customer as the costs areincurred on the contracts.

Revenue for goodssoldis recognized in profit or loss at one pointin time
when control of the good has been transferred to the customer.

Accounting judgement

Management'sjudgmentis used, forinstance, when assessing:

o the degree of progress towards satisfaction of the performance obligations
andthe estimated total costs for such contracts when revenue is recognized
overtime, to determine the revenue and cost to be recognized in the current
period, and whether any losses need to be recognize,

e ifthe control has been transferred to the customer (for example the Group has
apresentrightto paymentforthe good, the customer has legal title of the
good, the good has been delivered to the customer and/orthe customer has
the significant risks and rewards of the ownership of the good), to determine
if revenue and cost should be recognized in the current period,

e the transaction price of each performance obligation when a contract
includes more than one performance obligation, to determine the revenue
and cost to be recognized in the current period,

e certain contracts which include aright of return and/or volume rebates that
give rise to variable consideration, variable consideration is assessed to iden-
tify possible constrains, and

e the customer creditrisk (i.e the risk that the customer will not meet the
payment obligation), to determine and justify the revenue recognized in the
current period.

Impairment of goodwill, other intangible assets and other

long-lived assets

Key sources of estimation uncertainty

Goodwilland certain trademarks are notamortized but are subject to annual
tests forimpairment. Otherintangible assets and other long-lived assets are
amortized or depreciated based on management’s estimates of the period that
the assets will generate revenue but are also reviewed regularly for indications
of impairment. Theimpairment tests are based on a review of the recoverable
amount, whichis estimated based on management's projections of future cash
flows using internal business plans and forecasts.

Accounting judgment

Assetimpairment requires management'’s judgment, particularly in assessing:

¢ whetheran eventhas occurred that may affect assetvalues,

e whetherthe carrying value of an asset can be supported by the net present
value of future cash flows, which are estimated based upon the continued use
ofthe assetin the business,

¢ the appropriate assumptions to be applied in preparing cash flow projections,
and

e the discounting of these cash flows.

Changing the assumptions selected by management to determine the level, if
any, of impairment could affect the financial position and results of operation.
Seenote 12.

Deferred taxes

Key sources of estimation uncertainty

Deferred tax assets are recognized for temporary differences between the
carrying amounts for financial reporting purposes of assets and liabilities and
the amounts used for taxation purposes and for tax loss carry-forwards. The
Group records deferred tax assets based upon management'’s estimates of
future taxable profitin different tax jurisdictions. The actual results may differ
from these estimates, due to change in the business climate and change in tax
legislation. See note 9.

Inventory

Accounting judgment

The Group valuesinventory at the lower of historical cost, based on the first-in,
first-out basis, and netrealizable value. The calculation of net realizable value

involves management’sjudgment as to the estimated sales prices, over-stock

articles, outdated articles, damaged goods, and selling costs. If the estimated

netrealizable value is lower than cost, a valuation allowance is established for

inventory obsolescence. See note 16 for additional information.

Trade and financial receivable — IFRS 9

Keysources of estimation uncertainty: The Group measure the expected credit
losses on financial assets classified atamortized costincluding trade and finan-
cial receivables, lease receivables and contract assets. The expected credit losses
arean assessment that reflects an unbiased, probability-weighted outcome
based on reasonable and supportable forecasts.

Accounting judgment: Management's judgment considers rapidly changing
market conditions. An overlay control is performed to ensure thatan adequate
loss allowance is recognized. Additional informationisincludedin section
"Creditrisk” in note 27.

Trade and financial receivable - IAS 39 (comparative figures)

Key sources of estimation uncertainty

The Group estimates the risk that receivables will not be paid and provides for
doubtfulaccounts based on specific provisions for known cases and collective
provisions for losses based on historical loss levels.
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Accounting judgment

Management's judgment considers rapidly changing market conditions which
may be particularly sensitive in customer financing operations. Additional infor-
mationisincludedinsection “Creditrisk” in note 27.

Pension and other post-employment benefit valuation assumptions
Key sources of estimation uncertainty
Pensions and other post-employment obligations are dependent on the
assumptions established by managementand used by actuariesin calculating
such amounts. The key assumptionsinclude discount rates, inflation, future sal-
aryincreases, mortality rates, and health care cost trend rates. The actuarial
assumptions are reviewed on an annual basis and are changed wheniitis
deemed appropriate.

See note 23 for additional information regarding assumptions used in the
calculation of pension and post-employment obligations.

Legal proceedings and tax claims

Accounting judgment

Atlas Copco recognizes a liability when the Group has an obligation from a past
eventinvolving the transfer of economic benefits and when a reasonable esti-
mate can be made of what the transfer might be. The Group reviews outstand-
ing legal cases regularly in order to assess the need for provisions in the financial
statements. These reviews consider the factors of the specific case by internal
legal counsel and through the use of outside legal counsel and advisors when
necessary. The financial statements may be affected to the extent that manage-
ment’s assessments of the factors considered are not consistent with the actual
outcome.

2. Acquisitions

Additionally, the legal entities of the Group are frequently subject to audits by
tax authoritiesin accordance with standard practice in the countries where the
Group operates. Ininstances where the tax authorities have a different view on
howtointerpretthe taxlegislation, the Group makes estimates as to the likeli-
hood of the outcome of the dispute, as well as estimates of potential claims. The
actual results may differ from these estimates.

Warranty provisions

Key sources of estimation uncertainty

Provisions for product warranties should cover future commitments for the
sales volumes already realized. Warranty provision is a complex accounting esti-
mate due to the variety of variables which are included in the calculations. The
calculation methods are based on the type of products sold and historical data
forlevel of repairs and replacements. The underlying estimates for calculating
the provisionis reviewed at least quarterly as well as when new products are
beingintroduced or when other changes occur which may affect the calcula-
tion. See note 25.

The following summarizes the acquisitions during 2018 and 2017:

Number of
Closing date Country Businessarea Revenues® employees”
2018 Sep.4 RenoA/S Denmark Compressor Technique 153 60
2018Aug.T  QUISS Qualitats- Inspektionssysteme und Service AG Germany Industrial Technique 86 45
2018 Apr. 4 KlingelJoining Technologies Germany Industrial Technique 82 23
2018 Mar. 1 Walker Filtration Ltd United Kingdom Compressor Technique 330 220
2018Jan.17  Location Thermique SAS France Power Tecnique 70 13
2017 Sep.7 C.H.Spencer & Company Co. US.A. Compressor Technique 2 40
2017 Aug.8  Glauber Equipment Corporation (certain assets) US.A. Compressor Technique 2 16
2017 May 3 Itubombas Locacdo Comércio Importacdo e Exportacdo  Brazil Power Technique 50 40
2017 May 3 Pressure Compressores Brazil Compressor Technique 145 150
2017Mar.2  OrcanBasincli Turkey Compressor Technique 2 17
2017 Jan.3 HB Kompressoren Druckluft und Industrietechnik Germany Compressor Technique 2 10

" Annual revenues and number of employees at the time of acquisition.

2 Former distributor of Atlas Copco products. No revenues are disclosed for former Atlas Copco distributors.

Allacquisitions above were made through the purchase of 100% of sharesand
voting rights or through the purchase of the net assets of the acquired opera-
tions. The Group received control over the operations upon the date of closing
the acquisition. No equity instruments have beenissued in connection with the
acquisitions. All acquisitions have been accounted for using the acquisition
method.

The amounts presented in the following tables detail the recognized
amounts aggregated by business area, as the relative amounts of the individual
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acquisitions are not considered significant. The fair values related to intangible
assets other than goodwill are amortized over 5-15 years. For those acquisitions
thatinclude a contingent consideration clause, the fair value of the contingent
consideration has been calculated based on a discount rate of 10.5%. For more
information about the valuation of contingent consideration, see note 27. The
Groupisinthe process of reviewing the final values for certain of the recently
acquired businesses. No adjustments are expected to be material. Adjustments
related to the acquisitions made in 2017 are included in the following tables.
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Compressor Technique Recognizedvalues

2018 2017
Intangible assets 158 135
Property, plantand equipment 104 16
Otherassets 205 108
Cash and cash equivalents 39 3
Interest-bearing loans and borrowings -12 =24
Other liabilities and provisions -106 -59
Netidentifiable assets 388 179
Goodwill 169 153
Total consideration 557 332
Deferred consideration -26 -49
Cash and cash equivalents acquired -39 -3
Net cash outflow 492 280

In March, the Compressor Technique business area acquired Walker Filtration
Ltd., a British manufacturer of equipment for treatment of compressed air, gas
andvacuum. The company will strengthen the Group’s presence and compe-
tenceinthe business for the treatment of compressed air, gas and vacuum.
Intangible assets of 109 and goodwill of 133 were recorded on the purchase.
The goodwillis not deductible for tax purposes.

In September, Reno A/S, a Danish manufacturer and distributor of com-
pressed air solutions was acquired. The company has a large equipment distri-
bution and aftermarket network and operates in several segments of the com-
pressed air business. The acquisition will increase Atlas Copco’s service presence
intheregion. Intangible assets of 46 and goodwill of 39 were recorded on the
purchase. The goodwillis not deductible for tax purposes.

Total consideration of 557 includes contingent consideration for Walker Fil-
tration Ltd. with a fair value of 38. Contingent consideration to be paid is depen-
dentontherevenuesand resultthe first three years after the acquisition. The
fairvalue of the contingent consideration has been calculated based on the
assumption that the maximum amount will be paid.

Vacuum Technique Recognizedvalues

2018 2017
Intangible assets - -
Property, plantand equipment - -
Otherassets - -
Cash and cash equivalents - -
Interest-bearing loans and borrowings - -
Otherliabilities and provisions - 7
Netidentifiable assets - 7
Goodwill - -34
Total consideration - =27
Deferred consideration - 6
Cash and cash equivalentsacquired - -
Net cash outflow - -21

The Vacuum Technique business area made no acquisitionsin 2018.

Industrial Technique Recognizedvalues

2018 2017
Intangible assets 186 -
Property, plantand equipment 4 -
Other assets 46 -6
Cashand cash equivalents 24 -
Interest-bearing loans and borrowings - -
Otherliabilities and provisions -50 2
Netidentifiable assets 210 -4
Goodwill 280 -3
Total consideration 490 -7
Deferred consideration 14 36
Cashand cash equivalents acquired -24 -
Net cash outflow 480 29

In April, the Industrial Technique business area acquired the assets of the
German company Klingel Joining Technologies. The company specializes in flow
drilltechnology, a joining method used in the automotive industry. Flow drill
technology is a mechanical joining method used for aluminum and mixed mate-
rial applications. The acquisition will broaden Atlas Copco’s offering in joining
technologies and also gives access to automated screw feeding equipmentand
automation expertise for the automotive industry. Intangible assets of 94 and
goodwill of 111 were recorded on the purchase. The goodwill is deductible for
tax purposes.

In August, QUISS Qualitats-Inspektionssysteme und Service AG was
acquired. QUISS isa German company specialized in machine vision solutions
for quality inspection of adhesive dispensing applications and robot guidance
mainly used in the automotive industry. Quiss’ core competence isimage pro-
cessing, algorithms, as well as system design including hardware and software.
Intangible assets of 91 and goodwill of 168 were recorded on the purchase. The
goodwillis not deductible for tax purposes.

Total consideration includes contingent consideration with a fair value of 9
related to the Klingel acquisition. Contingent consideration to be paid is depen-
dentontherevenuesthe first three years after the acquisition. The fair value of
the contingent consideration has been calculated based on the assumption that
the maximum amount will be paid.

Power Technique Recognizedvalues

2018 2017
Intangible assets 29 28
Property, plantand equipment 73 47
Otherassets 35 14
Cash and cash equivalents 10 5
Interest-bearing loans and borrowings -31 -5
Other liabilities and provisions -42 -26
Netidentifiable assets 74 63
Goodwill 64 43
Total consideration 138 106
Deferred consideration -6 -8
Cashand cash equivalents acquired -10 -5
Net cash outflow 122 93

In January, the Power Technique business area acquired Location Thermique
Service SAS, a French steam boiler rental company. The company rents out
steam boilers, which are typically critical in the production process for custom-
ersinthe manufacturing, power, chemical, oil and gas sectors. Intangible assets
of 29 and goodwill of 64 were recorded on the purchase. The goodwill is not
deductible fortax purposes.

Total consideration includes contingent consideration with a fair value of 6.
Contingent consideration to be paid is dependent on the revenues and result
thefirst fouryears after the acquisition. The fair value of the contingent consid-
eration has been calculated based on the assumption that the maximum
amount will be paid.
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2. Acquisitions, continued

Total fair value of acquired assets and liabilities

Group recognized values

The goodwill recognized on acquisitions is primarily related to the synergies
expected to be achieved from integrating these companiesinto the Group's

2V 2y existing structure.

Intangible assets 373 163 Thetotal consideration for all acquisitions was 1 185 (404). Deferred consid-
Property, plantand equipment 181 63 erationincludes both deferred consideration not yet paid for acquisitions made
Inventories 143 3 in 2018 and settlement of deferred consideration for acquisitions made in prior

: years. Forallacquisitions, the net cash outflow totaled 1 094 (381) after deduct-
Receivables n 17 84 ing cash and cash equivalents acquired of 73 (8).
Other current assets 26 - Acquisition-related costs amounted to 22 (8) and were included mainly in
Cashand cash equivalents 73 8 'Administrative expenses” in the income statement for 2018.
Interest-bearing loans and borrowings —-43 -29
Other liabilities and provisions -126 =71
Deferredtax assets/liabilities, net 72 -5
Netidentifiable assets 672 245
Goodwill 513 159
Total consideration 1185 404
Deferred consideration -18 -15
Cash and cash equivalents acquired -73 -8
Net cash outflow 1094 381
) The grossamountis 121 (92) of which 4 (8) is expected to be uncollectible.
Contribution from businesses
acquiredin 2018 and 2017 by
business area Compressor Technique Vacuum Technique Industrial Technique Power Technique Group

2018 2017 2018 2017 2018 2017 2018 2017 2018 2017

Contribution from date of
control

Revenues
Operating profit
Profit forthe year

Contribution if the acquisition
had occurred onJan. 1

Revenues
Operating profit
Profit forthe year

355
29

520
38

218

494
13

- 77 - 100 55 532 273
- -15 - 20 17 34 16
24 13
- 148 - 100 83 768 577
- -20 - 20 26 38 39
27 28
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3. Assets held for sale, divestments and discontinued operations

Asset held for sale and divestments

On February 2,2018, Atlas Copco's concrete and compaction business, part of
the Power Technique business area, was divested to Husgvarna. The assets and
liabilities of this business were classified as assets and liabilities held for sale as of
December 31,2017.Some other minor divestments were also made during the
year. Net cash effect of these divestments was 404. The divestments resulted in
acapital gain of 134 and a result from recycling of accumulated historical trans-
lation differences to the income statement of 12. These items are reported
under "Other operatingincome”. See note 7. None of these divestments met the
criteriato be presented as discontinued operations, and are hence notincluded
inthe discontinued operations below.

Discontinued operations

Atthe Annual General Meeting on April 24,2018, it was decided to split the
Group and distribute the shares of Epiroc AB to the shareholders of Atlas Copco.
InJune, the shareholders received one Epiroc share for each Atlas Copco share.
Epiroc ABwas listed on Nasdag Stockholm on June 18,2018 and the final prices
paid that day were SEK 90.85 per Series A share and SEK 85.80 per Series B share,

Carrying value of assets and liabilities held for sale 2018 2017
Intangible assets - 102
Property, plantand equipment 1 40
Inventories - 50
Receivables - 1
Interest-bearing loans and borrowings - -1
Other liabilities and provisions - -55
Net carrying value 1 137

Carrying value of divested assets and liabilities ") 2018 2017
Intangible assets 116 102
Property, plantand equipment 43 230
Financial assets - 21
Deferred tax assets, net - 39
Inventories 133 988
Receivables 6 1043
Cash and cash equivalents 12 506
Interest bearing loansand borrowings -1 -187
Other liabilities and provisions =27 -790
Netidentifiable assets 282 1952

1) Does notinclude Epiroc

Balance sheet discontinued operations included in

consolidated balance sheet 2018 2017
Intangible assets - 7054
Property, plantand equipment - 3487
Financial assets (non-current) - 1195
Deferred tax assets - 424
Inventories - 8440
Financial assets (current) - 1152
Receivables - 7920
Cash and cash equivalents - 1808
Borrowings and interest-bearing liabilities

(non-current) - -262
Other liabilities and provisions (non-current) - -287
Borrowings and interest-bearing liabilities (current) - -701
Other liabilities and provisions (current) - -7779
Netidentifiable assets - 22451

resulting in a market capitalization of MSEK 108 299. On the distribution of the
Epirocshares, Atlas Copco recognized a capital gain in discontinued operations
of MSEK 87 105 representing the difference between the fair value of Epirocand
the carrying value of the net assets of the discontinued operations at the time of
the distribution. As part of the distribution, all historical translation differences
allocated to Epiroc, amounting to MSEK 934, were recycled to the income state-
ment for discontinued operations.

On October5,2017, Atlas Copco divested its Road Construction Equipment
division, previously included in the Power Technique business area, to the Fayat
Group fora preliminary purchase price, net of cash in the divested entities, of
1560.Ondivestment completion,—55 related to translation differences previ-
ously reported in other comprehensive income were recycled over the income
statement. The final settlement of the divestmentin 2018 resulted in a cash
outflow of 238 and an amount of-109 included in result from discontinued
operations.

Epirocisincludedinthe discontinued operations below for 2018 and 2017,
and Road Construction Equipment for 2017.

Income Statement discontinued operations 2018 2017
Revenues 15992 33329
Costofsales -10046 -21631
Gross profit 5946 11698
Marketing expenses -1165 -2504
Administrative expenses -1146 -2 269
Research and development expenses -439 —-845
Other operatingincome 8 87
Otheroperating expenses =191 -763
Operating profit 3013 5404
Financialincome 84 208
Financial expenses -197 -126
Net Financial items -113 82
Profit before tax 2900 5486
Income tax expense =731 -1418
Profit from operations 2169 4068
Profit on remeasurement to fair value
less cost tosell
Gain/loss from divestments 86996 -
Translation differences recycled 934 -55

Profit for the period from discontinued
operations 90099 4013

Profit attributable to:

—owners of the parent 89842 4013
—non-controlling interest 257 -
Basic earnings per share, SEK 74.04 3.31
Diluted earnings per share, SEK 73.93 3.30
Cash flow discontinued operations 2018 2017
Cash flow from:

Operating activities 748 5178
Investing activities -1368 -176
Financing activities 5902 115
Net cash flow for the year 5282 5117
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4. Segment information
Compressor Vacuum Industrial Power Common

2018 Technique Technique Technique Technique  groupfunctions Eliminations Group
Revenues from external customers 43447 22007 17884 11755 - - 95093
Inter-segmentrevenues 525 - 49 287 - -591 270"
Total revenues 43972 22007 17933 12042 - -591 95363
Operating profit 10263 5522 4188 2006 =775 -17 21187
—ofwhich share of profitin associated
companies and joint ventures - - 5 - - - 5
Net financial items -343
Income tax expense -4508
Profit for the year from continuing operations 16336
Profit for the year from discontinued operations 90099
Profit for the year 106435
Non-cash expenses

Depreciation/amortization 751 846 715 856 145 -23 3290
Impairment 49 2 -23 5 - - 33
Other non-cash expenses 202 48 -73 54 -98 - 133
Segmentassets 25276 26317 14670 9696 2468 -1073 77354
—ofwhich goodwill 4027 9776 4782 832 - - 19417
Investmentsin associated companies
andjointventures 1 - 132 - - - 133
Unallocated assets 19183
Total assets 96670
Segment liabilities 15952 5013 3975 3252 1620 -991 28821
Unallocated liabilities 25377
Total liabilities 54198
Capital expenditures

Property, plantand equipment 481 844 257 1205 64 -38 2813
—ofwhich assets leased 9 - 1 4 - - 14
Intangible assets 132 255 194 64 10 - 655
Total capital expenditures 613 1099 451 1269 74 -38 3468
Goodwillacquired 169 - 280 64 - - 513
" Includes sales to discontinued operations eliminated within discontinued operations in accordance with IFRS 5

Compressor Vacuum Industrial Power Common

2018 Technique Technique Technique Technique  group functions Eliminations Group

Items affecting comparability in Operating profit - - - 109" -572 - 52

) Refersto the divestment of the concrete and compaction business in the Power Technique business area.

2) Refersto achangein provision for share-related long-term incentive programs and also costs associated with the split of the Group.

Atlas Copco 2018
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4. Segment information, continued
Common
Compressor Vacuum Industrial Mining and Rock Power group
2017 Technique Technique  Technique Excavation Technique Technique functions Eliminations Group
Revenues from external customers 38527 19503 16377 - 10807 - - 85214
Inter-segment revenues 397 - 54 - 410 - -422 4391
Total revenues 38924 19503 16431 - 11217 - -422 85653
Operating profit 8962 4924 4194 - 1705 -1001 -36 18748
—ofwhich share of profitin associated
companies and joint ventures - - 4 - - - - 4
Net financial items -1157
Income tax expense -4930
Profit for the year from continuing operations 12661
Profit for the year from discontinued operations 4013
Profit for the year 16674
Non-cash expenses
Depreciation/amortization 797 790 701 1048 830 364 -80 4450
Impairment 19 66 317 - 18 193 - 613
Other non-cash expenses -88 -52 45 -7 -8 244 - 134
Segmentassets 22744 23303 13107 20413 13461 4120 -1496 95652
—ofwhich goodwill 3633 9066 4215 1508 4797 - - 23219
Investmentsin associated companies
andjointventures 1 - 17 94 - - - 212
Unallocated assets 30167
Total assets 126 031
Segment liabilities 13468 4769 3533 6918 2951 3705 -1318 34026
Unallocated liabilities 31404
Total liabilities 65430
Capital expenditures
Property, plantand equipment 367 444 267 958 800 499 -148 3187
—ofwhich assets leased 9 1 8 37 1 - - 56
Intangible assets 132 201 196 226 88 125 - 968
Total capital expenditures 499 645 463 1184 888 624 -148 4155
Goodwillacquired 153 -34 -3 - 43 - - 159
" Includes sales to discontinued operations eliminated within discontinued operations in accordance with IFRS 5
Common
Compressor Vacuum Industrial Mining and Rock Power group
2017 Technique Technique  Technique Excavation Technique Technique functions Eliminations Group
Items affecting comparability in Operating profit - - 380" - -302 -4263) - -76
) Refers mainly to a release of liabilities for contingent consideration from the Henrob acquisition in 2014.
2) Refersto restructuring of production and R&D in the Power Technique business area.
3) Refersto a change in provision for share-related long-term incentive programs.
Atlas Copco 2018
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Segment information, continued

The Groupisorganized in separate and focused butstill integrated business
areas, each operating through divisions. The business areas offer different prod-
uctsand services to different customer groups. They are also the basis for man-
agementand internal reporting and are regularly reviewed by the Group's Presi-
dentand CEOQ, the chief operating decision maker. The chief operating decision
maker uses more than one measure of the operating segments’ profit or loss to
assess performance and allocate resources. The operating profit of the business
areasincluded in the previous tablesis therefore the one that sums to the oper-

Geographical information

Therevenues presented are based on the location of the customers while
non-current assets are based on the geographical location of the assets. These
assetsinclude non-current assets other than financial instruments, investments
in associated companies and joint ventures, deferred tax assets, and post-
employment benefitassets.

ating profitin the consolidated income statement. Items affecting comparabil- BY97°grai’hi‘ REvEmUEs M- Qe
ity areincluded in a separate table since the chief operating decision maker O 2018 2017 2018 2017
review also these as part of allocating resources to the different business areas. North America
Allbusiness areas are managed on a worldwide basis and their role is to develop, Canad 1394 1351 3 322
implement and follow up the objectives and strategies within their respective anada > 2
business. US.A. 19533 17537 6695 7510
Foradescription of the business areas, see pages 18-31. Other countries 1627 1577 67 104
Common groupfuncuons',|.e.funct|onswh|ch serve all business areas orthe 22554 20465 6847 7938
Group asawhole, isnot considered a segment. -
The accounting principles for the segments are the same as those described South America
innote 1. Atlas Copco’s inter-segment pricing is determined on a commercial Brazil 2241 2038 486 524
basis. , , S Chile 504 460 73 176
Segment assets are comprised of property, plantand equipment, intangible -
assets, other non-currentreceivables, inventories, and current Other countries 964 921 33 18
receivables. 3709 3419 592 818
Segmentliabilities include the sum of non-interest-bearing liabilities such as Europe
operatujgI|ab|||t|es,otherprowsmns,and othgrnon—curre_ntI|ab|!|t|es.Cap|tal Belgium 1172 1085 5080 1976
expenditure includes property, plant and equipment, and intangible assets, but
excludes the effect of goodwill, intangible assets and property, plantand equip- ~ France 3287 3052 482 267
mentthrough acquisitions. Germany 5946 5339 7694 7215
Italy 2435 2328 1541 1623
Russia 1441 1391 65 112
Revenues from external customers Sweden 1454 1057 939 7045
United Kingdom 2630 2462 14182 13130
MSEK Other countries 11518 10000 1064 1237
80000 29883 26714 28047 32605
70000 Africa/Middle East
60 000 South Africa 604 583 66 154
50 000 Other countries 5092 4623 328 280
40000 5696 5206 394 434
Asia/Australia
30000
Australia 1068 972 m 264
20 000 .
China 17348 13814 201 2690
10 000 India 3197 3181 254 587
0 2018 2017 Japan 2698 2253 367 522
B Equipment South Korea 4761 5583 1505 1423
Service (incl. spare parts, Other countries 4449 4046 284 327
bles, i
o el ccesones 33521 29849 4532 5813
Total 95363 85653 40412 47608
Geographicdistribution Compressor Technique, % Vacuum Technique, % Industrial Technique, % Power Technique, % Group, %
Orders Orders Orders Orders Orders
Received Revenues Received Revenues Received Revenues Received Revenues Received Revenues
North America 21 22 23 20 31 32 24 25 24 24
South America 6 5 0 1 3 3 5 5 4 4
Europe 34 35 16 16 38 39 39 38 31 31
Africa/Middle East 7 8 2 3 1 1 12 12 6 6
Asia/Australia 32 30 59 60 27 25 20 20 35 35
100 100 100 100 100 100 100 100 100 100



FINANCIAL STATEMENTS, ATLAS COPCO GROUP

4. Segment information, continued
Quarterly data
Revenues by business area 2018 2017
MSEK 1 2 3 4 1 2 3 4
Compressor Technique 9735 11266 11269 11702 9268 9667 9552 10437
—ofwhich external 9578 11121 11156 11592 9190 9577 9458 10302
—ofwhichinternal 157 145 113 110 78 90 94 135
Vacuum Technique 5255 5740 5272 5740 4753 4767 4754 5229
—ofwhich external 5255 5740 5272 5740 4753 4767 4754 5229
—ofwhichinternal - - - - - - - -
Industrial Technique 4178 4519 4365 4871 3965 4153 4098 4215
—ofwhich external 4163 4504 4354 4863 3951 4139 4086 4201
—ofwhichinternal 15 15 1 8 14 14 12 14
Power Technique 2894 3091 291 3146 2685 2908 2732 2892
—ofwhich external 2756 2980 2893 3126 2571 2803 2651 2782
—ofwhichinternal 138 11 18 20 14 105 81 110
Common Group functions/eliminations -156 -155 -142 -138 -93 -98 -103 -128
Total 21906 24461 23675 25321 20578 21397 21033 22645
Operating profit by business area 2018 2017
MSEK 1 2 3 4 1 2 3 4
Compressor Technique 2249 2638 2667 2709 2130 2237 2225 2370
in % of revenues 23.1% 23.4% 23.7% 23.1% 23.0% 23.1% 23.3% 22.7%
Vacuum Technique 1292 1479 1315 1436 1176 1193 1205 1350
in % of revenues 24.6% 25.8% 24.9% 25.0% 24.7% 25.0% 25.3% 25.8%
Industrial Technique 974 1056 1018 1140 893 966 1359 976
in % of revenues 23.3% 23.4% 23.3% 23.4% 22.5% 23.3% 33.2% 23.2%
Power Technique 547 464 480 515 404 475 410 416
in % of revenues 18.9% 15.0% 16.5% 16.4% 15.0% 16.3% 15.0% 14.4%
Common Group functions/eliminations -229 -207 217 -139 -313 -274 -197 -253
Operating profit 4833 5430 5263 5661 4290 4597 5002 4859
in % of revenues 22.1% 22.2% 22.2% 22.4% 20.8% 21.5% 23.8% 21.5%
Net financial items -320 -201 -95 273 -232 -395 -222 -308
Profit before tax 4513 5229 5168 5934 4058 4202 4780 4551
in % of revenues 20.6% 21.4% 21.8% 23.4% 19.7% 19.6% 22.7% 20.1%

Employees and personnel expenses

Average number 2018 2017 Females in the Board of Directors Dec. 31, Dec. 31,
of employees y— - v Ty — - el and Group Management, % 2018 2017
Parent Company Parent Company
Sweden 62 37 99 61 20 101 Board of Directors 30 30
Subsidiaries Group Management 22 30
North America 1006 4154 5160 910 3958 4868 " Which excludes CEQ, includes employee representatives but excludes employees

representatives” alternate members.

South America 344 1495 1839 334 1395 1729
Europe 3280 13447 16727 2950 12832 15782

—ofwhich Sweden 270 960 1230 258 919 1177
Africa/Middle East 187 865 1052 179 856 1035
Asia/Australia 1995 9022 11017 1809 8307 10116

Total in subsidiaries 6812 28983 35795 6182 27348 33530
Total 6874 29020 35894 6243 27388 33631
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Employees and personnel expenses, continu

ed

Remuneration and other benefits
MSEK
Salaries and other remuneration
Contractual pension benefits
Othersocial costs
Total
Pension obligations to Board members and Group Management

) Refersto former members of Group Management.

Remuneration and other benefits to the Board

Value of
synthetic
sharesat
KSEK Fee grantdate
Chairman:
Hans Straberg 4 1515 1100
Other members of the Board:
Anders Ullberg 690 -
Staffan Bohman4 454 350
Johan Forssell 345 350
Tina Donikowski 345 350
Peter Wallenberg Jr 345 350
Sabine Neuss 690 -
GunillaBerg 345 350
Other members of the Board previous year
Union representatives (4) 5 56 -
Total 2018 4785 2850
Total 2017 6151 1320

) Refersto fees formembership in board committees.
2) Refersto syntheticsharesreceivedin 2013-2018.

3) Provision for synthetic shares as at December 31,2018 amounted to MSEK 9 (11).
4 Hans Straberg and Staffan Bohman invoiced their fees for first quarter. The fees received include compensation for social costs and are cost neutral for the Company.
5) Union representatives receive compensation to prepare for their participation in board meetings.

Remuneration and other benefits

to Group Management
Base Variable

KSEK salary compensation )
Presidentand CEO

Mats Rahmstrom 12500 8750
Other members of Group Management
(8 positions) 25670 13739
Total 2018 38170 22489
Total 2017 37659 22993

Total remuneration and other benefits
to the Board and Group Management

) Referstovariable compensation earnedin 2018 to be paidin 2019.
2) Referstovacation pay, company car, medical insurance, and other benefits.

Number of
synthetic
sharesat

grantdate

3180

1012
1012
1012
1012

1012

8240
3976

Other
benefits2)

425

5857

6282
5338

Group
2018 2017
17804 15959
1122 965
3203 3085
22129 20009
5 5
Totalfees
incl.value Adj.dueto Total Total
of synthetic vestingand expense expense
Other sharesat changein recognized recognized
fees grantdate2018 stock price 2 20183 2017
375 2990 -850 2140 3890
154 844 - 844 831
360 1164 -140 1024 1282
198 893 —453 440 1613
- 695 -119 576 519
79 774 —453 321 1426
- 690 - 690 651
183 878 -231 647 995
-334 -334 1090
- 56 - 56 64
1349 8984 -2580 6404
1584 9055 3306 12361
Total, excl.

recognized Recognized Total Total
costs for costsfor expense expense
Pension share based share based recognized recognized
fees payments payments 3) 2018 2017
4403 26078 -9058 17020 816694
7786 53052 -17219 35833 78046

12189 79130 -26277 52853
12422 78412 81303 159715
59257 172076

3) Refers to stock options and SARs received in 2014-2018 and includes recognized costs due to change in stock price and vesting period, see also note 23.
4 Refersto compensation for Mats Rahmstrém and Ronnie Leten 2017, of which 22 507 related to Mats Rahmstrom.
5) Group Management, excl CEO, consisted of nine members during January. Thereafter left the Head of Business Area Mining and Rock Excavation Technique

Group Management as part of the Epiroc split.
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Remuneration and other fees for members of the Board, the
President and CEO, and other members of Group Management

Principles for remuneration to the Board and Group Management

The principles for remuneration to the Board and Group Managementare
approved atthe Annual General Meeting of the shareholders. The principles
approved by the 2018 meeting are described in the following paragraphs.

Board members

Remuneration and fees are based on the work performed by the Board. The
remuneration and fees approved for 2018 are detailed in the table on the previ-
ous page. The remuneration to the Presidentand CEO, who isa member of
Group Management, is described in the following sections.

The Annual General Meeting decided that each board member can elect to
receive 50% of the 2018 gross fee before tax, excluding other committee fees, in
the form of synthetic shares and the remaining partin cash. The number of syn-
theticsharesis based upon an average end price of series Ashares during ten
trading days following the release of the first quarterly interim report for 2018.
Thesharerights are earned 25% per quarter aslong as the member remains on
the Board. After five years, the synthetic shares give the right to receive a cash
payment per synthetic share based upon an average price for series A shares
during 10 trading days following the release of the first quarterly interim report
of the year of payment. The board members will receive dividends on series A
shares until payment date in the form of new synthetic shares. If a board mem-
ber resigns his or her position before the stipulated payment date as stated
above, the board member has the right to request a prepayment. The prepay-
ment willbe made twelve months after the date from when the board member
resigned or otherwise the original payment date is valid.

Six board members accepted the right to receive synthetic shares.

The numberand costs atgrantdate and at the end of the financial year are
disclosed by board member inthe table on the previous page.

Group Management

Group Management consists of the Group President and eight other members
of the Executive Committee. During the period January 1to January 31,2018 the
Group Management consisted of the Group President and nine other members
of the Executive Committee. The compensation to Group Management shall
consist of base salary, variable compensation, possible long-term incentive
(personnel options), pension premium, and other benefits.

The following describes the various guidelinesin determining the amount

of remuneration:

e Basesalaryisdetermined by position, qualification, and individual
performance.

e Variable compensationis dependent upon how certain quantitative and
qualitative goals setin advance are achieved. Non-financial parameters have
forexample beenin relation to the Business Code of Practice. The variable
compensation is maximized to 70% of the base salary for the Group Presi-
dent, 60% for Business Area Presidents, and 50% for other members of
Group Management.

e Performance related personnel option program for 2018, see note 23.

e Pension premiums are paid in accordance with a defined contribution
planwith premiums setin line with Atlas Copco Group Pension Policy for
Swedish Executives and Atlas Copco terms and conditions for expatriate
employments.

e Otherbenefits consist of company car and medical insurance.

e Fortheexpatriates, certain benefits are paid in compliance with the
Atlas Copco terms and conditions for expatriate employment.

A mutual notice of termination of employment of six months shall apply.

The Board has the right to deviate from the principles stated above if special cir-
cumstances existin a certain case. No fees are paid to Group Management for

board membershipsin Group companies nor do they receive compensation for
other duties that they may perform outside the immediate scope of their duties.

Presidentand CEO

Thevariable compensation can give a maximum of 70 % of the base salary. The
variable compensationis notincludedin the basis for pension benefits. Accord-
ingto an agreement, the President and CEO has the option to receive variable
compensation inthe form of cash paymentoras a pension contribution. The
Presidentand CEO isa member of the Atlas Copco Group Pension Policy for
Swedish Executives, whichis a defined contribution plan. The retirement age of
the Presidentand CEQis setat the age of 65. The contribution is age related and
is 35% of the base salary. These pension plans are vested. In addition, premiums
for private healthinsurance are added.

Other members of Group Management

Members of Group Management have defined contribution pension plans, with
contribution up to a maximum of 35% of the base salary according to age. The
variable compensationis notincludedin the basis for pension benefits. These
pension plans are vested. The retirement ageis 65.

Option/share appreciation rights, holdings for Group Management
The stock options/share appreciation rights holdings as at December 31 are
detailed below:

Stock Options/share appreciations rights holdings as at Dec. 31,2018

Othermembers of
Grant Year Presidentand CEO Group Management
2014 56 131 100586
2015 38275 126593
2016 81480 341783
2017 147397 156 547
20181 128 191 149899
Total 451474 875408

) Estimated grants for the 2018 stock option program including matching shares. The
numbers have been adjusted for the effect of the distribution of Epiroc. See note 23 for
additional information.

Termination of employment

The CEO s entitled to a severance pay of twelve months if the Company
terminates the employmentand a further twelve months if other employment
isnotavailable.

Other members of Group Management are entitled to severance pay if the
Company terminates theiremployment. The amount of severance pay is depen-
dentonthe length of employment with the Company and the age of the execu-
tive, butis neverlessthan 12 months and never more than 24 months' salary.

Anyincome thatthe CEO and other members of Group Management
receives from employment or other business activity, whilst severance pay is
being paid, will reduce the amount of severance pay accordingly.

Severance pay forthe CEO and other members of Group Management
is calculated only on the base salary and does not include variable compensa-
tion. Severance pay cannot be elected by the employee, but will only be paid
if employmentis terminated by the Company.

Remuneration and other committees
In 2018, Hans Straberg, Chair, Peter Wallenberg Jrand Anders Ullberg were
members of the remuneration committee. The committee proposed compen-
sation to the Presidentand CEO for approval by the Board. The committee also
supported the Presidentand CEO in determining the compensation to the other
members of Group Management.

Staffan Bohman, Chair, Gunilla Berg, Johan Forssell and Hans Straberg
formed the Audit Committee.

Anders Ullberg, Chair, Staffan Bohman and Hans Straberg participatedina
committee regarding repurchase and sale of Atlas Copco shares.
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5. Employees and personnel expenses, continued 7. Other operating income and expenses
Workforce profile o
Atlas Copco strives to grow local leaders where it operates. The geographical Riheroperatindlijcome 2OLS 20l
spread of employees and senior managersis in continuous development. Commissions received 9 -
Asacustom.er—focused company, 52% (52) of allemployees workin marketing, Income from insurance operations 119 189
sales orservice. Capital gain on assets held forsale - 5
Geographical spread Nationality of Cap!tal galtn onsale of property, plantand 33 3
of employees, % Employees senior managers equipmen
North America 14 7 Capital gain on divestment of business 146 -
South America 5 5 Exchange-rate differences 28 -
Europe 47 71 Other operatingincome 170 779
Africa/Middle East 3 4 Total 505 1005
Asia/Australia 31 13
Total 100 100 Other operating expenses 2018 2017
Capitalloss on sale of property, plantand equipment -35 -32
Exchange-rate differences - -499
Employees by professional category, % 2018 2017
) Other operating expenses -132 -82
Production 24 24
- Total -167 -613
Marketing 9 8
Salesand support 15 16 Capital gain on divestment of businessin 2018 mainly relates to the divestment
pp
Service 8 28 of Atlas Copco’s concrete and compaction business, see note 3.
— - Otheroperatingincome 2017 included 690 from a release of liabilities for
Administration 16 16 contingent consideration from the Henrob acquisition in 2014.
Research & development 8 8
Total 100 100 Additional information on costs by nature
Costof goods sold includes expenses for inventories, see note 16, warranty
costs, environmental fees, and transportation costs.
Salaries, remunerations and employer contributions amounted to 22 129
(20 009) whereof expenses for post-employment benefitsamounted to 1 122
(965). See note 5 for further details.
Government grants relating to expenses have been deducted in the related
. . expenses by 119 (50). Government grants related to assets have been recog-
6. Remuneration to auditors nized as deferred incomein the balance sheetand will be recognized asincome
over the useful life of the assets. The remaining value of these grants, at the end
Audit fees and other services 2018 2017 of2018,amounted to 37 (39).
Deloitte Included in the operating profit are exchange rate changes on payablesand
- receivables, and the effects from currency hedging. The operating profit also
Auditfee 61 55 includes 34 (-28) of realized foreign exchange hedging result, which were previ-
Audit activities other than the audit assignment 1 ously recognized in equity. Amortization, depreciation and impairment charge
Other services, tax fortheyearamountedto 3323 (3 635), excluding discontinued operations. See
oth . h 12 12 note 12 and 13 for further details. Costs for research and development
therservices, other amountedto 3 166 (2 928).
Other audit firms
Audit fee 6 6
Total 84 85

Audit fee refers to audit of the financial statements and the accounting records.
For the Parent Company this also includes the administration of the business by
the Board of Directors, the President and CEO.

Audit activities other than the audit assignment refer for example to comfort
lettersand the limited assurance report on Atlas Copco’s sustainability report.

Taxservicesinclude both tax consultancy services and tax compliance
services.

Other services essentially comprise consultancy services, such as services related
tothe splitof the Group.

Atthe Annual General Meeting 2018, Deloitte was elected as auditor for
the Group up to andincluding the Annual General Meeting 2019.
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9. Taxes, continued

8. Financial income and expenses

Financial income and expenses 2018 2017
Interestincome
—cash and cash equivalents 77 64
—other 5 6
Capital gain
—otherassets 23 6
Foreign exchange gain, net 437 -
Financialincome 542 76
Interest expenses
—borrowings —-485 -577
—derivatives -194 -370
—pension provisions, net -40 =51
—deferred considerations -7 -18
—other - -125
Changeinfairvalue—otherliabilities and

borrowings -158 -5
Foreign exchangeloss, net = —-45
Impairment loss -1 -42
Financial expenses -885 -1233
Financial expenses, net -343 -1157

“Foreign exchange gain/loss, net” includes foreign exchange gains of 1 189

(2 115) on financial assets at fair value through profit or loss and foreign
exchange losses of =752 (-2 160) on other liabilities. Of the 437,362 is a tax-free
gain from repatriation to Sweden of Euro-denominated equity. See note 27 for
additionalinformation.In 2017, “Interest expenses, other” consists of a one-
time effect from aninterest charge of 125, related to the EU challenge of Belgian
taxrulings, see note 9.

9. Taxes

Income tax expense 2018 2017
Currenttaxes -4876 -5047
Deferred taxes 368 17
Total -4508 -4930

The following is a reconciliation of the companies’ weighted average tax based
onthe nominaltax for the country as compared to the actual tax charge:

2018 2017
Profit before tax 20844 17 591
Weighted average tax based on national rates -5022 -4822
-in% 241 274
Taxeffectof:
Non-deductible expenses -456 -342
Withholding and other taxes on dividends -343 -263
Tax-exemptincome 665 706
Adjustments from prioryears:
—current taxes 663 272
—deferred taxes 45 36
Effects of tax losses/credits utilized 16 71
Changeintaxrate, deferred tax 29 -138
Taxlosses not recognized -9 -
Otheritems -96 -450
Income tax expense -4508 -4930
Effective taxin % 21.6 28.0

The effective tax rate was 21.6% (28.0%). Withholding and other taxes on divi-
dends of-343 (-263) relate to provisions on retained earnings in countries
where Atlas Copco incur withholding and other taxes on dividends. Tax-exempt
income of 665 (706) refers to income thatis not subject to taxation or subject to
reduced taxation underlocal law in various countries. The net from taxissues,

tax disputes and also one-time positive tax effects in different countries
amounted to 663 (272).

Previously unrecognized tax losses/credits and deductible temporary differ-
ences, which have been recognized against current tax expense, amounted to
16 (71). No material unrecognized tax losses/credits or temporary difference
have been used to reduce deferred tax expense.

In 2018, effects ofincome tax rate changes have affected the result with 29
(-138).

European Commission’s decision on Belgium’s tax rulings

OnJanuary 11,2016, the European Commission announced its decision that
Belgiantax rulings granted to companies with regard to “Excess Profit” shall be
considered asillegal state aid and that unpaid taxes shall be reclaimed by the
Belgian state. Atlas Copco had such tax ruling since 2010.

Following the European Commission decision, Atlas Copco has paid, in total
MEUR 313 (MSEK 2 952). During 2015 Atlas Copco made a provision of MEUR
300 (MSEK 2 802) and paid MEUR 239 (MSEK 2 250) in 2016. In the second quar-
terof 2017, Atlas Copco paid the remaining amount of MEUR 68 (MSEK 655).
During 2017, MEUR 13 (MSEK 125) was expensed as an interest cost.

The Belgian government, as well as Atlas Copco, has appealed the decision to
the General Court of the European Union (EGC) in Luxembourg. There are sev-
eral other companies that have been affected by the decision of January 11,
2016 inthe same way as Atlas Copco; most of those companies have also
appealed to EGC. Given that the European Commission, following the decision
by the EGCthatwasannounced on February 14,2019, can take alternative
courses of actions if it wants to continue claiming its state-aid position, it will
likely take several years until the final outcome is known. See note 29 for further
information.

The following table reconciles the net asset balance of deferred taxes at the
beginning of the yearto the netasset at the end of the year:

Change in deferred taxes 2018 2017
Opening net balance, Jan. 1 1099 861
Changeinaccounting principles 14 26
Business acquisitions =72 -12
Discontinued operations -349 -
Charges to profit for the year 368 212
Taxonamounts recorded to other
comprehensiveincome —-45 -28
Translation differences -15 40
Netbalance, Dec. 31 1000 1099
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9. Taxes, continued

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

Deferred tax assets and liabilities 2018 2017

Assets Liabilities Netbalance Assets Liabilities Netbalance
Intangible assets 148 2167 -2019 215 2540 -2325
Property, plantand equipment 243 473 -230 376 626 -250
Otherfinancial assets 5 60 -55 15 68 -53
Inventories 1183 42 1141 1815 68 1747
Currentreceivables 177 95 82 258 176 82
Operating liabilities 744 28 716 847 77 770
Provisions 244 6 238 322 7 315
Post-employment benefits 778 37 741 827 63 764
Borrowings 434 - 434 419 2 417
Loss/credit carry-forwards 322 - 322 218 - 218
Otheritems? 58 428 -370 50 636 -586
Deferred tax assets/liabilities 4336 3336 1000 5362 4263 1099
Netting of assets/liabilities -2717 -2717 - -3825 -3825 -
Net deferred tax balances 1619 619 1000 1537 438 1099

" Otheritems primarily include tax deductions which are not related to specific balance sheet items.

Deferred tax assets regarding tax loss carry-forwards are reported to the extent
that realization of the related tax benefit through future taxable results is prob-
able. To the extent thatitis not probable that taxable results will be available

Changesintemporary differences during the year that are recognized in the
income statement are attributable to the following:

againstwhich the unused tax losses can be utilized, a deferred tax asset is not 2018 2017
recognized. At December 31, the Group had total taxloss carry-forwards of Intangible assets 158 192
3388 (3 170), of which deferred tax assets were recognized for 1400 (770). Property, plantand equipment _66 93
Thetaxvalue of reported tax loss carry-forwards totals 322 (191) for continuing : ;
operations. There is no expiration date for utilization of the major part of the tax Other financial assets = -12
losses carry-forwards for which deferred tax assets have been recognized. Inventories -36 -67
Currentreceivables 80 -188
Tax loss carry-forwards for which no deferred tax have been recognized expire Operating liabilities 113 212
inaccordance with below table: Provisions 14 53
2018 2017 Post-employment benefits 39 -79
Expires after 1-2 years 205 473 Borrowings 1 -1
Expires after 3—4 years 133 31 Otheritems =29 54
Expires after 5-6 years 35 1 Changes due to temporary differences 243 151
No expiry date 1615 1895 Loss/credit carry-forwards 125 -34
Total 1988 2400 Charges to profit for the year 368 17
10. Other comprehensive income
Other comprehensive income for the year 2018 2017
Before tax Tax Aftertax Before tax Tax Aftertax
Attributable to owners of the parent
Items that will not be reclassified to profit or loss
Remeasurements of defined benefit plans 150 -65 85 120 -61 59
Items that may be reclassified subsequently
to profitorloss
Translation differences on foreign operations 3694 310 4004 -649 200 —449
—realized and reclassified to income statement -1308 - -1308" 55 - 55
Hedge of netinvestmentsin foreign operations -797 166 -631 -492 108 -384
Cash flow hedges 42 -9 33 142 -31 1m
Total other comprehensive income 1781 402 2183 -824 216 -608
Attributable to non-controlling interests
Translation differences on foreign operations 1 - 1 -2 - -2
Total other comprehensive income 1782 402 2184 -826 216 -610

' Refers to Epiroc, repatriation to Sweden of Euro-denominated equity and other divested companies.



11.  Earnings pershare
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Amountin SEK

Earnings pershare
—ofwhich continued operations

—ofwhich discontinued operations

Basicearnings pershare Diluted earnings per share

The calculation of earnings per share presented above is based on profits and number of shares as detailed below.

Profit for the year attributable to owners of the parent
Profit for the year
—ofwhich continued operations

—ofwhich discontinued operations

Average number of shares outstanding
Basic weighted average number of shares outstanding
Effect of employee stock options
Diluted weighted average number of shares outstanding

Potentially dilutive instruments

As of December 31,2018, Atlas Copco had five outstanding employee stock
option programs. The exercise price including adjustment for remaining vesting
costs forthe 2017 program exceeded the average share price for series A shares,

12. Intangible assets

2018 2017 2018 2017
87.49 13.72 87.36 13.61
13.45 10.41 13.43 10.31
74.04 3.31 73.93 3.30
2018 2017

106 164 16652

16322 12639

89842 4013

2018 2017

1213475553 1214068643

1777586 1730279

1215253139 1215798922

SEK 291.28 pershare. This program is therefore considered anti-dilutive and not
included in the calculation of diluted earnings per share. If the average share
price, after adjustment with above exceeds the strike price in the future, these
options will be dilutive.

Impairment tests for cash-generating units with goodwill and
for intangible assets with indefinite useful lives

Impairment tests (including sensitivity analyses) are performed as per
September 30 each year.

Currentgoodwill is monitored for internal management purposes at busi-
ness area level. The goodwill has therefore been tested forimpairment at
business area level.

The recoverable amounts of the cash generating units have been calculated
asvalue in use based on management's five-year forecast for net cash flows
where the most significant assumptions are revenues, operating profits, work-
ing capital, and capital expenditures.

Allassumptions for the five-year forecast are estimated individually for each
of the business areas based on their particular market position and the charac-
teristics and development of their end markets. The forecasts represent man-
agement’sassessmentand are based on both externaland internal sources.
The perpetual growth for the period after five yearsis estimated at 3% (3).

The Group's average weighted cost of capital in 2018 was 8% (8) after tax
(approximately 10.5% (10.5) before tax) and has been used in discounting the
cash flows to determine the recoverable amounts. The business areas are all rel-
atively diversified and have similar geographical coverage, similar organization
andstructure and, to alarge extent, an industrial customer base. Specificrisks, if
any, have affected projected cash flows. The same discount rate has therefore
been used forall business areas. All business areas are expected to generate a
return well above the values to be tested, including sensitivity analyses/worst-
case scenarios.

The following table presents the carrying value of goodwill and trademarks
with indefinite useful lives allocated by business area.

Carrying value of goodwill and intangible assets with indefinite useful lives
by cash generating unit:

2018 2017

Trademarks Goodwill  Trademarks Goodwill
Compressor Technique - 4027 - 3633
Vacuum Technique 1915 9776 1781 9066
Industrial Technique - 4782 - 4215
Mining and Rock
Excavation Technique - - - 1508
Power Technique - 832 - 4797
Total 1915 19417 1781 23219

Goodwillintheamountof 4062, previously reported in the business area Power
Technique, was allocated to discontinued operationsin 2018.

The trade names of Edwards and Leybold in the Vacuum Technique business
arearepresentstrong trade names that have been used foralong timein their
industries. Management'sintention is that these trade names will be used for

anindefinite period of time. Apart from the assessment of future customer
demand and the profitability of the business, future marketing strategy deci-
sionsinvolving the trade names, can affect the carrying value of these intangible
assets.

Amortization and impairment of intangible assets are recognized in the
following lineitemsin the income statement:

2018 2017
Internally Internally
generated Acquired generated Acquired
Costofsales 19 32 7 34
Marketing expenses 7 538 4 773

Administrative
expenses 80 69 86 62

Research and
development expenses

Total

380
486

354
993

395
492

475
1344

Impairment charges on intangible assets totaled 40 (418) of which 2 (0) were
classified as Cost of Sales in the income statement, 26 (171) were classified as
research and development expenses, 10 (223) were classified as marketing
expenses, and 2 (24) as administrative expenses. Furthermore there was a rever-
sal ofimpairment charges amounting to 32 (-) classified as marketing expenses.
Of theimpairment charges, 13 (95) were due to capitalized development costs
relating to projects discontinued. Theimpairment charges 2017 related to other
technology and contract based intangibles, trademark and marketing and cus-
tomerrelated intangibles were mainly related to a partial impairment of intan-
gible assets acquired as part of the Henrob acquisition in 2014, which was
related to that certain targets for revenue and growth were not reached.
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12. Intangible assets, continued

Internally generated
intangible assets

Acquiredintangible assets

Product  Othertechnology

Product

Marketingand ~ Othertechnology

2018 development andcontractbased — development Trademark customerrelated and contractbased Goodwill Total
Cost
Opening balance, Jan. 1 6161 1541 81 3370 6198 5514 23256 46121
Discontinued operations -2543 -304 - -125 -293 -629 -5577 -9471
Investments 501 64 5 - - 85 - 655
Business acquisitions - - - 80 176 17 513 886
Divestment of business - - - - -22 -2 -1 -25
Disposals -182 -6 - =51 =52 -36 - -327
Reclassifications -115 -195 105 - -2 185 - -22
Translation differences 101 48 7 207 397 290 1257 2307
Closing balance, Dec. 31 3923 1148 198 3481 6402 5524 19448 40124
Amortization and impairment losses
Opening balance, Jan. 1 3825 948 35 995 2967 2163 37 10970
Discontinued operations -1514 -259 - -66 -220 —-351 -7 -2417
Amortization for the period 358 112 17 103 472 409 - 1471
Impairment charge for the period 13 3 - 1 6 -15 - 8
Divestment of business - - - - -9 -1 - -10
Disposals =179 -6 - =51 -52 -36 - -324
Reclassifications -7 -195 -3 - -2 185 - -22
Translation differences 70 19 -1 47 186 101 1 423
Closing balance, Dec. 31 2566 622 48 1029 3348 2455 31 10099
Carrying amounts
AtlJan. 1 2336 593 46 2375 3231 3351 23219 35151
AtDec. 31 1357 526 150 2452 3054 3069 19417 30025

Internally generated
intangible assets Acquiredintangible assets
Product  Othertechnology Product Marketingand  Othertechnology

2017 development andcontractbased  development Trademark customerrelated and contractbased Goodwill Total
Cost
Opening balance, Jan. 1 5734 1455 101 3543 6531 5726 24146 47 236
Investments 508 132 132 - - 196 - 968
Business acquisitions - - - 19 164 6 187 376
Disposals -46 -36 -6 —-61 -23 -82 - -254
Reclassifications 21 -17 -148 24 -110 -113 =27 -370
Translation differences -56 7 2 -155 -364 -219 -1050 -1835
Closing balance, Dec. 31 6161 1541 81 3370 6198 5514 23256 46121
Amortization and impairment losses
Opening balance, Jan. 1 3300 661 -8 929 2561 1928 37 9408
Amortization for the period 527 117 61 113 486 453 - 1757
Impairment charge for the period 95 189 13 21 194 76 - 588
Disposals -45 -32 -6 —-61 -23 -80 - -247
Reclassifications -43 15 -24 18 -103 -148 - -285
Translation differences -9 -2 -1 -25 -148 -66 - -251
Closing balance, Dec. 31 3825 948 35 995 2967 2163 37 10970
Carrying amounts
AtlJan. 1 2434 794 109 2614 3970 3798 24109 37828
AtDec. 31 2336 593 46 2375 3231 3351 23219 35151

Othertechnology and contract based intangible assets include computer
software, patents, and contract based rights such as licenses and franchise agree-
ments. Allintangible assets other than goodwill and trademarks with indefinite
useful lives are amortized. In 2017, intangible assets of 102, including goodwill,
was reclassified to assets held for sale, see note 3.

Atlas Copco 2018

For information regarding amortization
and impairment principles, see note 1.

See note 2 for information on business
acquisitions.
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Buildings Machineryand Constructionin Rental

2018 andland equipment progressand advances Total equipment
Cost
Opening balance, Jan. 1 6934 14852 752 22538 6455
Discontinued operations -1126 -5063 -218 -6407 -2261
Investments 120 690 941 1751 1062
Business acquisitions 57 52 - 109 72
Divestment of business - -8 - -8 -
Disposals -118 -465 -8 -591 —433
Reclassifications 253 607 -784 76 -33
Translation differences 260 400 23 683 158
Closing balance, Dec. 31 6380 11065 706 18151 5020
Depreciation and impairmentlosses
Opening balance, Jan. 1 2610 10405 - 13015 3521
Discontinued operations —-457 -3678 - -4135 -1046
Depreciation for the period 231 998 - 1229 590
Impairment charge for the period - 22 - 22 3
Divestment of business - -4 - -4 -
Disposals =112 -413 - =525 -398
Reclassifications 19 66 - 85 -27
Translation differences 93 272 - 365 89
Closing balance, Dec. 31 2384 7668 - 10052 2732
Carrying amounts
AtlJan.1 4324 4447 752 9523 2934
AtDec.31 3996 3397 706 8099 2288

Buildings Machineryand Constructionin Rental

2017 andland equipment progress and advances Total equipment
Cost
Openingbalance, Jan. 1 6747 14753 741 22241 6563
Investments 102 779 894 1775 1412
Business acquisitions 2 21 - 23 43
Disposals -148 -827 - -975 -855
Reclassifications 345 388 -864 -131 -396
Translation differences -114 -262 -19 -395 -312
Closing balance, Dec. 31 6934 14852 752 22538 6455
Depreciation and impairment losses
Opening balance, Jan. 1 2509 9939 - 12448 3468
Depreciation for the period 272 1435 - 1707 986
Impairment charge for the period 10 15 - 25 -
Disposals -144 =751 - -895 -548
Reclassifications 6 -79 - -73 -220
Translation differences -43 -154 - -197 -165
Closing balance, Dec. 31 2610 10405 - 13015 3521
Carrying amounts
Atlan.1 4238 4814 741 9793 3095
AtDec. 31 4324 4447 752 9523 2934
In 2017 property plants and equipment of 39 For information regarding
was reclassified to assets held for sale, see note 3. depreciation, see note 1.

Atlas Copco 2018
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14. Investmentsin associated companies and joint ventures

Accumulated capital participation 2018 2017
Opening balance, Jan. 1 212 138
Discontinued operations -94 -
Acquisitions of associated companies - 81
Dividends -2 -2
Profit for the year afterincome tax 5 3" bl S e F R
Translation differences 12 -8 share of each holding represents
. both ownership interest and
Closing balance, Dec. 31 133 212 voting power

" Includes discontinued operations

Summary of financial information for associated Profitfor Group's
companies and joint ventures Country Assets Liabilities Equity Revenues theyear share, %"
2018
Associated companies
Qingdao Qianshao Pneumatic Tool Manufacturing Tech Ltd. China 77 22 55 44 1 25
ReintubeS.L. Spain 6 3 3 8 0 47
Jointventures
Toku-Hanbai Group Japan 414 181 233 730 8 50
2017
Associated companies
Qingdao Qianshao Pneumatic Tool Manufacturing Tech Ltd. China 70 19 51 35 - 25
Shenzen Nectar Engineering & Equipment Co. Ltd.? China 129 61 68 112 4 25
Zhejiang GIA Machinery Manufacturing Co., Ltd. ? China 34 1 33 36 - 49
ReintubeS.L. Spain 7 4 3 " - 47
Mobilaris MCE AB? Sweden 74 29 45 13 -7 34
Joint ventures
Toku-Hanbai Group Japan 369 161 208 850 8 50

2 Associated companyin Epiroc

The above tableis based onthe most recent financial reporting available from associated companies and joint ventures. In 2017 a49% interest in the
Chinese company Zhejiang GIA Machinery Manufacturing Co., Ltd and a 34 % interest in the Swedish company Mobilaris MCE AB were acquired.

15. Otherfinancial assets 16. Inventories
Fair.valuecl)ffinancial instruments under other financial assets corresponds to 2018 2017
their carrying value. .
Raw materials 1591 1527
2018 2017
Work in progress 2569 3948
Non-current
'cu dothersimilar benfi Semi-finished goods 3337 4005
Permon;an ot efr5|m| Iar ehne |tahssets (note 23) 535 588 Finished goods 5221 9330
Fi i tatfai t odl 12 9
inanaia assetatiair value throug Closing balance, Dec. 31 12718 18810
Financial assets at fair value through profit or loss 97 101
Financial assets measured at amortized cost Provisions for obsolescence and other write-downs of inventories recorded
finance lease receivables 3 228 as cost of salesamounted to 510 (640). Reversals of write-downs which
- - : were recognized in earnings totaled 155 (201). Previous write-downs have been
—otherfinancial receivables 29 677 reversed as a result of improved market conditions in certain markets.
Closing balance, Dec. 31 676 1803 Inventories recognized as expense amounted to 40 886 (35 558).
Current
Financial assets at fair value through OCl - 25
Financial assets at fair value through profit orloss - 37
Financial assets measured at amortized cost
—finance lease receivables 1 478
—otherfinancial receivables 101 755
Closing balance, Dec. 31 102 1295

See note 22 on finance leases and note 27 forinformation on credit risk.
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18. Otherreceivables

Fairvalue for trade receivables corresponds to their carrying value.
Trade receivables measured at amortized cost.

2018 2017
Provisions for bad debts, trade
ProvisionsatJan. 1 1017 1103
Discontinued operations -336 -
Business acquisitions and divestments 4 8
Provisions recognized for potential losses 325 575
Amounts used for established losses -180 -295
Release of unnecessary provisions -135 -331
Translation differences 21 -43
Closing balance, Dec. 31 716 1017

Trade receivables of 18 906 (22 853) are reported net of provisions for doubtful
accounts and otherimpairmentsamountingto 716 (1017).
Provisions for doubtful accounts and impairment losses recognized in the
income statement totaled 325 (409).
For credit riskinformation, see note 27.

19. Cash and cash equivalents

Fairvalue of cash and cash equivalents corresponds to their carrying value. Cash
and cash equivalents are measured at amortized cost.

2018 2017
Cash 9978 6613
Cash equivalents 6436 17 883
Closing balance, Dec. 31 16414 24496

During 2018, cash and cash equivalents had an estimated average effective
interest rate of 0.45% (0.46). Estimated average effective interest rate remained
atlow level dueto agenerally low interest environment. The committed, but
unutilized, credit lines were MEUR 1 440 (1 440), which equaled to MSEK 14 816
(14.170).

See note 27 for additional information.

Fairvalue for other receivables corresponds to their carrying value.

2018 2017
Derivatives
—atfairvalue through profitorloss 24 441
—atfairvalue through OCl = 25
Financial assets measured at amortized cost
—otherreceivables 2558 3452
—contractassets 2024 1832
Prepaid expenses 599 757
Closing balance, Dec. 31 5205 6507

Other receivables consist primarily of VAT claims and advances to suppliers.
Contract assets relates mainly to service and construction projects. Impairment
losses recognized on contract assets were insignificant. Prepaid expenses
includeitemssuch asrent, insurance, interest, ITand employee costs.

See note 27 forinformation on the Group's derivatives.

20. Equity
2018 2017

Shares outstanding Ashares Bshares Total Ashares Bshares Total
Opening balance, Jan. 1 839394096 390219008 1229613104 839394096 390219008 1229613104
Splitof shares 2:1 839394096 390219008 1229613104 - - -
1678788192 780438016 2459226208 839394096 390219008 1229613104
Redemption of shares -823 107 846 -389972849 -1213080695 - - -
Redemption of shares held by Atlas Copco -16 286 250 -246 159 -16 532409 - - -
Total number of shares, Dec. 31 839394096 390219008 1229613104 839394096 390219008 1229613104
—ofwhich held by Atlas Copco -16779903 -119159 -16899 062 -15641596 -246 159 -15887 755
Total shares outstanding, Dec. 31 822614193 390099849 1212714042 823752500 389972849 1213725349

At December 31,2018 Atlas Copco AB's share capital amounted to SEK 786 008 190 distributed among
1229613 104 shares, each with a quota value of approximately SEK 0.64 (0.64). Series A shares entitle the
holderto onevoting right and series B shares entitle the holder to one-tenth of a voting right per share.
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20. Equity, continued
Number of shares held by Atlas Copco
Costvalue
AGM AGM AGM AGM affecting equity

Repurchases/ mandate 2018 mandate 2017 mandate 2017 mandate 2016

Divestment of shares 2018 Apr.—Dec. Jan.-Mar. 2017 Apr.—Dec. Jan.-Mar. 2018 2017
Opening balance, Jan. 1 15887755 15146043 3699 3041
Repurchase of Ashares 3000000 1500000 1500000 4510000 1510000 3000000 843 1465
Divestment of Ashares -1861693 -1724672 -137021 -3681788 -2368565 -1313223 —-456 -801
Divestment of Bshares —-127 000 -127000 - -86500 -86500 - -9 -6
Closing balance, Dec. 31 16899062 15887 755 4077 3699
Percentage of shares outstanding 1.4% 1.3%

Atthe Annual General Meeting on April 24,2018, it was decided to spin-off and
distribute the shares of Epiroc AB to the shareholders of Atlas Copco. In June,
the shareholders received one Epirocshare for each of their Atlas Copco shares.
Epiroc ABwas listed on Nasdaq Stockholm onJune 18,2018. For further infor-
mation see note 3.

Atlas Copco has generated significant cash flows in recent years, resultingin a
strong financial position. To adjust the Group's capital structure without jeopar-
dizing the capacity to finance further growth, the 2018 Annual General Meeting
approved aredemption procedure and the following transactions were
performedin 2018:

o Splitof each series A and series B shares into one ordinary share and one
redemption share.

¢ Reduction of the share capital for repayment to the shareholders by way of
redemption of 1229613 104 redemption shares at SEK 8 per share. This corre-
spond to a total distribution of SEK 9 704 644 888 to the shareholders taking
into accountthat 16 532 409 shares were held by Atlas Copco and thus not
eligible forrepayment.

¢ Increase of share capital by MSEK 393 by way of a bonusissue whereby the
Company's non-restricted equity was used.

The 2018 AGM approved a mandate for the Board of Directors to repurchase
and sell series A shares and series B shares on Nasdaq Stockholm in order to fulfill
the obligations under the performance stock option plan. The mandate s valid
untilthe next AGM and allows:

® The purchase of not more than 3300 000 series A shares, whereof a maximum
2300000 may be transferred to personnel stock option holders under the
performance stock option plan 2018.

® The purchase of not more than 70 000 series A shares, later to be sold on the
marketin connection with payment to board members who have opted to
receive synthetic shares as part of their board fee.

e Thesale of not morethan 30000 series A shares to cover costs related to
previously issued synthetic shares to board members.

¢ The sale of maximum 6 200 000 series A and B sharesin order to cover the
obligations under the performance stock option plans 2013,2014 and 2015.

The 2017 AGM approved a mandate for the Board of Directors to repurchase
and sell series A shares and series B shares on Nasdaq Stockholm in order to fulfill
the obligations under the performance stock option plan. The mandate s valid
untilthe next AGM and allows:

® The purchase of not more than 2 950 000 series A shares, whereof a maximum
2900000 may be transferred to personnel stock option holders under the
performance stock option plan 2017.

* The purchase of not more than 70 000 series A shares, later to be sold on the
marketin connection with payment to board members who have opted to
receive synthetic shares as part of their board fee.

* Thesale of not morethan 30000 series A shares to cover costs related to
previously issued synthetic shares to board members.

® Thesale of maximum 5 100 000 series Aand B shares in order to cover the
obligations under the performance stock option plans 2012,2013 and 2014.

Repurchases and sales are subject to market conditions, regulatory restrictions,
andthe capital structure atany given time. During 2018,3 000 000 series A
shares were repurchased while 1861 693 series Asharesand 127 000 series B
shares were divested in accordance with mandates granted by the 2017 and
2018 AGM. Furtherinformation regarding repurchases and sales in accordance
with AGM mandates is presented in the table above. The series A shares are held
for possible delivery under the 2014-2018 personnel stock option programs.

The series Bshares held can be divested over time to cover costs related to the
personnel stock option programs, including social insurance charges, cash
settlements or performance of alternative incentive solutions in countries
where allotment of employee stock optionsis unsuitable. The total number of
shares of series Aand series B held by Atlas Copco is presented in the table
above.

Reserves
Consolidated equity includes certain reserves which are described below:

Hedging reserve
The hedging reserve comprises the effective portion of net changes in fair value
for certain cash flow hedging instruments.

Translation reserve

Thetranslation reserve comprises all exchange differences arising from the
translation of the financial statements of foreign operations, the translation of
intra-group receivables from or liabilities to foreign operations that in substance
are partof the netinvestmentin the foreign operations, as well as from the
translation of liabilities that hedge the company’s net investmentsin foreign
operations.

Non-controlling interest

Non-controlling interestamounts to 47 (84). In connection with the Epirocsplit
two entities, Epiroc Mining India Ltd and GIA Mining Equipment Co became
part of the Epiroc Group. Remaining in the Group are in total five subsidiaries
with non-controlling interest, one of which is Atlas Copco (India) Ltd. The
non-controlling interests are not material to the Group.

Appropriation of profit and dividend of shares in Epiroc

The Board of Directors proposes a dividend of SEK 6.30 (7.00) per share, totaling
SEK7 640098 465 if shares held by the company on December 31,2018 are
excluded.

SEK
Retained earningsincluding reserve for fair value 6674780696
132846746 194

139521526 890

Profit for the year

The Board of Directors proposes that these earnings be
appropriated as follows:

To the shareholders, a dividend of SEK 6.30 per share
To be retained in the business
Total

7640098465
131881428425
139521526 890

The proposed dividend for 2017 of SEK 7.00 per share, as approved by the AGM
on April 24,2018, was accordingly paid by Atlas Copco AB. Total dividend paid
amountedto SEK 8486521 261.

The AGM 2018 approved the mandatory share redemption procedure,
whereby each share was splitinto one ordinary share and one redemption
share. The redemption share was then automatically redeemed at SEK 8.00 per
share, corresponding to a total of MSEK 9 705. Combined with the approved
ordinary dividend, shareholders received MSEK 18 191.

The AGM approved a dividend of shares in Epiroc AB so that the shareholders
in Atlas Copco ABreceived for each A-share held in Atlas Copco AB an Epiroc AB
A-share and for each B-share an Epiroc B-share. The listing of Epiroc AB on
Nasdag Stockholmwas June 18,2018. For furtherinformation see note 3.
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Non-current

Medium Term Note Program MEUR 500
Medium Term Note Program MEUR 500
Medium Term Note Program MEUR 500
Capital market borrowings MUSD 150
Bilateral borrowings EIB MEUR 275
Bilateral borrowings NIBMEUR 200
Bilateral borrowings EIB MEUR 300
Otherbankloans

Less current portion of long-term borrowings

Total non-currentbonds and loans
Financial lease liabilities

Otherfinancial liabilities

Total non-currentborrowings

Current

Current portion of long-term borrowings
Shorttermloans

Financial lease liabilities

Total current borrowings

Closing balance, Dec. 31

Maturity

2019
2023
2026
2019
2019
2024
2022

2018 2017
Repurchased Carrying Carrying

nominalamount amount Fairvalue amount Fairvalue
5145 5170 4920 5080
5130 5604 4903 5434
5137 4997 4912 4779
MUSD 150 = = 1172 1275
MEUR 275 = = 2706 2730
2058 2120 1968 2037
MEUR 100 2058 2078 2953 2989
18 18 30 30
-5154 -5179 -6 -6
14392 14808 23558 24348
10 10 76 76
13 13 1 1
14415 14831 23635 24425
5154 5179 6 6
802 802 1452 1452
10 10 55 55
5966 5991 1513 1513
20381 20822 25148 25938

The difference between carrying value and fair value relates to the measurement method as certain liabilities are reported at amortized cost and not at
fairvalue. Changesininterestrates and credit margins create the difference between fair value and amortized cost. See additional information about
the Group's exposure to interest rate risk and foreign currency risk in note 27.
During 2018 Atlas Copco AB has reduced its external borrowings. In March the MEUR 275 EIB loan was repurchased, in April the outstanding MUSD 142.5
of the MUSD 150 publicbond was repurchased, and in June MEUR 100 of the MEUR 300 EIB loan was repaid as this part of the loan was related to the mining

business which now is Epiroc.

Atlas Copco hasalong-term debt rating of A+ (A) from Standard & Poor’s Corporation and A+ (A) from Fitch Ratings. Other than standard undertakings such
asnegative pledge and paripassu, interest-bearing loans, borrowings and committed credit lines are not subject to any financial covenants.

The Group's back-up facilities are specified in the table below.

Back-up facilities Nominalamount
Commercial papers 2 MSEK 10 116
Credit-line
Credit-line
Equivalentin SEK MSEK 24932

MEUR 640
MEUR 800

Maturity

2020

2021

" Interestis based on market conditions at the time when the facility is utilized.

Maturity is set when the facility is utilized.

2 The maximum amounts available under these programs total MEUR 400 and

MSEK 6 000 corresponding to a total of MSEK 10 116 (9 936).

Utilized

The Group's short-term and long-term borrowings are distributed among
the currencies detailed in the table below.

2018 2017
Local currency Local currency
Currency (millions) MSEK % (millions) MSEK %
EUR 1912 19677 96 2305 22679 91
SEK = = = 26 26 0
usD 12 108 1 164 1348
Other = 596 3 - 1095 4
Total 20381 100 25148 100

The following table shows the maturity structure of the Group's borrowings
andincludes the effect of interest rate swaps.

Carrying

Maturity Fixed Floating " amount Fairvalue
2019 5145 821 5966 5991
2020 - 12 12 12
2021 - 3 3 3
2022 - 2059 2059 2078
2023 5130 - 5130 5604
2024 - 2058 2058 2120
2025 - - - -
2026 5137 - 5137 4997
2027 and after - 16 16 17
Total 15412 4969 20381 20822

! Floating interestin the table is borrowings with fixings shorter or equal to six months.
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21. Borrowings, continued

Non-current

Non-currentbonds and loans 23558 -19 -5020 - 17 5 797 214 -5160 14392
Financial lease liabilities 76 -62 -16 5 10 - - - -3 10
Otherfinancial liabilities 1 0 -1 - - 13 - 0 0 13
Total non-current 23635 -81 -5037 5 27 18 797 214 -5163 14415
Current

Current portion of long term

borrowings 6 -1 -14 - 0 - - 1 5162 5154
Shortterm loans 1281 -659 148 - 1 -2 - 24 -1 802
Financial lease liability 55 -41 -18 9 5 - - 2 -2 10
Total current 1342 -701 116 9 16 -2 - 27 5159 5966
Total 24977 -782 -4921 14 43 16 797 241 -4 20381

Non-current

Non-currentbonds and loans 23048 - -4 - 4 5 492 15 -2 23558
Financial lease liabilities 100 - -40 30 - - - -7 -7 76
Other financial liabilities - - -1 - 2 - - - - 1
Total non-current 23148 - -45 30 6 5 492 8 -9 23635
Current

Current portion of long term

borrowings 43 - -34 - - - - -5 2 6
Shortterm loans 1461 - -137 - 32 -8 - -67 - 1281
Financial lease liability 70 - -44 26 - - - -4 7 55
Total current 1574 - =215 26 32 -8 - -76 9 1342
Total 24722 - -260 56 38 -3 492 -68 0 24977

Cash flow from financing activities also includes net “Settlement of CSA” (Credit Support Annex) of MSEK—181 (972) which isnot included in the table above.
In December 2018, the financial liability related to CSA amounted to MSEK 0 (171).
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Operating leases - lessee

The leasing costs of assets under operating leasesamounted to 1 190 (1 038),
and are derived primarily from rented premises, machinery, computer and office
equipment. Operating leasing contracts for office and factory facilities typically
runfora period of 10to 15 years. Foralimited number of operating leasing con-
tracts, purchase and renewal options exist for machinery and renewal options
exist for premises. The total leasing cost includes minimum lease payments of
1188 (1 007), contingentrent of 17 (33), and sublease payments received of -15
(=2). Future payments for non-cancelable operating leasing contracts fall due as
follows:

2018 2017
Lessthan oneyear 1078 718
Between one and five years 2131 1494
More than five years 263 274
Total 3472 2486

Thetotal of future minimum sublease payments expected to be received
was—34 (-55).

Operating leases - lessor

Atlas Copco has equipment which isleased to customers under operating
leases. Future payments for non-cancelable operating leasing contracts fall due
asfollows:

2018 2017
Lessthanoneyear 79 83
Between one and five years 89 42
More than five years 10 4
Total 178 129
Contingentrentrecognized asincome amounted to 6 (23).
Finance leases - lessee
Assets utilized under finance leases Machingryand lRentaI
equipment equipment
Carryingamounts, Jan. 1,2018 55 5
Carryingamounts, Dec.31,2018 31 2
Carryingamounts, Jan. 1,2017 132 72
Carryingamounts, Dec. 31,2017 55 5

Future payments for assets held under finance leases as lessee will fall due as follows:

Leasing cost under operating leases — Lessee

Sublease payment
expected to be
received 34 (55)

Sublease payments
received 15 (2)

Minimum lease
payments 1188 (1007)

Contingent rent
17 (33)

Assets utilized under finance leases
are comprised primarily of vehicles.
For a limited number of finance leasing
contracts, both purchase and renewal
options exist.

2018 2017
Minimum lease Minimum lease
payments Interest Principal payments Interest Principal
Lessthan oneyear 1 1 10 60 5 55
Between one and five years " 1 10 78 6 72
More than five years - - - 5 1 4
Total 22 2 20 143 12 131

Finance lease - Lessor

Finance lease receivablesamountsto 4 (906). The 2017 balance was almost exclusively related to the Customer Finance businessin discontinued

operations.
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23. Employee benefits

Post-employment benefits

Atlas Copco provides post-employment defined benefits pensions and other
long-term employee benefitsin most of its major locations. The most significant
countriesin terms of size of plans are Belgium, Canada, Germany, Sweden, the
United Kingdom and the United States. Some plans are funded in advance with
certain assets or funds held separately from the Group for future benefit pay-
mentobligations. Other plans are unfunded and the benefits from those plans
are paid by the Group as they fall due.

The plansin Belgium cover early retirement, jubilee, and termination indem-
nityand are all unfunded.

In Canada, Atlas Copco provides a pension plan and a supplemental retire-
ment pension benefit plan for executives. Both plans are funded. There are also
two unfunded plans, a post-retirement benefit plan and a post-employment
plan.

The German plansinclude those for pensions, early retirements and jubilee.
The plansare funded.

There are three defined benefit pension plansin Sweden. The ITP planisa
final salary pension plan covering the majority of white-collar employeesin
Sweden. Atlas Copco finances the benefits through a pension foundation. The
second plan relates to a group of employees earning more than tenincome base
amounts that has opted out from the ITP plan. This planisinsured. The third
defined benefit pension plan relates to former senior employees now retired. In
Sweden, in addition to benefits relating to retirement pensions, Atlas Copco has
obligations for family pensions for many of the Swedish employees, which are
fundedthrough athird-partyinsurer, Alecta. This planisaccounted forasa
defined contribution plan as sufficientinformation is not available for calculat-
ing the net pension obligation.

Inthe United Kingdom, thereis a final salary pension plan. This plan is
funded. In 2010, the plan was converted to a defined contribution plan for
future services.

Inthe United States, Atlas Copco provides a pension plan, a post-retirement
medical plan, and a number of supplemental retirement pension benefits for
executives. The pension planis funded while the other plans are unfunded.

The Group identifies a number of risks in investments of pension plan assets.
The mainrisks are interest rate risk, market risk, counterparty risk, liquidity
and inflation risk, and currency risk. The Group is working on a regular basis to
handle the risks and has along-terminvestment horizon. The investment port-
folio should be diversified, which means that multiple asset classes, markets and
issuersshould be utilized. An asset liability management assessment should be
conducted periodically. The study should include a number of elements. The
mostimportantelements are, the duration of the assets and the timing of liabili-
ties, the expected return of the assets, the expected development of liabilities,
the forecasted cash flows and the impact of a shiftin interest rates on the
obligation.

The net obligations for post-employment benefits and other long-term
employee benefits have been recordedin the balance sheet as follows:

2018 2017
Financial assets (note 15) -535 -588
Post-employment benefits 2837 3034
Other provisions (note 25) 84 121
Closing balance, net 2386 2567

The tables below show the Group's obligations for post-employment benefits and other long-term employee benefits, the assumptions used to determine these
obligations and the assets relating to these obligations for employee benefits, as well as the amounts recognized in the income statement and the balance sheet.
The netamount recognized in balance sheetamountedto 2 386 (2 567). The weighted average duration of the obligationis 14.5 (15.6) years.

Post-employment benefits

2018
Presentvalue of defined benefit obligations
Fairvalue of plan assets
Present value of netobligations
Effect of asset ceiling
Otherlong-term service obligations

Netamountrecognized in balance sheet

2017

Presentvalue of defined benefit obligations
Fairvalue of plan assets

Present value of net obligations
Otherlong-term service obligations
Netamountrecognized in balance sheet
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Funded Unfunded Other Other
pension plans pension plan fundedplans  unfunded plans Total
9602 1199 76 176 11053
-8656 - 75 - -8731
946 1199 1 176 2322
42 - - - 42
- - 22 - 22
988 1199 23 176 2386

Funded Unfunded Other Other
pension plans pension plan fundedplans  unfunded plans Total
9011 3006 91 227 12335
-9696 - -90 - -9786
-685 3006 1 227 2549
- - 18 - 18
-685 3006 19 227 2567
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Plan assets consist 2018
of the following:
Quoted Unquoted
marketprice market price Total 2017

Debtinstruments 3844 - 3844 4177
Equity instruments 584 - 584 1078
Property 334 298 632 944
Assets held by insurance
companies 243 695 938 942
Cash 718 = 718 1070
Investment funds 1442 - 1442 1257
Derivatives -18 - -18 3
Others 591 - 591 315
Closing balance, Dec 31 7738 993 8731 9786

Movementin plan assets 2018 2017
Fairvalue of plan assetsatJan 1 9786 8911
Discontinued operations -1149 -
Interestincome 208 240
Remeasurement—return on plan assets -355 269
Settlements -50 -217
Employer contributions 188 1088
Plan members contributions 22 27
Administrative expenses -14 =17
Benefit paid by the plan -352 -393
Reclassifications 138 =21
Translation differences 309 -101
Fair value of plan assets, Dec 31 8731 9786
The plan assets are allocated among the

following geographicareas: 2018 2017
Europe 6709 7708
North America 1506 1552
Rest of the world 516 526
Total 8731 9786

Asset ceiling 2018 2017
Asset ceilingatJan. 1 - -
Remeasurements—asset ceiling 41 -
Translation difference 1 -
Asset ceiling, Dec. 31 42 -

Movementin present value of the

obligations for defined benefits 2018 2017
Defined benefit obligationsatJan. 1 12335 12445
Discontinued operations -1338 -
Currentservice cost 345 421
Pastservice cost 41 -60
Gain/loss on settlement - -2
Interest expense (+) 248 294
Actuarial gains (-)/ losses (+) arising from

experience adjustments 29 81
Actuarial gains (-)/ losses (+) arising from financial

assumptions -407 194
Actuarial gains (-)/ losses (+) arising from

demographicassumptions -165 -110
Settlements -51 =217
Benefits paid from plan or company assets -586 -637
Reclassifications 165 10
Translation differences 437 -84
Defined benefit obligations, Dec. 31 11053 12335

For continuing operations remeasurements recognized in other comprehensive
income amountsto-149 (-55)and 2 (8) in profitand loss. The Group expects to
pay 304 (349) in contributions to defined benefit plansin 2019.

MSEK
10 000
The defined benefit
obligations for employee
benefits are comprised 8000
of plans in the following
geographic areas: 6000
M Europe
North America 4000
Rest of the world
2000
2018 2017
Expenses recognized in the income statement 2018 2017
Currentservice cost 345 360
Past service cost 41 -42
Gain/ loss on settlements - -2
Netinterest cost 40 50
Employee contribution/ participant contribution -23 -26
Remeasurement of other long-term benefits 2 8
Administrative expenses 13 16
Total 418 364

The total benefit expense for defined benefit plans amounted to 418 (364),
whereof 379 (314) has been charged to operating expenses and 40 (50) to
financial expenses. Expenses related to defined contribution plans amounted
to 743 (651).

Principal actuarial assumptions at the balance sheet

date (expressed as weighted averages in %) 2018 2017
Discountrate

Europe 2.24 1.99
North America 3.28 2.99
Future salary increases

Europe 1.69 1.77
North America 1.34 1.71
Medical cost trend rate

North America 7.01 6.81

The Group hasidentified discount rate, future salary increases, and mortality as
the primary actuarial assumptions for determining defined benefit obligations.
Changesinthose actuarial assumptions affect the present value of the net obli-
gation. The discount rate is determined by reference to marketyields at the bal-
ance sheet date using, if available, high quality corporate bonds (AAA or AA)
matching the duration of the pension obligations. In countries where corporate
bonds are not available, government bonds are used to determine the discount
rate.In Swedeninline with prioryears, mortgage bonds are used for determin-
ing the discountrate.

Atlas Copco’s mortality assumptions are set by country, based onthe most
recent mortality studies thatare available. Where possible, generational mor-
tality assumptions are used, meaning that they include expected improvements
in life expectancy over time.

Thetable below shows the sensitivity analysis for discount rate and increase
in life expectancy and describes the potential effect on the present value of the
defined pension obligation.

North
Sensitivity analysis Europe America
Changeindiscountrate+0.50% -634 78
Changeindiscountrate—0.50% 717 93
Increasein life expectancy, +1 year 186 6
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23. Employee benefits, continued

Share value based incentive programs

In2014-2017, the Annual General Meeting decided on performance-based per-
sonnel stock option programs based on a proposal from the Board onan option

program for the respective years. In 2018, the Annual General Meeting decided

on a performance based personnel stock option program for 2018 similar to the
2014-2017 programs.

Option programs 2014-2018

Atthe Annual General Meeting 2014-2018 respectively, it was decided to
implement performance related personnel stock option programs. The decision
to grant options was made in April each year and the options were issued in
March the following year (issue date). The number of optionsissued each pro-
gramyear depended on the value creation in the Group, measured as Economic
Value Added (EVA), for the respective program year. For the 2018 option pro-
gram, the number of options varies on alinear basis within a preset EVA interval.
Thessize of the planand the limits of the interval have been established by the
Board and have been approved by the Annual General Meeting and are com-
patible with the long-term business plan of the Group.

In connection to theissue, the exercise price was calculated as 110% of the
average trading price for series A shares during a ten-day period following the
date of the publishing of the fourth quarter report. The options were issued
without compensation paid by the employee and the options remain the prop-
erty of the employee only to the extent that they are exercisable at the time
employmentis terminated. The 2014-2015 programs have a term of five years
from the grantdate whereas the 2016-2018 programs have a term of seven
years. The optionsin the 2014-2018 programs are not transferable and become
exercisable at 100% three years after grant.

The 2014-2018 programs include a requirement for senior executives (31in
total) to purchase Atlas Copco A shares for 10% of their gross base salary in
orderto be granted options. Alower amount of investment will reduce the
number of options proportionately. Further, senior executives who have
invested in Atlas Copco A shares will have the option to purchase one matching
share per each share purchased at a price equal to 75% of the average trading

The Black-Scholes model is used to calculate the fair value of the options/SARs in
the programs atissue date. For the programsin 2017 and 2018, the fair value of
the options/SARs was based on the following assumptions:

2018 Program 2017 Program
Financialincome and expenses (Dec.31,2018) (atissue date)
Expected exercise price SEK 228/1567" SEK 390/266 "2
Expected volatility 30% 30%
Expected options life (years) 4.6 4.4
Expected share price SEK 207.60 SEK 356.70
Expected dividend (growth) SEK 7.0 (6%) SEK 7.0 (6%)
Risk free interest rate 1.0% 1.0%
Expected average grantvalue SEK 27.80/49.40 SEK 64.20/108.40
Maximum number of options 29150272 2814434
—of which forfeited 49585 127375
Number of matching shares 41616 27044
" Matching shares for senior executives. 2 Actual.

3 Adjusted for the effect of the distribution of Epiroc.

The expected volatility has been determined by analyzing the historic develop-
ment of the Atlas Copco A share price as well as other shares on the stock
market.

When determining the expected option life, assumptions have been
made regarding the expected exercising behavior of different categories of
optionees.

Forthe stock optionsinthe 2014-2018 programs, the fair value is recognized as
an expense over the following vesting periods:
Program

Vesting period Exercise period

price for series Ashares during a ten day period following the date of the pub- Stock options ffom w0 From To
lishing of the fourth quarter report. This right applies from three years after 2014 May 2014 April 2017 May 2017 April 2019
grantuntil the expiration of the stock option program. 2015 May 2015 April 2018 May 2018 April 2020
. The Board had the r|ghtlto demdetomplementan alternative incentive solu- 2016 May 2016 April 2019 May 2019 April 2023
tion (SARs) for key personsin such countries where the grant of personnel
options was not feasible. 2017 May 2017 April 2020 May 2020 April 2024
Inthe 2014-2018 programs, the options may, on request by an optioneein 2018 May 2018 April 2021 May 2021 April 2025
Sweden, be settled by the Company paying cash equal to the excess of the clos-
ing price of the shares over the exercise price on the exercise day, less any admin- Forthe 2018 program, a new valuation of the fair value has been made
istrative fees. Due to this choice of settlement by the Swedish employees, these and will be made at each reporting date until the issue date.
options are classified for accounting purposes as cash-settled in accordance
with IFRS 2.
Timeline 2018 option plan
Annual Information Seniorexecutives’ Exercise Issue of
General Meeting ofgrant owninvestments price set options Plan expires
Vesting period Options and matching shares exercisable
I I I I I
Apr.2018 May 2018 Nov. 2018 Feb.2019 Mar. 2019 May 1,2021 April 30,2025
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For SARs and the options classified as cash-settled, the fair value is recognized as
an expense over the same vesting period; the fair value is, however, remeasured
ateachreporting date and changesin the fair value after the end of the vesting
period continue to be recognized as a personnel expense.

Inaccordance with IFRS 2, the expense in 2018 for all share-based incentive
programs, including discontinued operations but excluding social costs,
amountedto 73 (503) of which 101 (143) refers to equity-settled options. The

Summary of share value based incentive programs

Additional Additional
numberof numberof
options, options,
Initial n umber Initial number redemption distribution of
Program of employees of options 2018 Epiroc2018
Stock options
2012 248 3522144 - -
2013 250 - - -
2014 263 3751402 86427 1262785
2015 254 2522760 58052 849237
2016 256 5353473 123436 1802322
2017 262 2240632 51655 754245
Matching shares
2012 28 43286 - -
2013 28 44704 - -
2014 28 39191 892 13176
2015 29 38531 873 12953
2016 27 30209 685 10154
2017 34 27044 611 9088
Share appreciation rights
2012 56 720806 - -
2013 58 - - -
2014 59 745866 17176 251065
2015 64 550225 12652 185219
2016 64 1166828 26894 392828
2017 61 446427 10291 150276
Number of options/rights 2018
Additional
numberof
options,
redemptionand Options
Outstanding distributionof  distributed to
Program Jan.1 Epiroc Epiroc Exercised
Stock options
20147 1468053 339038 194755 420840
20152 2361644 433820 324053 1022873
20162 5265388 1470778 1211745 -
20174 2240632 635207 511402 -
Matching shares
2013 14081 - - 14081
2014 23704 4456 787 12141
2015 33013 7558 2163 13998
2016 30209 9941 2731 -
2017 27044 7828 5694 -
Share appreciationrights
2014 360672 69 188 88949 153609
2015 533607 111036 77 145 207 451
2016 1149211 329254 218378 -
2017 446427 121629 103102 -

related costs for social security contributions are accounted for in accordance
with the statement from the Swedish Financial Reporting Board (UFR 7) and are

classified as personnel expenses.

Inthe balance sheet, the provision for share appreciation rights and stock
options classified as cash-settled as of December 31 amounted to 120 (417).
Atlas Copcoshares are held by the Parent Company in order to cover commit-
ments underthe programs 2014-2018, see also note 20.

Expiration Exercise
date price, SEK
Apr.30,17 195.32
N/a N/a
Apr.30,19 199.66
Apr. 30,20 14414
Apr.30,23 230.18
Apr. 30,24 286.81
Apr.30,17 132.82
Apr.30,18 128.91
Apr.30, 19 136.46
Apr. 30,20 98.54
Apr. 30,23 157.38
Apr. 30,24 195.62
Apr.30, 17 195.32
N/a N/a
Apr.30, 19 199.66
Apr. 30,20 14414
Apr. 30,23 230.18
Apr.30,24 286.81

Expired/ Outstanding
forfeited Dec.31

- 1191496
25118 1423420
169889 5354532
36692 2327745

- 15232

- 24410
1202 36217
950 28228

- 187302
- 360047
83548 1176539
34150 430804

Type of
share

A
N/a

> > > >

> > > > > >

>

N/a

> > > >

—ofwhich
exercisable

1191496
1423420

15232
24410

187302
360047

Fairvalue
ongrantdate

28.30

N/a
52.90
33.90
66.70
64.20

52.30
58.00
96.30
63.20
106.20
108.40

Timeto
expiration,
inmonths

16
28
40

16
28
40

16
28
40

Allnumbers have been adjusted for the effect of the distribution of Epiroc and the redemptionsin 2015 and 2018 in line with the method

used by Nasdaq Stockholm to adjust exchange-traded options contracts.

" Of which 302 315 have been accounted for as cash settled.
2 Of which 267 151 have been accounted for as cash settled.
3 Of which 1338642 have been accounted foras cash settled.
4 Ofwhich 447 311 have been accounted for as cash settled.

Intrinsicvalue
forvested SARs

15.18

10.84
66.36

Average stock
price forexercised
options, SEK

339
338

325
341
308

324
306
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23. Employee benefits, continued

Number of options/rights 2017

Timeto Average stock
Outstanding Expired/ Outstanding —ofwhich expiration, price for exercised
Program Jan.1 Granted Exercised forfeited Dec.31 exercisable inmonths options, SEK
Stock options
2012 1199518 - 1199518 - - - - 299
2014 3484737 - 1901762 114922 1468053 1468053 16 345
2015 2497204 - - 135560 2361644 - 28 -
2016 5353473 - - 88085 5265388 - 40 -
2017 - 2240632 - - 2240632 - 52 -
Matching shares
2012 20441 - 20441 - - - - 298
2013 29681 - 15600 - 14081 14081 4 319
2014 33412 - 7240 2468 23704 23704 16 342
2015 37297 - - 4284 33013 - 28 -
2016 30209 - - - 30209 - 40 -
2017 - 27044 - - 27044 - 52 -
Share appreciationrights
2012 147 351 - 147054 297 - - - 299
2014 733445 - 372773 - 360672 360672 16 342
2015 541916 - - 8309 533607 - 28 -
2016 1166828 - - 17617 114921 - 40 -
2017 - 446427 - - 446427 - 52 -

Allnumbers have been adjusted for the effect of the distribution of Epiroc and the redemptionsin 2015 and 2018 in line with the method
used by Nasdaq Stockholm to adjust exchange-traded options contracts.

24, Otherliabilities

Fair value of other liabilities corresponds to carrying value.

For continuing operations, the amounts included in contract liabilities at the

Other current liabilities 2018 2017 o i i

o beginning of the year have been recognized as revenue during the year except
Derivatives for467 (470). The main reason for revenues not recognized during the year is
—atfairvalue through profitand loss 24 179 thatthey are related to performance obligations that will be performedin
—atfairvalue through OCl 8 - future periods.

Asof end of 2018 transaction price allocated to remaining performance obli-

Otherfinandial liabilities gationsis 11 283 and the majority will be recognized as revenue over the next 3

—other liabilities 2028 2963 years. The transaction price does not include consideration thatis constrained.
—accrued expenses 6826 8134

Prepaid income other 27 38

Contract liabilities

—Advances from customers 2734 3427

—Deferred revenues construction contracts 477 311

—Deferred revenues service contracts 1535 1350

Closing balance, Dec 31 13659 16 402

Accrued expensesinclude items such as social costs, vacation pay liability,
accrued interest, and accrued operational expenses.
See note 27 forinformation onthe Group's derivatives.
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Financial exposure and principles

25. Provisions 27. for control of financial risks

Product Restruc- Capital management
2018 warranty turing Other Total Atlas Copco defines capital as borrowings and equity, which at December 31
Opening balance, Jan. 1 1280 438 1655 3373 totaled MSEK 62 853 (85 749). The Group's policy is to have a capital structure to

maintain investor, creditor and market confidence and to support future devel-

Discontinued operations —201 -4 —294 —549 opment of the business. The Board's decision is that the annual dividend shall
During the year correspond to about 50% of earnings per share. In recent years, the Board has
—provisions made 788 55 457 1300 also proposed, and the Annual General Meeting has approved, distributions of
_provisions used _674 169 51 1364 excess” equity to the shareholders through share redemptions and share
= repurchases.
—provisions reversed -164 -13 -153 -330 There are no external capital requirementsimposed on the Group.
Discounting effect - - -1 -1
Business acquisitions 3 - - 3 EARNINGS AND 25 SEK
Reclassification - 1 -1 - DISTRIBUTION
Translation differences 54 15 1 80 FER SHARE 20
Closing balance, Dec. 31 1086 273 1153 2512 15 15.00
Dividend and redempti
pershare SEK 1200
Non-current 180 25 705 910 meamordnayemssek 10— 220 e H T EHE
Current 906 248 448 1602 Earnings per share, SEK
5
Total 1086 273 1153 2512 M Ordinarydividend
pershare, SEK
Product . 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018*
2017 warranty turing Other Total *Proposed by the Board of Directors and the first year after the
. distribution of Epiroc AB, continuing operations.
Opening balance, Jan. 1 1359 480 1397 3236
During theyear . L
. 4 p , 5 Financial risks
—provisionsmade 86 14 1190 194 The Groupis exposed to various financial risks in its operations.
—provisions used -776 -151 -687 -1614 These financial risks include:
—provisions reversed -135 -4 -215 -391 * Funding and liquidity risk o Interest rate risk
Business acquisitions 2 - 6 8 e Currency risk e Creditrisk
Reclassification -3 1 3 1 e Othermarketand price risks
Translation differences -29 7 -39 -61 . . . . o .
. The Board of Directors establishes the overall financial policies and monitors
Closing balance, Dec. 31 1280 438 1655 3373

compliance to the policies. The Group's Financial Risk Management Committee
(FRMC) manages the Group's financial risks within the mandate given by the
Non-current 185 65 1097 1347 Board of Directors. The members of the FRMCare the CEO, CFO, Group Trea-
surer,and Head of Business Control, Financial Solutions. The FRMC meets on

Current 1095 373 558 2026 . e .
aquarterly basis or more often if circumstances require.
Total 1280 438 1655 3373 Financial Solutions has the operational responsibility for financial risk man-
agementin the Group. Financial Solutions manages and controls financial risk
Maturity Product Restruc- exposures, ensures that appropriate financing isin place throughloans and
2018 warranty turing Other Total committed credit facilities, and manages the Group's liquidity.
Lessthan oneyear 906 248 448 1602
Between one and five years 173 14 500 687
More than five years 7 " 205 223 BOARD OF DIRECTORS Polici
olicies
Total 1086 273 1153 2512 ATLAS COPCO AB

Other provisions consist primarily of amounts related to share-based payments ‘
including social fees, other long-term employee benefits (see note 23), and envi-
ronmental remediation obligations.

Financial Risk Management

Committee (FRMC) Decisions
: kil Execution
26. Assets pledged and contingent liabilities Financial Solutions o
monitoring
Assets pledged for debts to credit
institutions and other commitments 2018 2017
Inventory and property, plantand equipment 74 46 e ‘ e mmmmmmmnd ‘ o ‘
Endowmentinsurances 164 146 i Financial Solutions : i Financial Solutions : i Financial Solutions 3
; ' Asia and Pacific, | | Europe MiddleEast | :  NorthAmericaand |
Otherreceivables 62 52 ' China || andAfrica,Sweden | | SouthAmerica, US.A |
Total 300 244
Contingent liabilities 2018 2017 Funding and liquidity risk
Notes discounted 3 13 Funding risk is the risk that the Group does not have access to adequate
Sureties and other contingent liabilities 389 223 f{nancmg on acceptabletermsatanygwenlpomt|nt|me. Liquidity riskis the
risk that the Group does not have access to its funds, when needed, due to
Total 392 236

poor marketliquidity.

Sureties and other contingent liabilities relate primarily to pension commit-
mentsand commitments related to customer claims and various legal matters.

Atlas Copco 2018 103
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27.

Financial exposure and principles for control of financial risks, continued

Group funding risk policy

The Group's funding risk policy refers to Atlas Copco AB and Atlas Copco Air-

power n.v. as external borrowings mainly are held in these entities.

® The Group should maintain minimum MSEK 8 000 committed credit facilities
to meetoperational, strategicand rating objectives. Actualamount atyear-
endwas MEUR 1440 (1 440) which corresponds to MSEK 14816 (14 170).

* The average tenor (i.e. time to maturity) of the Group's external debt shall be
atleast3years. Actual average tenor atyear-end was 4.3 years (4.7).

¢ Nomore than MSEK 8 000 of the Group's external debt may mature within
the next 12 months. In 2019 MSEK 5 145 is maturing (0).

e Adequate funding at subsidiary level shall at all times be in place.

Status atyear-end

As per December 31, there were no deviations from the Group funding risk pol-
icy. Cash and cash equivalents amounted to MSEK16 414 (24 496). The overall
liquidity of the Group is strong considering the maturity profile of the external
borrowings, the balance of cash and cash equivalent as of year-end, and avail-
able back-up credit facilities from banks. Please refer to note 21 forinformation
on utilized borrowings, maturity, and back-up facilities.

The following table shows maturity structure of the Group's financial liabili-
ties. The figures shown are contractual undiscounted cash flows based on con-
tracted date, when the Group is liable to pay, including both interest and nomi-
nalamounts. The short-term assets are well matched with the short-term liabili-
tiesin terms of maturity. Furthermore, the Group has back-up facilities of MSEK
14816 with maturity 2020 and 2021 to secure liquidity.

Financial instruments Uptolyear 1-3years 4-5years Over5years
Liabilities
Liabilities to creditinstitutions 312 375 7547 7307
Otherfinancial liabilities - 4 5 4
Other liabilities - 68 68 -
Non-current financial
liabilities 312 447 7620 7311
Liabilities to creditinstitutions 817 - - -
Current portion of interest-
bearing liabilities 5154 - - -
Derivatives 32 - - -
Otheraccrued expenses 6826 - - -
Trade payables 12529 - - -
Otherliabilities 2028 - - -
Current financial liabilities 27386 - - -
Financial liabilities 27698 447 7620 7311

Derivatives classified as assets at fair value through OCl amounted to MSEK O
(25) and derivatives classified as liabilities at fair value through OCl amounted to
MSEK 8 (89). Other derivatives are classified as fair value through profit orloss.

Interest rate risk
Interest raterisk is the risk that the Group is negatively affected by changes
intheinterestratelevels.

Group interest rate risk policy

Theinterest rate risk policy states that the average duration (i.e. period for which
interestrates are fixed) should be a minimum of 6 monthsand a

maximum of 48 months.

Status atyear-end

The Group usesinterest rate swap agreements to a limited extent to convert
intereston loans. In March 2018, the Group made an early repayment of the
MEUR 275 EIBloan. At the same time, three interest rate swaps that used to
hedge the loan were closed to a cost of MSEK-72, booked in profitorloss. As
per December 31, there were no interest rate swaps in the Group. For more
information about the Group's borrowings, see note 21.

Including the effect of derivatives, the effective interest rate and interest dura-
tion of the Group's borrowings at year-end was 1.6% (2.0) and 38 months (41)
respectively. Excluding derivatives, the Group's effective interest rate was 1.6%
(1.7) and the average interest duration was 38 months (39).

2018 2017

Outstanding derivative
instruments related to
interest rate risk

Nominal
amount

Nominal

Fairvalue amount Fairvalue

Interest rate swaps,
cash flow hedge

Assets - - - -
Liabilities - —  MSEK89 MEUR275

Thefollowing tables show the estimated effect, in MSEK, of a parallel upward
and downward shift of one percentage point (100 basis points) in all interest
rateson externalloans and oninterest rate swaps hedging the loans.

Thefirst table shows the estimated effect on the profitand loss before taxes.
76% (74) of the Groups loan portfolio have fixed interest rates. The interest costs
fortheseloans are not affected by a movementin marketinterest rates. The sim-
ulationis based on the assumption that interest onloans cannot be negative.
Forallthe interest rate swaps, cash flow hedge accounting is applied with no
impact on earnings as changes in fair value affect other comprehensive income.

The second table shows the fair value effect onloans and interest rate swaps
reported at fairvalue. All loans as of December 31,2018 are reported atamor-
tized costand are therefore not affected by changesin interest rate levels.

2018 2017

Interest sensitivity,

earnings Earningsimpact Earningsimpact
Marketinterestrate +1% -41 -49
Marketinterestrate—1% 10 10
2018 2017
Interest sensitivity, Earnings Earnings
fairvalue impact odcl impact odl
Marketinterestrate +1% - - - 41
Marketinterestrate—1% - - - -42
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27. Financial exposure and principles for control of financial risks, continued

Currency risk

The Group is presentin various geographical markets and undertakes trans-
actions denominated in foreign currencies andis consequently exposed to
exchange rate fluctuations. This affects both transaction exposure (cash flow)
and translation exposure (balance sheet). These two exposures are explained
separately below.

Transaction exposure

Group currency risk policy

Transaction exposure risk is the risk that profitability is negatively affected by

changesin exchangerates, affecting cash flows in foreign currencies in the

operations. Due to the Group's presence in various markets, there are inflows

and outflows in different currencies. As a normal part of business, net surpluses
ordeficitsin specific currencies merge. The values of these net positions fluctu-
ate subjectto changesin currency rates and, thus, render transaction exposure.

The following describes the Group’s general policies for managing transaction

exposure:

e Exposures shall be reduced by matching in and outflows of the same
currencies.

e Business area and divisional management are responsible for maintaining
readiness to adjust their operations (price and cost) to compensate for adverse
currency movements.

¢ Based onthe assumption that hedging does not have any significant effect on
the Group'slong-term result, the policy recommends to leave transaction
exposures unhedged onan ongoing basis. In general, business areas and divi-
sionsshall not hedge currency risks. Hedging can, however, be motivated in
case of long-term contracts where there is no possibility to adjust the contract
price or the associated costs. Financial transaction exposure is fully hedged.

* The FRMCdecides if parts of the transaction exposure shall be hedged. Trans-
actions shall qualify for hedge accounting in accordance with IFRS and hedg-
ing beyond 18 monthsis not allowed.

Status atyearend

The Group has continued to manage transaction exposures primarily by match-
ingin-andoutflows inthe same currencies. A part of the transaction exposure
has after FRMC decision been hedged with derivative instruments. The net
nominal amounts of the derivative instruments are shownin the table.

GRAPH 1 Estimated operational transaction exposure in the Group’s
most important currencies 2018

2018 B Transaction exposure

MSEK
20000

15000
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5000
- I -
-5000 I
-10000

-15000
AUD CAD CZK EUR GBP INR KRW NOK PLN RUB SEK THB USD Other

Outstanding derivative
instruments related to
transaction exposure

Foreign exchange forwards

2018
Nominalamount, netin
transaction currency

2017
Nominalamount, netin
transaction currency

AUD - -6
EUR 2 9
GBP 88 46
JPY 20 -
NOK -18 -25
SEK = 39
usb -113 -65

Out ofthe netnominalamountsin the table the largest cross is GBP/USD and
with nominalamounts of MGBP 88/MUSD -113. Out of the outstanding
amounts, 100% is maturing within one year. No hedging beyond 18 months

isin place.

Inthe table below, fair value for all outstanding derivative instruments
related to transaction exposure is shown.

Outstanding derivative instruments 2018 2017
related to transaction exposure Fairvalue Fairvalue
Foreign exchange forwards
Assets 1 35
Liabilities 8 0

Thelargest operational surplus and deficit currencies are shown in Graph 1.
The amounts presented in Graph 1 represent estimates of the Group's net
exchangeable amountsin different currencies. Estimates are based on the
Group'sintercompany payments and on payment flows from customers and to
suppliersin the mostsignificant currencies. The operational transaction expo-
surein MSEKis—4 670 (=11 794 ) and is calculated as the net operational cash
flow exposure.

Thefollowing table indicates the effect on the Group’s pretax earnings, of a
five percentage points weakening or strengthening of the SEK against all other
currencies based on the transaction exposure.

Transaction exposure sensitivity 2018 2017"
SEK exchangerate +5% -234 -
SEK exchange rate-5% 234 -

) The exposure has changed significantly since the split of Epiroc, therefore there are
no adequate comparison figures for 2017.

Thetable below indicates the effect on the Group’s pretax earnings that one-
sided fluctuationsin USD and EUR exchange rates may have. The indication is
based on the assumptions that no hedging transactions have been undertaken,
and before any impact of offsetting price adjustments or similar measures. The
sensitivity analysisis based on the operational transaction exposure for 2018.

Transaction exposure sensitivity 2018 2017
USD Currency rate +1% 134 142
USD Currency rate—1% -134 -142
EUR Currency rate +1% 79 -117
EUR Currency rate-1% 79 17
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27.

Financial exposure and principles for control of financial risks, continued

Translation exposure
Group currency risk policy
Translation exposure risk is the risk that the value of the Group's netinvestments
inforeign currenciesis negatively affected by changesin exchange rates. The
Group's worldwide presence creates a currency effect since the financial state-
ments of entities with functional currencies other than SEK are translated to SEK
when preparing the consolidated financial statements. The net exposure in
each currency represents the net of assets and liabilities denominated in that
currency. The effect of currency rate fluctuations on these net positions is the
translation effect.
The following describes the Group’s general policies for managing transla-
tion exposure:
¢ Translation exposure should be reduced by matching assets and liabilities in
the same currencies.
¢ The FRMC may decide to hedge part or all of the remaining translation expo-
sure. Any hedge of translation exposure shall qualify for hedge accounting in
accordance with IFRS.

Status atyearend

The Group uses loans to reduce the translation exposure on netinvestmentsin

EURin the consolidated financial statements and to reduce the exchange rate

risk related to net assetsin subsidiaries. These instruments are designated as net

investment hedgesin the consolidated financial statements.
Thefinancialinstruments shown in the table below are used to hedge

EUR-denominated netassets.

Outstanding 2018 2017

financial instruments

related to translation Nominal Nominal
exposure Fairvalue amount Fairvalue amount
External loans

LoansinEUR" MSEK -2488 MEUR 1700 MSEK-2602 MEUR1775

" Inthe balance sheet, loans designated as netinvestment hedges arereported at
amortized costand not at fair value.

The Group's loan portfoliois also exposed to movementin currency rates. How-
ever,theimpactonthe netincome would be limited as a majority of all of the
Group’s loans are designated as hedges of netinvestments and the effectis
accounted forin other comprehensive income. Loans not designated as net
investment hedges affect netincome. These loans are hedged with FX-forward
contracts, also affecting netincome. The impact of a 1% movementinthe EUR/
SEK rate would affect other comprehensive income with MSEK 137 (136) (see
alsonote 1, Accounting principles, Financial assets and liabilities).

Graph 2 indicates the Group's sensitivity to currency translation effects when
earnings of foreign subsidiaries are translated. The graph indicates for example
thatthe translation effect on the Group’s pretax earnings would be —187 (-195)
if SEK is strengthened by 1%. A 1% SEK weakening would affect the Group's pre-
taxearnings by 187 (195).

Credit risk

Creditrisk can be divided into operational and financial credit risk. These risks
are described furtherin the following sections. The table below shows the total
credit risk exposure related to assets classified as financial instruments as per
December 31.

Creditrisk 2018 2017
Receivables atamortized cost

—tradereceivables 18998 22936
—finance lease receivables 4 906
—otherfinancial receivables 130 1432
—otherreceivables 2233 3166
—contractassets 2024 1955
—cashand cash equivalents 16414 24496
Financial assets at fair value through OCl 12 34
Financial assets at fair value through profit or loss 97 138
Derivatives 24 466
Total 39936 55529

Operational credit risk

Group creditrisk policy

Operational creditrisk is the risk that the Group’s customers do not meet their
payment obligations. The Group's operational credit risk policy is that business
areas, divisions and individual business units are responsible for the commercial
risks arising from their operations. The operational credit risk is measured as the
netaggregate value of receivables on a customer.

Status at yearend

Since the Group's sales are dispersed among many customers, of whom no
single customer represents a significant share of the Group’s commercial risk,
the monitoring of commercial credit risks is primarily done at the business area,
divisional or business unit level. Each business unitis required to have

an approved commercial risk policy.

GRAPH 2
Translation effect on earnings before tax

Change in exchange rate SEK, %
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Financial exposure and principles for control of financial risks, continued

Provision for credit risks

The business units establish provisions for their expected creditlosses in respect
of trade and otherreceivables. The IFRS 9 expected credit loss (ECL) model is for-
ward looking and a loss allowance is recognized when there is an exposure to
creditrisk. For assets such as trade receivables, lease receivables, contract assets
and certain other financial receivables, the simplified model is applied. The main
component of this provision are specificloss provisions corresponding to indi-
vidually significant exposures as well as historical loss rates in combination with
forward looking considerations. Lease receivables, certain other financial
receivables and cash and cash equivalents areimpaired by a rating method,
where ECL is measured by the product of the probability of default, loss given
default, and exposure at default. Atyear-end 2018, the provision for bad debt
amountedto 3.6% (4.3) of gross total customer receivables. The following table
presents the gross value of trade receivables, both currentand non-current, by
maturity together with the related impairment provisions.

2018 2017
Tradereceivables Gross  Impairment Gross  Impairment
Not pastdue 13904 16 16264 10
Pastdue but not
individually impaired
0-30days 2569 - 3776 -
31-60days 961 - 1012 -
61-90 days 506 - 542 -
More than 90 days 1546 - 1860 -
Pastdue and
individually impaired
0-30days 63 1 238 13
31-60days 22 2 23 5
61-90 days 12 3 7 3
More than 90 days 131 118 222 191
Collective impairment - 576 - 795
Total 19714 716 23944 1017

The total estimated fair value of collateral for trade receivables amounted to 59
(389). The collateral mainly consisted of repossession rights and export credit
insurance. Based on historical default statistics and the diversified
customer base, the credit risk is assessed to be limited.

The grossamount of finance lease receivables amounted to 11 (954), of which
6 (48) have been impaired, and the gross amount of other financial receivables
amountedto 131 (1 520), of which 1 (88) have been impaired.
There are nosignificantamounts past due that have not beenimpaired. The
total estimated fair value of collateral for finance lease receivables and other
finance receivableswas 0 (534) and 0 (1 031) respectively, consisting primarily of
repossession rights. The finance lease receivables and other financial receiv-
ables have changed significantly since the split of the Group. Comparison fig-
uresfor 2017 include discontinued operations and the connected Customer
Finance operation.

Financial credit risk

Group creditrisk policy

Creditrisk onfinancial transactionsis the risk that the Group incurs losses as a
result of non-payment by counterparts related to the Group’sinvestments,
bank deposits or derivative transactions. The financial credit risk is measured
differently depending ontransaction type.

Investment transactions

Efficient cash management systems should be maintained in order to minimize
excess cashin operations where it cannot be invested or used to reduce inter-
est-bearing debt. Cash may only be invested if at least one of the credit ratings
(asrated by Standard & Poor’s, Fitch Ratings or Moody's) of the approved coun-
terpartorunderlyinginvestmentis A-/A3 or higher in case of financial counter-
partiesand funds, and BBB-/Baa3 or higherin case of non-financial counterpar-
ties. Investmentsin structured financial products are not allowed, unless
approved by the FRMC. Furthermore, counterparty exposure, tenor and liquid-
ity of the investment are considered before any investmentis made. A list of
each approved counterpart and its maximum exposure limitis maintained and
monitored.

Derivative transactions

As part of the Group’s management of financial risks, the Group entersinto
derivative transactions with financial counterparts. Such transactions may only
be undertaken with approved counterparts for which credit limits are estab-
lished and with which ISDA (International Swaps and Derivatives Association)
master agreements and CSA (Credit Support Annex) agreements are in force.
Derivative transactions may only be entered into by Atlas Copco Financial Solu-
tions orin rare cases by another entity, but only with approval from the Group
Treasurer. Atlas Copco primarily uses derivatives as hedging instruments and the
policy allows only standardized (as opposed to structured) derivatives.

Status atyear-end

Atyear-end 2018, the measured credit risk on derivatives, taking into account

the mark-to-market value and collaterals, amounted to MSEK 56 (101).
Thetable below presents the reported value of the Group's derivatives.

Outstanding derivative instruments related to

financial exposures 2018 2017
Interest rate swaps
Assets - -
Liabilities - 89
Foreign exchange forwards
Assets 23 431
Liabilities 24 179

Outstanding derivative instruments

related to operational exposures 2018 2017
Assets 1 35
Liabilities 8 0

No financial assets or liabilities are offsetin the balance sheet. Derivative instru-
ments are subject to master netting agreements and the fair values of deriva-
tives that are not offsetin the balance sheet are 24 (466) for assetsand 32 (268)
forliabilities. The table below shows derivatives covered by master netting
agreements.

Outstanding net position for derivative instruments

Master
Offset Net netting Cash Net
Gross inBS inBS agreement collateral  position
Assets
Derivatives 24 - 24 -24 0 0
Liabilities
Derivatives 32 - 32 -24 -62 -54

The negative net position in liabilities is due to that exchange of security is done
on aweekly basis.
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27. Financial exposure and principles for control of financial risks, continued

Other market and price risks

Commodity-priceriskis the risk that the cost of direct and indirect materials
couldincrease as underlying commodity prices rise in global markets. The Group
isdirectlyand indirectly exposed to raw material price fluctuations. Cost
increases for raw materials and components often coincide with strong
end-customer demand and are compensated for by increased market prices.
Therefore, the Group does not hedge commodity-price risks.

Fair value of financial instruments

In Atlas Copco’s balance sheet, financial instruments are carried at fair value or
atamortized cost. The fair value is established according to a fair value hierarchy.
The hierarchy levels should reflect the extent to which fair value is based on
observable market data or own assumptions. Below is a description of each level
and valuation methods used for each financial instrument.

Level 1

Inthe Level 1 method, fair valueis based on quoted (unadjusted) prices in active
markets foridentical assets or liabilities. A market is considered as active if
quoted prices from an exchange, broker, industry group, pricing service, or
supervisory body are readily and regularly available and those prices represent
actual and regularly occurring market transactionsatarm’s length.

Level 2

Inthe Level 2 method, fair value is based on models that utilize observable data
forthe assetorliability other than the quoted pricesincluded within Level 1 that
are observable for the asset or liability, either directly (i.e. as prices) orindirectly
(i.e. derived from prices). Such observable data may be market interest rates and
yield curves.

Level 3
Inthe Level 3 method, fair value is based on a valuation model, whereby signifi-
cantinputis based on unobservable market data.

Valuation methods

Derivatives

Fairvalues of forward exchange contracts are calculated based on prevailing
markets. Interest rate swaps are valued based on market rates and present value
of future cash flows. Discounted cash flow models are used for the valuation.

Interest-bearing liabilities
Fairvalues are calculated based on market rates and present value of future
cash flows.

Finance leases and other financial receivables
Fairvalues are calculated based on market rates for similar contracts and
presentvalue of future cash flows.

The Group’s financial instruments by level
The carrying value for the Group's financial instruments corresponds to fair
valuein all categories except for borrowings. See note 21 for additional infor-
mation about the Group's borrowings.

The following table includes financial instruments at their fair value and by
category.

Financial instruments by

In other liabilities, MSEK 99 (69) relate to contingent considerations for acquisitions. The fair value of these liabilities
hasbeen calculated based on the expected outcome of the targets set outin the contracts, given a discount rate of

10.5%. Forinformation about changes due to acquisitions, see note 2.

Reconciliation of financial liabilities Opening Business

in Level 3 (MSEK) balance acquisitions Settlement
Deferred considerations 2018 69 53 =27
Currency rates used in the financial statements Value Code
Australia 1 AUD
Canada 1 CAD
China 1 CNY
EU 1 EUR
Hong Kong 100 HKD
United Kingdom 1 GBP
U.S.A. 1 usD
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fair value hierarchy Fairvalue Level 1 Level 2 Level 3
Financial assets 141 97 44 -
Otherreceivables 93 - 93 -
Non-current
financial assets 234 97 137 -
Trade receivables 18906 - 18906 -
Financial assets 102 - 102 -
Otherreceivables 2233 - 2233 -
Derivatives 24 - 24 -
Contract assets 2024 - 2024 -
Current financial assets 23289 - 23289 -
Financial assets 23523 97 23426 -
Borrowings 14808 10592 4216 -
Otherfinancial liabilities 23 - 23 -
Derivatives - - - -
Other liabilities 136 - 54 82
Non-currentfinancial
liabilities 14967 10592 4293 82
Borrowings 5981 5179 802 -
Derivatives 32 - 32 -
Otheraccrued expenses 6826 - 6826 -
Trade payables 12529 - 12529 -
Other liabilities 2028 - 2011 17
Current financial liabilities 27 396 5179 22200 17
Financial liabilities 42363 15771 26493 929

Profit/loss related to

Closing liabilitiesincluded in

Interest Remeasurement  Translation balance closing balance

7 -6 3 929 -1
Year-end rate Average rate

2018 2017 2018 2017

6.33 6.42 6.49 6.53

6.59 6.56 6.70 6.57

1.31 1.26 1.31 1.26

10.29 9.84 10.26 9.63

114.61 105.24 110.95 109.69

11.36 11.09 11.57 11.03

8.98 8.22 8.70 8.55
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29. Subsequentevents

Relationships

The Group has related party relationships with the Company’s largest share-
holder, its associates, joint ventures and with its Board members and Group
Management. The Company'’s largest shareholder, Investor AB, controls
approximately 22 % (22) of the voting rights in Atlas Copco.

The subsidiaries that are directly owned by the Parent Company are pre-
sentedin note A21 to the financial statements of the Parent Company. Holding
companies and operating subsidiaries are listed in note A22. Information about
associated companies and joint venturesis found in note 14. Information about
Board members and Group Managementis presented on pages 56-59.

In 2017 Atlas Copco sold a portfolio of financing and leasing contracts,
related to customer financing, to the Group’s German pension trust fora
consideration of MSEK 737 resulting in a capital gain of 2. The consideration is
onmarket terms. This transaction was accounted for within discontinued
operations.

Transactions and outstanding balances
The Group has not had any transactions with Investor AB during the
year, other than dividends declared and has no outstanding balances with
Investor AB.

Investor AB has controlling or significant influence in companies with
which Atlas Copco may have transactions within the normal course of
business. Any such transactions are made on commercial terms.

Transactions with associated companies and joint ventures
The Group sold various products and purchased goods through certain
associated companies and joint ventures on terms generally similar to those
prevailing with unrelated parties.

The following table summarizes the Group's related party transactions
with its associates and joint ventures:

2018 2017
Revenues 42 23
Goods purchased 24 21
Service purchased 39 37
AtDec, 31:
Tradereceivables
Trade payables 10

Compensation to key management personnel
Compensation to the Board and to Group Managementis disclosed in note 5.

OnFebruary 14 2019, the General Court of the European Union annulled the
European Commission’s decision of January 11,2016 that certain Belgian tax rul-
ings granted to multinationals with regard to “Excess Profit” shall be considered
asillegal state aid. The 2016 decision, which Atlas Copco appealed, concerned
theyears 2010-2015. As communicated earlier, Atlas Copco paid the amount

to cover the potential liability, in total MEUR 313 (MSEK 2 952), to the Belgian
Government to avoid further interest charges. The Commission can appeal the
decision to the European Court of Justice within approximately two months
fromthe date of the annulment.
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Financial statements,
Parent Company

Income statement Balance sheet
Forthe year ended December 31, As atDecember 31,
Amounts in MSEK Note 2018 2017 Amounts in MSEK Note 2018 2017
Administrative expenses A2 -499 -722 ASSETS
Other operatingincome A3 110 157 Non-current assets
Other operating expenses A3 -22 -312 Intangible assets A7 21 26
Operating loss -411 -877 Tangible assets A8 43 48
Financialincome A4 156 133 44408 Financial assets
Financial expenses Ad -26343 -1244 Deferredtax assets A9 53 80
Profit after financial items 129379 42287 Sharesin Group companies A10,A21 208602 150490
Appropriations A5 3490 6603 Otherfinancial assets AN 201 179
Profit before tax 132869 483890 Total non-currentassets 208920 150823
Income tax A6 -22 -805 Current assets
Profit for the year 132847 48085 Income tax receivables - 19
Otherreceivables A12 13682 9600
Cash and cash equivalents A13 5906 17548
Total currentassets 19588 27167
Statement of comprehensive income TOTAL ASSETS 228508 177990
Forthe year ended December 31,
Amountsin MSEK Note 2018 2017 EQUITY
Profit for the year 132847 48085 Restricted equity
Other comprehensive income Share capital 786 786
Items that may be reclassified Legalreserve 4999 4999
subsequently to profitor loss Total restricted equity 5785 5785
Translation of netinvestment -1922 - Non-restricted equity
Cash flow hedges = 38 Reserve forfairvalue -1180 684
'rre‘il(;'l‘s‘f;:g relating to items that may be . g Retainedearnings 7854 26408
Other comprehensive income Profit for the year 132847 48085
forthe year, net of tax -1864 30 Total non-restricted equity 139521 75177
Total comprehensive income TOTALEQUITY 145306 80962
fortheyear 130983 48115
PROVISIONS
Post-employment benefits A15 171 154
Other provisions A16 183 548
Total provisions 354 702
LIABILITIES
Non-current liabilities
Borrowings A17 17025 55450
Other liabilities - 90
Total non-current liabilities 17 025 55540

Current liabilities

Borrowings A17 65360 39743
Taxliabilities 25 -
Other liabilities A18 438 1043
Total current liabilities 65823 40786
TOTALEQUITY AND LIABILITIES 228508 177 990

1 1 O Atlas Copco 2018
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Statement of changes in equity

Reserve for
Number fairvalue
MSEK unless of shares Share Legal —translation Retained
otherwise stated outstanding capital reserve reserve earnings Total
Opening balance, Jan. 1,2018 1213725349 786 4999 684 74493 80962
Total comprehensive income for the year -1864 132847 130983
Ordinary dividend -8487 -8487
Distribution of Epiroc AB -48237 -48237
Redemption of shares -393 -9311 -9704
Increase of share capital through bonus issue 393 -393 -
Acquisition series A shares -3000000 -843 -843
Divestmentseries Ashares 1861693 620 620
Divestment series Bshares 127000 25 25
Share-based payment, equity settled
—expense during the year 101 101
—exercise of options -114 -114
Closing balance, Dec. 31,2018 1212714042 786 4999 -1180 140701 145306
Opening balance, Jan. 1,2017 1214467061 786 4999 654 34924 41363
Total comprehensive income for the year 30 48085 48115
Dividends -8252 -8252
Acquisition series A shares -4510000 -1465 -1465
Divestmentseries Ashares 3681788 1202 1202
Divestment series Bshares 86500 27 27
Share-based payment, equity settled
—expense during the year 143 143
—exercise of options =171 -171
Closing balance, Dec. 31,2017 1213725349 786 4999 684 74493 80962
See note A14 for additional information.
Statement of cash flows
For the year ended December 31, For the year ended December 31,
Amounts in MSEK 2018 2017 Amounts in MSEK 2018 2017
Cash flows from operating activities Cash flow from investing activities
Operatingloss -41 -877 Investmentsin tangible assets -3 -10
Adjustments for: Investmentsinintangible assets 0 2
Depreciation 13 1 Investments in subsidiaries -1048 1225
Capital gain/loss and other non-cash items -4 353 -8258 Repayments/investmentsin financial assets -5 -3
Operating cash deficit -4751 -9124 Net cash from investing activities -1056 1214
Net financial items received 64127 10797 Cash flow from financing activities
Group contributions received 6603 5031 Dividends paid -18191 -8252
Taxes paid 32 -766 Repurchase and divestment of own shares -198 -236
Cash flow before change in working capital 66011 5938 Changeininterest-bearing liabilities -50614 15360
Changein Net cash from financing activities -69003 6872
Operating receivables -7 656 -3943 Net cash flow for the year -11642 9383
Operating liabilities 62 -698 Cashand cash equivalents, Jan. 1 17548 8165
Change in working capital -7594 -4641 Net cash flow for the year -11642 9383

Net cash from operating activities 58417 1297 Cash and cash equivalents, Dec. 31 5906 17548
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Notes to the Parent Company

financial statements

MSEK unless otherwise stated

A1l. Significant accounting principles

Atlas Copco AB s the ultimate Parent Company of the Atlas Copco Group and is
headquarteredin Nacka, Sweden. Its operationsinclude administrative func-
tions, holding company functions as well as parts of Atlas Copco Financial Solu-
tions (Treasury).

The financial statements of Atlas Copco AB have been prepared in accordance
with the Swedish Annual Accounts Act and the recommendation RFR 2,
“Accounting for Legal Entities”, hereafter referred to as “RFR 2", issued by the
Swedish Financial Reporting Board. In accordance with RFR 2, parent companies
thatissue consolidated financial statements according to International Financial
Reporting Standards (IFRS), as endorsed by the European Union, shall present
their financial statementsin accordance with IFRS, to the extent these account-
ing principles comply with the Swedish Annual Accounts Actand may use
exemptions from IFRS provided by RFR 2 due to Swedish accounting or tax legis-
lation.

The financial statements are presented in Swedish krona (SEK), rounded to
the nearest million. The parent company’s accounting principles have been con-
sistently applied to all periods presented unless otherwise stated. The financial
statements are prepared using the same accounting principles as described in
note 1inthe Group's consolidated financial statements, except for those dis-
closed inthe following sections.

Fordiscussion regarding accounting estimates and judgments, see page 74.

Subsidiaries
Participations in subsidiaries are accounted for by the Parent Company at histor-
ical cost. The carrying amounts of participationsin subsidiaries are reviewed for
impairmentin accordance with IAS 36, Impairment of Assets. See the Group's
accounting policies, Impairment of financial assets, for further details.
Transaction costsincurred in connection with a business combination are
accounted for by the Parent Company as part of the acquisition costs and are
notexpensed.

Lease contracts
Alllease contracts entered into by the Parent Company are accounted for as
operating leases.

Employee benefits

Defined benefit plans

Defined benefit plans are not accounted forin accordance with IAS 19.1n

the Parent Company defined benefit plans are accounted for according to the
Swedish law regarding pensions, “Tryggandelagen” and regulationsissued by
the Swedish Financial Supervisory Board. The primary differences as compared
toIAS 19 are the way discount rates are fixed, that the calculation of defined
benefitobligationsis based on currentsalary levels, without consideration of
future salaryincreases and that all actuarial gains and losses are included in
profitorlossasthey occur.

Share-based payments

The share-based payments that the Parent Company has granted to employees
inthe Parent Company are accounted for using the same principle as described
innote 1inthe Group’s consolidated financial statements.

The share-based payments that the Parent Company has granted to employ-
eesin subsidiaries are notaccounted for as an employee expense in the Parent
Company, butare recognized against Shares in Group companies. This vesting
costisaccrued over the same period as in the Group and with a corresponding
increase in equity for equity-settled programs and as a change in liabilities for
cash-settled programs.

Atlas Copco 2018

Financial guarantees

Financial guaranteesissued by the Parent Company for the benefit of subsidiar-
iesare notvalued according to IFRS 9. They are reported as contingent liabilities,
unlessitbecomes probable that the guarantees will lead to payments. In such
case, provisions will be recorded.

Hedge accounting

Interest-bearing liabilities denominated in other currencies than SEK, used to
hedge currency exposure frominvestmentsin shares of foreign subsidiaries are
nottranslated using the foreign exchange rates on the reporting date, but mea-
sured based on the exchange rate the day that the hedging relation was estab-
lished.

Derivatives used to hedge investmentsin shares in foreign subsidiaries are
recognized at fair value and changes therein are recognized in profit or loss. The
corresponding fair value change on shares in subsidiaries is recognized in profit
orloss, as fairvalue hedge accountingis applied.

Group and shareholders’ contributions

In Sweden, Group contributions are deductible for tax purposes but sharehold-
ers’ contributions are not. Group contributions are recognized as appropria-
tionsintheincome statement. Shareholders’ contributions are recognized asan
increase of Shares in Group companies and tested forimpairment.
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Average number of employees

2018 2017
Women Men Total  Women Men Total
Sweden 62 37 99 61 40 101
Women in Atlas Copco Board and Management, % Dec. 31, Dec. 31,
2018 2017
Board of Directors excl. union representatives 33 33
Group Management 22 30
Salaries and other remuneration
2018 2017
Board members Board members
and Group Other and Group Other
Management employees  Management" employees
Sweden 33 96 143 106
of which variable
compensation 16 18

" Includes 8 (8) Board members who receive fees from Atlas Copco AB as well as the Presi-
dentand CEO and 6 (6) members of Group Management who are employed by and receive
salary and other remuneration from the Company.

Forinformation regarding remuneration and other fees formembers of the
Board, the Presidentand CEO, and other members of Group Management, see
note 5 of the consolidated financial statements.

Pension benefits and other social costs 2018 2017
Contractual pension benefits for Board members

and Group Management 10 10
Contractual pension benefits for other employees 20 20
Othersocial costs 47 97
Total 77 127
Pension obligations to former members of

Group Management 5 5

Remunerations to auditors
Audit fees and consultancy fees for advice or assistance other than audit, were
asfollows:

2018 2017
Deloitte
—auditfee 5 6
—auditactivities other than audit assignment 2 1
—otherservices, tax - 2
—otherservices, other 10 12
Total 17 21

Audit fee refers to audit of the financial statements and the accounting records.
Forthe Parent Company the auditalso includes the administration of the busi-
ness by the Board of Directors, the Presidentand CEO.

Audit activities other than the audit assignment refer for example to comfort
letters and the limited assurance reporton Atlas Copco's sustainability report.

Tax servicesinclude both tax consultancy services and tax compliance
services.

Otherservices essentially comprise consultancy services, such as consultancy
services related to the preparation of the split of the Group.

Atthe Annual General Meeting 2018, Deloitte was elected as auditor for the
Group up andincluding the Annual General Meeting 2019.

A3. Otheroperating income and expense

Pension benefits and other social costs 2018 2017
Commissions received 110 157
Other operatingincome 0 -
Total other operating income 110 157
Exchange-rate differences, net -1 -2
Otheroperating expense =21 -310
Total other operating expense -22 -312

Otheroperating expense, 21 MSEK, essentially comprise costs associated with
the split of the Group.

A4. Financial income and expenses

Financial income and expenses 2018 2017
Interestincome
—cashand cash equivalents 1 1
—receivables from Group companies 244 416
Dividend income from Group companies 144929 16362
Capital gain 8999 27593
Foreign exchange gain, net 1950 36
Financialincome 156 133 44408
Interestexpense
—borrowings -460 -466
—derivatives -109 -384
—liabilities to Group companies -195 -303
Changeinfairvalue
—otherliabilities -160 -42
Impairment loss
—writedown of sharesin Group Companies -25419 -49
Financial expenses -26343 -1244
Financial income, net 129790 43164
The following table presents the net gain or loss by category of financial
instruments.

2018 2017

Netgain/loss on
—loansandreceivables, incl. bank deposits 2045 an
—other liabilities -655 -769
—derivatives -109 -384
Profit from shares in Group companies 128509 43906
Total 129790 43164

Profit from shares in Group companies mainly refers to dividend income from
subsidiaries and capital gains from transfer of shares in subsidiaries which are
related tointernal restructurings. These transactions are eliminated in the
Group accounts since they areinternal. For furtherinformation about the
hedges, see note 27 of the consolidated financial statements.
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A5. Appropriations

Appropriations 2018 2017
Group contributions paid 0 -4
Group contributions received 3490 6607
Total 3490 6603
A6. Income tax A7. Intangible assets
2018 2017 Capitalized expenditures for
Currenttax =12 -819 S P
Deferredtax -10 14 2018 2017
Total 22 805 Accumulated cost
Openingbalance, Jan. 1 67 69
Profit before taxes 132869 agggp ~ nvestments 0 =
. Closing balance, Dec. 31 67 67
The Swedish corporate tax rate, % 22.0 22.0 L
- - Accumulated depreciation
National tax based on profit before taxes -29231 -10756 .
Opening balance, Jan. 1 41 37
Tax effects of:
- Depreciation for the year 5 4
Non-deductible expenses -3197 -38 .
- Closing balance, Dec. 31 46 a1
Taxexemptincome 31884 9657 .
; : : Carrying amount
Deductible expenses, notrecognizedin -
Income statement 462 282 Opening balance, Jan. 1 26 32
Withholding tax on sale of shares = -35 Closing balance, Dec. 31 21 26
Changeintaxrate, deferred tax -2 -
Controlled foreign company taxation -31 -16
Adjustments from prior years 93 101
Total =22 -805
Effective taxin % 0.02 1.6
The Parent Company’s effective tax rate of 0.02% (1.6) is primarily affected by
non-taxable income such as dividends from Group companies.
A8. Property, plantand equipment
2018 2017
Buildings Machinery Buildings Machinery
andland andequipment Total andland andequipment Total
Accumulated cost
Opening balance, Jan. 1 45 57 102 40 52 92
Investments 1 2 3 5 5 10
Closing balance, Dec. 31 46 59 105 45 57 102
Accumulated depreciation
Opening balance, Jan. 1 9 45 54 8 39 47
Depreciation for the year 2 6 8 1 6 7
Closing balance, Dec. 31 1 51 62 9 45 54
Carrying amount
Opening balance, Jan. 1 36 12 48 32 13 45
Closing balance, Dec. 31 35 8 43 36 12 48
The assetBuildings and land relates toimprovementsin leased properties. 2018 2017
Depreciationis accounted for under administrative expenses in the Income
Statement. Lessthanoneyear 61 59
The leasing costs for assets under operating leases, such as rented premises, Between one and five years 237 212
cars and office equipment are reported among administrative expenses and More than five years 3 50
amountedto 60 (60). Future payments for non-cancelable leasing contracts Total 301 321

amountedto 301 (321) and fall due as follows:

1 14 Atlas Copco 2018
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A12. Otherreceivables

2018 2017
Liabi- Net Liabi- Net
Assets lities  balance  Assets lities  balance
Fixed assets 0 - 0 1 - 1
Post-employment
benefits 41 - 41 37 - 37
Other provisions 12 - 12 25 - 25
Non-current liabilities - - - 17 - 17
Total 53 - 53 80 - 80
The following reconciles the net balance of deferred taxes at the beginning
of theyeartothatatthe end of the year:
2018 2017
Netbalance, Jan. 1 80 74
Charges to other comprehensive income -17 -8
Chargesto profitfor the year -10 14
Net balance, Dec. 31 53 80
A10. Sharesin Group companies
2018 2017
Accumulated cost
Opening balance, Jan. 1 152080 112138
Investments 183790 28817
Netinvestment hedge 2008 1217
Shareholders’ contribution 114702 48426
Divestments -216969 -38518
Closing balance, Dec. 31 235611 152080
Accumulated write-up
Opening balance, Jan. 1 600 600
Closing balance, Dec. 31 600 600
Accumulated write-down
Opening balance, Jan. 1 -2190 2141
Write-down -25419 -49
Closing balance, Dec. 31 -27609 -2190
Total 208602 150490
For furtherinformation about Group companies, see note A21.
A11. Other financial assets
2018 2017
Endowmentinsurances 164 146
Financial assets measured atamortized cost
—otherfinancial receivables 37 33
Closing balance, Dec. 31 201 179

Endowmentinsurances relate to defined contribution pension plansand are

pledged to the pension beneficiary (see note A15and A20).

2018 2017
Receivables from Group companies 13556 90M
Derivatives
—atfairvalue through profit or loss 5 441
—atfairvalue through OCl - 25
Financial assets classified asamortized cost
—otherreceivables 82 74
Prepaid expenses and accrued income 39 49
Closing balance, Dec. 31 13682 9600
Otherreceivables of 82 (74) mainly refers to CSA (Credit Support Annex)
agreements used to limit the credit risk on derivative transactions.
A13. Cash and cash equivalents

2018 2017
Cashand cash equivalents measured at
amortized cost
—cash 271 508
—cash equivalents 5635 17 040
Closing balance, Dec. 31 5906 17548

The Parent Company’s guaranteed, but unutilized, credit lines equaled to 6 585

(6298).

A14. Equity

Forinformation on share transactions and mandates approved by the Annual
General Meeting and proposed dividend for 2018, see note 20 in the consoli-

dated financial statements.

Reserves

The Parent Company'’s equity includes certain reserves which are described as

follows:

Legal reserve

Thelegal reserveisa partof the restricted equity and is not available for distribu-

tion.

Reserve for fair value — Translation reserve

The reserve comprises translation of intragroup receivables from or liabilities to
foreign operations thatin substance are part of the netinvestmentin the for-
eign operations, as well as cash flow hedges to convertvariable interest rates to

fixed interest rates.

Atlas Copco 2018
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A15. Post-employment benefits

Opening balance, Jan. 1 146 8 154 134 8 142
Provision made 20 - 20 14 - 14
Provision used =2 = =5 -2 0 -2
Closing balance, Dec. 31 164 7 171 146 8 154

The Parent Company has endowmentinsurances of 164 (146) relating to defined contribution pension plans. The insurances are recognized as other
financial assets, and pledged to the pension beneficiary.

Description of defined benefit pension plans

The Parent Company has three defined benefit pension plans. The ITP planis a final salary pension plan covering the majority of salaried employeesin
Atlas Copco AB which benefits are secured through the Atlas Copco pension trust. The second plan relates to a group of employees earning more than
10income base amounts who have opted out fromthe ITP plan. This planisinsured. The third plan relates to retired former senior employees.

These pension arrangements are provided for.

Defined benefit obligations 141 7 148 138 8 146
Fairvalue of plan assets -369 - -369 -362 - -362
Presentvalue of net obligations -228 7 =221 -224 8 -216
Notrecognized surplus 228 = 228 224 - 224
Netamountrecognized in balance sheet 0 7 7 - 8 8
Defined benefitobligationsatJan. 1 138 8 146 137 8 145
Service cost 5 = 5 6 - 6
Interestexpense 5 - 5 4 - 4
Benefits paid from plan -7 -1 -8 -9 0 -9
Defined benefit obligations at Dec. 31 141 7 148 138 8 146
Fairvalue of plan assetsatJan. 1 362 - 362 327 - 327
Returnon plan assets 7 = 7 35 - 35
Fair value of plan assets at Dec. 31 369 - 369 362 - 362
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A15. Post-employment benefits, continued A16. Other provisions

2018 2017 2018 2017

Pension commitments provided Opening balance, Jan. 1 548 271
forinthe balance sheet

During the year

Costs excluding interest 20 20

—provisions made -217 444
Total 20 20 —provisions used -148 -167
_Pension commitments provided for through Closing balance, Dec. 31 183 548
insurance contracts
Service cost 21 19 Other provisions include primarily provisions for costs related to employee
Total 21 19 option programs accounted forin accordance with IFRS 2 and UFR 7.
Net cost for pensions, excluding taxes a1 39
Special employer’s contribution 10 10
Total 51 49

Pension expenses excluding taxes for the year, included within administrative
expenses amounted to 41 (39) of which the Board members and Group
Management 10 (10) and others 39 (29).

The Parent Company's share in plan assets fair value in the Atlas Copco pension
trustamountsto 369 (362) and is allocated as follows:

2018 2017
Equity securities 15 28
Bonds 211 196
Real estate 140 128
Cash and cash equivalents 3 10
Total 369 362

The plan assets of the Atlas Copco pension trust are notincluded in the financial
assets of the Parent Company.

Thereturnon plan assetsin the Atlas Copco pension trustamounted to 2.9%
(6.0).

The Parent Company adheres to the actuarial assumptions used by The
Swedish Pension Registration Institute (PRI) i.e. discount rate 3.8% (2.8). The
Parent Company estimates 11 MSEK will be paid to defined benefit pension
plans during 2018.

Atlas Copco 2018 1 17
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A17. Borrowings

2018 2017
Repurchased Carrying Carrying

Maturity nominalamount amount Fairvalue amount Fairvalue
Non-current
Medium Term Note Program MEUR 500 2019 4458 5170 4457 5080
Medium Term Note Program MEUR 500 2023 4541 5604 4538 5434
Medium Term Note Program MEUR 500 2026 5071 4997 4912 4779
Capital market borrowings MUSD 150 2019 MUSD 150 - - 1172 1275
Bilateral borrowings EIB MEUR 275 2019 MEUR 275 - - 2330 2730
Bilateral borrowings EIB MEUR 300 2022 MEUR 100 1852 2078 2778 2989
Bilateral borrowings NIB MEUR 200 2024 2058 2120 1886 2037
Non-currentborrowings from Group companies 3503 4075 33377 33949
Less current portion of long-term borrowings -4458 -5170 - -
Total non-current borrowings 17 025 18874 55450 58273
Current
Currentportion of long-term borrowings 4458 5170 - -
Current borrowings from Group companies 60 902 60 902 39743 39743
Total current borrowings 65360 66072 39743 39743
Closing balance, Dec. 31 82385 84946 95193 98016
Whereof external borrowings 17980 19969 22073 24324

The difference between carrying value and fair value relates to the measurement method as certain liabilities are reported atamortized cost and not at fair value.
Changesininterest rates and credit margins create the difference between fair value and amortized cost.

A17. Borrowings, continued

A18. Otherliabilities

The following table shows the maturity structure of the Parent Company’s

external borrowings.

Carrying
Maturity Fixed Floating” amount Fairvalue
2019 4458 4458 5170
2022 1852 1852 2078
2023 4541 4541 5604
2024 2058 2058 2120
2026 5071 5071 4997
Total 14070 3910 17 980 19969

" Floating interestin the table is borrowings with fixings shorter or equal to six months.
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2018 2017
Accounts payable 17 40
Liabilities to Group companies 58 90
Derivatives
—atfairvalue through profitorloss 18 158
—atfairvalue through OCl -
Otherfinancial liabilities
—other liabilities 4 389
Accrued expenses and prepaid income 333 366
Closing balance, Dec. 31 438 1043

Accrued expenses include items such as social costs, vacation pay liability, and

accrued interest.
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Assets pledged and contingent liabilities

Parent Company borrowings

Atlas Copco ABhad MSEK 17 980 (22 073) of external borrowings and MSEK
64405 (73 120) of internal borrowings at December 31, 2018. Derivative instru-
ments are used to manage the currency and interest rate risk in line with policies
set by the Financial Risk Management Committee, see note 27 in the consoli-
dated financial statements.

Hedge accounting

The Parent Company hedges shares in subsidiaries through loans of MEUR
2391(5039). The deferral hedge accounting of the loansis based on a RFR 2
exemption.

Theinterest rate risk can partly be managed with interest rate swaps, desig-
nated as cash flow hedges. At December 31,2018 there were no interest rate
swaps. Note 27 of the consolidated financial statementsinclude fair value of
these swaps and further details.

Financial credit risk
Creditrisk on financial transactionsis the risk that the Parent Company incurs
losses as a result of non-payment by counterparts related to the Parent
Company'sinvestments, bank deposits or derivative transactions. For further
information regarding investment and derivative transactions, see note 27 of
the consolidated financial statements.

The table below shows the actual exposure of financial instruments as per
December31.

Financial creditrisk 2018 2017
Cash and cash equivalents 5906 17548
Receivables from Group companies 13557 901
Derivatives 5 466
Other 159 151
Total 19627 27176
Fair value hierarchy

Fairvalues are based on observable market prices or, in the case that such prices
are notavailable, on observable inputs or othervaluation techniques. Amounts
shownin other notes are unrealized and will not necessarily be realized.

For more information about fair value hierarchy, see note 27 of the consoli-
dated financial statements. There are no level 3 instruments in the Parent
Company.

Valuation methods

Derivatives

Fairvalues of forward exchange contracts are calculated based on prevailing
markets. Interest rate swaps are valued based on market rates and presentvalue
of future cash flows.

Interest-bearing liabilities
Fairvalues are calculated based on market rates and present value of future cash
flows.

The Parent Company’s financial instruments by category
The carrying value for the Parent Company'’s financial instruments corresponds
to fairvaluein all categories except for borrowings.

See A17 for additional information.

2018 2017
Assets pledged for derivative contracts
Otherreceivables 62 53

Assets pledged for pension commitments

Endowmentinsurances 164 146
Total 226 199
Contingent liabilities

Sureties and other contingent liabilities

—forexternal parties - -
—for Group companies 8517 8355
Total 8517 8355

Sureties and other contingent liabilities include bank and commercial guaran-
tees, CSA-agreements, and performance bonds. Sureties and other contingent
liabilities for Group companies has increased during the year mostly due to cur-
rency effects when the Swedish krona has weakened in relation to Euro.
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A21. Directly owned subsidiaries

2018 2017
Number of Percent Carrying Number of Percent Carrying
shares held value shares held value

Directly owned product companies
Atlas Copco Airpower n.v., Wilrijk 76 415 100 46162 76 415 100 46143
Epiroc AB, 556041-2149, Nacka - - - 206885 100 43979
Gazcon A/S, Lynge 500 100 23 500 100 23
Directly owned customer centers
AGRE Kompressoren GmbH, Garsten-St. Ulrich 200000 100 7 200000 100 7
Atlas Copco (Cyprus) Ltd., Nicosia 99998 100 0 99998 100 0
Atlas Copco (India) Ltd., Pune 21731912 96 793 21731582 96 798
Atlas Copco (Ireland) Ltd., Dublin 250000 100 28 250000 100 28
Atlas Copco (Malaysia), Sdn. Bhd., Shah Alam 1000000 100 16 1000000 100 16
Atlas Copco (Philippines) Inc., Binan 121995 100 6 121995 100 7
Atlas Copco (Schweiz) AG., Studen 8000 100 53 8000 100 52
Atlas Copco (South East Asia) Pte.Ltd., Singapore 1500000 100 10 1500000 100 10
Atlas Copco Argentina S.A.C.I., Buenos Aires 5120025 93/100" 84 5120025 93/100" 62
Atlas Copco Brasil Ltda., Barueri 70358841 100 246 70358841 100 243
Atlas Copco Canadanc., Toronto 9496 100 526 9496 100 526
Atlas Copco Chile SpA, Santiago 24998 100 4 24998 100 3
Atlas Copco Compressor AB, 556155-2794, Nacka 60000 100 25 60000 100 16
Atlas Copco Eastern Africa Limited., Nairobi 482999 100 40 482999 100 31
Atlas Copco Equipment Egypt S.A.E., Cairo 5 0/100" 3 5 0/100" 2
Atlas Copco GmbH, Vienna 1 100 43 1 100 43
Atlas Copco Indoeuropeiska AB, 556155-2760, Nacka 3500 100 25 3500 100 25
Atlas Copco KK, Tokyo 100000 100 36 375001 100 33
Atlas Copco Kompressorteknik A/S, Copenhagen 4000 100 4 4000 100 4
Atlas Copco Maroc SA., Casablanca 3960 929 6 3960 99 5
Atlas Copco Services Middle East OMC, Manama 500 100 12 500 100 10
Atlas Copco Venezuela SA, Caracas 25812000 100 0 25812000 100 15
Epiroc Mining India Ltd, Pune - - - 21731582 96 1045
Kohler Druckluft AG, Oberriet 1000 100 8 1000 100 8
Servatechnik AG, Oftringen 3500 100 28 3500 100 28
Soc. Atlas Copco de Portugal Lda., Porto Salvo 1 100 13 1 100 1"
Directly owned holding companies and others
AB Atlas Diesel 1000 100 51474 - - -
AtCoBtech AB, 559053-5455, Nacka 500 100 9 500 100 9
Atlas Copco A/S, Langhus 2500 100 43 2500 100 45
Atlas Copco Beheer B.V., Zwijndrecht 15 712 100 288 15712 100 2699
Atlas Copco Deutschland GmbH, Essen 1 100 24 1 100 15
Atlas Copco Finance Belgium BVBA, Wilrijk 1 0/100' 0 1 0/100" 0
Atlas Copco Finance DAC, Dublin 5162000001 100 53037 - - -
Atlas Copco France Holding S.A., Cergy Pontoise 278255 100 282 278255 100 278
Atlas Copco Holding GmbH, Essen 2 100 1213 2 100 1070
Atlas Copco Internationaal B.V., Zwijndrecht 10002 100 27280 10002 100 27218
Atlas Copco JarlaHolding AB, 556062-0212, Nacka 95000 100 1764 95000 100 20570
Atlas Copco Nacka Holding AB, 556397-7452, Nacka 100000 100 12 100000 100 12
Atlas Copco Sickla Holding AB, 556309-5255, Nacka 1000 100 24894 - - -
Atlas Copco UK Holdings Ltd., Hemel Hempstead - - - 150623666 100 1481
Atlas Copco USA Holdings Inc., Parsippany 100 100 0 100 100 2499
Capanyd AB, 556655-0421, Nacka 75000 100 0 75000 100 0
Econus S A, Montevideo 21582605 100 17 21582605 100 17
Industria Férsakrings AB, 516401-7930, Nacka 300000 100 30 300000 100 30
Oy Atlas Copco AB, Vantaa 150 100 33 150 100 34
Power Tools Distribution n.v., Hoeselt 1 0/100" 1 1 0/100" 1
0 (1) dormant companies - - - 100 0
Netinvestmenthedge 1339
Carrying amount, Dec. 31 208602 150490

" Firstfigure; percentage held by Parent Company, second figure; percentage held by Atlas Copco Group.
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Relationships

The Parent Company has related party relationships with its largest shareholder,
its subsidiaries, its associates, its joint ventures and with its Board members and
Group Management.

The Parent Company’s largest shareholder, Investor AB, controls approxi-
mately 22% of the voting rights in Atlas Copco AB.

The subsidiaries that are directly owned by the Parent Company are pre-
sentedinnote A21 and all directly and indirectly owned operating subsidiaries
are listed on the following pages.

Information about Board members and Group Management s presented on
pages 56-59.

Transactions and outstanding balances

The Group has not had any transactions with Investor AB during the year other

than dividends declared and has no outstanding balances with Investor AB.
Investor AB has controlling or significantinfluence in companies which Atlas

Copco AB may have transactions with in the normal course of business. Any such

transactions are made on commercial terms.

The following table summarizes the Parent Company's transactions with Group
companies:

2018 2017
Revenues
Dividends 144929 16362
Group contribution 3490 6607
Interestincome 244 416
Expenses
Group contribution 0 -4
Interestexpenses -195 -302
Receivables 13557 9011
Liabilities 64463 73210
Guarantees 8517 8355

The following details directly and indirectly owned holding and operational subsidiaries (excluding branches), presented by country of incorporation.

Country Company Location (City) Country Company Location (City)
Algeria SPA Atlas Copco Algérie Algiers China CSK China Co. Ltd Wuxi
Angola Atlas Copco Angola Ltd Luanda CSK Xian China Co. Ltd Xian
Argentina Atlas Copco ArgentinaS.A.C.I Buenos Aires Edmac (Shanghai) Trading Co., Ltd. Shanghai
Australia Atlas Copco Australia Pty Ltd Blacktown Edwards Technologies Trading (Shanghai)
SCSFiltration Melbourne Company Ltd Shanghai
Walker Filtration Pty. Australia Melbourne fgmggiso'gecc:rr:;\;?yiﬁ;/acuum Engineering Qingdao
Austria AGRE Kompressoren GmbH Garsten-St. Ulrich Edwards Technologies Vacuum Engineering
Atlas Copco GmbH Vienna (Shanghai) Company Ltd Shanghai
Bahrain Atlas Copco Services Middle East OMC Manama Edwards Technologies Vacuum Engineering
Bangladesh  Atlas CopcoBangladesh Ltd. Dhaka (Xian) Company Ltd Xian
Belgium Atlas Copco Airpower n.v. Wilrijk Z?;;%%zor\r)lggﬁigél Air Compressors Jiangmen
Atlas Copco Belgiumn.v. Overijse Guangzhou Linghein Compressor Co., Ltd Guangzhou
Atlas Copco Finance Belgium BVBA Wilrijk Kunshan Q-Tech Air System Technologies Ltd. Kunshan
Atlas CopcoRental Europen.v. Boom Leybold Equipment (Tianjin) Co., Ltd. Tianjin
Atlas Copco support Services N.V. Wilrjk Leybold (Tianjin) International Trade Co.Ltd. Tianjin
EDMACEuropen.v. wilrijk Liutech Machinery Equipment Co., Ltd Liuzhou
Edwards Vacuum NV Estaimpuis Liuzhou Tech Machinery Co., Ltd. Liuzhou
International Compressor Distribution n.v. Wilrijk Pan-Asia Gas Technology (Wuxi) Co., Ltd. Wuxi
MUltiAirBELUXNV Deinze ShanghaiBeacon Medaes Medical Gas
Power Tools Distribution n.v. Hoeselt Engineering Consulting Co., Ltd. Shanghai

Bolivia Atlas Copco BoliviaS.A Compresores, Shanghai Tooltec Industrial Tool Co., Ltd. Shanghai
Maquinariay Servicio Santa Cruz Wuxi Pneumatech Air/Gas Purity

Brazil Atlas Copco Brasil Ltda Barueri Equipment Co., Ltd. Wuxi
Chicago Pneumatic Brasil Ltda Barueri Wuxi Shengda Air/Gas Purity Equipment Co., Ltd ~ Wuxi
Edwards Vacuo Ltda S&o Paulo Colombia Atlas Copco Colombia Ltda Bogotd
EVO Air Locacao e Vendas de Compressores Ltda.  Sdo Paulo Cyprus Atlas Copco (Cyprus) Ltd. Nicosia
Iltubombas Locagao, Comércio, Importacéao E Czech
Exportacdo Ltda. Itu Republic ALUPCZspol.S.r.o Breclav
Leybold do Brasil Ltda. Jundiaf Atlas Copcos.r.o. Prague
Pressure Compressores Ltda. Maringa Atlas Copco Servicess.r.o. Brno
Schucker do Brazil Ltda Sé&oJosé dos Pinais Edwardss.r.o. Lutin

Bulgaria Atlas Copco Bulgaria EOOD Sofia Schneider Bohemiaspols.r.o. Line
Canada Atlas Copco Canadanc. Toronto Denmark Atlas Copco Kompressorteknik A/S Copenhagen

Chicago Pneumatic Tool Co. Canada Ltd. Toronto GazconA/S Lynge

Chile Atlas Copco Chile SpA Santiago RENOA/S Give

China Atlas Copco (Wuxi) Compressor Co., Ltd. Wuxi Egypt Atlas Copco Equipment Egypt S.A.E. Cairo
Atlas Copco (Wuxi) Energy Conservation Finland Oy Atlas Copco Ab Vantaa
Engineering Co., Ltd. Woxi Oy Atlas Copco Kompressorit Ab Vantaa
Atlas Copco (Shanghai) EquipmentRental Co., Ltd. Shanghai Oy Atlas CopcoTools Ab Vantaa
fttclfsCopcoIndustnalTechmque(Shangha|)Co., shangher France ABAC France S.AS. Valence
Atlas Copco (China) Investment Co., Ltd. Shanghai Atlas Copco Applications Industrielles S.A.S. Cergy Pontoise
Atlas Copco (Shanghai) Process Equipment Co., Atlas Copco CrépelleS.A.S. Litte
Ltd. Shanghai Atlas Copco France Holding S.A. Cergy Pontoise
Atlas Copco (Shanghai) Trading Co., Ltd. Shanghai Atlas Copco France SAS Cergy Pontoise
Bolaite (Shanghai) Compressor Co., Ltd. Shanghai Edwards SAS Herblay
Bolaite (Shanghai) Trading Co. Ltd Shanghai ETS Georges RenaultS.AS. Nantes

Atlas Copco 2018
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A22. Related parties, continued

Country Company Location (City) Country Company Location (City)
France ExlairS.A.S. Cergy Pontoise Malaysia Atlas Copco (Malaysia) Sdn. Bhd. Shah Alam
Leybold France SASZ.1. De Marcerolles Bourg-Les-Valence Edwards Technologies Malaysia Sdn. Bhd. Petaling Jaya
Location Thermique Service SAS Carvin Mexico Atlas Copco MexicanaS.A.de C.V. Tlalnepantla
MultiAir France S.A.S Chambly Desarrollos Técnologicos ACMSAS.A.de C.V. Tlalnepantla
Seti-TecS.AS. Lognes Desoutter Tools Mexico SAde CV Tlalnepantla
Germany ALUP Kompressoren GmbH " Kéngen Morocco Atlas Copco Maroc SA Casablanca
Atlas Copco Beteiligungs GmbH Essen Myanmar Atlas Copco Services Myanmar Co., Ltd. Yangon
Atlas Copco Deutschland GmbH Essen Netherlands Alup Grassair Kompressoren BV Oss
Atlas Copco Energas GmbH " Cologne Atlas Copco BeheerB.V. Zwijndrecht
Atlas Copco Holding GmbH " Essen Atlas Copco Internationaal B.V. Zwijndrecht
Atlas CopcolAS GmbH " Bretten Creemers Compressors B.V. Oss
Atlas Copco Industry GmbH " Essen Leybold Nederland B.V. Utrecht
Atlas Copco Kompressoren und Drucklufttechnik New Zealand Atlas Copco(N.Z.) Ltd. Auckland
GmbH? Essen Exlair (NZ) Limited Auckland
Atlas Copco Power Technique GmbH " Essen Nigeria Atlas Copco Nigeria Ltd. Lagos
Atlas Copco Technology GmbH " Essen Norway Atlas Copco A/S Langhus
Atlas Copco Tools Central Europe GmbH " Essen Atlas Copco Kompressorteknikk A/S Langhus
Desoutter GmbH " Maintal Atlas Copco Tools A/S Langhus
Edwards GmbH Kirchheim Berema A/S Langhus
KDS Kompressoren-und Druckluftservice GmbH " Essen Pakistan Atlas Copco Pakistan (Pvt) Ltd. Lahore
Leybold Dresden GmbH Dresden Peru Atlas Copco PertiS.A.C. Lima
Leybold GmbH Cologne Philippines  Atlas Copco (Philippines) Inc. Binan
Leybold Real Estate GmbH " Cologne Poland ALUP Kompressoren Polska sp.z.0.0. Janki
PMH Druckluft GmbH Moers Atlas Copco Polska Sp.zo.0. Warsaw
(S)eliLSiieQ:gHtéts-lnspektionssysteme und Puchheim Portugal Sociedade Atlas Copco de Portugal Lda Porto Salvo
Saltus Industrial Technique GmbH Solingen Romania Atlas CopcoRomaniaS.R.L. Bucharest
Schneider Druckluft GmbH " Reutlingen Russia Airgrupp LLC Moscow
SynatecGmbH " Leinfelden-Echterdingen Ekomakindustrial Moscow
Greece Atlas Copco Hellas AE Koropi JSCAtlas Copco Moscow
HongKong  Atlas Copco China/Hong Kong Ltd Kowloon Serbia Atlas Copco Srbija doo Belgrade
Hungary Atlas Copco Hungary Kft Budapest Singapore Atlas Copco (South East Asia) Pte. Ltd. Singapore
India Atlas Copco (India) Ltd. Pune Edwards Technologies Singapore PTE Ltd Singapore
Edwards India Private Ltd Pune Leybold Singapore Pte Ltd singapore
Leybold India Pyt Ltd. Pune Slovakia Atlas Copcos.r.o Bratislava
Indonesia PT Atlas Copco Indonesia Jakarta ?;I;lrf(:irc.ioe.r—Slovenskotlakové vzduchotechnika Nitra
Iraq Atlas CopcalragLLC Erbil Slovenia Atlas Copcod.o.o. Trzin
Ireland Atlas Copco (Ireland) Ltd. Dublin South Africa  Atlas Copco Industrial South Africa (Pty) Ltd Boksburg
Atlas Copco Finance DAC Dublin Rand Air South Africa (Pty) Ltd Boksburg
Edwards Vacuum Technology Ireland Ltd Dublin SouthKorea Atlas CopcoKorea Co,, Ltd. Seongnam
Israel Edwards Israel Vacuum Ltd Kiryat Gat CPTools Korea Co, Ltd. Anyang
Italy ABAC Aria CompressaS.p.A Robassomero CSKinc. Yongin
Atlas CopcoBLMS.rl. Milan Edwards Korea Ltd Cheonan
Atlas CopcoltaliaS.p.A. Milan Leybold Korea Ltd Bundang
Ceccato Aria CompressaS.r.| Vicenza Spain Aire Comprimido Industrial Iberia, S.L. Madrid
EdwardsS.p.A. Milan Atlas CopcoS.A.E. Madrid
FIACS p.a. Bologna Grupos Electrégenos Europa, S.A Zaragoza
Leybold talia Srl Mitan Leybold Hispanica S.A. Cornelléd de Llobregat
MultiAirItalia S.r.l Cinisello Balsamo sweden Atlas Copco Compressor AB Nacka
VariscoS.r.l Padova Atlas Copco Industrial Technique AB Nacka
Varisco Wellpointsrl Padova Atlas Copco JarlaHolding AB Nacka
Japan Atlas CopcoKK Tokyo Atlas Copco LCCAB Nacka
Edwards Japan Ltd Chiba Atlas Copco Nacka Holding AB Nacka
FujiIndustrial Technique Co., Ltd. Osaka Atlas Copco Sickla Holding AB Nacka
Leybold Japan Co.Ltd. Shin-Yokohama AK bldg %gﬁ:f;fsm ::rzjc:ggirrii?‘gssaukrﬁggzézmpany LtdIndustria Nacka
Kazakhstan  Atlas Copco AirPower Central Asia LLP Almaty Switzerland  Atlas Copco (Schweiz) AG Studen
Kenya Atlas Copco Eastern Africa Limited Nairobi Leybold Schweiz AG Steinhausen
Latvia Atlas Copco BalticSIA Riga Servatechnik AG Oftringen
Lebanon Atlas Copco LevantS.A.L. Beirut Taiwan Atlas Copco Taiwan Ltd. Taoyuan
Luxembourg Atlas Copco FinanceS.a.r.l. Luxembourg CSKTInc. Jubei
Edwards Technologies Ltd Jhunan
Leybold Taiwan Ltd Hsin-Chu

" Forthe businessyear ending December 31,2018 several German subsidiaries will make

use of the §§ 264, 291 Handelsgesetzbuch (German Commercial Code) exemptionrules
of filing their own (consolidated) financial statements.
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Country Company Location (City)
Thailand Atlas Copco (Thailand) Limited Bangkok
Turkey Atlas Copco Makinalarilmalat AS Istanbul
Chicago Pneumatic Endustriyel Urtinler
TicaretA.S Istanbul
Dost Kompresér Endstri Makinalariimal
Bakimve TicaretA.S Istanbul
Ekomak Endustriyel Kompresor Makine
Sanayive TicaretA.S Istanbul
Orcan BasincliHava Makinalari Sanayi Ve
Ticaret Limited Sirketi Istanbul

Ukraine Atlas Copco LLC Kiev

United Arab

Emirates Atlas Copco Middle East FZE Jebel Alifree zone, Dubai
Atlas Copco Services Middle East SPC Abu Dhabi

United

Kingdom Air Compressors and Tools Limited Hemel Hempstead
Atlas Copco Ltd. Hemel Hempstead
Atlas Copco Medical Ltd Staveley
Atlas Copco UK Holdings Ltd. Hemel Hempstead
Edwards High Vacuum International Ltd Burgess Hill
Edwards Ltd Burgess Hill
Henrob Ltd Flintshire
Leybold UK Ltd Chessington
SCASchucker UK Ltd. Didcot
TentecLtd. Birmingham
Walker Filtration Ltd. UK Washington

U.S.A. Atlas Copco Compressors LLC Rock Hill
Atlas Copco Comptec LLC Voorheesville
Atlas CopcolASLLC Auburn Hills
Atlas Copco Mafi-Trench Company LLC Santa Maria
Atlas Copco North America LLC Parsippany
Atlas Copco Rental LLC Laporte
Atlas Copco Tools & Assembly Systems LLC Auburn Hills
Atlas Copco USAHoldingsInc. Parsippany
BeaconMedaes LLC Rock Hill
CH SpencerLLC Salt Lake City
Chicago PneumaticInternational Inc. Rock Hill
Chicago Pneumatic Tool Company LLC Rock Hill
CSKTSInc Austin
Edwards Vacuum, LLC Wilmington
Henrob Corporation New Hudson
Innovative Vacuum Solutions, Inc Thonotosassa
Leybold USAInc Wilmington
MedaesUSCoInc. Rock Hill
Power Technique North America LLC Rock Hill
Quincy Compressor LLC Bay Minette
Scales Industrial Technologies, Inc. New York
Vacuum Trading Inc. Parsippany
Walker Filtration Inc. US Erie

Venezuela Atlas Copco Venezuela SA Caracas

Vietnam Atlas Copco Vietnam Company Ltd. Hanoi

Zambia Atlas Copco Industrial Zambia Limited Chingola

FINANCIAL STATEMENTS, PARENT COMPANY
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Signatures of the
Board of Directors

The Parent Company financial statements have been prepared in accordance view of the Parent Company’s and the Group's financial position and results of
with generally accepted accounting principles in Sweden and the consolidated operations.

financial statements have been prepared in accordance with International The administration report for the Group and Parent Company provides
Accounting Standards as prescribed by the European Parliament and the Regu- atrue andfair overview of the development of the Group’s and Parent

lation (EC) No 1606/2002 dated July 19, 2002 on the application Company'’s business activities, financial position and results of operations

of International Accounting Standards. The Parent Company financial aswell as the significant risks and uncertainties which the Parent Company and
statements and the consolidated financial statements give a true and fair its subsidiaries are exposed to.

Nacka, February 28,2019

Atlas Copco AB
Hans Straberg GunillaBerg Staffan Bohman
Chair Board member Board member
Tina Donikowski Johan Forssell Sabine Neu3 Mats Rahmstrom
Board member Board member Board member Presidentand CEO
Anders Ullberg Peter Wallenberg Jr Mikael Bergstedt Benny Larsson
Board member Board member Board member Board member

Union representative Union representative

Our auditreportwas submitted on February 28,2019
Deloitte AB

Thomas Strémberg
Authorized Public Accountant

Atlas Copco ABisrequired to publish informationincluded in this annual reportin accordance with
the Swedish Securities Market Act. The information was made publicon March 8,2019.
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Audit report

To the annual general meeting of the shareholders of Atlas Copco AB

Corporate identity number 556014-2720

Report on the annual accounts and consolidated accounts

Opinions

We have audited the annual accounts and consolidated accounts of Atlas Copco
AB forthe financial year January 1,2018 - December 31, 2018 except for the cor-
porate governance statement on pages 51-61. The annual accounts and consol-
idated accounts of the company are included on pages 11-39, 44-48 and
51-124in thisdocument.

In our opinion, the annual accounts have been prepared in accordance with
the Annual Accounts Act and present fairly, in all material respects, the financial
position of the parent company as of December 31, 2018 and its financial perfor-
mance and cash flow for the year then ended in accordance with the Annual
Accounts Act. The consolidated accounts have been prepared in accordance
withthe Annual Accounts Act and present fairly, in all material respects, the
financial position of the group as of December 31,2018 and its financial perfor-
mance and cash flow for the year then ended in accordance with International
Financial Reporting Standards (IFRS), as adopted by the EU, and the Annual
Accounts Act. Our opinions do not cover the corporate governance statement
onpages 51-61.The statutory administration reportis consistent with the other
parts of the annual accounts and consolidated accounts.

We therefore recommend that the general meeting of shareholders adopts
theincome statementand balance sheet for the parent company and the
group.

Ouropinionsin thisreport on the annual accounts and consolidated
accounts are consistent with the content of the additional report that has been
submitted to the parent company’s audit committee in accordance with the
Audit Regulation (537/2014) Article 11.

Basis for Opinions
We conducted our auditin accordance with International Standards on Audit-
ing (ISA) and generally accepted auditing standards in Sweden. Our responsibil-
ities underthose standards are further described in the Auditor’s Responsibili-
ties section. We areindependent of the parent company and the group in accor-
dance with professional ethics foraccountantsin Sweden and have otherwise
fulfilled our ethical responsibilities in accordance with these requirements. This
includes that, based on our best knowledge and belief, no prohibited services
referred toin the Auditors Regulation (537/2014) Article 5.1 has been provided
to the audited company or, where applicable, its parent company or its con-
trolled companiesinthe EU.

We believe that the audit evidence we have obtained is sufficientand appro-
priate to provide a basis for our opinions.

Key Audit Matters

Key audit matters of the audit are those matters that, in our professional judg-
ment, were of most significance in our audit of the annual accounts and consoli-
dated accounts of the current period. These matters were addressed in the con-
text of ouraudit of,and in forming our opinion thereon, the annual accounts
and consolidated accounts as awhole, but we do not provide a separate opinion
on these matters.

Recognition of revenue in the appropriate period
The group generates revenues from product and product related offerings
ranging from equipment, service and rental to customers in multiple geogra-
phies. The time of delivery of the different offerings ranges from a specific point
intime to over several years, and the sales agreements may include complex
terms such as buy-back commitments, returnrights, and asingle transaction
may contain separate revenue components such as product delivery, installa-
tion and servicing of equipment sold. All these complexities managed by several
hundred subsidiaries require policies and procedures as well as management
judgment to determine the appropriate method and period to properly recog-
nize revenues.

Innote 1the group’s revenue recognition policy together with critical
accounting estimates and judgments is described, and note 4 provides disclo-
sures of revenues separated on different product offerings and geographies.

Our audit procedures

Our audit proceduresincluded, but were not limited to:

e assessingthe group’saccounting policy for revenue recognition and its
compliance with IFRS,

e analytical review of revenues disaggregated on different product offerings
and geographies, and

¢ onasamplebasis testing of sales transaction for revenue recognition in the
appropriate period.

Accounting for Income taxes

Accounting forincome taxes are subject to complex tax legislation requiring
management’sinterpretation and judgment. The interpretations made by man-
agement may be challenged by different tax authorities, other authorities and
courts. The group’s geographical footprint also requires adherence to tax legis-
lation and transfer pricing requirements in many different countries. The Euro-
pean Commission’s decision on January 11,2016, that Belgian tax rulings
granted to multinationals with regard to “Excess Profit” shall be considered as
illegal state aid and that unpaid taxes shall be reclaimed by the Belgian state,
requires management’s judgment of the final outcome as the decision has been
appealed by Atlas Copco.

Innote 1the group’saccounting policy forincome taxes together with critical
accounting estimates and judgmentsis described, and note 9 and 29 provides
disclosures of income taxes as well as the accounting treatment of regarding the
European Commission’s on the Belgian “Excess Profit” tax rulings.

Our audit procedures

Ouraudit proceduresincluded, but were not limited to:

e review of tax calculations to assess if the income tax expense and tax assets
and liabilities have been appropriately accounted for,

e assessing management'’s processes for monitoring compliance with income
tax legislation and transfer pricing requirements in the different geogra-
phies,and

e evaluating the accounting associated with the European Commission'’s
decision regarding Belgian “Excess Profit” tax rulings.

Accounting for the splitand distribution of Epiroc AB

Atthe Annual General Meeting on April 24,2018, the decision to split the Group
into two listed companies, Atlas Copco and Epiroc was approved. The split was
completed onJune 18,2018 through a distribution of shares, where Atlas Copco
AB'sshareholders received shares in Epiroc ABin proportion to their existing
shareholding. On distribution of the Epiroc shares, Atlas Copco recognized a
capital gainin discontinued operations of SEK 87 105 million, representing the
difference between the fair value of Epiroc and the carrying value of Epiroc’s net
assets atthe time of distribution. The decision to split the Group has further led
to Epiroc being presented as discontinued operations in the consolidated
income statement separately from continuing operations with comparative
numbers represented accordingly. Accounting for discontinued operations
requiresidentifying and separating the financial effects from continuing and
discontinued operations as well as ensuring that the criteria in IFRS are fulfilled
to account for discontinued operations.

Innote 1the group’s policy for assets held for sale and discontinued operations
and note 3 provides disclosures of assets held for sale and discontinued opera-
tions.

Our audit procedures

Ouraudit proceduresincluded, but were not limited to:

e assessing Atlas Copco’s policies and procedures for accounting for discontin-
ued operationsin compliance with IFRS,

e assessmentof the financial effects from the discontinued operationsand
thatthey have been appropriately separated from continuing operations,
and

¢ evaluation of the presentation of the gain from the distribution of Epirocand
its compliance with IFRS
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Audit report, continued

Other information than the annual accounts and consolidated accounts
This document also contains other information than the annual accounts and
consolidated accountsandis found on pages 2-10,40-43,49-50 and 128-140.
The Board of Directors and the Managing Director are responsible for this other
information.

Our opinion onthe annual accounts and consolidated accounts does not
cover this otherinformation and we do not express any form of assurance con-
clusionregarding this otherinformation.

In connection with our audit of the annual accounts and consolidated accounts,
ourresponsibility is to read the information identified above and consider
whether theinformation is materially inconsistent with the annual accounts and
consolidated accounts. In this procedure we also take into account our knowl-
edge otherwise obtained in the auditand assess whether the information is
otherwise appears to be materially misstated.

If we, based onthe work performed concerning thisinformation, conclude
thatthere is a material misstatement of this information, we are required to
reportthat fact. We have nothing to reportin this regards.

Responsibilities of the Board of Directors and the Managing Director
The Board of Directors and the Managing Director are responsible for the prepa-
ration of the annual accounts and consolidated accounts and that they give a
fair presentation in accordance with the Annual Accounts Actand, concerning
the consolidated accounts, in accordance with IFRS as adopted by the EU. The
Board of Directors and the Managing Director are also responsible for such
internal control as they determine is necessary to enable the preparation of
annual accounts and consolidated accounts that are free from material mis-
statement, whether due to fraud orerror.

In preparing the annual accounts and consolidated accounts, The Board of
Directors and the Managing Director are responsible for the assessment of the
company’sand the group’s ability to continue as a going concern. They disclose,
asapplicable, matters related to going concern and using the going concern
basis of accounting. The going concern basis of accounting is however not
appliedifthe Board of Directors and the Managing Director intend to liquidate
the company, to cease operations, or have no realistic alternative but to do so.

The Audit Committee shall, without prejudice to the Board of Director’s
responsibilities and tasks in general, among other things oversee the company'’s
financial reporting process.

Auditor’s responsibility

Ourobjectives are to obtain reasonable assurance about whether the annual
accountsand consolidated accounts asawhole are free from material misstate-
ment, whether due to fraud or error, and toissue an auditor’s report that
includes our opinions. Reasonable assurance is a high level of assurance, butis
notaguarantee thatan audit conducted in accordance with ISAs and generally
accepted auditing standards in Sweden will always detect a material misstate-
mentwhen it exists. Misstatements can arise from fraud or error and are consid-
ered material if, individually orin the aggregate, they could reasonably be
expectedtoinfluence the economic decisions of users taken on the basis of
these annual accounts and consolidated accounts.

Aspartofanauditin accordance with ISAs, we exercise professional judgment

and maintain professional scepticism throughout the audit. We also:

¢ |dentify and assess the risks of material misstatement of the annual accounts
and consolidated accounts, whether due to fraud or error, design and per-
form audit procedures responsive to those risks, and obtain audit evidence
thatis sufficientand appropriate to provide a basis for our opinions. The risk
of not detecting a material misstatement resulting from fraud is higher than
foroneresulting from error, as fraud may involve collusion, forgery, inten-
tional omissions, misrepresentations, or the override of internal control.

¢ Obtainanunderstanding of the company’sinternal control relevant to our
auditin orderto design audit procedures that are appropriate in the circum-
stances, but not for the purpose of expressing an opinion on the effective-
ness of the company’sinternal control.

¢ Evaluatethe appropriateness of accounting policies used and the reason-
ableness of accounting estimates and related disclosures made by the Board
of Directors and the Managing Director.
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e Concludeonthe appropriateness of the Board of Directors’ and the Manag-
ing Director’s use of the going concern basis of accounting in preparing the
annual accounts and consolidated accounts. We also draw a conclusion,
based on the audit evidence obtained, as to whether any material uncer-
tainty exists related to events or conditions that may cast significant doubt
onthe company’sand the group’s ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw
attentionin our auditor’s report to the related disclosures in the annual
accounts and consolidated accounts or, if such disclosures are inadequate, to
modify our opinion about the annual accounts and consolidated accounts.
Our conclusions are based on the audit evidence obtained up to the date of
ourauditor'sreport. However, future events or conditions may cause a com-
pany and a group to cease to continue asa going concern.

e Evaluatethe overall presentation, structure and content of the annual
accounts and consolidated accounts, including the disclosures, and whether
the annual accounts and consolidated accounts represent the underlying
transactions and eventsin a mannerthat achieves fair presentation.

e Obtainsufficientand appropriate audit evidence regarding the financial
information of the entities or business activities within the group to express
an opinion on the consolidated accounts. We are responsible for the direc-
tion, supervision and performance of the group audit. We remain solely
responsible for our opinions.

We mustinform the Board of Directors of, among other matters, the planned
scope and timing of the audit. We must also inform of significant audit findings
during our audit, including any potential significant deficiencies in internal con-
trol that we identified.

We must also provide the Board of Directors with a statement that we have
complied with relevant ethical requirements regarding independence, and to
communicate with them all relationships and other matters that may reason-
ably be thoughtto bearon ourindependence, and where applicable, related
safeguards.

From the matters communicated with the Board of Directors, we determine
those mattersthat were of most significance in the audit of the annual accounts
and consolidated accounts, including the mostimportant assessed risks for
material misstatement, and are therefore the key audit matters. We describe
these mattersinthe auditor’s report unless law or regulation precludes disclo-
sure aboutthe matter.

Report on other legal and regulatory requirements

Opinions

Inaddition to our audit of the annual accounts and consolidated accounts, we
have also audited the administration of the Board of Directors and the Manag-
ing Director of Atlas Copco AB for the financial year January 1,2018 - December
31,2018 and the proposed appropriations of the company's profit or loss.

We recommend to the general meeting of shareholders that the profit to be
appropriated inaccordance with the proposal in the statutory administration
reportand thatthe members of the Board of Directors and the Managing Direc-
tor be discharged from liability for the financial year.

Basis for Opinions
We conducted the auditin accordance with generally accepted auditing stan-
dardsin Sweden. Ourresponsibilities under those standards are further
described in the Auditor’s Responsibilities section. We are independent of the
parentcompany and the group in accordance with professional ethics for
accountantsin Sweden and have otherwise fulfilled our ethical responsibilities
in accordance with these requirements.

We believe that the audit evidence we have obtained is sufficient and appro-
priate to provide a basis for our opinions.

Responsibilities of the Board of Directors and the Managing Director
The Board of Directorsis responsible for the proposal for appropriations of the
company's profit orloss. At the proposal of a dividend, thisincludes an assess-
ment of whether the dividend is justifiable considering the requirements which
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the company’sand the group’s type of operations, size and risks place on the
size of the parent company’s and the group’s equity, consolidation require-
ments, liquidity and position in general.

The Board of Directors is responsible for the company’s organization and the
administration of the company’s affairs. This includes among other things con-
tinuous assessment of the company’s and the group's financial situation and
ensuring that the company’s organization is designed so that the accounting,
management of assets and the company’s financial affairs otherwise are con-
trolled in areassuring manner. The Managing Director shall manage the ongo-
ing administration according to the Board of Directors’ guidelines and instruc-
tionsand among other matters take measures that are necessary to fulfill the
company'’s accounting in accordance with law and handle the management of
assetsin areassuring manner.

Auditor’s responsibility

Our objective concerning the audit of the administration, and thereby our opin-

ion about discharge from liability, is to obtain audit evidence to assess with a

reasonable degree of assurance whether any member of the Board of Directors

orthe Managing Director in any material respect:

e hasundertaken any action or been guilty of any omission which can giverise
to liability to the company, or

¢ inanyotherway hasacted in contravention of the Companies Act, the
Annual Accounts Act or the Articles of Association.

Our objective concerning the audit of the proposed appropriations of the com-
pany'’s profit or loss, and thereby our opinion about this, is to assess with reason-
able degree of assurance whetherthe proposal isin accordance with the Com-
paniesAct.

Reasonable assuranceis a high level of assurance, butis nota guarantee that
an audit conducted in accordance with generally accepted auditing standards
in Sweden will always detect actions or omissions that can give rise to liability to
the company, or that the proposed appropriations of the company’s profit or
loss are notin accordance with the Companies Act.

As partofanauditinaccordance with generally accepted auditing standards
in Sweden, we exercise professional judgment and maintain professional scepti-
cismthroughout the audit. The examination of the administration and the pro-
posed appropriations of the company'’s profit or loss is based primarily on the
audit of the accounts. Additional audit procedures performed are based on our
professional judgment with starting pointin risk and materiality. This means
thatwe focus the examination on such actions, areas and relationships that are
material for the operations and where deviations and violations would have
particularimportance forthe company’s situation. We examine and test deci-
sionsundertaken, support for decisions, actions taken and other circumstances
thatare relevant to our opinion concerning discharge from liability. As a basis for
ouropinion onthe Board of Directors’ proposed appropriations of the compa-
ny's profit or loss we examined the Board of Directors’ reasoned statementand
aselection of supporting evidence in order to be able to assess whether the pro-
posalisinaccordance with the Companies Act.

The auditor’s examination of the corporate governance statement
The Board of Directorsis responsible for that the corporate governance state-
menton pages 51-61 has been prepared in accordance with the Annual
Accounts Act.

Ourexamination of the corporate governance statementis conductedin
accordance with FAR's auditing standard RevU 16 The auditor’s examination of
the corporate governance statement. This means that our examination of the
corporate governance statementis different and substantially less in scope than
anaudit conducted in accordance with International Standards on Auditing and
generally accepted auditing standards in Sweden. We believe that the examina-
tion has provided us with sufficient basis for our opinions.

A corporate governance statement has been prepared. Disclosuresin accor-
dance with chapter 6 section 6 the second paragraph points 2—-6 of the Annual
Accounts Actand chapter 7 section 31 the second paragraph the same law are
consistent with the other parts of the annual accounts and consolidated
accountsand are in accordance with the Annual Accounts Act.

Deloitte ABwas appointed auditor of Atlas Copco AB by the annual general
meeting of the shareholders on April 24,2018 and has been the company’s
auditors since April 28,2010.

Nacka, February 28,2018
Deloitte AB

Thomas Stromberg
Authorized Public Accountant
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Financial definitions*

Reference is made in the Annual Report to a number of financial performance measures which are not de-
fined according to IFRS. These performance measures provide complementary information and are used to
help investors as well as group management analyze the company’s operations and facilitate an evaluation
of the performance. Since not all companies calculate financial performance measures in the same manner,
these are not always comparable with measures used by other companies. These financial performance
measures should therefore not be regarded as a replacement for measures as defined according to IFRS.

Adjusted operating profit
Operating profit (earnings before interest and tax),
excluding items affecting comparability.

Adjusted operating profit margin
Operating profit margin excl. items affecting
comparability.

Average number of shares outstanding

The weighted average number of shares outstand-
ing before or after dilution. Shares held by Atlas
Copcoare notincluded in the number of shares out-
standing. The dilutive effects arise from the stock
optionsthatare settled in shares orthatatthe
employees’ choice can be settled inshares or cash
inthe share based incentive programs. The stock
options have a dilutive effect when the average
share price during the period exceeds the exercise
price of the options.

Capital employed

Average total assets less non-interest-bearing
liabilities/provisions. Capital employed for the
business areas excludes cash, tax liabilities and
taxreceivables.

Capital employed turnover ratio
Revenues divided by average capital employed.

Capital turnover ratio
Revenues divided by average total assets.

Debt/equity ratio
Netindebtednessin relation to equity, including
non-controllinginterests.

Dividend yield
Dividend divided by the average share price quoted.

Earnings per share

Profit for the period attributable to owners of the
parentdivided by the average number of shares
outstanding.

EBITDA - Earnings Before Interest, Taxes,
Depreciation and Amortization

Operating profit plus depreciation, impairment
and amortization.

EBITDA margin
EBITDA as a percentage of revenues.

Equity/assets ratio
Equity including non-controlling interests,
asapercentage of total assets.

Equity pershare
Equity including non-controlling interests divided
by the average number of shares outstanding.

Items affecting comparability

Restructuring costs, capital gains/losses, impair-
ments, changes in provision for share-related long-
termincentive program and other items with the
character of affecting comparability.

Net cash flow
Changein cash and cash equivalents excluding
currency exchange rate effects.

Net debt/EBITDA ratio
Netindebtednessinrelationto EBITDA.

Netindebtedness/net cash position
Borrowings plus post-employment benefits

minus cash and cash equivalents and other current
financial assets, adjusted for the fair value of
interest rate swaps.

Netinterest expense
Interest expense lessinterestincome.

Operating cash flow

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

Operating cash surplus

Operating profitadding back depreciation,
amortization and impairments as well as capital
gains/losses and other non-cashitems.

Operating profit

Revenues less all costs related to operations, but
excluding net financial items and income tax
expense.

Operating profit margin
Operating profit asa percentage of revenues.

* Atlas Copco has chosen to present the company’s alternative performance measures in accordance with
the guidance by the European Securities and Markets Authority (ESMA) in a separate appendix.
The appendixis published on http://www.atlascopcogroup.com/investor-relations/key-figures

Atlas Copco 2018

Organic growth

Sales growth that excludes translation effects
from exchange rate differences, and acquisitions/
divestments.

Profit margin
Profitbefore tax as a percentage of revenues.

Return on capital employed (ROCE)

Profit before tax plus interest paid and foreign
exchange differences (for business areas: operating
profit) as a percentage of capital employed.

Return on equity

Profitforthe period, attributable to owners of the
parentas a percentage of average equity, excluding
non-controlling interests.

Total return to shareholders
Share price performance including reinvested
dividends and share redemptions.

Weighted average cost of capital (WACC)
interest-bearing liabilities x i
+market capitalization xr
interest-bearing liabilities
+market capitalization

i: Anestimated averagerisk-free interest rate
of 4% plus a premium of 0.5%.
An estimated standard tax rate has been applied.
r: An estimated average risk-free interest rate of
4% plus an equity risk premium of 5%.



Sustainability notes

SUSTAINABILITY NOTES

Atlas Copco’s mission is sustainable, profitable growth. The sustainability report is an integrated part of the
Group’s annual report. The sustainability notes on the following pages, include complementary information
about the materiality analysis, stakeholder dialogue, governance, results and reporting principles.

Materiality analysis and stakeholder engagement

Atlas Copco's sustainability report should provide stakeholders with relevant
information about the Group’s economic, environmental and social impact. In
defining the report content Atlas Copco applies GRI's reporting principles on
stakeholderinclusiveness, sustainability context, materiality and completeness.

Atlas Copco's Business Code of Practice defines the Group's five key stake-
holders, and each group are consulted for the materiality mapping process.
Stakeholders are defined as those who can be significantly affected by the
Group's operations. Internal stakeholders include multiple functions such as
research and development, logistics, human resources and purchasing for the
Group's strategy. For external stakeholders’ input, Atlas Copco directly and indi-
rectly engages with international NGOs, unions, key investors, civil society and
business advocacy groups, customers and business partners. This stakeholder-
driven approach takes inspiration from the GRI's guidance for materiality and
the materiality processis summarized online at www.atlascopcogroup.com.

During 2018, arenewed materiality analysis was undertaken involving inter-
nal and external stakeholders through surveys and interviews. A survey asking
stakeholders to prioritize a set of pre-defined issues was posted on the intranet
and spread externally in order to capture a broad array of stakeholder views.
In-depth interviews with representative stakeholder groups such as customers,
employees, investors, NGOs, peers and board members complemented the sur-
vey. Theresult was discussed in internal workshops with for example the special-
ist safety, health, environment and quality functions and reviewed by Group
Management.

Atlas Copco uses this stakeholder input together with the UN Global Com-
pactten principles, mapping of the business’ impact onthe UN Sustainable
Development Goals, and risk and opportunity assessments based on the busi-
ness strategy to define the Group’s significant environmental, economicand
socialimpact. The result of the materiality process was used in the review of the
Group's focus areas for sustainable, profitable growth. The analysis also served
asinputto the formulation of new KPIs and goals, as presented on page 5, that
will measure Atlas Copco's progress from 2019. This annual report for 2018
reportsand discusses progressinrelation to the KPIs and goals for 2016-2018.

Stakeholders and their key topics and concerns
Asaglobal Group, itis vital for Atlas Copco to ensure accountability forits actual
and potentialimpact on stakeholders.

Forexternal stakeholders’ input, Atlas Copco engages with international
NGOs, unions, key investors, civil society, customers and business partnersina
number of ways, both directly and indirectly.

STAKEHOLDER Key topics and concerns Dialogue form
Customers -Productsafety - Customer visits
-Productinnovation - Customer surveys and
-Resource efficient products interviews
- Climate and environmental - Customer events
impact -Website

Investors/analysts/ -Financial targets -Investor meetings, capital

shareholders -Growth marketdays
- Risk management -Annual general meeting
-Business ethics - Website

Employees -Health and safety -Yearly appraisal
- Working conditions -Employeesurveys
-Competence development -Work councils
-Compensationand benefits  -Employee representativeson
the Board
Society - Climate and environmental -Membershipsininternational
impact collaborationsand industry
-Socialand environmental initiatives
compliance -Localengagements
-Humanrights -Website
-Labormarketissues -Surveysand interviews
Business -Occupational health - Collaborations with suppliers
partners and safety - On-site evaluation and audits

-Labor conditions
-Humanrights
-Business ethics

-Surveysand interviews

Material topics and boundaries

Based on the materiality analysesin 2015 and 2018, Atlas Copco has identified
material topics according to the GRI Standards framework. No significant
changes to the material topics have been made in 2018 following the analysis.
Atlas Copco’s work with the material topics impacts the different parts of the
value chain as described in the table below.

Impacton Impacton Impacton
suppliers Atlas Copco customers
ECONOMICIMPACT
Economic performance [ ]
Anti-corruption [ ] (] [}
ENVIRONMENTAL IMPACT
Energy and emissions [ ] [ ] [ ]
Environmental compliance [ ]
Supplierassessment [ ] [ ]
SOCIALIMPACT
Employment (]
Occupational health and safety [} ° )
Training and education (]
Diversity and equal opportunity (]
Non-discrimination °
Human rights assessment [ [ ] [
Supplierassessment [ ] [ ]
Product responsibility [} ° [
Socioeconomic compliance [ [ ]

Sustainability governance

Atlas Copcoimplements most of its focus areas for sustainable profitable
growth atthe highest operational levels of the organization. The focus areas
are: ethics, safety and well-being, people, the environment, products and ser-
vice. Atlas Copco regards these areas, along with profitability, as necessary to
achieve long-term success.

The Group Management has decided on the Group's focus areas for sustain-
able growth, key performance indicators (KPIs), three-year targets and monitor
progress. KPIs and targets for the first four areas are common for all Atlas Copco
companies.

Implementation is mainly done by the divisions, which together constitute
the four business areas. The divisions are separate operational units, responsible
for delivering resultsin line with the strategies and objectives set by the business
area. The divisional presidents are responsible forimplementing the priorities
andintegrating theminto the divisions’ operations. Itis the responsibility of the
divisional presidents and the general managers to safeguard that targets are set
asapartof the three-year plan, followed-up on company and divisional level, as
well asreported to the Group.

The business areas and divisions set quantified targets for delivering on the
Group goals, forinstance on emissions and safety performance. The annual
reportcommunicates the aggregated results on Group level.

ETHICS SAFETY PRODUCTS PEOPLE THE
AND WELL- AND ENVIRON-
BEING SERVICE MENT
Owner: Divisional president
Group Group Division KPI Group Group
common common business common common
KPls KPIs areas cases KPls KPls
Group Target setting: Group Target setting:
common 3-year plan by division common 3-year plan by
targets Y targets division
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SUSTAINABILITY NOTES

External initiatives and membership of associations

Atlas Copco’s central guiding policy, the Business Code of Practice, supports the
United Nations International Bill of Human Rights, The International Labour
Organization Declaration on Fundamental Principles and Rights at Work, and
The OECD Guidelines for Multinational Enterprises.

Atlas Copcois asignatory to the UN Global Compact since 2008, a strategic
policy initiative for businesses that are committed to aligning their operations
and strategies with ten universally accepted principles in the areas of human
rights, labor, environment and anti-corruption.

Atlas Copcoisamember of the Swedish Leadership for Sustainable Develop-
ment, a business network for accelerating the implementation of the Sustain-
able Development Goals coordinated by the Swedish International Develop-
ment Cooperation Agency, to strengthen its work to deliver on the Sustainable
Development Goals.

Atlas Copcoisalso active ina number of international organizationsand
industry collaborations and initiatives, among them the Stockholm Chamber
of Commerce, the International Council of Swedish Industry, the International
Crisis Group, the Association of Swedish Engineering Industries and the Euro-
pean Committee of Manufacturers of Compressors, Vacuum Technology, Pneu-
matic Tools, Air Treatment Equipment and Condensate Treatment Equipment.

ECONOMIC IMPACT

Economic performance

Direct economic value generated and distributed

Atlas Copco creates employment and financial stability through subcontracting
manufacturing and other activities. In 2018, operating costs including costs to
suppliersfor goods and services, functional costs deducted for employee wages
and benefitsamounted to MSEK 52 557 (47 905). Employee wages and benefits
increased to MSEK 22 129 (20 009). The Group's providers of capital, for example
shareholdersand creditors, provide funds to finance the asset base thatis used
to create economicvalue. In return, these stakeholders receive annual dividend
and interest. The costs for providers of capital including dividend was MSEK
9381(9488).

Atlas Copco contributes to economic development within the regions where
it operates, through payments to pension funds and social security, and pay-
ments of taxes, social costs and other duties. The cost for direct taxes to govern-
ments decreased 3% to 4 876 MSEK (5 047). The Group has been in dialogue
with stakeholders regarding disclosure of taxes by country, (note 9). Community
investments amounted to MSEK 16. The economic value retained amounted to
MSEK 7 472 (4 289).

Local purchasing (non-core) is encouraged in order to generate societal value
inthe communities where Atlas Copco operates, by creating job opportunities as
wellas generating directand indirectincome. This is mostly carried out by indi-
vidual companies, and also decreases the environmental impact from transport.

Anti-corruption and anti-competitive behavior

Atlas Copco has a zero tolerance stance against corruption. The Business Code
of Practice is the Group's central policy document, accessible to allemployeesin
theinternal database. Guidelines and trainings, both classroom training and
online, are provided. Division presidents have the ultimate responsibility for
adherence to the values and policies of the Group. Internal control is exercised
through distribution of responsibility and internal audits, and the compliance
board oversees compliance with the Business Code of Practice.

Grievance mechanism

Atlas Copco’s ethical helpline, the hotline, is the Group's whistleblower function
for perceived violations of the Business Code of Practice. The global whistle-
blower system is complemented by local whistleblower systems. The Group is
positive to receiving reports through the hotline since it provides the possibility
toacton potential misconduct to the Business Code of Practice. The hotline is
administered by the Group legal department which handles and documents
cases. The whistleblowing system can be used by employees or other stakehold-
erstoreportbehaviororactions thatare, or may be perceived as, violations of
laws or of the Business Code of Practice. The person reporting can choose to be
anonymous.
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Reported potential violations, number 2018
Fraud 13
Labor relations, including discrimination 35
Corruption 6
Other 0
Total 54

Six cases are still being investigated, whereof two are related to fraud, two to
corruption and two to labor relations. In 13 cases there were no evidence of
wrongdoing, in ten cases there were no wrongdoing, in eight cases the investi-
gation led to some form of consequence for the person responsible for the
wrongdoing. In five cases the internal process has been changed. Three cases
areincourt.

There were nosignificant finesand no non-monetary sanctions for non-com-
petitive behavior or for non-compliance with laws and/or regulationsin the
socialand economicarea during the year.

ENVIRONMENTAL IMPACT

Atlas Copco has integrated its most material environmental KPIs into its strate-
gicwork. The KPIs drive improvements and efficiency, while reducing the
Group'simpacton the environment.

Environmental performanceis monitored and reported on unitlevel and
aggregated to Group level. General managers have the responsibility to oversee
the implementation of divisional strategies and goals, including undertaking
initiatives to curb energy use, emissions and increase the proportion of renewal
energy in electricity consumption.

Environmental management systems

To help minimize the environmental impactand to secure that the precaution-
ary approachis applied, Atlas Copco has the ambition to implement environ-
mental management systemsin all operations. All product companies should
be certified according to I1SO 14001 in order to manage and reduce their envi-
ronmentalimpact. Acquired product companies are normally certified withina
two-year period.

Atlas Copco strives for all major operating units to be triple-certified for 1SO
9001,1S0 14001 and OHSAS 18001/1SO 45001. All production units with more
than ten employees and all customer companies and rental companies above 70
employees are to be triple-certified. By the end of 2018 the number of required
units not being triple-certified constituted 6% of the total number of opera-
tional units. Same measure for each individual certification is 4% for 1ISO 9001,
5% for1SO 14001 and 6% for OHSAS 18001/I1SO 45001. These units are mainly
acquisitions still within the recommended two-year timeframe to comply or
units thatare newly restructured. Some units not yet triple-certified are in the
process of doing so, and a smaller portion has lacked the resources so far to com-
mitto atriple certification.

Energy consumption within the organization

Energy consumption*, % 2018
Directenergy, renewable 0
Direct energy, non-renewable 29
Indirect energy, renewable (incl. renewable of mix) 34
Indirectenergy, non-renewable 37

* The calculation of indirect energy, i.e. energy purchased externally by the company, includes
electricity (99%) and district heating (1%) used at the sites. Atlas Copco does not report
cooling or steam separately. The calculation of direct energy, i.e. energy generated by the
company for its own production or operation, comprises all fuels used on the sites, includ-
ing diesel, gasoline, solar, geothermal, propane and natural gas.



Environmental compliance

Atlas Copco follows applicable environmental laws in all countries where the
Group operates. Incidents or fines are reported for non-compliance with envi-
ronmental legislation, as well asincidents involving chemical, oil or fuel spill-
ages. There were 1(0) accident resulting in adverse environmental effectsand in
penalty for non-compliance according to reporting. The monetary sanctions for
non-compliance was below SEK 1 000.

Two Swedish companies require permits based on Swedish environmental
regulations. These operations mostly involve machining and assembly of com-
ponents. The permits relate to areas such as emissions to water and air, as well as
noise pollution. The Group has been granted one permit needed to conductiits
business and one was under revisionin 2018.

SOCIAL PERFORMANCE

Employment

Information on employees and other workers

With 36 862 employees atyearend in 71 markets, Atlas Copcois a significant
employerinthe global market. The Group reports the number of employees as
fulltime equivalents (FTE) per geographical spread and per professional cate-
gory, aswell as divided between white-collar and blue-collar employees.

Collective bargaining agreements
In2018,34% of allemployees were covered by collective bargaining agree-
ments.

New employee hires and employee turnover

Thetotal number and rate of external new employee hiresin 2018 was 5 506
which constitutes 15.3% of the total average number of employees during the
year. The percentage of externally recruited females was 23%. The total number
of resignationsin 2018 was 2 380, which constitutes 6.6% of the total average
number of employees during the year.

Occupational health and safety

Safety and well-being are key priority areas for Atlas Copco, and all divisions set
targets and make action plans to enhance awareness and improve behavior,
policies and processes. Group companies shall have an Atlas Copco verified
Safety Health Environmentand Quality management system, which is docu-
mented, implemented and maintained on an ongoing basis. Customer compa-
nies and rental companies with more than 70 employees and all product com-
panies shall be certified according to OHSAS 18001/1SO 45001.

Continuous efforts are put on behavioral based health and safety. Safety days
have beenarranged in the Group since 2014.1n 2018, the number of accidents
for Atlas Copco employees was 194 (184). The relative number of accidents
decreasedto 2.8 (2.9) per one million working hours. The largest increase was
reported from operationsin South America and particular attention will be put
onreducing this number. For several years, the majority of the accidents
reported have beenin Europe.

The number of incidents for Atlas Copco employees decreased to 914 (934)
andthe relative number decreased to 13.3 (14.5) incidents per one million work-
ing hours. Among the additional workforce, the accidents increased from 12 to
26 accidents and the relative numberto 4.3 (2.4) accidents per million working
hours. The biggestincrease was reported from Europe. The main reasons for
theriseinnumbersare related to anincrease in production volumes and quick
increase in external recruitment. The number of incidents for the additional
workforce decreasedto 149 (164 ) corresponding to 24.9 (33.0) per million
working hours. Group consolidated targets and results are presented on
page 39.

Geographical spread of incidents
and accidents among Atlas Copco
employees, %

Work-related
accidents %

Work-related
incidents %

Spread of
employees %

North America 14 9 15
South America 5 6 1
Europe 47 75 59
Africa/Middle East 3 1 3
Asia/Australia 31 9 12
Total 100 100 100

Diversity and equal opportunity

Atlas Copco's global diversity policy states that equal opportunity should apply
whether Atlas Copco has the role of employer, supplier, business partner or cus-
tomer. Atlas Copco companies establish local diversity policies and guidelinesin
alignmentwith the Group policy, local laws and regulations, and local ambitions.

SUSTAINABILITY NOTES

Freedom of association and collective bargaining

Atlas Copco views trade unions and employee representatives as a necessary
andvaluable support system for its employees, and fosters relationships based
on mutual respectand constructive dialogue. As a voluntary member of the UN
Global Compact, Atlas Copco ensures that labor practices such as the right to
collective bargaining are included in the Business Code of Practice.

Asadecentralized organization, the engagement and dialogue with labor
unionstakes place atalocal level. In countries where noindependent labor
union exist, Atlas Copco has taken measures to establish forums for employer/
employee relations, forexamplein China, through environment and safety com-
mittees. Anon-discrimination guideline covers all employees and the Business
Code of Practice also covers employee rights.

Labor relations are followed-up regularly on the operational level and
reviewed by the internal audit. Suppliersin the risk scope are audited according
to compliance to the Atlas Copco’s Business Code of Practice based on interna-
tional guidelines and frameworks such as the UN Global Compactand the ILO
core conventions.

Human rights assessment

Atlas Copco's central guiding policy is the Business Code of Practice. Atlas Copco
isalso asignatory of the UN Global Compactand is committed to working with
theten universally accepted principlesin the areas of humanrights, labor, envi-
ronmentand anti-corruption. The Atlas Copco Business Code of Practice also
supports the International Labour Organization Declaration on Fundamental
Principles and Rights at Work, as well as the OECD’s Guidelines for Multinational
Enterprises.

The Group committed to the UN Guiding Principles for Business and Human
Rights when it waslaunched in 2011.In accordance with requirements of the
framework, Atlas Copco has an ongoing process to identify, prevent, mitigate
and account forthe human rightsimpacts related to Atlas Copco’s business and
business relations.

Human rights are monitored by the compliance board, which contains two
members of Group Management. The compliance board addresses training
needs, impact assessmentand the action points related to the implementation
of the UN Guiding Principles. The Group strives to work according to the UN
Guiding Principles across the value chain, covering procurement, human
resources, sales, marketing and other business processes. The Group's commit-
ment covers allindividuals and groups who may be impacted by its activities or
through its business relationships.

Human rights due diligenceis carried out when deemed relevant for specific
markets, forinstance when Atlas Copco enters a market thatis perceived as pre-
senting severe human rights risks.

The Atlas Copco whistleblower system can be used to report perceived
human rights violations. Atlas Copco's human rights statement can be found at
the corporate website: www.atlascopcogroup.com.

Training on human rights policies and procedures

Atlas Copco has developed human rights specific training in addition to training
inthe Business Code of Practice to increase employee awareness. The training is
available to allemployees through the Group'sintranet.

Taxes

The Group recognizes the key role that tax plays in advancing economic devel-
opmentand also considers it vital to combat corruption and support sound
business practicesin orderto create the most value for society. Atlas Copco
believesin good corporate practice in the area of tax management, balancing
theinterests of various stakeholders, including customers, investors and the
governments and communities in the countries in which the Group operates.
Atlas Copco does notengage in aggressive tax planning, but takes care to pay
the correcttaxesin its countries of operation. Atlas Copco's tax policy can be
found atthe corporate website. See note 9 of the consolidated financial state-
ments for the details of taxes paid, reported according to the international
financial reporting standards.

Disclosing tax by country

Atlas Copco has beenin dialogue with investors, NGOs and peers regarding dis-
closure of tax paid per country. At present, there is no international standard for
reporting taxes paid by country and therefore the resulting data is not compara-
ble between different companies. Atlas Copco is not opposed to reporting tax
paid by country if guidelines are broadened to apply to all companies in the
industry so that the datais comparable and can be analyzed fairly.
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Responsible sourcing

Atlas Copco hasalarge international supplier base and the ambitionis to work
with suppliers who share the same high standards as the Group and that comply
with the Business Code of Conduct. Around 75% of product cost stems from
purchased components. Local purchasing isencouraged.

Atlas Copco’s purchasing strategies are decentralized to give the organiza-
tion higher flexibility and to ensure the right competence. Purchasing councils
oversee supply chain management at divisional level, and come togetheras a
part of the Group purchasing council to develop central policies and tools that
impact all operations.

Geographical spread
of suppliers

Asia/Australia
38%

North America
1%

‘ South America

Europe 50% 1%

Business partner evaluation process
Primary responsible

Business for risk management
partner Role in the value chain and compliance
Suppliers, Provide key parts aswell as

subcontractors  manufacturing services Purchasing councils

Partly owned companies
that provide complementary
products and services

Selland distribute
products to customerson
the Group's behalf

Jointventures Division presidents
Agents,
distributors Marketing councils

Supply chain management process: Suppliers are evaluated during and after
selection by product companies, primarily by personnel in the purchasing func-
tion. Internal training on how to carry out supplier evaluationsis published in
the Group database The Way We Do Things.

The supplier evaluation process examines:

* Business partners’ record of governance, ethics and stance against corruption

e Laborissues: Rejection of forced, compulsory or child labor, elimination of
discrimination, safeguarding employee health and safety, collective bargain-
ingrights

* Environmental performance: Managing waste, minimizing emissions, and
reducing consumption of natural resources

* Humanrightsissues: Responsible sourcing and respect forhuman rightsin
operations

Attimes, self-assessment checklists are sent to suppliers and on-site evaluations
are conducted either atregularintervals or when deemed necessary. These
resultin areport with concrete suggestionsin the form of an action plan or
improvement to be followed up on at an agreed time. Atlas Copco can provide
experience and know-how to suppliers who need supportin order to comply
with the minimum standards set forth in the business partner compliance docu-
ment. However, suppliers who fail to meet the criteriaand do not show a willing-
nesstoimprove are rejected. Supplier evaluations regarding safety, health,
social and environmentaspects including factors such as quality and financial
data are performed throughout the Group.

Definition of significant supplier for reporting

Atlas Copco's definition of significant suppliers are all external suppliers of
goodsand services, directand indirect, with a purchasing value above a set
threshold, based on 12-month values from October previous year to September
currentyear. For suppliersin countries with a heightened risk for humanrights
violations, environmental risks or corruption etc., the purchasing threshold is
lower (approximately 13% of setvalue). In 2018, the number of significant sup-
pliersincreased compared with 2017 partly due to increase in business.

Suppliers' commitment 2018 2017
Significant suppliers, number 4660 4023
Safety, health and social and
environment evaluated suppliers” 845 723
Approved suppliers (no need to follow up) 820 685
Conditionally approved suppliers (monitored) 24 37
Rejected suppliers (relationship ended)? 1 1
Suppliers asked on commitment to the
Business Code of Practice, number 4405 3482
Significant suppliers that have confirmed their
commitmentto the Code, % 86 82

" Evaluations or audits are conducted by Atlas Copco teams directly at the suppliers' sites.

2 Reasons for rejection include for example safety in the workplace, personal protection for
workers or no fulfillment of environmental laws. Suppliers are rejected if they do not meet
Atlas Copco requirements and are not willing to improve. The Group does not keep any
black lists of business partners.

Conflict minerals

Responsible sourcing of mineralsis essential to Atlas Copco and though Atlas
Copcoisnotdirectlyimpacted by the Dodd-Frank Act or the EU regulation on
minerals many of the Group's customers are. To ensure responsible sourcing of
mineralsincluded in Atlas Copco products and support customers’ obligations,
Atlas Copcoinvestigates the use of conflict minerals in sourced products using
the Conflict Mineral Reporting Template (CMRT). In accordance with the
upcoming EU conflict mineral rule EU 2017/821 (due to enter into force in Janu-
ary, 2021), Atlas Copco undertakes due diligence to ensure its supply chains are
not contributing to armed conflictand instability in the DRCand surrounding
countries. Atlas Copco reports the identified origin of tin, tungsten, tantalum
and goldin products to customers. Atlas Copco isa member of the Responsible
Minerals Initiative (RMI) and adheres toits guidelines to increase the transparency
of possible conflict mineralsin the supply chain.

Product responsibility

Asaminimum, all products comply with laws and regulations regarding their
environmental impact and they are tested for safety prior to delivery. Further, all
Atlas Copco products and services come with relevant product, service and
safety information. The information required by the Group's procedures for
product and service information and labeling covers aspects such as sourcing of
components, content such as substances of concern, safe use and disposal of
the product. Customer training isincluded when relevant, to secure safe hand-
ling of the products.

In general, alimited proportion of Atlas Copco products falls under the EU
Waste Electrical and Electronic Equipment (WEEE) Directive, for example, hand-
held electrictools and monitoring control instruments qualify. Atlas Copco has a
responsibility for the disposal of products that fall under the directive. Atlas
Copcosstrivesto follow laws and regulations regarding safety, health and envi-
ronmental aspects, productinformation and labeling.

Atlas Copco maintains lists of substances which are either prohibited or must
be declared due to their potential negative impact on health or the environ-
ment. Prohibited substances are not allowed in Group’s products or processes.
Declarable substances should be limited in use, additionally any use of such sub-
stancesinitems must be declared. Suppliers’ use of listed substances is regularly
checked, and if prohibited substances should be found, they mustimmediately
be replaced with appropriate alternatives. The lists are continuously revised
according to applicable legislation, including REACH. The lists on prohibited and
declarable substances are published on the Atlas Copco website.

Incidents of non-compliance
There were no cases filed in 2018 for non-compliance with laws and regulations
concerning the provision and use of products and servicesin 2018.



Calculations of product energy efficiency on pages 35-36

The energy efficiency calculations for the products detailed in the reportare
based on estimates provided by Atlas Copco’s research and development
departments. Carbon dioxide emissions factors used for the calculations come
from open source calculators or standards. The calculation of the number of cars
driven foroneyear corresponding to the carbon emission savings by the prod-
ucts was made using the US Environmental Protection Agency's Greenhouse
Gas Equivalencies Calculator.

Compressor

Based onthe averageloaded hours (8 000 hrs), the average power consumption
per unitand the yearly quantity of units sold peryear, a total energy consump-
tion of the units sold peryearis calculated to be 649 600 MWh. To come to a sin-
gle efficiency gain of ZH 1000-3150 compared to previous models, a weighted
average of efficiency gains per pressure variant is taken, based on all orders
received up to November 11, 2018. From the above analysis, an average effi-
ciency gain of the new productis determined to be 6 %. The yearly saving of
energy isthus 37 400 MWh. The calculation of CO, savings is based on the

Energy savings (37 400 MWh)
x  CO,emissions per MWh (0.707 metric tonnes)
= 26447 metrictonnes of CO, peryear

Vacuum pump

The energy savings were calculated for a smaller size model with similar perfor-
mance on the basis of 50% energy savings on average power for each pump,
considering 40 running hours per week. In 12 months up to October 2018, the
number of machines placed on the market during that period saved a total of
7848280 kWh of energy compared to displaced fixed-speed competitor units.
The calculation of CO, savingsisbased onthe

Energy savings (7 848 280 kwh)
x  CO, emissions per kWh (0.000707 metric tonnes/kWh)

=5550metrictonnes of CO,

Generator

An Independent Power Plant (IPP) is the core application for QAC 1450 Twin-
Power generator. The fuel savings are calculated considering that the generator
isusedinanindependent power plant using 16MW. A 16MW IPP built with 16
single engine machines of 1MW each will consume 33400 000 liters of diesel
peryear, calculated on the basis of 8 000 running hours. The same IPP size built
with Atlas Copco Twin Power Concept, with fewer machines, will consume
30900000 liters of diesel. As a consequence, the fuel savings of the IPP are
2500000 liters peryear or 8%. The carbon dioxide avoided was calculated on
the basisthat 1 liter of diesel burnt emits 2.6 kg of CO,

Reduction of 2500000 liters of diesel

X 2.6
= 6500000kgCO,
Battery tool

The calculations are based on applications where a nutrunner is used 340 days
peryear, two shifts per day, seven hours per shiftand making three tightenings
per minute. The energy consumption of STB battery nutrunneris approximately
80% less than a pneumatic LTV nutrunnerin the same application. Converting
the energy savings from using the electric tools instead of the pneumatic, gives
areduction of CO, emissions by around 6 500 metric tonnes yearly, based on the
average energy reduction of all STB battery nutrunners sold during 2016-2018.

SUSTAINABILITY NOTES
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About the sustainability report

Atlas Copco has prepared its sustainability report in accordance with the
Global Reporting Initiative (GRI) guidelines since 2001. The sustainability
reportis published annually and the most recent report, prior to this
report, was published in March 2018 as a part of Atlas Copco’s annual
report2017.

Atlas Copco regards sustainability as an integral part of its business model and
reports both financial and non-financial data in a consolidated annual report.
It provides the Group's stakeholders with arelatively complete overview of the
Atlas Copco Group’s mostimportant activities contributing to sustainable
developmentand increasing stakeholder value.

Thisreport has been prepared in accordance with the Global Reporting
Initiative (GRI) Standards: Core option. Atlas Copcois also a signatory of the UN
Global Compactsince 2008, and this reportis Atlas Copco’s Communication on
Progress (COP), areporton performancein relation to Global Compact’s ten
principles on human rights, labor law, the environment and anti-corruption.

The sustainability report has been subject to limited assurance by the Group’s
external auditors, Deloitte, see the Auditor's reporton page 139.

Report boundary

The sustainability reportincludesinformation regarding aspects where Atlas
Copco has asignificant economic, environmental and social impact. The materi-
ality principle of GRI Standards has been the guiding principle when determin-
ing the content of the report. It covers the material issues that have the highest
priority to Atlas Copco’s stakeholders.

Thereport covers Atlas Copco’s operations for the fiscal year 2018, unless
otherwise stated. Operations divested during the year are excluded, acquired
units are included. This may at times cause changes in reported performance.
Environmental data covers production units and distribution centers. Business
partner data covers production units and distribution centers. Employee data
coversalloperations.

GRI content index

GRI Standards Description

Organizational profile

102-1 Name of organization

102-2 Activities, brands, products, and services

102-3 Location of headquarters

102-4 Location of operations

102-5 Ownership and legal form

102-6 Markets served

102-7 Scale of the reporting organization

102-8 Information on employees and other workers

102-9 Supply chain

102-10 Significant changes to the organization and its
supply chain

102-11 Precautionary principle orapproach

102-12 Externalinitiatives

102-13 Membership of associations

Strategy and analysis

102-14 Statement from senior decision-maker

Atthe Annual General Meeting on April 24, it was decided to spin-off and dis-
tribute the shares of Epiroc AB to the shareholders of Atlas Copco. Epiroc AB was
listed on Nasdaq Stockholm on June 18, 2018. Itis therefore not possible to com-
pare datain this report with data in previous years' annual sustainability reports.

The sustainability reportand the corporate governance report are integrated
inthe 2018 annualreport. Sustainability information in the annual report s
primarily presented on pages 32-43,51-55 and 129-138.

Data collection

Reported facts and figuresin the sustainability report have been verified in
accordance with Atlas Copco’s procedures for internal control. Data collection is
integrated into the Group reporting consolidation systems and collected on a
quarterly basis. Reported values are normally not corrected retroactively. When
arestatement of historically reported numbers is made, this can beduetoa
change of calculation method or scope.

Responsibility for reporting rests with the general manager of each
company. Datais reported at local operating unit level, aggregated to division/
business areaand Group level. Data verificationis performed at each level
before submitting to external auditors for verification.

For questions regarding the reportand its contents,
please contact Sofia Svingby,
Vice President Corporate Responsibility
cr@se.atlascopco.com.

Page Comment

Inside cover

Inside cover,
18-31

4

4

51-55

Inside cover,
21,24,27,30,
38

Inside cover, 6,
12-16,18-31,
38,82
4,6,16,38,
83-86

Atlas Copco reports the aggregate number of full-
time equivalents, not how many employees work full-
time or part-time. Additional workforce can be either
temporary or permanent, generally employed
through a third party. Omission: Atlas Copco does not
reportadditional workforce by gender.

8,40,132
"

32,40-43,130

130
130

2-3,51,55
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GRI Standards Description Page Comment

Ethics and integrity

102-16 Values, principles, standards and norms 10,40,42
of behavior

Governance

102-18 Governance structure 9-10, 51-59,

130

Stakeholder engagement

102-40 List of stakeholder groups 129

102-41 Collective bargaining agreements 131

102-42 Identifying and selecting stakeholders 129

102-43 Approachto stakeholder engagement 129

102-44 Key topics and concerns raised 129

Reporting practice

102-45 Entities included in the consolidated financial 120-123
statements

102-46 Process for defining report content and topic 129
boundaries

102-47 List of material topics 129

102-48 Restatements of information 11,134

102-49 Changesinreporting 129,134

102-50 Reporting period 134

102-51 Date of most recentreport 134

102-52 Reporting cycle 134

102-53 Contact point for questions regarding the report 134

102-54 Claims of reporting in accordance with 134
GRIStandards

102-55 GRI contentindex 134-137

102-56 External assurance 139

ECONOMICIMPACT

Economic performance

103-1/2/3 Explanation of the material topic, its boundary 5,129,130
and managementapproach

201-1 Direct economicvalue generated and distributed 130,137,138

Anti-corruption

103-1/2/3 Explanation of the material topic, its boundary 5,129,130
and managementapproach

205-3 Confirmed incidents of corruption and actions 130
taken

Anti-competitive behavior

103-1/2/3 Explanation of the material topic, its boundary 5,129,130
and managementapproach

206-1 Legal actions for anti-competitive behavior, 130
anti-trust,and monopoly practices

ENVIRONMENTAL IMPACT

Energy

103-1/2/3 Explanation of the material topic, its boundary 5,42-43,129,
and managementapproach 130

302-1 Energy consumption within the organization 43,130,138 Omission: Atlas Copco reports energy consumptionin

MWh, notinjoule.

302-3 Energy intensity 138

Emissions

103-1/2/3 Explanation of the material topic, its boundary 5,129,130
and managementapproach

305-1 Direct greenhouse gas emissions (Scope 1) 137,138

305-2 Energy direct greenhouse gas emissions (Scope 2) 137,138

305-3 Otherindirect greenhouse gas emissions (Scope 3) 137,138

305-4 Greenhouse gas emissions intensity 137,138

Atlas Copco 2018
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GRI content index, cont.

GRI Standards Description Page Comment

Environment-compliance

103-1/2/3 Explanation of the material topic, its boundary 5,129,130
and managementapproach

307-1 Non-compliance with environmental laws and 130
regulations

Supplier environmental assessment

103-1/2/3 Explanation of the material topic, its boundary 5,129,132
and managementapproach

308-1 New suppliers that were screened using 40,132,138 Atlas Copco uses a risk-based approach to identify
environmental criteria significant suppliers. The scope caninclude new and
old suppliers every year. Omission: Data for new
suppliers specifically is not disclosed. Environmental
and social screening is reported jointly.

SOCIAL IMPACT
Employment

103-1/2/3 Explanation of the material topic, its boundary 5,37-39, 129,
and managementapproach 130,131

401-1 New employee hires and employee turnover 131,138 Omission: Atlas Copco does not report turnover by

age group and gender.

Occupational health and safety

103-1/2/3 Explanation of the material topic, its boundary 5,39,129,131
and managementapproach

403-2 Types of injury and rates of injury, occupational 39,131,138 An accidentis defined asan event that requires at
diseases, lost days, and absenteeism, and number least one day of absence beyond the actual eventand
of work-related fatalities medical treatment beyond first aid. Incidents do not

require leave of absence or other medical treatment
than first aid.

Training and education

103-1/2/3 Explanation of the material topic, its boundary 5,37-38,129
and managementapproach

404-3 Percentage of employees receiving regular 38,138
performance and career development reviews

Diversity and equal opportunity

103-1/2/3 Explanation of the material topic, its boundary 5,37,129, 131
and managementapproach

405-1 Diversity of governance bodies and employees 56-59,37,38,  Omission: Age group is notdisclosed at Group level.
138 Minority group membership is notreported oninthe
Group.
Non-discrimination
103-1/2/3 Explanation of the material topic, its boundary 5,37,129, 131
and managementapproach
406-1 Incidents of discrimination and corrective actions 130
taken

Human rights assessment

103-1/2/3 Explanation of the material topic, its boundary 5,40,129,131
and managementapproach

412-2 Employee training on human rights policies or 38,40,41,131  Allemployeesare trained in the Business Code of
procedures Practice, which includes respect for human rights.
Omission: Employee training is not reported by
category of training at Group level.
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GRI Standards Description Page Comment
Supplier social assessment
103-1/2/3 Explanation of the material topic, its boundary 5,40,129,132
and managementapproach
4141 New suppliers that were screened using social 40,132,138 Atlas Copco uses a risk based approach to identify
criteria significant suppliers. The scope caninclude new and
old suppliers every year. Omission: Data for new
suppliers specifically is not disclosed. Environmental
andsocial screeningis reported jointly.
Customer health and safety
103-1/2/3 Explanation of the material topic, its boundary 5,129,132
and managementapproach
416-2 Incidents of non-compliance concerning the health 132
and safetyimpacts of products and services
Marketing and labeling
103-1/2/3 Explanation of the material topic, its boundary 5,129,132
and managementapproach
417-2 Incidents of non-compliance concerning product 132
andservice information and labeling
Socioeconomic compliance
103-1/2/3 Explanation of the material topic, its boundary 5,129,130
and managementapproach
419-1 Non-compliance with laws and regulationsin 130

the socialand economicarea

Footnotes to Environmental, social and governance (ESG) performance on page 138

Calculations according to GRI Standard Guidelines, www.globalreporting.org.

Revenues include revenues, other operating income, financial income, profit
from divested companies and share of profit in associated companies.

w

Operating costs include cost of sales, marketing expenses, administration
expenses, research and development expenses, other operating expenses,
deducted for employee wages and benefits. COS when presented in relation to
sustainability information refers to cost of sales at standard cost in MSEK.

£

Costs for providers of capital include financial costs and dividend, but exclude
redemption of shares and repurchase of own shares.

The total energy includes both indirect and direct energy used. The calculation
of indirect energy, i.e. energy purchased externally by the company, includes
electricity (99%) and district heating (1%) used at the sites. Atlas Copco does
not report cooling or steam separately. The calculation of direct energy, i.e.
energy generated by the company for its own production or operation,
comprises all fuels used on the sites, including diesel, gasoline, solar, geothermal,
propane and natural gas.

9 The reporting of greenhouse gas emissions is done in accordance with the GHG

)

©

Protocol (ghgprotocol.org). Country factors used for energy come from the
International Energy Agency. Indirect energy (Scope 2) is presented both as
market-based and location-based according to the GHG Protocol. Where
nothing else is stated a market-based apprach has been applied. Factors from
NTM (transportmeasures.org) are used for transport of goods when emission
data is not provided by transport company. Scope 3 emissions include inbound
and outbound transport of goods that the company is responsible for as defined
by Incoterm.

Water risk mapping was carried out using the water risk maps generated by
Verisk Maplecroft. Water risk as defined by Verisk Maplecroft water stress index,
where categories “medium, high and extreme” are used in Atlas Copco’s water
risk scope.

In 2018, the process and scope for employees signing the Business Code of
Practice was reviewed and updated. This means that the result for the KPI
"managers signing the Business Code of Practice” is not comparable with
previous years.

Results are, as a rule, collected every two years through the Group's employee
survey “Insight”. The survey was not conducted in 2017 and 2018.

137



138

SUSTAINABILITY NOTES

Environmental, social and governance

(ESG) performance "

ECONOMIC VALUE 2017 2018 Target*
Direct economic value 86738 96 415

Revenues ? 85653 95 363

Economic value distributed

Operating costs ? 47 905 52557

Employee wages and benefits, including other social costs 20009 22129

Costs for providers of capital ¢ 9488 9381

Costs for direct taxes to governments 5047 4876

Economic value retained 4289 7472

— Redemption of shares - 9705

THE ENVIRONMENT

Renewable energy for operations, % of total energy use 34 34 increase
Direct energy use in GWh % 92 104

Indirect energy use in GWh * 258 256

Total energy use in GWh 350 360

Total energy use in MWh/COS % 7.8 7.2 decrease
CO, emissions ‘000 tonnes (direct energy) - scope 1 ¢ 19 21

CO, emissions ‘000 tonnes (indirect energy) — scope 2 © 86 72

CO, emissions '000 tonnes (total energy) —scope 1+2 © 105 93

CO, emissions ‘000 tonnes (indirect energy, location-based) —scope 2 107 95

CO, emissions ‘000 tonnes (transports) — scope 3 © 156 170

CO, emissions tonnes (transports)/COS © 35 3.4 decrease
Proportion of reused or recycled waste, % 94 94 increase
Water consumption in water risk areas ('000 m3)” 244 255

Water consumption in water risk areas (in m?)/COS 7! 5.4 5.1 decrease
PEOPLE

White-collar employees, % 68 69

Blue-collar employees, % 32 31

Employee turnover white-collar employees, % 6.5 6.1

Employee turnover blue-collar employees, % 6.9 7.7

Total turnover, voluntary leave, % 6,7 6.6

Yearly performance and development discussion, % 86 82 100%
Proportion of women employees, % 18.6 19.2

Proportion of women managers, % 17.7 189

Inflow of women into the Group, share of total external recruitment, % 23 23 increase
Nationalities among senior managers, number 42 43

Managers with highest assessment rank for performance and potential for higher positions, % 56 57 65%
Communicative Leadership Index, rate 1-100 ® - - increase
SAFETY AND WELL-BEING

Work-related accidents, number 184 194

Work-related accidents, number per one million working hours 29 28 decrease
Lost days due to accidents, number per one million working hours 87 57

Work-related incidents, number 934 914

Work-related incidents, number per one million working hours 14.5 133 decrease
Fatalities 0 0 0
Sick leave due to diseases, % 2.0 2.0 below 2.5%
Sick leave due to diseases and accidents, % 2.0 2.0

ETHICS

Global managers with signed compliance to the Business Code of Practice, % ® - 95 100%
Employees aware of the Group ethical hotline or local helpline, % - = 100%
Significant suppliers committed to the Business Code of Practice, % ' 82 86 100%

* Targets for Atlas Copco Group's key performance indicators for sustainable, profitable growth.

See footnotes on page 137
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Auditor’s Limited Assurance Report on Atlas
Copco AB’s Sustainability Report and
statement regarding the Statutory

Sustainability Report

Thisis the translation of the auditor’s reportin Swedish.

To Atlas Copco AB, corporate identity number 556014-2720

Introduction

We have been engaged by the Board of Directors of Atlas Copco AB to
undertake alimited assurance engagement of the Atlas Copco AB's
Sustainability Report for the year 2018. The Company has defined the scope
of the Sustainability Report on page 134 and the Statutory Sustainability
Reportonpage 17.

Responsibilities of the Board of Directors and the

Executive Management

The Board of Directors and the Executive Management are responsible for the
preparation of the Sustainability Reportincluding the Statutory Sustainability
Reportinaccordance with the applicable criteria and the Annual Accounts Act
respectively. The criteria are defined on page 134 in the Sustainability Report,
and are part of the Sustainability Reporting Guidelines published by GRI (The
Global Reporting Initiative), which are applicable to the Sustainability Report, as
well asthe accounting and calculation principles that the Company has
developed. This responsibility also includes the internal control relevant to the
preparation of a Sustainability Report that s free from material misstatements,
whether due to fraud orerror.

Responsibilities of the auditor

Our responsibility is to express a conclusion on the Sustainability Report based
onthe limited assurance procedures we have performed and to express an
opinion regarding the Statutory Sustainability Report.

We conducted our limited assurance engagement in accordance with ISAE
3000 Assurance Engagements Other than Audits or Reviews of Historical
Financial Information. A limited assurance engagement consists of making
inquiries, primarily of persons responsible for the preparation of the
Sustainability Report, and applying analytical and other limited assurance
procedures. Our examination regarding the Statutory Sustainability Report has
been conducted in accordance with FAR's accounting standard RevR 12 The
auditor’s opinion regarding the Statutory Sustainability Report.

Alimited assurance engagementand an examination according to RevR 12 is
differentand substantially less in scope than an audit conducted in accordance
with International Standards on Auditing and generally accepted auditing
standardsin Sweden.

The firm applies ISQC 1 (International Standard on Quality Control) and
accordingly maintains a comprehensive system of quality controlincluding
documented policies and procedures regarding compliance with ethical
requirements, professional standards and applicable legal and regulatory
requirements. We areindependent of Atlas Copco ABin accordance with
professional ethics for accountantsin Sweden and have otherwise fulfilled our
ethical responsibilities in accordance with these requirements.

Thelimited assurance procedures performed and the examination according
to RevR 12 do not enable us to obtain assurance that we would become aware
of all significant matters that might be identified in an audit. The conclusion
based on alimited assurance engagementand an examination according to
RevR 12 does not provide the same level of assurance as a conclusion based on
an audit.

Our procedures are based on the criteria defined by the Board of Directors
and the Executive Management as described above. We consider these criteria
suitable for the preparation of the Sustainability Report.

We believe that the evidence we have obtained is sufficient and appropriate
to provide a basis for our conclusion below.

Conclusion
Based on the limited assurance procedures we have performed, nothing has
come to our attention that causes us to believe that the Sustainability Report, is
not prepared, in all material respects, in accordance with the criteria defined by
the Board of Directors and Executive Management.

A Statutory Sustainability Report has been prepared.

Stockholm, February 28,2019
Deloitte AB

Thomas Stromberg
Authorized Public Accountant

Lennart Nordqvist
Expert Member of FAR
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Two years in summary

ORDERS, REVENUES AND PROFIT 2017 2018
Orders, MSEK 90132 97132
Revenues MSEK 85653 95363
Change, organic from volume, price and mix, % N/A 8
EBITDA, MSEK 223832 24510
EBITDA margin, % 26.1? 25.7
Operating profit, MSEK 18748 21187
Operating profit margin, % 21.9 22.2
Netinterest expense, MSEK -1071 -644
Profit before tax, MSEK 17591 20844
Profit margin, % 20.5 219
Profit for the year, MSEK 12661 16336
EMPLOYEES 2017 2018
Average number of employees 33631 35894
Revenues per employee, SEK thousands 2547 2657
CASHFLOW 2 2017 2018
Operating cash surplus, MSEK 29187 28444
Cash flow before change in working capital, MSEK 20930 21481
Change in working capital, MSEK 1398 -3391
Cash flow from investing activities, MSEK 758 -4301
Grossinvestmentsin other property, plantand equipment, MSEK -1742 -2000
Grossinvestmentsin rental equipment, MSEK -1412 -1462
Netinvestmentsin rental equipment, MSEK -948 -1276
Cash flow from financing activities, MSEK —7745 -21601
of which dividends paid, MSEK -8255 -8496
Operating cash flow, MSEK 18856 14133
FINANCIAL POSITION AND RETURN 2017 2018
Total assets, MSEK 1260312 96670
Capital turnover ratio, MSEK 0.68? 0.99
Capital employed, average MSEK 64096 64945
Capital employed turnover ratio, MSEK 1.34 1.47
Return on capital employed, % 29.0 33.0
Netindebtedness, MSEK 24662 6702
Net debt/EBITDA, MSEK 01?2 0.3
Equity, MSEK 606012 42472
Debt/equity ratio, % 42 16
Equity/assets ratio, % 48.12 439
Return onequity, % 30.12 337
KEY FIGURES PER SHARE 20172 2018
Basicearnings / diluted earnings, SEK 13.72/13.61 13.45/13.43
Dividend, SEK 7.00 6.30%
Dividend as % of basic earnings 51.0% 47.0%
Dividend yield % 2.2% 2.2%
Redemption of shares, SEK 8.00 N/A
Operating cash flow, SEK 15.53 11.65
Equity, SEK 50 35
Share price, December 31, Ashare / B share, SEK 354.2/314.6 210.5/193.3
Highest price quoted, A share / B share, SEK 375.8/338.1 380.8/339.7
Lowest price quoted, Ashare / Bshare, SEK 277.0/ 2471 205.3/187.7
Average closing price, Ashare / Bshare, SEK 322.0/289.6 291.3/264.0
Average number of shares, millions 12141 12135
Diluted average number of shares, millions 1215.8 12153
Number of shareholders, December 31 80846 87009
Market capitalization, December 31, MSEK 420076 252130

' Restated for IFRS 15 and continuing operations 2 Restated for IFRS 15 and including discontinued operations * Proposed by the Board of Directors.
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CONTACTS

Investor relations
Daniel Althoff, Vice President Investor Relations
ir@se.atlascopco.com

Sustainability
Sofia Svingby, Vice President Corporate Responsibility
cr@se.atlascopco.com

Media
Sara Liljedal, Media Relations Manager
media@se.atlascopco.com
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Atlas Copco

Atlas Copco AB (publ)

SE-105 23 Stockholm, Sweden
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