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Some common uncommon words in Nolato’s Annual Report

EMS

Electronic Manufacturing Services, company that takes responsi-
bility for activities such as final assembly and configuration of the
mobile telephones.

Injection mould

An injection mould consist of two halves of a mould, whose cav-
ity, when the halves are put together, is the same as the form of the
product.

Injection moulding

Industrial process for manufacturing products and components in
materials such as thermoplastic. By pressing fluid plastic into an

injection mould (see above), products are created in the form de-
sired.

Mechanical modules

A variety of different components that are assembled together to
construct, for instance, the fronts of a mobile telephone, including
the display window, gaskets, buttons, speaker, microphone etc.
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Original Equipment Manufacturer, company that develops and
markets mobile telephones. Examples include Ericsson, Nokia and
Siemens.

(1h]3
Original Development Engineering, company that provides project
design and development. Also called design house.

(]}

Original Development Manufacturer, company that provides com-
plete mobile telephones, including development, industrialization
and manufacturing, which are then marketed under a second com-
pany’s brand name.

Polymer material
Plastic, TPEs (thermoplastic elastomers) and rubber are examples
of polymer materials.

This document is, in all essential respects, a translation from Swedish. In the event of any difference
between this translation and the Swedish original, the Swedish original shall govern.
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The unifying theme at Nolato,

ever since we started 67 years

ago, is our goal-driven investment in
experience and innovation.

With our strong customer focus, in-depth
knowledge of the industry, effective organi-
zations and skilled, dedicated employees, we
are a leading developer and manufacturer in
our three areas of operation: Nolato Telecom,

Nolato Industrial and Nolato Medical.
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Nolato in brief
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Rickard Bengtsson and Henrik Rosengren

Business mission

Nolato is a high-tech developer and manu-
facturer of polymer components and product
systems for leading customers in telecommu-
nications, automotive products, white goods,
medical technology, hygiene and other select-

ed industrial segments.

67 years of experience
Nolato was founded 1938 in Torekov, Swe-
den, where the corporate office is still located.

The Company was listed on the stock market

aE

b
;|

in 1984, and Nolato’s Class B share is traded
today on the Stockholm Stock Exchange’s O-
list and is included in its Attract 40 list.

Close collaboration with customers
Our operations are based on in-depth exper-
tise on polymers.

The foundation of our work is close col-

SE:OI(\]II Our Basic Principles laboration with customers. By participating
200 Important basic principles in our operations  in their projects at an early stage, Nolato can
100 are expertise and being business-like, long-  help them develop their products and offer

—103 term customer relationships, decentraliza- high-quality manufacturing and further

- 200 tion, being well organized and safeguarding  processing of customer products and com-

:Zgg the environment. plete systems.

500

International operations
Atyear-end 2004 Nolato had 3,264 employ-
ees in 14 development and production units

in Sweden, China, Hungary och Estonia.

“ Group highlights 2004 2003 2002 2001 2000
15 Net sales, SEK M 2,401 2,671 2,011 2,359 3,302
10 Operating income, SEK M 195 57 42 -510 137
Income after financial items, SEK M 179 6 36 - 564 101

5 Income after tax, SEK M 130 -35 60 - 429 52
0 Cash flow after investments, SEK M 231 228 -37 292 - 404
. Operating margin (excl. nonrec. items), % 8.1 5.6 2.1 -1.0 7.2
2000 2001 2002 2003 2004 Equity/assets ratio, % 41 31 33 21 28
Earnings per share, SEK 4.95 -1.35 2.45 —-20.05 2.45

Excluding nonrecurring items Average number of shares, thousands 26,307 26,307 24466 21,397 21,397

Number of employees 2,700 2,353 1,992 2,218 2,679




Nolato Group

Three profit centers

(3]

Nolato in brief

Nolato Telecom

Sales (SEK M): 1,342 (1,686)
Operating income (SEK M): 133 (109)
Operating margin (%): 9.9 (6.5)

N

Share of Group net sales

Nolato Telecom

A world-leading, global developer and
manufacturer of polymer systems
products for mobile phones and tele-
com infrastructure.

Sales, development and production:

I Nolato Alpha, Kristianstad, Sweden

I Nolato Beijing, China

I Nolato Tallinn, Estonia

M Nolato Lovepac, Skanes Fagerhult,
Sweden and Beijing, China

M Nolato Silikonteknik, Sweden

Example of customers: Siemens,
Sony Ericsson, Nokia, Flextronics,
Elcoteq, Solectron and Ericsson.

Nolato Industrial

Sales (SEK M): 936 (912)
Operating income (SEK M): 58 (- 34)
Operating margin (%): 6.2 (6.5*)

\

Share of Group net sales

* Excluding nonrecurring items

Four business areas

Nolato Industrial
Sweden

Market leader in Scandinavia in the
development and injection moulding
of polymer products.

Sales, development and production:
I Nolato Gota, Sweden

I Nolato Plastteknik, Sweden

™ Nolato Polymer, Sweden

I Nolato STG, Sweden

I Nolato Sunne, Sweden

Example of customers: Electrolux,
Flextronics, Haldex, Husqvarna, If6,
Ikea, Lear, Lindab, MCT Brattberg, Opel,
Plastal, Saab Automobile, Sapa, Scania,
TI Automotive, Volvo Car, Volvo Truck
and Whirlpool.

Nolato Medical

Sales (SEK M): 137 (102)
Operating income (SEK M): 26 (16)
Operating margin (%): 19.0 (15.7)

>

Share of Group net sales

Nolato Industrial
Central Europe

Market leader in Central Europe in the
development and injection moulding of
polymer products.

Sales, development and production:
M Nolato Protec, Mosonmagyarévar,
Hungary

Example of customers: SCA, Lear,
Woco, Elring Klinger, FCI, Philips,
Solectron and Sagem.

Nolato Medical

Leading development and produc-
tion partner in medical technology in
Scandinavia and elsewhere in Europe.

Sales, development and production:
[ Nolato Medevo, Torekov
and Lomma, Sweden

¥ Production also at Nolato Protec
Mosonmagyarévar, Hungary

Example of customers: Astra Tech,

AstraZeneca, Biomet Merck, Colo-

plast, Hemocue, Pfizer, Pharmacia

Diagnostics, Radi Medical Systems
and S:t Jude Medical.

 owbusnessaeas
E— _



6 The CEO’s comments

One of the best years in Nolato’s history
Sharp improvement in earnings and good financial position

Dear sharebolders,

2004 was one of the best years in Nolato’s
history. We had a sharp improvement in
earnings, strengthened our financial position
and broadened our customer base.

Today Nolato is a stable, well-positioned
international Group, with two thirds of both
its sales and employees outside Sweden.

With our dedicated employees and in-
depth expertise, we have achieved a strong
position as a systems supplier and develop-
ment partner to leading customers through-

out the world.

Three business sectors
Our Group structure, with good market posi-
tions in three sectors — or three “legs” — gives
us good stability for continued growth:

Nolato Telecom is a world-leading global
developer and manufacturer of polymer sys-
tems products for mobile phones. The mar-
ket is global and is characterized by its small
number of customers and suppliers. During
the year, Nolato Telecom was restructured in
order to adapt its operations and geographic
location to customer wishes. The operating
margin improved sharply and the customer
base was broadened.

Nolato Industrial has its base in Scandina-
via and Central Europe and operates in a fair-
ly fragmented market with a large number of
customers and suppliers. Nolato Industrial
is the market leader in Scandinavia and Cen-
tral Europe. In Sweden, earnings were stable,
with good volume, but unfortunately dif-
ficulties continued in Central Europe. The
cost-cutting measures that were implement-
ed had their full impact, but because of low
volume, Hungarian operations continued to
show negative earnings.

Nolato Medical, which is entirely focused

on customers in medical technology and
related segments, reported strong growth
and a sharp increase in earnings.

What unites the three sectors is in-depth
expertise in the polymers field and similar
technologies both in product development

and manufacturing.

Profitable growth in China
Our recently established business in China
has been very successful and continued its
strong, profitable growth during the year.
The number of Nolato employees in China
more than doubled during 2004 to roughly
1,600 employees at year-end.

During 2004, we expanded operations,
including a new painting line for mobile
telephones and clean rooms for high-qual-
ity manufacture of telephone display win-
dows. And the expansion continues, with
among other things a strategic investment
in increased capacity for mould production.
Resources for development, project manage-
ment and production are being continually
augmented in order to meet the customers’
wish that Nolato Beijing be a complete “one-
stop shop” in polymer systems products for
mobile phones.

At the same time, there are considerable
development and production resources in
our Swedish unit in Kristianstad, which con-
tinues to be Nolato’s European competence
center for development and project manage-
ment in the telecom sector.

The specialist companies Nolato Silikon-
teknik and Nolato Lovepac showed good
growth with their niche products for mobile

telephone customers.

Strong competitiveness in Scandinavia
During the year, we further strengthened

Nolato Industrial’s market positions in Scan-

dinavia. With our high level of automation,
effective organizations, strong customer
focus and skilled, dedicated employees, we
are clear market leaders. We have well-func-
tioning companies, with strong management
and skilled employees. Customer focus, high
efficiency and a low rate of absence due to ill-
ness are obvious elements in our operations.
The greatest threat to operations in Swe-
den is that our own customers will not be
able to cope with their competitive situation
and will instead be compelled to move pro-
duction to countries with lower direct labor
rates. During the year, we saw examples of
this, which unfortunately in some instances

had an adverse effect on us.

Difficulties in Hungary

Our business operations in Hungary have
unfortunately not achieved the improvement
in profitability I had expected. The manage-
ment of Nolato Protec has worked hard to
increase efficiency and reduce costs, but at the
same time volume has been too low, which
has had a negative impact on revenues.

We carried out an overview of profitabil-
ity by segment and customer product, which
resulted in Nolato Hungary ending most of
its production in the household and consum-
er electronics customer segments.

Operations in Hungary will continue to
focus on customers in automotive compo-
nents, hygiene/medical and selected industri-
al sectors. A number of new customers and
products in these areas were taken on during
the year, with production start-up in 2005

and 2006.

Strong growth in medical technology
Nolato Medical grew sharply in 2004,
increasing sales by 34 percent. A large

number of new projects were taken on as a



result of dedicated work in recent years to
focus on selected customers as well as expand
and streamline production.

Development projects also increased, both
in number and volume.

During the year, Nolato Medical estab-
lished resources at Nolato Protec in Hun-
gary, to produce projects for important new
customers in hygiene and medical technolo-
gy. These new customers are partly a result of
a strategic investment in the European mar-

ket beyond Scandinavia.

Strong financial position
During 2004, Nolato strengthened its finan-
cial position considerably, which was also
one of our priorities for the Group in 2004.
The equity/assets ratio increased from 31
percent to 41 percent, which is the highest
level since 1999.

In the last two years, we also generated
strong cash flows thanks to better earnings
and good control of operating capital. Net
liabilities were sharply reduced and totaled
SEK 163 M at the end of the year.

Share price up 17 percent
As of 2004, Nolato’s share is included in the
Stockholm Stock Exchange’s (Stockholms-
borsen) Attract 40 list.

The price of a Nolato Class B share rose
from SEK 49.50 on December 31, 2003,
to SEK 58.00 on December 31, 2004, an
increase of 17 percent. The rise is 6 percent-
age points better than the average for all
shares listed on the Attract 4o list.

Nolato’s Board of Directors adopted a div-
idend policy in early 2005 which specifies
that the annual dividend shall on average be
equal to roughly 35 percent of net income.
The Board’s proposed dividend for 2004,
which is SEK 1.75 per share, is more than

double the dividend for 2003.

Priorities for 2005
During 2005, we will continue to work for a
further expansion of our customer base. Oth-
er priorities are improving earnings in Hun-

gary, creating further customer focus in tele-

com operations and increasing the market
share of Nolato Industrial in Sweden.

We see good opportunities for favorable
development in all business areas. We are
also open to acquisitions in Nolato Industrial
and Nolato Medical.

For Nolato Telecom, we anticipate that
sales during 2005 will be unchanged or
slightly lower, while Nolato Industrial and
Nolato Medical are expected to have stable

volume.

Changes in the Board of Directors
Board member Krister Jorlén has informed
the Board that he is declining re-election at
the Annual Meeting on April 27. Mr. Jor-
1én began his long years of service at Nolato
as early as 1953 and became CEO in 1968,
when he succeeded his father, Bernhard Jor-
Ién, one of Nolato’s founders. When he
resigned his position as CEO in 1998, Nolato
had grown as a Group many times over. Mr.

Jorlén has made enormous contributions to

The CEO’s comments 7

Nolato and we have him to thank for the sta-

ble foundation that Nolato rests on today.

Gratitude for fine contribution
During the year, we carried out extensive
restructurings at Nolato Telecom. Without
the Nolato culture, with our guiding princi-
ples to lead the way, it would not have been
possible to carry them out. I regret that the
restructurings unfortunately meant that we
were forced to let employees go.

Finally, I would like to take this opportu-
nity to thank all Nolato employees for their
dedicated and excellent work during 2004,
which has made possible one of the best years
to date for Nolato.

Torekov, Sweden
March, 2005

) 3T

Georg Brunstam
President and CEO

Georg Brunstam, President and CEO



Nolato’s mission

Vision

Nolato shall be a leading, global, high-tech

Business mission

The Nolato Group is a high-tech developer

Growth objective

The Nolato Group’s objective is to achieve

partner in the field of polymer materials for ~ and manufacturer of polymer components  growth in the customer segments where it

selected customers.

The Nolato Group shall:

B Offer components, product systems and
services that give the customer competi-
tive advantages

B Provide its employees with a stimulating
environment

W Offer its shareholders good growth in

value

and product systems for leading customers in
telecommunications, the automotive indus-
try, household goods, medical technology,
hygiene and other selected industrial seg-

ments.

Our way of doing business is guided by:
M Expertise and being businesslike

B Long-term customer relationships
B Decentralization

M Being well organized

W Safeguarding the environment

/ -
SAG
=
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operates that is at least on par with the over-
all growth in each respective market seg-

ment.

Financial objectives

On average over a business cycle, Nolato’s

targets are to achieve:

B An operating margin in excess of 7 percent

B Return on capital employed in excess of
15 percent

B An equity/assets ratio in excess of 3 5 per-

cent

High-tech developer and manufacturer of polymer components and systems



Common foundation for the Group Operating margin

Operations at Nolato are based on a com-
mon foundation:

B In-depth expertise in polymers

M Similar technologies in both production

and manufacture

M The down-to-earth, ethical and business-
like approach, which is formulated in the
Nolato philosophy — Our Basic Princi-

ples (see next page).

Overall strategies

Customer focus

B Work more closely and expand business
with existing customers

M Analyze and improve knowledge about
the needs of end customers

M Broaden the customer base through
intensified marketing to potential cus-

tomers

Systems deliveries

l Cover the entire value-added chain from
development to assembly and logistics

M Increase value-added

B Expand the customer relationship from

supplier to technology partner

Efficency

W Offer flexible, cost-effective manual pro-
duction as well as highly automated pro-
duction

M Focus on productivity improvements,
quality improvement measures and cost
control

M Streamline and coordinate purchasing

and logistics functions

Expansion within the current structure

B Further develop the four business areas

B Make supplementary acquisitions in
Nolato Industrial and Nolato Medical

B Continue the expansion of production in

low-cost countries

Achievement of objectives

Since 2004, Nolato has disclosed its financial
objectives to the stock market. These objec-
tives are described on the preceding page.
The objectives are to be seen as targets on
average over a business cycle.

Achievement of these objectives over the
last five years is shown in the diagram to the
right. Nolato exceeded all these levels during
2004, when the operating margin was 8.1
percent (target 7 percent), return on capital

employed was 18.4 percent (target 15 per-

cent) and the equity/assets ratio at the end of
the year was 41 percent (target 3 5 percent).
The improved operating margins for
Nolato Telecom and Nolato Medical, and
the stable margin for Nolato Industrial, were
the primary reasons why the targets could
be achieved in 2004. Combined with a low-
er capital commitment and reduced balance
sheet, the return on capital employed and
equity/assets ratio also improved at the same

time.

Target
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Nolato has a very strong philosophy, which
is the guiding force of the Group.

The foundation of this corporate philoso-
phy — Our Guiding Principles — grew out of
the down-to-earth, ethical and businesslike
philosophy that has guided Nolato since its
start 67 years ago.

They are thus the common foundation
for all operations at Nolato. While they are
based on long experience, they are alive,
developing along with Nolato and reflecting
the demands and opportunities of today.

These basic principles have been translated
into English, Estonian, Russian, Hungarian
and Mandarin in order to reach all employ-
ees.

During 2004, the management teams in
the Nolato companies updated their knowl-
edge about and awareness of Nolato’s cul-
ture, values and strategies in order to be able
to convey them to employees, customers and

other interested parties.

Corporate philosophy

Corporate philosophy

Being businesslike
Everything we do at Nolato shall have the
aim of strengthening our long-term profita-
bility. That means that at all times, we shall
prioritize being businesslike.

Profitability is crucial for our job securi-
ty and thus the foundation of our common
future.

Growth is important in itself, but profit-
ability is the basic precondition for all busi-
ness operations.

Consequently, we must be businesslike and
consider customer benefits in everything we
do, regardless of what our job is and at what

level of the organization we work.

Long-term customer relationships
At Nolato, our customers are the basis of all
our operations. Therefore, their long-term
needs, interests and desires shall direct our

development.

We shall serve as a partner to our custom-

ers and work so they perceive us as an obvi-
ous strategic resource for development work
as well as production. Our goal is to join
the development process at an early stage,
in order to create customer-specific, com-
prehensive solutions. Through active, close
collaboration between the various parts of
the Group, we bring our customers unique

expertise within our field.

Expertise
We believe in the inherent capabilities of
people, that all Nolato employees are equal-
ly important to our success in reaching the
goals we have established.

A precondition for this is that everyone is
provided opportunities for growth based on
personal and corporate preconditions and
objectives.

While we set high standards, we shall sup-
port each individual by creating good con-

ditions for personal development. As far as




possible, management shall be recruited from
within the Group.

Through the Nolato School, we shall
promote increasing expertise and success

through insight, dedication and training.

Decentralization

We shall always endeavor to seize opportu-
nities and solve problems where they arise.
Among other things, this means that prox-
imity to our customers and confidence in
our employees are important foundations of
our operations. We shall therefore delegate
responsibility and authority as far as possi-
ble and make sure that every individual in
the organization has opportunities to be seen
and heard.

Using active networks, both internal
and external, we efficiently solve tasks that

require more than our own capabilities.

Being well organized

Being well organized is a basic precondition
at Nolato, whatever we do. And this is not
just about good housekeeping at our work-
places. Our entire operation shall be charac-
terized by being well organized down to the
smallest detail. We shall also endeavor to “do
things right the first time” and everything we
do must demonstrate quality.

By being well organized we also create saf-
er workplaces and greater satisfaction as we
work. Working with continuous improve-

ments shall come naturally to all of us.

Safeguarding the environment
Safeguarding the environment, both internal
and external, is very important to us.

A bright, healthy and airy indoor environ-
ment creates a more enjoyable, safer and thus
more attractive workplace. Our operations
shall have a minimal impact on the external
environment.

We shall act as good neighbors and set an
example from an environmental standpoint.

We shall work toward adapting the mate-
rials in our products and processes to an eco-

cyclical way of thinking.

67 years of experience

1938
1954
1979
1982

1984

1986

1988

1989
1994

1995

1997

1998

1999
2000

2001

2002

2003

2004

Corporate philosophy

Nordiska Latex-fabriken in Torekov is started.
Goteborgs Gummibolag is acquired.
STG-plast in Lonsboda, Sweden is acquired.

The Group changes its name to Nolato, an abbreviation of the previous name. It had
been used for years as a trademark and popular name.

The Malmd-based wholesaling company Texan is acquired. The Nolato share is listed
on the Stockholm Stock Exchange’s OTC list.

The packaging manufacturer Lovepac in Skanes Fagerhult and the plastic company
Gejde in Lomma outside Malmé are acquired.

SunnexAB, Sunnex Gummifabrik in Sunne, and Silikonteknik in Hallsberg are acquired.
Group sales double to more than SEK 400 million.

The first company in the Group is ISO 9000 certified.

Plast-Teknik, with operations in Gothenburg and Angelholm, is acquired. Sales have
now risen to more than SEK 650 million.

Introduction of a common brand: All subsidiaries begin to use the Nolato name. Texan
is divested.

Ericsson’s plastic plant in Kristianstad is acquired. The acquisition doubles Group
sales to more than SEK 1.5 billion. Medical technology production at Nolato Polymer is
incorporated as a separate company, Nolato Medevo.

The first major unit outside Sweden is established: a plant for mobile telephone com-
ponents in Fort Worth, Texas.

Nolato establishes a mobile telephone components plant in Estonia, Nolato Tallinn.

Shieldmate Robotics in Chicago, lllinois; Gotaplast in Gétene, Sweden; and Protec in
western Hungary are acquired. Electrolux’s plastic production for vacuum cleaners in
Hungary is taken over and incorporated under the name Nolato Jasz. Nolato Gejde is
split into one part for mobile telephones — Nolato Mobitec — and one part for medical
technology — Nolato Gejde.

A manufacturing unit in China, Nolato Beijing, is established. Nolato Texas and Nolato
Mobitec are discontinued. Nolato Shieldmate is closed. Nolato Sunnex Equipment is
divested.

Nolato Elastoteknik is divested and the Branded Products business area ceases oper-
ations. Hungarian operations become a separate business area. A new Nolato Jasz
factory goes into service. Nolato Gejde and Nolato Medevo merge under the name
Nolato Medevo. Nolato Polymer and Nolato Termoform merge under the name Nolato
Polymer. Nolato Mobile and Nolato Alpha merge under the name Nolato Alpha.

The business areas are renamed to better reflect the business strategy: Nolato Tele-
com, Nolato Industrial and Nolato Medical. Nolato Jasz is closed and its operations are
transferred to Nolato Protec.

The Nolato share is included in the Stockholm Stock Exchange’s list of especially
attractive shares, Attract 40. Acquisition of medical technology operations for Astra
Tech from Bergman & Beving. Strong expansion for Nolato Telecom in China.
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Share data and shareholders

Share price performance 2001 — 2004

= SAX-index
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Changes in share capital, 1984 — 2004

Increase in

Par value Total Total share

Year share capital (SEK)  per share (SEK) number of shares capital (SEK)
1984 New share issue ' 450,000 25 175,360 4,384,000
1984  4:1 stock dividend 17,536,000 25 876,800 21,920,000
1985 1:2 stock dividend 10,960,000 25 1,315,200 32,880,000
1986  New share issue? 5,000,000 25 1,515,200 37,880,000
1986 New share issue 3 3,529,400 25 1,656,376 41,409,400
1994 5:1 split* 0 5 8,281,880 41,409,400
1994  New share issue 5 3,750,000 5 9,031,880 45,159,400
1994  Conversion® 700,615 5 9,172,003 45,860,015
1995 Conversion ¢ 1,117,500 5 9,395,503 46,977,515
1998  1:1 stock dividend 46,977,515 5 18,791,006 93,955,030
2002  2:5 new share issue ’ 37,582,010 5 26,307,408 131,537,040

" New share issue targeted to SEB for public sale in connection with initial stock exchange listing

2 Targeted new share issue in connection with acquisition of the company Nolato Lévepac

3 Targeted new share issue in connection with acquisition of the company Nolato Gejde

4 Change in the par value of one share from SEK 25 to SEK 5

5 Targeted new share issue in connection with acquisition of the company Nolato Plastteknik

& Conversion and issuance of new shares when converting convertible loan

" New share issue, with two new shares for each five old shares at a subscription price of SEK 35 apiece

The Nolato share
Nolato AB was registered on the Stockholm
Stock Exchange in 1984. Today, the Class B
share is quoted on the O-list. As of January 1,
2004, the share is included in the Stockholm
Stock Exchange’s Attract 40, which high-

lights especially interesting shares.

Share capital

The share capital of Nolato AB totals SEK 132
M, consisting of 26,307,408 shares with a
par value of SEK 5 each. Of these, 2,759,400
are Class A shares and 23,548,008 are Class
B shares.

Class A shares entitle the holder to 10
votes each and Class B shares one vote each.
All shares have equal rights to the assets and

earnings of the Company.

Share price performance
Nolato’s Class B shares rose by 17 percent
during the year and were quoted at SEK
58.00 (49.40) at the end of 2004.

The highest and lowest market prices dur-
ing the year were SEK 64.00 and 43.50,
respectively. Total market capitalization of
Nolato AB on December 31, 2004, was SEK
1,526 M.

During 2004, trading in Nolato shares on
the Stockholm Stock Exchange totaled 21.4
million shares (10.3). The turnover rate, i.e.

the degree of liquidity, was 91 percent (44).

Ownership structure
On December 31, 2004, Nolato AB had
9,265 shareholders (8,738).

The portion of shares held by Swedish
institutions and funds was 27 percent of cap-
ital (36). The portion held by foreign owners
was 4 percent of capital. The ten largest own-
ers accounted for 54 percent (63) of the share

capital and 76 percent of the votes (81).
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Board of Directors and Auditors The largest shareholders (December 31, 2004)

Information about the Board of Directors

and the Auditors is found on page 68. Infor- Shareholder shL?’?sl g'ﬁ:rse/; cslﬁZfeE Caif’ng‘; \:r/;t:;
mation about corporate governance is found Jorlén family 3,142,991 1,169,700 1,973,291 12.0 26.7
on pages 33— 35. Bostrom family 3000370 1,169,700 1,830,670 14 264
Paulsson family 1,673,640 420,000 1,253,640 6.4 10.7

. . . Skandia/Carlson mutual funds 2,513,322 0 2,513,322 9.6 4.9

Remuneration to senior executives Skandia 1,922,210 0 1,022,210 73 38
Information about senior executives is found Carnegie mutual funds 550,000 0 550,000 241 1.1
on page 69. A discussion of the Group’s prin- Svolder 500,000 0 500,000 1.9 1.0
ciples for remuneration of senior executives, Robur mutual funds 455,220 0 455,220 1.7 0.9
bl . . 1 Church of Sweden 257,470 0 257,470 1.0 0.5
variable remuneration, pensions €tc. as we Handelsbanken mutual funds 209,107 0 209,107 0.8 0.4
as actual remuneration and other benefits Others 12,083,078 0 12,083,078 45.8 236
during 2004 appears in Note 3 on page 56. Total 26,307,408 2,759,400 23,548,008 100.0 100.0

Dividend policy Breakdown of shareholders Class of shares

The Board’s dividend proposal shall take into

. . N Shareholders % of capital % of votes Number of Number of % of % of
consideration Nolato’s long-term develop- Swedish owners 958 979 shares votes _capital __votes
ment potential, financial position and invest- of which institutions etc. 271 140  ClassA 2,759,400 27,594,000 105 54.0

: Class B 23,548,008 23,548,008 89.5 46.0
ment needs. of which others 68.7 839

Total 26,307,408 51,142,008 100.0 100.0

Owners outside Sweden 4.2 2.1

The Board’s long-term dividend policy

means that the Board intends to propose a

Breakdown of shareholdings by size (on December 31, 2004)

dividend that is on average equal to roughly

35 percent of net income. Number of shareholders Class A shares Class B shares % of capital % of votes
For the financial year 2004, a dividend of 1-500 5,463 — 1,058,758 4.0 2.1
SEK 1.75 (0.80) per share is proposed. 501-1,000 1,792 — 1,445,846 55 2.8
1,001 -5,000 1,625 — 3,562,659 13.6 6.9

5,001-10,000 170 — 1,293,263 4.9 2.5

Shareholder value 10,001 — 15,000 59 — 742,609 2.8 15

The Nolato management works continuous- 15,001 — 20,000 24 — 432,202 1.6 0.9
ly to develop and improve financial informa- 20,001 - 132 2,759,400 15,012,671 67.6 83.3

Total 9,265 2,759,400 23,548,008 100.0 100.0

tion about Nolato, in order to provide both

current and future shareholders with good
prerequisites for determining the value of the Per share data

Company as fairly as possible. This includes 2004 2003 2002 2001 2000
working actively in meetings with analysts, Earnings per share after tax. excl. nonrecurring items. SEK ** ! 495 220 0.70 -415 6.70
hare i dth di Earnings per share after tax incl. nonrecurring items, SEK ** ' 495 -135 245-20.05 2.45
share investors and the media. )
. Shareholders’ equity per share, SEK ** 2 25 22 24 16 34
During the year, the Nolato shares were | "1 fiow per share, SEK ** 880 865 —150 13.65 -18.90
followed and analyzed by the following ana- Market price on December 31, SEK ** 58 49 30 55 11
lysts: Price/earnings ratio, times * ** 3 12 22 43  neg 17
Dividend (for 2004: proposed), SEK 1.75 0.80 0.50 0 0
Yield (2004 proposal), % * 3.0 1.6 1.7 0 0
W Swedbank — Jan Thrfelt Dividend as a percentage of earnings per share (2004: proposed) 35 — 20 0 0
+46 8 585 91 848 Average number of shares, thousands ** 26,307 26,307 24,466 21,397 21,397
M Kaupthing Bank — Mikael Laséen Price/equity ratio 23 22 12 34 33
+46 8 79T 4827 Market capitalization, SEK M 1,526 1,300 789 1,174 2,368
M Carnegie — Charlotte Widmark *  Calculated excluding nonrecurring items.
** Adjustments have been made for any new share issues.

+46 8 676 8787 Definitions
M ABG Sundal Collier - Magnus Innala " Income after tax divided by the average number of shares.

+46 8 566 28 633 2 Reported shareholders’ equity divided by the number of shares.
. . 5 Quoted share price on December 31 divided by earnings per share after tax.
M Evli Bank — Bengt Mélleryd “  Dividend for the year divided by the market price quoted on December 31.
+46 8 407 8038




Personnel

Lina Levin

A strong belief in the inherent capabilities of people

Nolato has a strong belief in the inherent
capabilities of people. This means that our
ambition is to continuously help our employ-
ees to grow, based on their own ambitions
and on the Company’s objectives. We also
emphasize openness and unpretentiousness
at all levels of our operations.

This is why we set high standards for our
employees. They should be knowledgeable
and highly motivated. Meanwhile, the com-
pany should provide its employees with good
working conditions, both physical and psy-

chological.

Decentralized organization
Human resource work at Nolato is decen-
tralized and is managed by individual com-
panies in the Group.

The basis for all human resource work,
in Sweden as well as in Estonia, China and
Hungary, is a fundamental set of values that
should permeate all of Nolato. According to
this corporate philosophy, which is presented
in its entirety on page 10-11, all individuals
at Nolato are equally important if we are to

achieve our objectives.

That is why Nolato endeavors to keep its
organizational structure as flat as possible
in its operations. In many of our companies
we have been able to remove intermediar-
ies and have instead provided our employees
with greater opportunities to direct their own
work. Through teams based on management
by objective and a decentralized way of work-
ing, we motivate our employees, thereby gain-
ing greater commitment and better results.

In some cases it has been possible to tie this
way of working into that of our customer
company, which means that day-to-day man-
agement and planning can occur through
direct contact between the people who work
in production. This provides, along with
greater commitment, a good opportunity to
clear up problems “from production floor to
production floor” without unnecessary inter-

mediaries.

Human resource development
To facilitate working in a flat organization,
Nolato focuses on collective team develop-
ment work and on improving overall exper-

tise, while supporting the professional devel-

opment of the individual. At the corporate
level, training is carried out under the umbrel-
la of the Nolato Business School, with the
aim of creating expertise and success through
understanding, commitment and training.
The Business School runs customized devel-
opment and training programs in order to
give managers, specialists and other key indi-
viduals a good opportunity for growth based
on their own and Nolato’s capabilities and

goals.

Two thirds of employees outside Sweden
In 2004, the average number of employees
in the Nolato Group was 2,700 (2,353), an
increase of 15 percent compared to the pre-
vious year. Most of the increase was attrib-
utable to expansion in China, where Nolato
Beijing more than doubled the number of
employees during 2004.

At the end of 2004, the Nolato Group
had 3,264 employees, consisting of 2,337
at Nolato Telecom, 822 at Nolato Industri-
al and 102 at Nolato Medical. About two
thirds of the Group’s employees worked out-
side Sweden.
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Liu Jia

Low rate of absence due to iliness

For many years, Nolato has attached great
importance to creating good physical work-
ing environments, providing natural light,
good housekeeping, functional equipment
and good working tools. In recent years,
there has also been an increasing focus on the
psychosocial working environment.

Nolato also has a relatively low rate of
absence due to illness. In 2004, the rate aver-
aged 3.6 percent (5.3) for all the Group com-
panies, with 1.7 percent of this long-term
absences due to illness. However, there are
large variations between Group compa-
nies, with a low rate of 0.3 percent (1.0) of
absence due to illness at Nolato Beijing, and

a high of 9.8 percent (13.3) at Nolato Protec,

Hungary. The average for the Group’s Swed-

ish companies is 6.5 percent (5.7).

Outplacement help
Unfortunately, at some of the Group’s com-
panies, it has been necessary to issue notic-
es of termination to employees. The biggest
personnel reductions during the year took
place at Nolato Alpha in Kristianstad, Swe-
den, where 100 people were given notice in
April 2004. Another 32 people were given
notice in February 2005.

Nolato’s ambition is to actively provide
as much help as possible to people who have
been terminated. The Company has initiated
programs to ease the transition for the indi-

vidual.
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Quality

Nolato’s quality and environment work

Quality certifications

Nolato Alpha
1SO 9001:2000 (originally in 1999)
ISO 14001 (2000)

Nolato Beijing
1SO 9001:2000 (originally in 2002)
ISO 14001 (2002)

Nolato Gota
Qs 9ooo (originally in 2000)
ISO 14001 (1998)

Nolato Lovepac

QS 9000:1998 (originally in 1995)
ISO 16949:2002 (Q2 2005)

ISO 900T1:2000 (Q2 2005)

ISO 14001 (1996)

Nolato Medevo

1SO 9001:2000 (originally in 1997)
ISO 13485:2003 ( orlglna?]ly in1998)
ISO 14001 (1999)

Nolato Plastteknik
1SO 9oo0T (originally in 1993)
Qs 9000 (originally in 2001)
ISO 14001 (1999)

Nolato Polymer

ISO/TS 16949: zooz orl%lnally in 2003
1SO 900T:2000 (originally in 1994)
ISO 14001 (2000)

Nolato Protec

1SO 9001:2000 (originally in 1999)
ISO/TS 16949 (2004)

ISO 14001 (2004)

Nolato Silikonteknik
1SO 900T1:2000 (originally in 1997)
1SO 14001 (to be certified in 2005)

Nolato STG
150 9001 (originally in 1994)
ISO 14001 (2000)

Nolato Sunne

15O 900T:2000 (originally in 1996)
Qs 9000 (originally in 1998)

1SO/TS 16949:2002 (originally in 2002)
ISO 14001 (1999)

Nolato Tallinn
1SO 9001:2000 (originally in 2001)
ISO 14001 (2002)

Quality work at Nolato
Nolato’s quality assurance work focuses on
two main objectives:

To meet both the explicit and implic-
it requirements of customers regarding the
components and product systems that are
manufactured on their behalf, and to create
processes and technical solutions that mini-

mize scrapping and defects.

Decentralized organization
Quality assurance work at Nolato is decen-
tralized and each manufacturing company
has its own quality management organiza-
tion. Measurable quality objectives are post-
ed for each sub-unit and are monitored on a
regular basis so that problems can quickly be

corrected.

Continuing education and constant
improvements provide employees with good

opportunities to meet quality requirements.

Quality management system
All companies in the Group have well-estab-
lished quality management systems that are
certified either according to ISO 9oo1 or
according to QS g9ooo.

Some companies also have supplementa-
ry certifications, such as ISO/TS 16949, an
international quality management system
that focuses especially on the automotive
industry.

Nolato’s medical technology production is
also certified according to the special require-
ments that apply to production in clean

rooms and are FDA registered.

Rune Gustavson




Environmental work at Nolato
Nolato’s operations consist mainly of the
manufacture of components made of poly-
mer materials such as plastic, rubber and
TPE. They are comparatively clean and cause
only limited emissions into the air and water.

Environmental work in the Group is
decentralized and all companies except
Nolato Silikonteknik are environmentally
certified according to ISO 14001. Environ-
mental certification of Nolato Silikonteknik
is in progress and is expected to be completed
in the first half of 2005.

Limited environmental impact

The main environmental impact consists of
consumption of polymer raw materials for
injection moulding and post-processing, pro-
duction waste, transportation and water and
energy consumption.

The diagrams to the right show the amount
of waste, recycled material and energy con-
sumption for Nolato as a whole and per

employee.

Environmental projects
There is systematic work ongoing at Nolato
to prevent damage from operations to
employee health or to the environment.

Some examples during 2004:

Nolato Beijing in China installed a high-
ly efficient catalytic air purification system
for VOC emissions from its painting facili-
ties. The new air purification system is self-
sufficient in heating and thus only needs small
amounts of energy to operate. The degree of
cleanliness is 96-98 percent.

In Hungary, Nolato Protec installed a new
painting facility with separators for leftover
paint, cleaning and water recirculation.

In Gothenburg, Sweden, Nolato Plast-
teknik is taking part in the environmen-
tal project “Using Environmental Care as a
Competitive Advantage” together with other
subsuppliers to the automotive industry. The
aim of the project is to design appropriate
software tools to develop components for the
automotive industry that are environmental-

ly responsible.

Environment

Environmental highlights, 2002 — 2004
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The increase in metric tons is due to the increase in
painted products. Projects were continued in 2004 to
further adapt the painting lines to improve environ-
mental performance.

Other recycling
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Waste heat from injection moulding machines is
used for heating.
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A common Group goal for 2005 is to reduce the
amount of waste that is left at disposal sites.

Recyclable
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The recycling of plastic per employee decreased
during the year, but the total amount of recycled
plastic increased.

Water consumption
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Nolato Telecom

Nolato Telecom — Strong expansion in China

Nolato Telecom in brief

A world-leading, global developer and manu-
facturer of polymer systems products for mo-
bile phones and telecom infrastructure.

Works in a market with a small number of cus-
tomers and suppliers. Characterized by tight
lead times from concept to finished product
and the extremely short economic lifespan of
each individual product.

Examples of customers: Siemens, Sony
Ericsson, Nokia, Flextronics, Elcoteq, Solec-
tron, Ericsson.

Salesin 2004: 1,342 SEKM

Operating income in 2004: 133 SEK M
Operating margin in 2004: 9.9 %

Number of employees on Dec. 31,2004: 2,337

Polymer companies:

M Nolato Alpha, Kristianstad, Sweden
Number of employees: 207
President: Claes Bjéreholt

M Nolato Beijing, China
Number of employees: 1,641
President: Jonas Persson

¥ Nolato Tallinn, Estonia
Number of employees: 231
President: Peeter Mord

Specialized companies:

M Nolato Lovepac, Skanes Fagerhult, Sweden
and Beijing, China
Number of employees: 99
President: Jorgen Karlsson
(before March 14, 2005 Glenn Schmidinger)

M Nolato Silikonteknik, Hallsberg, Sweden
Number of employees: 146
President: Jan-Erik Lans

=l |
Head of business area
: LTommy Johansson

Sales at Nolato Telecom totaled SEK
1,342 M (1,686), thus accounting for 55
percent (62) of total Group sales. Compared
to 2003, sales were adversely affected by
about SEK 320 M due to a decline in the sale
of products with a high value of purchased
components.

Operating income totaled SEK 133 M
(109). The operating margin improved to
9.9 percent (6.5), mainly as an effect of the
lower share of volume with a high value of
purchased components, but also as a result
of the growing expansion in China and good
development in the companies specializing in

shielding solutions and tapes.

Organization
Nolato Telecom consists of five companies,
which work with customers in mobile tele-
phones and in network products for tele-
com customers: three polymer companies
that develop, manufacture and assemble
systems components for mobile telephones
plus two specialized companies. Of the spe-
cialized companies. Nolato Lovepac devel-

ops and manufactures self-adhesive tapes for

the mobile telephone and electronics indus-
try, while Nolato Silikonteknik develops and
manufactures EMC/EMI shielding systems
for the protection of electronics in mobile tel-
ephones and elsewhere.

The business area’s organization is based
on extensive collaboration between compa-
nies. The principal work with our main glo-
bal customers is carried out at the business
area level, in order to create effective, coordi-

nated project solutions.

Total service

Nolato Telecom is a world-leading player
in the development and production of poly-
mer systems products for the extremely fast-
moving, competitive mobile telephone mar-
ket. For example, one project involves injec-
tion moulding and post-processing of 10-15
parts, which are assembled to form complete
mobile telephone modules, ready for the cus-
tomer’s final assembly.

What we offer is a comprehensive devel-
opment and production chain, taking part
in the process from the initial development

stage to delivery of complete, assembled pol-

Nolato Telecom develops and manufactures products like mechanical modules for mobile telephones




Nolato Telecom

ymer systems for the customer’s final assem-
bly. Nolato Telecom has a well-functioning
combination of qualified development teams
and efficient productive units in both Europe
and Asia.

Nolato Telecom joins in the customer’s
development work at an early stage in order
to provide knowledge about the choice of
materials, production design, mechanical

processes etc. With the continual expansion

Wang Ming

of resources and development of expertise,
opportunities are created for taking over the
entire development of these parts, based on
the customer’s basic specifications, thereby
moving these positions another step forward
in the value chain.

Customers choose who will help them
develop products and manufacture them
from an early stage in their product devel-

opment. Nolato Telecom has a clear mar-

ket presence with its broad expertise in such
fields as product development, prototype
production, project management, mould
manufacturing, industrialization, painting,
decorating and assembly of complete subsys-

tems.

Continued market growth
According to Gartner Dataquest, the global

mobile telephone market broke a record in
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| Concept/design =] |==Product development =] == Industrialization == J====== Module production =] == Final assembly/distribution =]

OEM or 0ODM company

ODE company

Systems supplier electronic module

Product development
Support in development
of new models, or take
charge of development of
a subsystem.

Prototypes
See page 2 for explanation of terms

Systems supplier mechanic module — Nolato Telecom

Suppliers of other mechanical compo

ents, batteries, antennas etc.

Moulds

Manufacture and verifica-
tion of moulds to be used
in production.

Injection moulding
Manufacture of various
subcomponents made of
polymer materials using

Production of prototypes
in different development
stages to facilitate testing.

injection moulding.

Planning

Development and verifi-
cation of production line.
Supplier chain activities.

EMS company

Assembly

Assemble the various
moulded and purchased
components into a com-
plete unit.

Painting/decorating
Create exterior surfaces on
visible parts and print with
trademarks etc.

Nolato Telecom in the value chain

2004, with more than 674 million mobile
telephones sold, an increase of about 30
percent. According to Gartner, 730 million
mobile telephones are expected to be sold
in 2005, which means continued growth of
about 8 percent.

At the same time, price pressure is strong,
which means that the market’s growth in val-
ue may even be negative.

According to Gartner, Nokia is the largest
player in the mobile telephone industry, with
a 30.7 percept market share for the full-year
2004. Motorola is second with 15.4 percent
and Samsung third with 12.6 percent. Sie-
mens, LG and Sony Ericsson are all at 6 — 7

percent.

Moving production to Asia
Lead times for the development and manu-

facture of mobile telephones are increasingly

shorter, as is the lifespan of individual mod-
els. This means ever greater demands for
flexibility from manufacturers, along with
the capacity to develop, which leads among
other things to increased manual and semi-
manual product assembly instead of high-
tech automation.

The ability of manual assembly plants to
ramp up production quickly and adapt pro-
duction flexibly to the way individual prod-
ucts are received in the market is precisely the
basic reason for moving mobile handset pro-
duction to countries with lower labor rates.
With manual assembly, investment costs are
also lower for each individual model.

At the same time, there are still products
that mobile telephone companies, for differ-
ent reasons, would like developed and manu-
factured in Europe. These may include prox-

imity to their customers’ own development

centers or the fact that their handsets mostly
target the European market. Nolato is thus
well positioned in the market, with both
highly automated production in Sweden and
semi-manual production in low-cost coun-

tries like China and Estonia.

Customers

Among Nolato Telecom’s customers are the
mobile telephone companies Siemens, Sony
Ericsson and Nokia, as well as contract
manufacturers like Flextronics, Elcoteq and
Solectron. Ericsson is a major customer in
network products, including products for the
3G network.

Competitors
Nolato is one of the leading, global players
in this sector of the mobile telephone mar-

ket. The main competitors are considered to




be the global players Perlos (Finland), Nypro
(US), Balda (Germany) and Taiwan Green
Point (Taiwan). Apart from these compa-
nies, there are a small number of small and
mid-sized, more locally-based competitors,
in Europe, Asia and Latin America.

Some contract manufacturers, like Flex-
tronics and Foxconn, also have their own

competing polymer production operations.

Developing globally unique technology

In order to stay on the cutting edge in terms
of technological level, and to offer its cus-
tomers technologies to thus be able to offer
customers solutions that enhance their com-
petitiveness, Nolato Telecom has an R&D
unit that works exclusively with the develop-
ment of future technical solutions.

The unit, for instance, has developed a glo-
bally unique, patented concept for produc-
ing injection moulds. The concept gives con-
siderable advantages to customers through
shorter lead times for mould manufacture
and greater flexibility when starting produc-
tion. It includes an entirely new way of man-
aging tooling projects, as well as new, patent-
ed technical solutions.

The concept, marketed under the name Fr,
was used successfully during the year for a
number of mobile telephone projects.

Also included in the testing stage is a new
technique for digital decoration and labeling,
which gives maximum flexibility to custom-
ers, allowing them to decorate and label their

products late in their value chain.

Operations, 2004

During 2004, Nolato Telecom carried out a
major restructuring of its production struc-
ture, in order to adapt operations and geo-
graphic location to its customers’ wishes.
This means that operations grew sharply in
China, where many customers have their
production. At the same time, Nolato was
forced to make cutbacks in Sweden.

Sales declined during 2004, due partly to a
decrease in the production of handset models
with a high value of purchased components

and partly to an ever growing portion of

Nolato Telecom
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Nolato Telecom offers customers both highly automated and semi-manual production
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the profit unit’s sales taking place in China.
Because both price and cost levels are lower
in China, the average unit price fell, which
together with general price pressures had an
adverse effect on sales, despite good volume
and healthy profitability in its projects.

A number of important new mobile tele-
phone projects were received during the year
from Nolato Telecom’s main customers, for
production in China, Estonia and Sweden.

The past year has in many ways been dis-
tinguished by the continued rapid develop-
ment of Nolato Telecom in China. The Chi-
nese company, Nolato Beijing, continued its
sharp expansion with good profitability and
more than doubled the number of its employ-
ees in 2004, from 625 on January 1 to 1,641
on December 31. As a result, Nolato Beijing
is Nolato’s largest unit.

Investments and capacity expansion con-
tinued, with the objective of making Nolato

Beijing a “one-stop shop” with both devel-

Nolato Telecom

opment expertise and production capacity.
During the year, investments included Nola-
to’s own painting lines and mould manufac-
ture. Nolato has considerable resources in
Beijing today for development, project man-
agement, injection moulding, painting and
assembly of complete product systems for
mobile handsets.

Nolato can also offer customers manu-
facture of products like EMC/EMI shielding
systems solutions and self-adhesive tapes for
assembly and tightening.

Customer wishes for increased production
in China unfortunately mean that continued
cuts in production capacity were made in the
Swedish unit in Kristianstad, Nolato Alpha.
Asaresult, in April 2004, about 100 employ-
ees were given notice in Kristianstad.

However, the unit is still the development
center for Europe and manufactures for
mobile telephone customers and for custom-

ers in telecom infrastructure. Deliveries of

these network products developed satisfacto-

rily during the year.

Increased mould production in China
Development is underway of expanded
mould production in China, which will fur-
ther enhance Nolato’s competitiveness. New
investments in equipment and the expansion
and transfer of related expertise are under-
way.

The shift of production to Asia by cus-
tomers and the European price situation has
meant that continued mould manufacture in
Europe is not economically viable. This has
forced Nolato to end its own mould produc-
tion at Nolato Alpha in Kristianstad. As a
result, in early February 2005, 32 people in

Kristianstad were given notice.

Looking forward
The global market for mobile telephones

is expected to increase by about 8§ percent,

Parts of manufacturing at Nolato Beijing take place in clean rooms to ensure the highest quality for products like display windows for mobile telephones




according to assessments by institutional
analysts. The analyst firm Gartner expects
that global sales of mobile telephones will
total 730 million during 2005, compared to
674 million during 2004.

At the same time, continuing price pres-
sure and a rising proportion of production
in China mean that value growth will be less
than volume growth, perhaps negative.

Nolato Telecom is working actively to
broaden its customer base by focusing on col-
laboration with another one or more of the
major manufacturers of mobile telephones.
However, just collaborating with a successful
manufacturer is not the only key to good vol-
ume; it is a question of being chosen as a sup-
plier of models that record healthy sales.

The trend of moving development and
production in the mobile telephone sector to
Asia is further intensifying. Nolato’s opera-
tions in China are thus expected to continue
their strong growth. At the same time, Nolato
Telecom is well prepared to meet customer
desires for production in other regions.

The shift of labor-intensive processes to
countries with lower direct labor rates has
had a negative impact on production at
Nolato Telecom in Sweden. Consequent-
ly, intensive marketing efforts are under-
way to attract production in other custom-
er areas. Nonetheless, Nolato has a consid-
erable advantage, as the Company can offer
customers effective collaboration between
units in Sweden and existing units in coun-
tries with low costs, like Estonia, Hungary
and China.

Nolato Telecom’s growth during 2005 will
be distinguished largely by continued volume
growth in the mobile telephone market, while
intense price pressure and a move of produc-
tion to Asia will impact revenues in the oppo-
site direction. Sales for 2005 are thus expect-

ed to remain unchanged or decrease slightly.
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Nolato Industrial

Nolato Industrial — Stable earnings

Nolato Industrial in brief

Developer and manufacturer of products and sub-
systems in the automotive industry, household
appliances, gardening/forestry, the furniture indu-
stry and other selected industrial sectors.

Market leader in Scandinavia and Central Europe,
markets characterized by many customers and
many suppliers

Examples of customers: Electrolux, Haldex,
Husqvarna, Ifd, Ikea, Lear, Philips, Plastal,
Saab Automobile, SCA, Scania, TI Automotive,
Volvo Car, Volvo Truck, Whirlpool and Woco.

Sales in 2004: SEK 936 M

Operating income in 2004: SEK 58 M
Operating margin 2004: 6.2 %

Number of employees Dec. 31,2004: 822

¥ Nolato Gota, Gotene, Sweden
Number of employees: 115
President: Anders Wallgren

¥ Nolato Plastteknik, Gothenburg, Sweden
Number of employees: 121
President: Leif Thorneby

W Nolato Polymer, Torekov & Angelholm, Sweden
Number of employees: 102
President: Johan Arvidsson

¥ Nolato Protec, Mosonmagyarovar, Hungary
Number of employees: 308
President: Magnus Nilsson

¥ Nolato STG, Lonshoda, Sweden
Number of employees: 42
President Hakan Hillgvist

¥ Nolato Sunne, Sunne, Sweden
Number of employees 131
President: UIf Hilding

Head of Nolato
. Industrial Sweden
. business area

"Georg Brunstam

Head of Nolato
Industrial Central
Europe business area

Magnus Nilsson

‘I

Sales at Nolato Industrial rose by 3 percent in
2004 to SEK 936 M (912), thus correspond-
ing to 39 (34) percent of total Group sales.
Operations in Sweden, after a weak start to
the year, had good volume in most compa-
nies. The automotive industry in particular
showed strong growth. In Hungarian oper-
ations, cost cutting measures had their full
impact, but because of low volume, opera-
tions showed negative earnings during 2004.

The profit center’s operating income
totaled SEx §8 M (-34). The operating mar-
gin was largely unchanged at 6.2 percent (6.5
excluding nonrecurring items in 2003).

The two business areas Nolato Indus-
trial Sweden and Nolato Industrial Central
Europe are reported as one profit center,
Nolato Industrial. The business areas work
with a similar customer structure, which jus-
tifies the combination into one profit center.
However, the different business conditions
in Sweden and Central Europe require opti-
mized operating management on-site geo-

graphically and a strong focus on the cus-

tomers’ local development and production

units.

Organization
Nolato Industrial consists of five companies
in Sweden and one in Hungary.

Control of the companies is character-
ized by coordinated decentralization, with
each company responsible for its marketing
to customers, sales, development and pro-
duction. Coordination of customer projects
involving more than one Nolato Industrial
company is normally managed by one of the
companies involved.

A number of companies collaborate using
the marketing name Nolato Automotive
when dealing with customers in the automo-
tive industry. Included in Nolato Automo-
tive is the automotive department of Nolato
Lovepac (in terms of organization, the com-
pany is included in the Nolato Telecom busi-
ness area).

The head of the Nolato Industrial Sweden

business area is responsible for overall coor-

The automotive industry is one of Nolato Industrial’s main segments




dination of operations in the Swedish com-
panies.

The head of the Nolato Industrial Central
Europe business area is also the President of

Nolato Protec in Hungary.

The market in Sweden

The Swedish market consists of a large
number of companies that require the devel-
opment and production of polymer com-
ponents and systems products. They range
from small, local companies that wish to pro-
duce individual products in small volumes to
large, global companies that need numerous
high-volume products.

Nolato Industrial is a clear market leader.
Operations are built on an active subsuppli-

er role in close collaboration with customers.

Henrik Frost

The aim is to maintain long-term collabora-
tion with large, export-oriented customers
that have continuous product development
and significant production volume. Major
customer areas include automotive compo-
nents (interior fittings, fuel system compo-
nents and engine parts), household products
(refrigerator interiors and microwave oven
components), gardening/forestry (casings
for lawnmowers and power saws) and oth-
er important industrial segments, such as the
furniture industry (Ikea).

Nolato Industrial is often involved from
the early stages in the customer’s develop-
ment work, in order to contribute extensive
knowledge about materials selection and
product design, thereby giving the customer

competitive advantages through more eco-

nomical production and better quality. By
focusing on long-term collaboration with
selected customers, the companies at Nolato
Industrial can develop and manufacture
components that work optimally in custom-
er products.

Operations face competition from pro-
ducers in Scandinavia but also from low-
cost countries in Asia and Eastern Europe. In
order to meet the competition, production is
extremely efficient, with a flat organizational
structure, skilled employees and a high level
of automation.

Through close collaboration among its
companies, Nolato Industrial can offer cus-
tomers broad comprehensive solutions, from
concept to finished product. Production cov-

ers the whole range from small parts to large,



26

sequentially delivered products made of both
soft and hard polymer materials. This means
Nolato Industrial can deliver all polymer
parts for a customer product and also be in

charge of post-processing and assembly.

The market in Central Europe
The Central European market is large and

highly diversified, with a concentration of

Markus Larsson

Nolato Industrial

low-cost production in the eastern parts.
Many global companies have chosen to set
up units in countries like Hungary to benefit
from lower production costs.

Nolato’s specialty in the Central Europe-
an market is the development and injection
moulding of components and subsystems
made of plastic that meet the customer’s high
demands for quality and desires for painting,
printing and other post-processing.

The plant in Hungary is very modern and
is strategically located in western Hungary,
near the border with Austria and Slovakia.
Operations are focused on customers in the
automotive industry (interior fittings and
engine parts), hygiene/medical devices (con-

tainers/packaging) and industrial products.

Customers and competitors
Nolato’s customers in Sweden include Elec-
trolux, Ericsson, Flextronics, Haldex, Hus-
qvarna, If6, Ikea, Lear, Lindab, MCT Bratt-
berg, Opel, Plastal, Saab Automotive, Sapa,
Scania, TI Automotive, Volvo Car, Volvo
Truck and Whirlpool.

Nolato’s customers in Hungary include
SCA, Lear, Woco, Elring Klinger, FCI, Philips,
Solectron and Sagem.

Nolato’s competitors are a large number of
small and mid-sized companies, often within
close proximity to the customer. Major Swed-
ish competitors include ITAB Plast, Euro-
form and Konstruktionsbakelit. In Hungary,
competitors are General Plastic, Flextronics,

Nypro, Dekorsy and Cascade Engineering.

Rising material costs

Rising oil prices and increased capacity uti-
lization among manufacturers of plastic raw
materials have led to rising prices for raw
materials for plastic production. This affect-
ed operations at Nolato Industrial, where
materials constitute a higher percentage than
in the other profit centers.

Earnings, however, were only marginal-
ly affected by these price rises, as most were
transferred to customers or are dealt with
through a change in materials. Nolato Indus-

trial has price adjustment clauses in many of

its customer agreements, which means that
price changes are directly transferable to the

customer or are negotiable.

Developments in Sweden during 2004
Developments in the Swedish companies
were favorable in 2004. After a weak start to
the year, volume improved and stabilized at a
high level for most customers. Customers in
the automotive industry in particular showed
good growth and Nolato received a number
of new projects, including ones for interior
fittings and engine parts. As a result, Nolato
further solidified its position as a leading sup-
plier in product development to the automo-
tive industry and its subsuppliers. A grow-
ing share of production is going to exports
in the automotive industry in other parts of
Europe.

Nolato Plastteknik experienced positive
growth during the year, as a result of, among
other things, new orders from the automo-
tive industry. Nolato has made inroads into
new customers in this sector. An expansion in
capacity was completed as planned.

Nolato Gota also experienced good
growth, intensifying its collaboration with
customers in household appliances, the auto-
motive industry and gardening/forestry.

Nolato Sunne’s major investment in
exports and cost reductions from automa-
tion were successful. These efforts resulted
in, among other things, new orders in fuel
system projects from customers in the auto-
motive industry.

Nolato STG was hit by the plant closure of
a major customer and adjusted its workforce
and cost levels during the year. The company
also received extended orders from IKEA.

Nolato Polymer had a successful year,
as the synergy effects from a merger with
Nolato Termoform had their full impact. The
merged company attracted a number of new

customers during the year.

Developments in Hungary during 2004
During 2004, Nolato carried out an exten-
sive restructuring project in its Hungarian

operations, in order to change operations




and achieve the desired level of profitabili-
ty. The cost savings measures carried out had
their full impact, but because of low volume
operations reported continued negative earn-
ings.

An overview of profitability by segment/
customer product was carried out. One con-
sequence of this is that Nolato in Hungary is
phasing out its production of existing prod-
ucts in the Household customer segment and
a large part of products in the Consumer
Electronics customer segment. Operations
are now concentrated on automotive com-
ponents, hygiene/medical devices and select-
ed general industrial segments.

Intensive marketing efforts brought opera-
tions a number of important new customers,
including SCA and Lear.

During 2004, investments were made in
such areas as a new environmentally-friend-
ly painting facility, which makes it possible
to apply two layers of paint on each plastic
part. The increase in quality is a precondition
in several of the new customer projects that
were taken on during the year, while it also
facilitates the sale of new projects.

Together with Nolato Medical, Nolato
Industrial expanded resources for the pro-
duction of medical technology products in
clean rooms.

Intensive marketing efforts to generate
greater volume from existing customers and
projects from new customers will also con-

tinue during 2005.

Looking forward
Nolato Industrial is well positioned in the
market, given its considerable development
resources and well-functioning operations
with advanced expertise. We foresee good
opportunities for continued growth, both
organic and through acquisitions.

The concept of giving customers complete
service, from product development to deliv-
ery of the finished product, combined with
existing production both in Sweden and in
low-cost countries, gives Nolato Industrial a

very strong market position.

Nolato Industrial
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Nolato Medical

Nolato Medical — Strong growth

Nolato Medical in brief

Leading developing and production partner in po-
lymer products and subsystems to customers in
medical technology and pharmaceuticals.

The market is characterized by long project and
product life cycles and high demands for quality
and safety.

Examples of customers: Astra Tech, AstraZeneca,
Biomet Merck, Coloplast, Hemocue, Pfizer,
Pharmacia Diagnostics, Radi Medical Systems
and S:t Jude Medical.

Sales in 2004: SEK 137 M

Operating income in 2004: SEK 26 M

Operating margin in 2004: 19.0 %

Number of employees on Dec. 31,2004: 102

I Nolato Medevo, Torekov & Lomma, Sweden
Number of employees: 102
President: Peter Krikstrom

[ Production also at Nolato Protec,
Mosonmagyarévar, Hungary

Head of business area
Peter Krikstrom

| .

Sales at Nolato Medical increased by 34
percent in 2004 to SEK 137 M (102), thus
accounting for 6 percent (4) of total Group
sales. Volume increased during 2004 and
growth in customer projects launched in
2003 was positive. Integration of the acqui-
sition made in June 2004 and consolidated
as of July 1 went as planned. Excluding the
acquisition, organic growth was 26 percent
compared to 2003.

Operating income totaled SEK 26 M (16).
The operating margin was at a high level,
19.0 percent (15.7), thanks to a favorable

product mix and good volume.

Organization
Nolato Medical consists of one company,
Nolato Medevo, with operations in Torekov
and Lomma, Sweden.
The head of the business area is also Presi-

dent of the company. During 2004, Nolato

Medevo also expanded its resources for med-
ical technology production at Nolato Protec

in Hungary.

The market
Nolato Medical works as a subsupplier to
companies in medical technology and phar-
maceuticals with the development and pro-
duction of components and systems products
in polymer materials.

Customer products include infusion sets
for insulin injection, inhalers for asthma
medicine, pacemaker components that attach
electrodes to the heart, components for blood
tests, urology products and catheter balloons
for heart surgery.

Products are often for one-time use and
are manufactured in large volume. Manufac-
ture is generally carried out in clean rooms,
with high standards for air and surface clean-

liness.

High demands for cleanliness and quality are made on products that will function in the human body




The aim is to develop value-added for cus-
tomers through close, in-depth collaboration
and thereby support them in their business

process.

Greater demands for design

The market is characterized by long devel-
opment periods, long production times and
high demands for quality and safety. An
increasingly clear trend, however, is the move
toward gradually faster product develop-
ment and shorter life cycles and the higher
demands made by users for ergonomics and
more individualized, well-designed prod-
ucts. These products have to meet society’s
requirements for greater patient self-suffi-
ciency in handling daily diagnosis and treat-
ment, thereby reducing healthcare costs.
Pressure on the healthcare sector to reduce
costs is also forcing every player in the mar-
ket to be more cost-conscious.

Like most other industrial sectors, the
medical technology sector is increasingly glo-
bal. Companies in pharmaceuticals and med-
ical technology are growing ever larger, and
purchases from subsuppliers are being made

internationally.

Focus on medical technology
Operations at Nolato Medical are aimed
exclusively at customers in medical technol-
ogy and industries with similar demands and
requirements, which means that the profit
center is completely focused on the special
preconditions that the market entails. With
this focus, Nolato Medical has the in-depth
expertise in areas such as risk analysis and
quality assurance as well as an ability to take
part in complicated medical technology proc-
esses.

Nolato Medical is a leading development
and production partner in this area in Scan-
dinavia. As experts in efficient product and
production design, Nolato Medical joins ear-
ly on in the development project, in order to
manufacture customized polymer compo-
nents and systems products cost-effectively.
The techniques used in production are injec-

tion moulding, extrusion and dipping.

Nolato Medical

Ibrahim Abouaoun
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Customers are offered comprehensive solu-
tion, including product development, design,
choice of materials, industrialization, pro-
duction, post-processing, assembly and test-
ing. For expertise outside Nolato Medical’s
own field, there is a network of specialized
companies — like design houses — that collab-
orate on different customer projects.

Production for pharmaceuticals and medi-
cal technology is subject to special require-
ments, which differ from other customer
areas. Some of the products are used inside
the human body, which requires very high
standards of cleanliness during production.
Most of Nolato Medical’s production thus
takes place in clean rooms, with a specially
controlled environment.

Production is also subject to traceability
requirements, which means that complete
documentation must be kept about each step
in the process and the raw materials used

during production.

Nolato Medical

Customers and competitors
Nolato Medical is focused largely on a small
number of selected medical technology com-
panies that are leaders in their niche, have
strong future potential and need high-quality
polymer products with high volume.

Within Nolato Medical’s main area, injec-
tion moulding, marketing efforts have until
now largely targeted Scandinavia, but an
internationalization of operations is under-
way, with a focus in particular on other Euro-
pean markets.

Examples of customers are Astra Tech,
AstraZeneca, Biomer Merck, Coloplast,
Hemocue, Pfizer, Pharmacia Diagnostics,
Radi Medical Systems and S:t Jude.

Competitors consist of a number of small,
local companies that are production orient-
ed as well as global companies with develop-
ment resources, like Tech Group, Wilden and
Nypro. Some customers also have their own

production of polymer components.

Nolato Medical is an important global
player in the field of products for heart diag-
nosis, and its products are marketed in the US
and Asia. Customers include Arrow Interna-
tional, B. Braun Medical and Wilson Cook.
Competitors are mainly the in-house produc-

tion unit of catheter manufacturers.

Strong expansion during the year

The past year has seen strong expansion at
Nolato Medical. The dedicated work in
recent years to focus on selected customers
and expand and streamline production has
resulted in a number of new orders. Devel-
opment projects have also increased, both in
number and in volume.

In June, medical technology operations
were acquired from Bergman & Beving. The
operations, whose main customer is Astra
Tech, have sales of roughly SEK 20 M a year
and consist of products in the urology and

surgery fields. Production was moved in

Medical technology production is characterized by its clean production environment



the fall to Nolato Medical in Torekov, Swe-
den, where clean room facilities have been
expanded. With the acquisition, Nolato
Medical has taken on not just an important
customer but also expertise in extrusion,
something that can have positive effects on

existing customers.

Looking forward

Active marketing efforts in the European
market resulted in new projects for a number
of new customers. These projects will be
industrialized and manufactured at Nolato
Protec in western Hungary, where Nolato
Medical expanded development resourc-
es for customers in medical technology and
hygiene during the year. The new projects
mean a strategic breakthrough in an impor-
tant new market.

Nolato Medical intends to continue grow-

ing organically but also through the acquisi-

tion of companies or operations.
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Operations and structure

Organizationally, the Nolato Group is divid-
ed into four customer-oriented business
areas. Nolato Telecom is a leading develop-
er and manufacturer of components and sys-
tems made from polymer materials for cus-
tomers in the mobile telephone sector and in
telecom infrastructure.

Nolato Industrial Sweden works with the
development and manufacture of compo-
nents and subsystems made from polymer
materials for customers in automotive com-
ponents, household appliances, gardening/
forestry products and other selected industri-
al sectors, primarily in Sweden.

Nolato Industrial Central Europe works
with the development and manufacture of
polymer products for customers in Central
Europe in fields such as automotive compo-
nents, hygiene/medical devices and selected
general industrial sectors.

Nolato Medical develops and manufac-
tures polymer components and subsystems
for customers in the fields of pharmaceuticals
and medical devices.

In its external financial information, the
Group reports its results in three profit cent-

ers: Nolato Telecom, Nolato Industrial and

Report of the Directors

Report of the Directors
Nolato AB (publ) 556080-4592

Nolato Medical. Nolato Industrial Sweden
and Nolato Industrial Central Europe are
reported as one profit center, since these busi-
ness areas work in similar markets. This prof-
it center is named Nolato Industrial.

The legal organization structure includes
the Parent Company, Nolato AB (publ) —
Swedish corporate identity number 556080-
4592, with its registered office in Torekov,
Sweden — and its wholly-owned subsidiaries
in Sweden, Estonia, Hungary and China.

The operations of the Parent Company,
Nolato AB, include corporate management,
consolidated financial reporting, financial
management and IT coordination. In 2004,
four inactive subsidiaries were merged with

the Parent Company.

Important events during 2004

Nolato Beijing in China continued to develop
satisfactorily, increasing sales sharply with
stable profitability. With a growing share of
Nolato Telecom’s sales now being recorded
in China, given lower price and cost levels,
the average unit price decreased, which had
an adverse effect on the profit center’s sales,
despite good volume. Investments and capac-

ity expansion continued. A strategic invest-

ment in Nolato’s own injection mould pro-
duction is currently being carried out, which
will enhance Nolato’s competitiveness. New
investments in equipment and the develop-
ment and transfer of related expertise are
underway.

In Nolato’s Hungarian operations, the
cost savings implemented had their full
impact but, because of low volume, opera-
tions reported continued negative earnings
in 2004.

An overview of profitability by segment/
customer product in Hungarian operations
is being carried out in order to focus oper-
ations on more profitable areas, which had
an adverse effect on the volume of existing
products. One consequence of this is that
Nolato in Hungary is ending most produc-
tion of existing products in the Household
customer segment and a large part of its pro-
duction in the Consumer Electronics custom-
er segment. Operations are now focused on
automotive components, hygiene and select-
ed general industrial sectors. Intensive mar-
keting activities resulted in the sale of new
customer projects in Central Europe, all in
prioritized customer segments.

One business in medical devices, whose
main customer is Astra Tech, was acquired.
The acquisition is a strong fit with the strate-
gic plan for Nolato Medical’s development.
The acquired business has annual sales of
about SEK 20 million from medical devices
for the urology and surgery customer seg-
ments. Manufacture is carried out in clean
rooms with high medical technology stand-

ards.

Events after the end of 2004
No events of essential importance have

occurred since the balance sheet date.




Shareholder governance

Organization of the Board of Directors
Nolato’s Board of Directors consists of sev-
en members elected by the Annual Meet-
ing and three members and three deputy
members elected by the unions. The Board
members that are elected by the sharehold-
ers at the Annual Meeting serve for a peri-
od of one year and may be re-elected.

Apart from the President and Chief
Executive Officer (CEO) and union repre-
sentatives, none of the Board members is
employed or works in the business opera-
tions of the Company.

Board member Claes Warnander and
the Chairman of the Board, Carl-Gustaf
Sondén, are considered by the Board to
act independently of the Company’s major
shareholders. From time to time, Claes
Warnander and Erik Paulsson indirectly
represent companies that are suppliers to
Nolato; Claes Warnander also does so for
Nolato customers. Both relative to the sit-
uation of these Board members and to that
of each supplier/customer, Nolato’s Board
has determined that the transactions with
these companies do not constitute signifi-
cant business connections, when the size of
revenues generated is compared with the
annual sales of the suppliers/customers.

Nolato’s Board has thus determined that
all members elected by the Annual Meet-
ing, apart from Georg Brunstam, the Presi-
dent and CEO, are independent relative to
the Company.

The Group’s Chief Financial Officer
(CFO) is Board Secretary.

Swedish Code of Corporate Governance

The Code Group for Corporate Govern-
ance (‘Kodgruppen for bolagsstyrning’)
has proposed a Swedish Code for Corpo-
rate Governance. Nolato and its Board
are already working today with a work-
ing procedure, work structures and infor-
mation disclosure related to these issues
that follow most parts of the proposals set

Report of the Directors — Corporate governance

forth by the Code Group.

Nolato’s Board is positive about most of
the Code Group’s proposals and believes
that Nolato will comply with most parts of
the Code Group’s proposals.

During spring 2005, the Board will
work with the Code Group’s proposals
and review the various parts of the propos-
al in order to then decide on any chang-
es Nolato will make and also examine the
various parts of the Code Group’s propos-
als in terms of the extent to which these are
considered to have been met and when, or

give reasons for any deviations.

Working methods of the Board of Directors
The Board determines the ultimate direc-
tion of Nolato’s operations and prepares
the necessary instructions. It determines
the Nolato Group’s management struc-
ture and appoints, dismisses and oversees
Nolato’s President and CEO.

At the Board’s constituent meeting fol-
lowing the Annual Meeting, principles
were decided concerning the Board’s rules
of procedure for the Board’s work, the
delegation of duties between the Board
and the President and CEO and financial
reporting. The most important parts of
these principles propose the following:

B The Board shall establish a work plan
with five regular meeting during the year,
in which various matters as stipulated by
the rules of procedure shall be considered
at different meetings.

B Notice of the meeting, the agenda
and relevant documentation for the Board
meeting shall normally be sent out at the
latest one week prior to the meeting. Num-
bered minutes shall be kept at every meet-
ing.

B The delegation of duties clarifies the
responsibilities of the Board and the most
important duties of the Chairman and the
President and CEO. Instructions to the
President and CEO contain limitations on
decisions regarding investments, acquisi-
tions, transfers and certain agreements.

In order to enable the Board to continu-

ally follow and monitor the Group’s finan-
cial position and performance, the Presi-
dent and CEO shall provide the Board
with monthly reports on sales, income,
capital commitment, cash flow, the bal-
ance sheet and follow-up on forecasts and
forecast updates.

The Board’s work in 2004

During 2004, the Board held five meetings
and a constituent meeting after the Annual
Meeting.

Accounts of the Company’s operations,
markets and finances were fixed items on the
Board’s agenda.

Below is a brief summary of other impor-
tant items discussed in the Board meetings.

B Torekov, Sweden, February 4, 2004:
Decision made on the writedown of good-
will for Hungarian operations. The auditor
was debriefed by the full Board on his com-
ments for the 2003 audit. The Board decided
to propose a dividend of SEK 0.80 per share
to the Annual Meeting.

M Torekov, April 28, 2004: The auditor
was debriefed by the Board on his summary
of the review of Group companies for 2003.
The Chairman presented the results of the
evaluation of the work of the Board. During
the year, the Board members responded to a
survey about the work and composition of
the Board. A summary of the bidding proc-
ess for the choice of auditor for the next four
years was presented by the Chairman, and
the Board decided to recommend Ernst &
Young as their choice of auditor for the next
four years to the Annual Meeting. The Board
gave the President and CEO the mandate to
carry out an acquisition of part of the assets
of a small medical business, within given lim-
its.

W Torekov, April 28, 2004: The constitu-
ent meeting after the Annual Meeting. The
Board members Carl-Gustaf Sondén, Kris-
ter Jorlén, Henrik Jorlén, Gun Bostrom.
Claes Warnander, Erik Paulsson and Georg
Brunstam were re-elected at the Annual
Meeting. Carl-Gustav Gejde declined re-elec-
tion. Carl-Gustav Sondén was elected Chair-




man. Carl-Gustav Sondén and Henrik Jor-
lén were elected to the compensation com-
mittee and Per-Ola Holmstrom was elected
Board Secretary. The remuneration decid-
ed by the Annual Meeting was apportioned
among the Board members. The rules of pro-
cedure for the Board, the delegation of duties
between the Board and the President and
CEO, instructions for financial reporting and
a financial policy were adopted.

M Torekov, August 11, 2004: Sched-
ule and program for the Board meetings in
2005 were adopted. Two major investments
in machine equipment were decided. An
extended lease and infrastructure investment
for operations in Beijing were approved. The
auditor reported to the Board on his review
of the semi-annual report.

B Torekov, October 26,2004: Two major
investments in machine equipment were
decided. An updated information policy for
the Group was adopted.

M Beijing, December 20-21, 2004: The
President and CEO presented strategic plans
for the Group and its business areas for the
next three years as well as a budget for the
next year, which were discussed and adopted
by the Board. The President and CEO was
given a mandate to carry out a major invest-
ment in machine equipment if necessary. The
Board approved the compensation commit-
tee’s proposal for the President and CEO’s
salary and variable remuneration as well as
the committee’s proposal on principles for
salaries and variable remuneration to other
senior executives for 2005. The CFO pre-
sented a proposal on funding and liquidity,

which was approved by the Board.

Nomination committee

The nomination committee consists of four
members who are selected by major share-
holders at the end of the third quarter, and
these are appointed as follows. At the end of
the third quarter, the Chairman of the Board
contacts the five largest shareholders in the
Company to discuss proposals for members
on the committee. Individual Nolato share-

holders can submit proposals for members
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on the nomination committee for further
consideration. Information about the com-
position of the nomination committee is dis-
closed no later than November 30. In 2004,
information about the composition of the
committee was disclosed in a press release on
November 29. The committee shall give an
account of its work at the Annual Meeting.
The nomination committee prior to the 2005
Annual Meeting consists of:
B Henrik Jorlén, Chairman,
representing the Jorlén family
B Gun Bostrom,
representing the Bostrom family
B Erik Paulsson,
representing the Paulsson family
M Erik Sjostrom, representing Skandia
The Chairman of the Board, Carl-Gus-
taf Sondén, can be included as an associate

member.

Compensation committee

Within the Board of Directors is a compensa-
tion committee. Its task is to propose princi-
ples to the Board for variable remuneration
of senior executives, including the President
and CEO.

The committee also proposes all remuner-
ation and benefits for the President and CEO
to the Board. The Board approved these prin-
ciples for variable remuneration of senior
executives and all remuneration and benefits
for the President and CEO. The committee
also has the task of approving all remunera-
tion to the Group’s Executive Committee.

The members of the compensation com-
mittee are:

B Carl-Gustaf Sondén (Chairman)

M Henrik Jorlén

Remuneration of the Board
For the period starting with the Annual
Meeting in 2004 to the Annual Meeting in
2005, remuneration for the Board totaled
SEK 665,000 (600,000), apportioned as fol-
lows:
B Chairman of the Board: SEX 165,000
B Board member: SEK 100,000

A director’s fee is paid only to external mem-

bers. Employees in the Company, like the
President and CEO and employee represent-
atives, receive no director’s fee. Payment was
made in December 2004.

During 2004, the present members of the

Board received the following remuneration:

M Carl-Gustaf Sondén  SEX 165,000
W Krister Jorlén SEK 100,000
M Henrik Jorlén SEK 100,000
B Gun Bostrom SEK 100,000
B Claes Warnander SEK 100,000
M Erik Paulsson SEK 100,000
B Total SEK 665,000
Auditors

Ernst & Young are Nolato’s chosen auditors
as stipulated by law. Ernst & Young, with
Ingvar Ganestam as chief auditor, were re-
elected for a period of four years at the 2004
Annual Meeting. Ingvar Ganestam has been
the Company’s chief auditor since 2000.

Auditors responsible for the Company at
Ernst & Young regularly read the approved
minutes of Nolato’s Board meetings. The
auditors responsible also have continuous
access to the monthly reports that the Board
receives.

The Company’s auditors met the full
Board of Directors on three occasions dur-
ing the year.

In preparation for the adoption of the
annual accounts by the Annual Meeting,
the auditor presents his overall observations
from a review of the Group’s internal con-
trols and annual accounts. For this reason,
Nolato’s Board has concluded that there is no

need to appoint a separate audit committee.

Information policy

Nolato reports to the Stockholm Stock
Exchange (Stockholmsborsen), where the
Company is quoted on the O-list (Attract
40). Information in the form of quarterly
reports and press releases etc. is submitted in
accordance with the requirements specified
in the listing agreement and with the infor-
mation policy adopted by Nolato’s Board of
Directors.



Reports, press releases and other informa-
tion can be downloaded from Nolato’s web-
site, www.nolato.com. There is also further
information about shareholder governance
in the form of Articles of Association, IR con-
tacts, annual reports etc., under the heading

“Investor Relations.”

Information about remuneration

For information about fees, salaries, pensions
and other benefits for the Board of Directors,
the President and CEO and other senior exec-

utives, see Note 3 on page 56.

Management governance

Executive Committee

The Executive Committee consists of the
CEOQ, the CFO and the heads of the Nolato
Telecom and Nolato Medical business areas
(the Group’s CEO is also President of Nolato
Industrial Sweden).

This Executive Committee meets every
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other week and constitutes the Group’s oper-
ating management, which makes decisions

about current operating issues.

Group Management

The Group Management consists of the
Executive Committee supplemented by the
head of the Nolato Industrial Central Europe
business area, the President of Nolato Beijing
and the marketing manager of Nolato Med-
ical. The Group Management prepares and
oversees strategic, marketing and organiza-
tional issues for the Group. It meets four to

six times a year.

Business operations

All business operations in the Group are
conducted by subsidiaries, in keeping with
the decentralized corporate culture that has

always characterized Nolato.

Business areas
Each subsidiary belongs to one of the Group’s
four business areas.

With regard to current operating issues,

the head of each business area is continuous-

ly in touch with the presidents and manage-
ment of the subsidiaries that belong to the

business area.

Subsidiaries

The success of the Nolato Group is based
on the close business relationships that each
Group company has with its customers.
Their understanding of and sensitivity to
local needs, business practices and distribu-
tion requirements are, and will remain, of the
greatest importance to their success.

Each subsidiary is managed by a Board of
Directors, which approves and makes deci-
sions on long-term strategies, investments,
forecasts and overall structural and organi-
zational changes, as specified by the Board’s
rules of procedure.

Each subsidiary has a president who is
responsible for operations at the respective
company, as specified in the instructions to
the president issued by the Board of Direc-
tors.

Assisting the president is a management
team, with members from different depart-

ments in the company.



Report of the Directors — Risks and risk management

Risks and risk management

It is part of Nolato’s strategy to continuously
minimize business and operational risks but
at the same time take advantage of opportu-
nities in the market. In order to manage the
financial risks, the Group operates accord-
ing to a financial policy adopted by Nolato’s
Board of Directors. This policy specifies what
levels of financial risk the Group can accept,
including risks for foreign currencies and var-
ious types of funding, as well as how risks are

to be minimized.

Business and operational risks

Revenues and earnings risks

Nolato’s growth objective is to show
growth in the customer segments the
Group operates in which is at least equal
to the level of growth in the correspond-
ing market segments. For the Telecom
profit center, which accounts for roughly
so percent of the Group’s sales, the mar-
ket’s growth has varied considerably in
recent years. Both the more long-term
growth and fluctuations over shorter peri-
ods mean opportunities for strong growth
in this profit center, but at the same time a
higher risk of negative changes. Changes in
the markets for Nolato Industrial, which
accounts for just under 40 percent of the
Group’s sales, are more in line with the
growth in industrial production in Scan-
dinavia and Central Europe. The trend is
more stable for this market with less fluc-
tuation. The market for Nolato Medical
has good long-term growth potential but
currently has less impact on the Group, as
it accounts for about 6 percent of sales.

In the markets for Nolato Telecom and
Nolato Industrial in particular, there is
continuing price pressure with falling price
levels as a result of tough competition in
the market. Managing this price risk is
part of the day-to-day work and requires
continuous cost cuts and productivity
increases, which Nolato has been able to

do advantageously to date. At Nolato Tel-
ecom, this has included moving produc-
tion to low-cost countries, mainly Chi-
na, which has resulted in lower costs. At
Nolato Industrial, cost-effective high-pro-
ductivity facilities in Sweden, combined
with production of labor-intensive parts in
low-cost countries, have allowed the profit
center to meet the price pressure.

At Nolato Telecom, there is a greater
dependency on a small number of custom-
ers. At present, the two largest customers
account for about half of the profit cent-
er’s sales. However, Nolato enjoys very
good collaboration with the two custom-
ers and was appointed strategic supplier of
component systems in the field of polymer
products by both. In the other profit cent-
ers, the customer base is much broader,
and no individual or customer category is
so dominant that the loss of any customer
would affect the Group’s profitability sig-
nificantly.

The Group’s revenues are mostly
derived from large international industri-
al groups. These are often public in vari-
ous ways and thus in most cases it is pos-
sible to monitor their economic perform-
ance. Nolato does this continuously. This
kind of company seldom declares bank-
ruptcy or the like, so the likelihood of sig-
nificant bad debt losses is minor. If one of
these large companies were to experience
financial problems, however, it could lead
to losses of significant amounts. Nolato
has not been hit by any significant custom-
er losses in recent years.

Risks associated with product deliveries

Nolato’s ambition is to deliver products
that meet customer wishes for quality and
delivery. This is managed by skilled staff
in the subsidiaries, who are responsible for
day-to-day operations. The greatest risk
of interruptions to quality and products is
normally at the start of the production of
new products. Especially in the ramping up
of major telecom projects, there is a risk of
interruptions to quality and productivity

that can have a considerable impact on the
Group’s earnings. To prevent such inter-
ruptions, the Group, and Nolato Telecom
in particular, work with a well-developed
concept for running the project prior to the
industrialization and production phase, in
accordance with established quality assur-
ance requirements and checklists etc.

To avoid the risk of problems with
deliveries, it is important to have very
close contacts with the different custom-
ers as well as effective, reliable systems for
quality control and quality development.
Nolato has chosen to work with relative-
ly few customers and have close, extensive
collaboration with them. This allows con-
tinual close contact with the customers to
ensure that deliveries satisfy their wishes.
At the same time, all of the Group’s subsid-
iaries operate according to various kinds
of quality and continuous improvement
systems that are tailored to the require-

ments of production or the customer.

Supplier risks

These include risks related to pricing and
access to raw materials and other input goods
as well as process costs for production.

For deliveries of plastic and rubber raw
materials as well as machinery, there are a
number of suppliers in Europe and around
the world. Alternative suppliers can be used,
but the switch may require customer approv-
al in some cases. For delivery of components
going into the component systems delivered
by the Group, the choice of suppliers is usual-
ly made together with Nolato’s customer.

Products normally have a content of plas-
tic or rubber raw materials of between 5 and
so percent of the selling price. These raw
materials are often developed from different
forms of oil-based or similar products. This
means that raw material prices depend on oil
prices and the dollar exchange rate, but also
on other factors such as production capacity
and other production costs.

The content of plastic raw material, which
is clearly the dominant raw material in the

Group, varies among the different prof-
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Transaction exposures and sensitivity analyses

Net exposure of sales and purchases in foreign currencies

SEKM 12 mo estimated Total Percent- Average ex-
net flows hedging age change rate

EUR 255 185 73% 9.01

usb 79 56 71% 6.78

DKK 14 11 79% 1.21

Total 348 252 2%

Unhedged currency flows USD 63 —

Nolato’s Swedish and Estonian operations have a net exposure largely in EUR, USD
and DKK, whereas Hungarian operations have only limited net flows in foreign cur-
rency. Chinese operations have a forecast net inflow of SEK 63 M, which is not
hedged as the Chinese currency is pegged to the USD within an interval. At the end
of the year, 72 percent of the future forecast net flow was hedged via forward con-
tracts.

Interest-bearing net liabilities on December 31,2004

Outstanding Term out-
amount (SEKM)  standing (mo)

Interest-bearing net liabilities

Remaining fixed- Average
interest period (mo) interest rate (%)

Bank loans, SEK * 227 42 5 3.7
Bank loans, USD 13 12 3 3.1
Bank loans, EUR 32 3 1 3.1
Bank loans, CNY 24 5 3 4.8
Leasing liability, EUR 25 150 20 3.8
Pension liability 56 12 0 4.2
377 38 5 3.8

Interest-bearing assets
Liquid funds -134 0 0 1.6
Short-term investments —-80 1 1 2.1
-214 0 0 1.8

Total net liabilities 163

*Including the effect of currency swaps

Translation exposure of net assets on December 31,2004

Breakdown of interest-bearing liabilities by currency

SEK
/ 75%
/ T~_CNY
\ 7%
usD
3% EUR

15%

The diagram includes derivatives to hedge loans valued in foreign curren-
cies in SEK.

Interest rate effect

SEK EUR CNY USD

SEKM 0
-0.2
-0.4
-0.6
-0.8
-1.0
-1.2

-1.4

The effect on interest expense with a 1 percentrise in interest rates, including
derivatives, calculated on interest-bearing liabilities on December 31,2004.A
1 percentrise in interest rates has a negative effect on the Group of SEK 2 M.

Transaction exposure on December 31,2004

SEKM Net Swedish krona Unhedged forecast Change in Effecton

assets 1% stronger net flows, 12 months currency earnings
Nolato Beijing, CNY 133 -1 EUR 70 SEKM +-1% 1SEKM
Nolato Tallinn, EEK 71 -1 usb 23 SEKM +-1% 0SEKM
Nolato Protec, HUF 21 0 DKK 3SEKM +-1% 0SEKM
Total 225 -2  Total 96 SEKM 1SEKM

The Group has SEK 225 M in foreign net assets, and a 1 percent rise in the value
of the Swedish krona would have an effect of SEK -2 M.

The Group has SEK 96 M in unhedged net flows, including hedging effects. A
change in the value of the Swedish krona of +/- 1 % would have a SEK 1 M effect
on earnings. This table does not include effects of the unhedged net flow at Nolato
Beijing, as this flow is currently pegged to the Chinese currency.
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it centers. At Nolato Telecom, with numer-
ous “thin-walled” products, plastic accounts
for only about 5 percent of the selling price,
whereas the corresponding figure is roughly
20 percent at Nolato Industrial and about 15
percent at Nolato Medical.

At Nolato Industrial, which has the high-
est percentage of plastic raw material, most
customer agreements give Nolato the right
to pass on costs to the customer or renego-
tiate the effects of price increases for plas-
tic raw materials. This right becomes opera-
tive in most agreements when material prices
change beyond certain agreed levels, reduc-
ing Nolato’s sensitivity to changes in material
prices. During 2004, price increases in plastic
raw materials were quite sharp from a histor-
ical perspective, even though the construc-
tion plastics that Nolato normally uses gen-
erally had a lower price increase than basic
plastics. The price increases did not adverse-
ly affect Nolato’s margins to any significant
degree in 2004.

The production of polymers carried out by
the Group is relatively electricity-intensive,
and the Group is thus dependent on the price
of electricity.

The Group is working on a new policy for
electricity purchases in order to even out the
effects of changes in the variable portions of
the price of electricity. The policy means that
40— 8o percent of the electricity needs for the
next four quarters are purchased in advance
by forward contract. The variable portion of
the cost of electricity totaled approximate-
ly SEK 25 M in 2004, excluding taxes. For
2005, purchases have been made of 63 per-
cent of the estimated electricity needs at an
average price 9 percent lower per kWh than

the average price for 2004.

Legal risks

Nolato works with external lawyers and con-

sultants on legal issues. Internally, there are

policies and regulations on what agreements

etc. people in various positions can decide.
The Group has few mechanical and design

patents, and few trademarks, which is typical

of the industry Nolato operates in.

The Group is not presently involved in any
ongoing legal disputes of any significance.
There are no ongoing tax cases in the Group

of any significance.

Property and liability risks

Regarding traditional insurance like fire,
theft, business interruption and liabili-
ty, Nolato believes that the Group has rele-
vant and satisfactory protection through the

insurance policies it has purchased.

Financial risks

Nolato’s financial policy specifies how
responsibility for financial operations is to be
delegated in the Group, what financial risks
the Group is prepared to assume and what
financial risks are to be limited. The policy
balances and limits the following financial

risks:

W foreign exchange risks (cash flow and
translation exposure)

B borrowing and interest rate risks

M liquidity and credit risks in the financial

markets.

The policy is adopted by Nolato’s Board and

revised annually or when needed.

Foreign exchange risks

Flow risks

These are defined as changes in cash flow due
to foreign exchange rate fluctuations in cur-
rency flows.

According to the Group’s financial policy,
70 percent of future forecast net flows of for-
eign currency for products and services are
hedged for a period of 12 months.

Foreign exchange risks for financial flows
relating to loans and investments in foreign
currencies can be avoided by the Group’s
companies borrowing in foreign currencies
or hedging these flows. According to this
policy, any hedging or risk-taking is decided

on a case-by-case basis for foreign exchange
risk in financial flows. Any hedging costs and
any differences in interest rate levels between
countries are taken into consideration in
decisions about any possible risk-taking.
Nolato’s current exposure can be seen in the

sensitivity analysis on the preceding page.

Translation exposure

Translation exposure is the effect produced
when the income statement and balance
sheet of a foreign subsidiary are translat-
ed into Swedish krona in the consolidated
income statement and balance sheet. Trans-
lation is a effect calculated on every reporting
date. The income statement is translated at
the average rate for the year, while the closing
rate on December 31 is used to translate the
balance sheet.

According to the Group’s policy, the
Group’s capital, that is, its foreign net assets,
are not hedged. Nolato’s current exposure
can be seen in the sensitivity analysis on the

preceding page.

Funding and borrowing risk

In order to maintain financial flexibility and
satisfy the Group’s capital needs, Nolato has
negotiated credit facilities with varying con-
tract lengths, in part so that it can finance
financial fluctuations and organic growth
and in part be prepared to make large invest-
ments and acquisitions. During the fall,
roughly one third of the Group’s funding was
renegotiated with a new three-year agree-
ment. Current liquid reserves are detailed in
Note 23 on page 63 and in the analysis of

interest-bearing net liabilities on page 37.

Interest rate risk

Interest rate risk is defined as the risk of an
effect on the Group’s earnings as a result
of changes in market interest rates. The
maturity of the Group’s fixed-term loans
and investments determines how quickly
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interest rate changes impact earnings. The
Group’s policy specifies that the average
maturity of fixed-term loans and invest-
ments for the Group shall be between 5
months and 2 years. This affects all inter-
est-bearing assets and liabilities, that is,
net liabilities. The interest rate effect and
interest-bearing liabilities can be seen in
the sensitivity analysis on page 37.

Liquidity and credit risks

The Group’s policy for investing liquid
funds specifies that they can only be invest-
ed in financial instruments that can be
redeemed on short notice or that have a
highly liquid secondary market to reduce
liquidity risk. Investments, apart from tra-
ditional bank deposits, may only be made

in what are called low-risk interest-bear-
ing securities (with a high rating based on
official statistics from official rating agen-
cies) and high liquidity. The tenor of these
interest-bearing securities may not exceed

three months, according to the policy.

Comments on the income statements,
balance sheets, cash flow statements and Group financial highlights

Income statements, 2000-2004

Sales at the beginning of the five-year peri-
od were dominated by the sharp increase that
took place in the telecom industry in the late
1990s and early 2000s. Because of the acqui-
sition of Ericsson’s plastics plant in Kristian-
stad, Sweden, late in 1996, telecommunica-

tions has been a major customer segment

for Nolato. This segment grew significantly
during 1999 and 2000 and sales rose sharp-
ly. During 2000, Nolato acquired operations
at Nolato Telecom and Nolato Industrial,
which increased Group sales by more than
SEK 400 M.

During 2001 and 2002, Nolato was hit
hard by the slowdown in the telecom indus-

try. Nolato was affected more than the indus-

try as a whole, because important custom-
ers both suffered setbacks and moved pro-
duction to Asia at an accelerating pace. The
effect was declining sales during these years
and the closure or merger of several opera-
tions, primarily in the US.

During the five-year period as a whole,
sales grew at an average of 2 percent.

Naturally, the trend in earnings during the

Income statements (sexw)

2004 2003 2002 2001 2000
Net sales 2,401 2,671 2,011 2,359 3,302
Cost of goods sold * - 2,006 — 2,347 —1,744 — 2,243 - 2,822
Gross income 395 324 267 116 480
Selling expenses - 56 - 46 - 56 -89 -105
Administrative expenses ** -134 -172 - 156 - 188 -216
Other operating expenses *** -10 —49 -13 —349 — 22
Operating income 195 57 42 -510 137
Financial items **** -16 - 51 -6 -54 - 36
Income after financial items 179 6 36 - 564 101
Tax on earnings for the year -49 - 41 24 135 - 49
Net income 130 -35 60 - 429 52
Scheduled depreciation/amortization included 140 156 162 209 215

* In 2003, includes nonrecurring expenses of SEK 52 M due to restructuring of operations in Hungary
In 2001, includes nonrecurring expenses of SEK 164 M for writedown of fixed assets and restructuring of operations in the US

In 2000, includes net nonrecurring items of SEK —120 M for restructuring of operations and capital gain on fixed assets sold
**In 2003, includes nonrecurring expenses of SEK 3 M due to restructuring of operations in Hungary
In 2000, includes nonrecurring revenues of SEK +20 M for repayment of surplus pension premiums from SPP
***In 2003, includes nonrecurring expenses of SEK 38 M due to writedown of goodwill in Nolato Protec, Hungary
In 2001, includes nonrecurring expenses of SEK 323 M due to writedown of goodwill in Nolato Shieldmate, US

*kkk

In 2001, includes capital gain of SEK +3 M

In 2002, includes capital gain of SEK +31 M from the divestment of Nolato Elastoteknik
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period was dominated by the volume trends
at Nolato Telecom described above. The
operating margin, excluding nonrecurring
items, was 7.2 percent and return on capi-
tal employed was 17.7 percent during 2000.
During 2001 and 2002, profitability was
affected primarily by the decline at Nolato
Telecom. Margins and returns fell sharply
during these years. Significant restructuring
programs were carried out, primarily dur-
ing 2002, to reduce expenses to a level more
compatible with the lower volume. Lower
expenses made possible improved margins at
the end of the period. The average operating
margin was 4.7 percent during the five-year

period (excluding nonrecurring items).

Income statement, 2004

Net sales
During 2004, Nolato Group sales totaled
SEK 2,401 M (2,671).

Sales at Nolato Telecom’s totaled SEK
1,342 M (1,686), thus accounting for 55 per-
cent (62) of total Group sales. Compared to
2003, sales were adversely affected by about
SEK 320 M as a result of the decline in the
sale of products with a high value of pur-
chased components.

With lower price and cost levels, the aver-
age unit price fell, which had a negative
impact on Nolato Telecom’s sales, despite
good volume.

Deliveries of network products to telecom
customers from the Kristianstad unit devel-
oped satisfactorily in 2004, but the rate of
increase declined in the fourth quarter.

Sales at Nolato Industrial totaled SEK 936
M (912), thus accounting for 39 percent (34)
of total Group sales. After a weak start of the
year, volume improved and stabilized at a
high level for most customers. Customers in
the automotive industry in particular showed
strong growth. The Household customer seg-
ment, however, showed weak volume during
the year.

Nolato Medical increased sales by 34 per-
cent to SEK 137 M (102), thus accounting

for 6 percent (4) of total Group sales. Volume
increased during the 2004 and the growth
in customer projects that were launched in
2003 was positive. Integration of the acquisi-
tion made in June proceeded as planned. The
acquired operations were consolidated as of
July 1. Excluding the acquisition, organic

growth was 26 percent compared to 2003.

Operating income
Consolidated operating income increased
during 2004 to SEK 195 M (57). During
2003, restructuring expenses and write-
downs of goodwill in Hungary totaling SEK
93 M were charged to income. Excluding
these restructuring and writedown expenses,
operating income was SEK 150 M in 2003.
The operating margin increased to 8.1
percent in 2004, compared to 5.6 percent
in 2003, excluding restructuring and write-
down expenses in Hungary in 2003. The
Group’s objective is an operating margin in
excess of 7 percent over a business cycle.

Return on capital employed was 18.4 per-
cent for 2004 (1 1.0 percent for 2003, exclud-
ing nonrecurring items). The Group’s target
is a return in excess of 15 percent. Return on
operating capital totaled 23.0 percent for
2004 (15.0 percent for 2003, excluding non-
recurring items).

Operating income at Nolato Telecom
totaled SEK 133 M (109). The operating
margin improved to 9.9 percent (6.5). The
margin improved mainly as a result of a low-
er share of volume with a high value of pur-
chased components, but also as an effect of
good profitability for the profit center’s com-
panies specializing in shielding solutions,
tapes and gaskets as well as stable growth in
the profitability of Chinese operations. Price
competition intensified during 2004 and is
currently strong. During 2004, the profit
center ramped up production of new prod-
ucts for its two main customers. Start-up of
the new products was carried out without
affecting profitability adversely to any signif-
icant extent.

Operating income at Nolato Industrial

totaled SEK 58 M (-34 including nonrecur-
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ring items in 2003). The operating margin
was essentially unchanged at 6.2 percent (6.5
excluding nonrecurring items in 2003).

In Hungarian operations, the cost-cut-
ting measures implemented had their full
impact, but because of low volume opera-
tions showed continued negative earnings in
2004.

Operating income at Nolato Medical
totaled SEK 26 M (16). The operating mar-
gin was at a high level in 2004, 19.0 percent
(15.7), due to a favorable product mix and
good growth.

Income after financial items

Income after net financial items totaled SEK
179 M (6). Net financial items included SEK
+8 M (-16) in effects of currency exchange
rate differences, most of which is related
to loans in foreign currencies in operations
outside Sweden. Net financial items also
improved as a result of renegotiated exter-
nal funding with better terms and because
of lower interest rates and a reduction in net
debt. Excluding restructuring and writedown
expenses, income after financial items was
SEK 99 M in 2003.

Taxes

Tax expenses in 2004 totaled SEK 49 M
compared to SEK 41 M in 2003. The effec-
tive tax rate in percent fell during the year as
a result of the favorable tax situation in Chi-
na and was 27 percent in 2004. The tax effect
of losses in the Group’s Hungarian subsidi-

ary was not capitalized as a tax credit.

Balance sheets, 2000-2004

During the five-year period, total assets
decreased from SEK 2,563 M to SEK 1,598
M. During Nolato Telecom’s strong expan-
sion at the beginning of the period, total
assets increased considerably and amounted
to SEK 2,563 M at the end of 2000.

On average during the five-year period,
roughly 39 percent of assets were inventories
and receivables. These items are closely relat-
ed to the trend in sales. This applies to non-
interest-bearing current liabilities as well.

Fixed assets rose sharply in connection
with the expansion during 2000, partly in the
form of increased tangible fixed assets (main-
ly production equipment) and partly in the

form of increased intangible assets (through

goodwill that arose from acquisitions during
2000 in Sweden, the US and Hungary).

In connection with the closure of US oper-
ations during 2001, production equipment
was sold to a great extent, but writedowns
occurred as well, thereby reducing tangi-
ble fixed assets. Because net investments
have been relatively low in recent years and
because of writedowns of fixed assets in Hun-
gary during 2003, tangible fixed assets have
continued to decrease.

Goodwill from acquisitions in the US and
Hungary was written down to zero. This
occurred in 2001 in the case of the US acqui-
sition and in 2003 for the Hungarian acqui-
sitions, reducing intangible assets sharply.
Remaining intangible assets consist primari-
ly of remaining goodwill from the acquisition
of Nolato Gota during 2000, which is being
amortized over ten years.

Shareholders’ equity declined sharply dur-
ing 2001, as an effect of the large nonre-
curring items that were expensed that year
because of the closure of US operations. A
new share issue was carried out during 2002,
which added a net amount of SEK 246 M to
shareholders’ equity. Despite improved oper-

ating profitability during 2002 and above all

Balance sheets (sex v

2004 2003 2002 2001 2000
Intangible fixed assets 48 54 102 121 424
Tangible fixed assets 664 690 801 855 1,022
Financial fixed assets —_ 4 29 6 27
Total fixed assets 712 748 932 982 1,473
Inventories 170 181 257 160 323
Current receivables 502 588 505 384 690
Short-term investments 80 90 25 — —
Cash and bank balances 134 228 176 136 77
Total current assets 886 1,087 963 680 1,090
Total assets 1,598 1,835 1,895 1,662 2,563
Shareholders’ equity 655 569 624 342 730
Long-term liabilities, interest-bearing 230 485 583 645 826
Long-term liabilities, non-interest-bearing 82 70 45 109 256
Current liabilities, interest-bearing 147 140 118 133 124
Current liabilities, non-interest-bearing 484 571 525 433 627
Total shareholders’ equity and liabilities 1,598 1,835 1,895 1,662 2,563
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Cash flow after investments
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2003, shareholders’ equity did not increase,
due to nonrecurring expenses in Hungary
approved in 2003.

The sharp improvement in operating
profitability during 2004, together with an
improvement in net financial items and a fall-
ing average tax rate, resulted in an increase in
shareholders’ equity at the end of the period.

The equity/assets ratio was affected by the
events above and increased sharply from 28
percent in 2000 to 41 percent in 2004. The
Group’s objective is an equity/assets ratio not
below 35 percent.

Interest-bearing liabilities and provisions
consist largely of funding from credit institu-
tions. They rose very sharply in 2000, when
all acquisitions and organic growth were
funded by borrowed capital. Since 2000,
interest-bearing liabilities have declined
sharply, by SEK 573 M. The downturn in
volume since 2000 also led to a reduced need
for working capital. Together with relative-
ly low capital spending during the following
period, this led to favorable cash flow, ena-
bling Nolato to make principal payments on

its borrowings.

Balance sheets, 2004

Total assets were SEK 1,598 M (1,835).
Fixed assets declined somewhat as a result
of lower investments compared to annual
depreciation and amortization and a nega-
tive translation effect. Assets in the form of
inventories and current receivables decreased
largely as a result of a decline in sales com-
pared to 2003.

Despite a positive cash flow, cash holdings
decreased by a total of SEK 104 M to SEK
214 M (318) as a result of sizable repayments
of interest-bearing liabilities. Shareholders’
equity increased as a result of net income.
Interest-bearing liabilities declined sharply as
a result of lump payments made at the end of

the year.

Cash flow statements, 2000-2004

Cash flow before changes in

working capital

After the downturn in profitability that
occurred in 2001, cash flow from opera-
tions improved gradually as profitability

improved.

Changes in working capital

Working capital, measured as current assets
(excluding cash items) less current non-inter-
est-bearing liabilities, averaged 9 percent of
sales during the five-year period.

Significant factors that affect this work-
ing capital are, of course, the credit periods
that Nolato offers its customers and the cred-
it periods that Nolato is given by suppliers.

The general trend of longer credit periods
during this period also applies to Nolato, but
this has been offset by Nolato’s being given
longer credit periods from its suppliers.

An analysis of working capital at the end
of each year, as a percentage of annual sales,
shows the powerful effect of the pace of sales
late in the year. High sales during the last
quarter, compared to other quarters during
the same period, normally cause high levels
of accounts receivable and vice versa in the
event of relatively low sales during the last

quarter.

Investments

During 2000, the Group acquired Nolato
Shieldmate in the US, operations in Hungary
and Nolato Gota in Sweden. Together with
capital spending for growth in telecommu-
nications, the investment level that year was
thus very high.

During subsequent years (2001-2004),
the investment level was relatively low, and
in all these years it was below the annual lev-
el of depreciation and amortization. The rea-
son for the relatively low investment levels
was that it proved possible to transfer equip-
ment from operations that had closed — main-
ly in the US - to other, expanding companies
in the Group, mainly in China.

The main expansion in the Group in
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recent years has taken place largely in China,
where expansion is normally less investment-
intensive because production is less automat-
ed compared to corresponding expansion in
Europe.

Only one minor acquisition was made

during 2004.

Funding

The strong expansion and acquisitions that
occurred in 2000 required funding that could
not be supplied internally from regular oper-
ations. This funding was provided in its
entirety by borrowed capital.

The Group then paid off this external
funding during the period 2001-2004. It car-
ried out a new share issue in 2002, which
gave the Group a net amount of SEK 246 M
in liquidity from the shareholders.

Dividend

No dividend was paid to the shareholders for
the period 2000-2001, as a result of weak
profitability during these years.

The dividend resumed with SEK o.50 per
share for 2002, and SEK 13 M was paid out
in 2003. For 2003, the dividend was SEK
0.80 per share, with SEK 21 M being paid
out in 2004.

The Board proposes a dividend for 2004
of SEK 1.75 per share, with SEK 46 M to be

paid out in 2005, following approval at the
Annual Meeting.

Cash flow statements, 2004

Cash flow from operations

Cash flow before investments amounted to
SEK 356 M (323). Improved profitability
combined with a smaller need for working

capital led to sharply improved cash flow.

Investments

Cash flow after investments was SEK 231
M (228). Total gross investments in fixed
assets were SEK 125 M (99). Net investments
totaled SEK 125 M (99). Investments consist-

ed of the following:

SEKM 2004 2003
Capitalized expenditures — 4
Goodwill 4 —
Buildings and land 5 —
Machinery and equipment 9 81
Construction in progress 25 14
Total investments 125 99
Funding

Interest-bearing assets totaled SEK 214
M (318) and interest-bearing liabilities

and provisions totaled SEK 377 M (625).
Net liabilities thus shrank by SEK 144 M
to SEK 163 M (307). Shareholders’ equi-
ty totaled SEK 655 M (569). The equity/
assets ratio was SEK 41 percent (31).
Credits from financial institutions,
banks and pension funds consisted of the

following:

SEKM 2004 2003
Loans 321 574
Provisions for pensions 56 51
Total interest-bearing liabilities 377 625
Unutilized lines of credit 347 176
Total credit available 724 801

Cash flow statements (sexm)

2004 2003 2002 2001 2000
Cash flow before changes in working capital 330 260 166 61 3N
Changes in working capital 26 63 -146 297 -40
Cash flow from operations 356 323 20 358 331
Investment activities -125 - 95 -57 —66 -735
Cash flow after investments 231 228 -37 292 —-404
Financing activities -335 -111 102 -233 466
Other changes — — — — 1
Increase in liquid funds -104 117 65 59 63
Liquid funds on January 1 318 201 136 77 14
Liquid funds on December 31 214 318 201 136 77
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Personnel
The average number of employees was 2,700
compared to 2,353 in 2003. Most of the
increase was attributable to Nolato’s expan-

sion in China.

Product development costs
Group expenditures for development work
were SEK 213 M (247), of which SEK o M
(4) was capitalized. This included develop-
ment of tools, materials, designs and technol-
ogy. Costs consisted almost entirely of devel-
opment expenditures in conjunction with
project and product development undertak-

en in partnership with Group companies.

Environmental information
Some of the Group’s companies carry out
operations that require permits under the
provisions of the Swedish Environmental
Code. These operations consist mainly of the
manufacture of components made of poly-
mer materials. They are comparatively clean
and cause only limited emissions into the air
and water. Group environmental efforts have
been delegated to the respective subsidiaries.
Most Group companies have environmen-

tal management systems that are certified

Report of the Directors

according to the ISO 14001 standard, and
Nolato’s goal is that all its companies obtain
such certification during 2004. Further envi-
ronmental information about the Group can

be found on page 17.

Future prospects

Volume growth in the mobile telephone mar-
ket is expected to fall off during 2005 com-
pared to 2004 and reach § to 10 percent.
Development at Nolato Telecom is shaped
largely by this market growth. At the same
time, price pressure is still intense and the
move of production and costs to Asia has the
opposite impact on revenues. Nolato expects
this will result in unchanged or slightly lower
sales for Nolato Telecom during 2005.

Nolato Industrial is growing apace with
the main markets in this business area and is
expected to have stable volume while price

pressure remains strong.

Transition to IFRS in 2005
As of January 1, 2005, Nolato will apply the
International Financial Reporting Standards
(IFRS) as approved by the EU. Comparative
figures will be restated starting January 1,

2004, because the Nolato Group publish-

es financial information with a comparative
year in its Annual Report. The interim report
for the first quarter of 2005 will be the first

financial report for Nolato to be presented in

accordance with IFRS.

There are differences for Nolato between
current accounting practice and IFRS in the
areas “Business Combinations” (IFRS 3) and
“Financial Instruments: Recognition and
Measurement” (IAS 39).

The report on the impact of the transition
to IFRS is essentially complete, and in Note
28 on page 64 there are a description and a
quantification of those areas preliminarily
expected to have a material effect on Nola-
to’s equity and net income for 2004.

The information related to the transi-
tion has been compiled in accordance with
the IFRS principles that are expected to be
applied on December 31, 2005. IFRS is the
subject of an ongoing review and approval
by the EU, which is why changes are still pos-
sible. This may affect the information pro-

vided.

Equity/assets ratio
Shareholders’ equity as a percentage of total as-
sets in the balance sheet.

Percentage of risk-bearing capital
Shareholders’ equity, plus deferred tax liabilities,
as a percentage of total assets in the balance
sheet.

Liquidity
Total current assets divided by total current li-
abilities.

Debt/equity ratio
Interest-bearing liabilities and provisions divided
by shareholders’ equity.

Return on total assets

Income after financial items plus financial expens-
es as a percentage of average total assets in the
balance sheet.

Return on capital employed

Income after financial items plus financial expens-
es as a percentage of average capital employed.
Capital employed consists of total assets less non-
interest-bearing liabilities and provisions.

Return on operating capital

Operating income as a percentage of average op-
erating capital. Operating capital consists of to-
tal assets less non-interest-bearing liabilities and
provisions, less interest-bearing assets.

Return on shareholders’ equity
Net income as a percentage of average sharehold-
ers’ equity.

Operating margin
Operating income as a percentage of sales.

Profit margin
Income after financial items as a percentage of
sales.

Interest coverage ratio
Income after financial items plus financial expens-
es divided by financial expenses.
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Group financial highlights, 2000 — 2004

2004 2003 2002 2001 2000
Sales and earnings
Sales SEK M 2,401 2,671 2,011 2,359 3,302
Sales growth % -10 33 -15 -29 54
Percentage outside Sweden % 65 68 53 47 48
Operating income, including nonrecurring items SEKM 195 57 42 -510 137
Operating income, excluding nonrecurring items SEKM 195 150 42 -23 237
Financial items SEKM -16 =51 -6 -54 -36
Income after financial items, including nonrecurring items SEKM 179 6 36 -564 101
Income after financial items, excluding nonrecurring items SEKM 179 99 5 -80 201
Net income for the year SEKM 130 -35 60 —-429 52
Nonrecurring items * SEKM —_ -93 43 —-484 -100
Financial position
Total assets SEK M 1,598 1,835 1,895 1,662 2,563
Shareholders’ equity SEKM 655 569 624 342 730
Interest-bearing assets SEKM 214 318 201 136 77
Interest-bearing liabilities and provisions SEKM 377 625 701 778 950
Net liabilities SEK M 163 307 500 642 873
Equity/assets ratio % 1 31 33 21 28
Percentage of risk-bearing capital % 44 32 33 21 33
Liquidity % 140 153 150 120 145
Debt/equity ratio Times 0.6 1.1 1.1 2.3 1.3
Cash flow
Cash flow from operations SEKM 356 323 20 358 331
Investment activities SEK M -125 -95 -57 -66 -735
Cash flow before financing activities SEKM 231 228 -37 292 -404
Profitability **
Return on total assets before tax % 11.9 7.4 3.1 -1.1 11.6
Return on capital employed before tax % 18.4 11.0 45 -1.7 17.7
Return on operating capital before tax % 23.0 15.0 4.0 -1.8 18.2
Return on shareholders’ equity after tax % 21.2 9.7 3.5 -16.6 19.5
Operating margin % 8.1 5.6 2.1 -1.0 7.2
Profit margin % 75 3.7 0.2 -3.4 6.1
Interest coverage ratio Times 8 4 1 0 6
Personnel
Number of employees 2,700 2,353 1,992 2,218 2,679
Sales per employee SEK K 889 1,135 1,010 1,064 1,233
Income after financial items per employee ** SEK K 66 42 3 -36 75

During 2003, nonrecurring items consisted of restructuring expenses for operations in Hungary in the amount of SEK 55 M and a write-
down of goodwill for Nolato Protec, Hungary in the amount of SEK 38 M.

During 2002, nonrecurring items referred to a capital gain of SEK 31 M due to the sale of Nolato Elastoteknik and tax effects of SEK 12 M
due to the closure of operations in the US.

During 2001, nonrecurring items consisted of restructuring expenses involving the then-Telecom business area in the amount of SEK 487
M as well as a capital gain of SEK 3 M.

During 2000, nonrecurring items consisted of restructuring expenses for operations in the amount of SEK —131 M, capital gains on fixed
assets divested in the amount of SEK +11 M, and a repayment of surplus pension premiums from SPP totaling SEK +20 M.

** Calculated excluding nonrecurring items.
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Income statements

(SEKM) Group Parent Company
2004 2003 2004 2003

Note
1 Net sales 2,401 2,671 37 36
2 Cost of goods sold -2,006 —2,347 — —
Gross income 395 324 37 36
Selling expenses -56 -46 -16 -12
4 Administrative expenses -134 -172 -39 =57
5 Other operating expenses -10 —-49 — —
-200 —267 -55 -69
3,7 Operating income 195 57 -18 -33

Income from financial investments

8 Income from shares in Group companies — — -47 -90

7,9 Other interest income and similar income items 12 5 17 18

7,10 Interest expenses and similar expense items -28 —56 -22 -36

-16 -51 -52 -108

Income after financial items 179 6 -70 -141

11 Appropriations —_ — 11 —

12 Tax on earnings for the year -49 -4 —_ 14

Net income for the year 130 -35 -59 -127

6 Scheduled depreciation/amortization included 140 156 — —
14 Earnings per share after full tax, including nonrecurring items (SEK) 4.95 -1.35
14 Earnings per share after full tax, excluding nonrecurring items (SEK) 4.95 2.20
20 Number of shares on December 31 (thousands) 26,307 26,307

14 Average number of shares (thousands) 26,307 26,307
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Quarterly data, 2003 — 2004

Group highlights

Q1 Q2 Q3 Q4 Full year
Net sales (SEK M) 2004 593 611 540 657 2,401
2003 638 659 681 693 2,671
Operating expenses (SEK M) 2004 — — — — —
2003 — — -55 -38 -93
Operating income (SEK M) 2004 39 54 51 51 195
2003 33 40 -17 1 57
Income after financial items (SEK M) 2004 36 49 46 48 179
2003 18 24 —26 =10 6
Net income for the period (SEK M) 2004 23 34 37 36 130
2003 10 15 -37 -23 -35
Cash flow after investments (SEK M) 2004 70 15 95 51 231
2003 12 42 40 134 228
Earnings per share (SEK) 2004 0.85 1.30 1.40 1.40 4.95
2003 0.40 0.55 -1.40 -0.90 -1.35
Average number of shares (thousands) 2004 26,307 26,307 26,307 26,307 26,307
2003 26,307 26,307 26,307 26,307 26,307
Net sales by profit center (SEK M)

Q1 Q2 Q3 Q4 Full year
Nolato Telecom 2004 337 339 303 363 1,342
2003 375 402 459 450 1,686
Nolato Industrial 2004 228 244 207 257 936
2003 244 238 200 230 912
Nolato Medical 2004 30 32 35 40 137
2003 24 27 22 29 102
Intra-Group adjustments, Parent Company 2004 -2 -4 -5 -3 -14
2003 -5 -8 0 -16 -29
Group total 2004 593 611 540 657 2,401
2003 638 659 681 693 2,671

Operating income by profit center (SEK )
Q1 Q2 Q3 Q4 Full year
Nolato Telecom 2004 25 35 35 38 133
Operating margin 7.4% 10.3% 11.6% 10.5% 9.9%
2003 22 29 27 31 109
Operating margin 5.9% 7.2% 5.9% 6.9% 6.5%
Nolato Industrial 2004 15 17 14 12 58
Operating margin 6.6% 7.0% 6.8% 4.7% 6.2%
2003 13 17 -38 —26 -34
Operating margin 5.3% 7.1% -19.0% -11.3% -3.7%
Nolato Medical 2004 5 7 7 7 26
Operating margin 16.7% 21.9% 20.0% 17.5% 19.0%
2003 4 6 3 3 16
Operating margin 16.7% 22.2% 13.6% 10.3% 15.7%
Intra-Group adjustments, Parent Company 2004 -6 -5 -5 -6 -22
2003 -6 -12 -9 -7 -34
Group total 2004 39 54 51 51 195
Operating margin 6.6% 8.8% 9.4% 7.8% 8.1%
2003 33 40 -17 1 57

Operating margin 5.2% 6.1% -2.5% 0.1% 2.1%
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Balance sheets

(SEK M) Group Parent Company
Note 2004 2003 2004 2003

Assets

Fixed assets

15 Intangible fixed assets
Capitalized expenditures 1 14 — —
Goodwill 37 40 — —
48 54 — —
16,17 Tangible fixed assets
Buildings and land 273 280 — —
Machinery and other technical facilities 338 371 —_ —
Equipment, tools, fixtures and fittings 26 24 — 1
Construction in progress and advances on tangible fixed assets 27 15 — —
664 690 —
Financial fixed assets
18,19 Holdings in Group companies — — 326 308
Receivables from Group companies — — 406 390
12 Deferred tax claims — 4 1 64
— 4 733 762
Total fixed assets 712 748 733 763
Current assets
Inventories etc.
Raw materials and supplies 89 103 — —
Products being manufactured 23 25 — —
Finished goods and goods for resale 55 51 — —
Advances to suppliers 3 2 — —
170 181 — —
Current receivables
Accounts receivable 449 505 — —
Receivables from Group companies — — 18 59
Other receivables 37 58 2 1
Prepayments and accrued income 16 25 1 2
502 588 21 62
Short-term investments 80 90 80 90
Cash and bank balances 134 228 40 137
Total current assets 886 1087 141 289

Total assets 1,598 1,835 874 1,052
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(SEK M) Group Parent Company
Note 2004 2003 2004 2003

Shareholders’ equity and liabilities

20 Shareholders’ equity

Restricted equity
Share capital (26,307,408 shares with a par value of SEK 5 each) 132 132 132 132
Share premium reserve 209 208 209 208
Revaluation reserve 64 66 — —
Restricted reserves/statutory reserve 28 9 19 19
433 415 360 359
Unrestricted equity
Unrestricted reserves/retained earnings 92 189 276 284
Net income for the year 130 -35 =59 -127
222 154 217 157
Total shareholders’ equity 655 569 577 516
Provisions
21 Provisions for pensions 56 51 —_ —
12 Deferred tax liability 55 14 — —
22 Other provisions 27 56 4 —
138 121 4 —
Long-term liabilities
23 Liabilities to credit institutions 174 434 145 350
Liabilities to Group companies — — 36 44
174 434 181 394
Current liabilities
23 Liabilities to credit institutions 119 122 95 80
23 Bank overdraft liability 28 18 —_ —
Advances from customers 3 8 —_ —
Accounts payable 277 356 2 1
Liabilities to Group companies —_ — 5 23
Tax liabilities 1 2 —_ —
Other current liabilities 22 39 1 1
24 Accrued expenses and prepayments 181 166 9 37
631 711 112 142
Total shareholders’ equity and liabilities 1,598 1,835 874 1,052
26 Collateral pledged 159 212 — —

27 Contingent liabilities 1 6 129 160
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Changes in consolidated shareholders’ equity

(SEK M) Share Share premium Revaluation Restricted  Unrestricted  Total share
capital reserve reserve reserves equity equity
Shareholders’ equity on December 31, 2002 132 208 68 18 198 624
Translation differences — — — — -11 =11
Total changes in shareholders’ equity not reported in the income statement — — — — -11 -1
Transfers between unrestricted and restricted equity — — -2 -9 11 —
Dividend to shareholders — — — — -13 -13
Other changes — — — — 4 4
Net income for the year — — — — -35 -35
Shareholders’ equity on December 31, 2003 132 208 66 9 154 569
Translation differences — — — — -13 -13
Total changes in shareholders’ equity not reported in the income statement — — — — -13 -13
Transfers between unrestricted and restricted equity — — -2 19 -17 —
Dividend to shareholders — — — — - 21 -21
Other changes — 1 — — -11 -10
Net income for the year — — — — 130 130
Shareholders’ equity on December 31, 2004 132 209 64 28 222 655

Accumulated translation differences

Amount on January 1 -16
Changes in accumulated translation differences during the period -13
Amount on December 31 -29

Changes in Parent Company shareholders’ equity

(SEK M) Share Share premium Statutory Urestricted Total share-

capital reserve reserve equity  holders’ equity
Shareholders’ equity on December 31, 2002 132 208 19 170 529
Dividend to shareholders — — — -13 -13
Group contributions after tax — — — 127 127
Net income for the year — — — -127 -127
Shareholders’ equity on December 31, 2003 132 208 19 157 516
Dividend to shareholders — — — =21 =21
Merger gain — — — 20 20
Other changes * — 1 — - 43 -42
Group contributions after tax — — — 163 163
Net income for the year — — — -59 —59
Shareholders’ equity on December 31, 2004 132 209 19 217 577

* Other changes of SEK —43 M pertain to a capital gain on an equity swap that was terminated early in 2004. See also Note 22.
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Cash flow statements

(SEKM) Group Parent Company
2004 2003 2004 2003
Operations
Operating income 195 95 -18 -33
Adjustments for items not included in cash flow
Depreciation/amortization 140 156 — —
Writedowns and provisions 24 59 —_ —
Translation differences etc. 3 -14 7 -8
362 296 =11 -41
Dividends from subsidiaries — — — 90
Interest received 5 5 12 18
Interest paid -30 -4 -23 -31
Income tax paid -7 — — —
Cash flow from operations hefore changes in working capital 330 260 -22 36

Changes in working capital

Changes in inventories 11 77 — —
Changes in accounts receivable 56 -62 —_ —
Changes in accounts payable -79 32 — —
Other changes in working capital 38 16 21 -12
Gash flow from operations 356 323 -1 24

Investment activities

Acquisitions of intangible fixed assets -4 -4 — —
Acquisitions of tangible fixed assets * =121 -95 — —
Acquisitions of financial fixed assets — — -95 -89
Government grants received — 4 — _
Divestments of tangible fixed assets — — 1 2
Cash flow from investment activities -125 -95 -94 -87
Cash flow before financing activities 231 228 -95 -63

Financing activities

Borrowings 3 27 — —
Payments of loan principal -257 -92 =190 -86
Changes in other long-term liabilities and provisions -60 -33 -42 —
Change in receivables from Group companies — — 65 53
Dividends paid -21 -13 =21 -13
Net Group contributions — — 176 146
Cash flow from financing activities -335 -111 -12 100
Increase in liquid funds -104 117 -107 37
Liquid funds on January 1 318 201 227 190

Exchange rate differences in liquid funds —_ — — _
Liquid funds on December 31 214 318 120 227
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Accounting and
valuation principles

Accounting and valuation principles used by
the Group comply with the Swedish Annu-
al Accounts Act as well as with recommen-
dations and statements issues by the Swedish
Financial Accounting Standards Council.

Basic valuation principles
The financial reports are presented in millions
of Swedish kronor unless otherwise indicat-
ed. They have been prepared based on his-
torical acquisition values with the exception
of reappraisals of tangible fixed assets, which
occurred to a limited extent. The account-
ing principles described here are unchanged
from preceding years with the exceptions
described below and which are a result of
new recommendations from the Swedish
Financial Accounting Standards Council.
Fixed assets, long-term liabilities and pro-
visions consist in all significant respects only
of amounts that are expected to be recovered
or paid in more than twelve months. Cur-
rent assets and current liabilities consist in
all significant respects only of amounts that
are expected to be recovered or paid within
twelve months from the balance sheet date.
Offsetting of receivables and liabilities and
of revenues and costs is made only if this is
required or expressly permitted in a Stand-
ards Council recommendation.

Change in accounting principles

As of January 1, 2004, the following new
Standards Council recommendations are
applied: RR 29, “Employee Benefits.”

RR 29 “Employee Benefits”

Pensions and other remuneration after com-
pletion of service were previously reported
in accordance with local rules for each coun-
try. In the consolidated financial statements,
this has been replaced by RR 29 for the most
significant pension plans. Application of this
recommendation did not entail any change in
shareholders’ equity as of January 1, 2004.

Consolidated accounts

The consolidated financial statements include
the Parent Company, Nolato AB (publ), and
those subsidiaries in which the Parent Com-
pany directly or indirectly holds more than 50

Accounting and valuation principles

percent of the votes or otherwise has a domi-
nant influence. Acquired and divested com-
panies are included in the Group’s income
statement during the period they are held.

The consolidated financial statements have
been drawn up in compliance with the Stand-
ards Council recommendation (RR 1:00)
regarding consolidated financial statements
and by applying the purchase method of
accounting. This method means that share-
holders’ equity in the Group includes share-
holders’ equity in the Parent Company and
the portion of shareholders’ equity in subsid-
iaries that has accumulated since the acqui-
sition. The difference between the acquisi-
tion value of shares in a subsidiary and that
company’s shareholders’ equity at the time
of acquisition, adjusted in accordance with
consolidated accounting principles, has been
allocated among the assets and liabilities val-
ued at market value that were taken over in
the acquisition. Amounts that cannot be allo-
cated are reported as goodwill.

Translation of financial statements

of foreign subsidiaries

All foreign subsidiaries have been classified as
independent, which means that their income
statements and balance sheets are translated
in the consolidated statements using the cur-
rent method of accounting.

This means that the assets and liabilities
of foreign subsidiaries are translated at the
rate in effect on the balance sheet date. The
income statement has been translated using
the average rate of exchange during the
financial year. Translation differences that
have arisen as a result of using the current
method have a direct impact on the Group’s
shareholders’ equity.

Business segment information

The Group’s primary classifying principles
for business segments are based on lines of
business which correspond with the Group’s
classification of operations.

The Group’s secondary information on
business segments is based on where custom-
ers and where the assets and investments of
subsidiaries are located geographically.

Revenues, costs and earnings for the vari-
ous profit centers have been affected by inter-
nal deliveries.

Internal prices between profit centers are

market-based. Internal deliveries are elimi-
nated when the consolidated financial state-
ments are prepared.

Revenue recognition
Sales proceeds for products and services are
reported when there is an agreement with the
customer, delivery has occurred or services
have been performed and all significant risks
have been transferred to the customer.
Project revenues for customer projects are
reported according to the percentage of com-
pletion method. Sales proceeds are reported
net of allowances for value-added tax, dis-
counts and returns.

Depreciation and amortization
Depreciation of tangible assets and amortiza-
tion of intangible assets have been calculated
on the basis of original acquisition value and
applied on a straight-line basis throughout
the utilization periods of the assets.

The following periods have been used:

Capitalized expenditures 5years
Goodwill 10 years
Buildings 25years
Land improvements 20-27 years
Injection moulding machines 8-10vyears
Automated assembly equipment 3years
Other machinery 5-10years
Information technology 3years
Other tools, fixtures and fittings 5-10years

Writedowns

Reported values for the Group’s assets are
checked on each balance sheet date to see if
there are any indications that writedowns
are needed. When writedowns are indicat-
ed, the recovery value is determined for the
cash generating unit that the asset belongs to.
The recovery value is the higher of fair value
or value in use. Writedowns are taken if the
reported value exceeds the recovery value.

Reporting of income taxes

Income taxes reported include taxes paya-
ble or receivable during the year in question,
adjustments to prior years’ current tax and
changes in deferred tax. All tax liabilities and
claims are valued at nominal amounts based
on tax rules and tax rates that have been
decided or announced and that are very like-
ly to be confirmed.




Tax effects related to items that are report-
ed in the income statement are also report-
ed in the income statement. Tax effects that
are reported against shareholders’ equity are
reported against shareholders’ equity.

Deferred tax is calculated using the bal-
ance sheet method for all but temporary dif-
ferences between reported values and val-
ues of assets and liabilities for tax purposes.
The temporary differences are caused pri-
marily by tax-deductible losses and untaxed
reserves.

Deferred tax claims attributable to unused
loss carry forwards or other future tax deduc-
tions are reported to the extent that they are
likely to be used to offset taxable surpluses
within the foreseeable future.

Product development costs

Product development costs are normally
charged as operating expenses as they occur
and are included in cost of goods sold in the
income statement. This includes develop-
ment of tools, material, designs and technol-
ogy. Costs consist almost entirely of develop-
ment expenses in conjunction with project
and product development undertaken in
partnership with Group customers. Devel-
opment projects that are considered to be of
significant value to the Group in future years
have been capitalized on the balance sheet as
an intangible asset.

Intangibles and tangible fixed assets

Fixed assets are reported at historical acquisi-
tion value less accumulated depreciation and
any writedowns. Depreciation is calculated
based on estimated economic life. Goodwill
related to acquired subsidiaries is report-
ed as a fixed asset and is amortized over its
estimated utilization period. All goodwill
acquired to date, with the exception of the
Protec acquisition, is estimated to have a uti-
lization period of 10 years. At the time of the
Nolato Protec acquisition goodwill in that
company was estimated to have a utiliza-
tion period of 20 years, based primarily on its
strategic and market-related values. During
2003, goodwill in Nolato Protec was written
down to o.

Inventories
Inventories are valued at acquisition value or
fair value, whichever is lower. The Compa-
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ny applies the FIFO (first in, first out) prin-
ciple. Required allowances for obsolescence
have been made. Allowances are made for
intra-Group profits that result from deliver-
ies between companies in the Group. Work
in progress and finished goods include both
direct expenses and reasonable markups for
indirect manufacturing costs.

Work in progress

Percentage of completion is applied for all
projects where the outcome can be estimated
satisfactorily. This means that revenue and
expenses are reported in the income state-
ment in proportion to the project’s degree
of completion. The degree of completion is
determined based on project costs incurred
in proportion to the total project cost. A
possible loss is immediately reported as an
expense.

Short-term investments

Short-term investments consist of interest-
bearing investments that are exposed to only
an insignificant risk of fluctuation in val-
ue, are traded in the open market at known
rates, and mature less than three months after
the acquisition date. Short-term investments
are valued at acquisition value plus accrued
interest.

Liquid funds

Liquid funds include, in addition to cash
holdings and bank deposits, short-term finan-
cial investments that are exposed to only an
insignificant risk of fluctuation in value, are
traded in the open market at known rates,
and mature less than three months after the
acquisition date.

Receivables and liabilities

in foreign currencies

Receivables and liabilities in foreign curren-
cies have been valued and reported at rates
prevailing on the balance sheet date. Earn-
ings and losses on operating receivables and
liabilities are reported as revenue or charged
to operating income.

Exchange rate differences that have arisen
as a result of reappraisals of loans and receiv-
ables in foreign currencies and other financial
allocation are reported as financial income or
expenses.

Leasing

In the consolidated financial statements, leas-
ing is classified either as financial or operating
leases. Financial leases exist when the finan-
cial risks and benefits connected to owner-
ship are transferred in all significant respects
to the lessee. If this is not the case, they are
called operating leases. Significant assets held
according to financial leases are reported as
fixed assets in the Group’s balance sheet. The
obligation to pay future leasing fees is report-
ed as a liability. These assets are subject to
scheduled depreciation, while the lease pay-
ments are reported as interest and payments
of loan principal. In the case of operating
leases, leasing fees are reported as expenses
over the life of the lease.

Employee benefits

In the consolidated financial statements,
defined benefit pension plans were entered
into through 2003 following local rules and
recommendations in the various countries
without translating them according to com-
mon principles. With application of Standard
Council recommendation RR 29, “Employ-
ee Benefits,” defined benefit pension plans
will be reported in the consolidated financial
statements as of January 1, 2004 according
to common principles and calculation meth-
ods.

On January 1, 2004, pension obligations
were calculated in accordance with RR 29.
Application of this recommendation has not
entailed any significant adjustment to share-
holders’ equity on the balance sheet date. In
accordance with RR 29, adjustment figures
have not been restated according to the new
accounting principles.

There are a number of both defined con-
tribution and defined benefit pension plans
within the Group. In Sweden, employ-
ees are included in both defined benefit and
defined contribution pension plans. In other
countries like China, Hungary and Estonia,
employees are included in defined contribu-
tion pension plans.

In defined contribution plans, the company
pays defined contributions to a separate legal
unit and has no obligation to make further
contributions. Charges are expensed to con-
solidated income as the benefits are earned.

In defined benefit plans, payment to
employees and former employees is made
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based on their salary at the time they retired
and the number of years served. The Group
bears the risk of ensuring that payments
undertaken are made.

Nolato’s defined benefit plans are unfund-
ed. These obligations are reported in the bal-
ance sheet as provisions.

Pension expenses and pension obligations
stemming from defined benefit plans are cal-
culated using the projected unit credit meth-
od. The method allocates pension expenses
as employees perform services for the Com-
pany, which increases their entitlement to
future payment. Calculation is made annu-
ally by independent actuaries. The Compa-
ny’s liabilities are valued at the present value
of expected future payments using a discount
rate equal to the interest rate of top-rated
corporate bonds or government bonds with a
maturity equal to that of such liabilities. The
most important actuarial assumptions can be
seen in Note 21.

There may arise actuarial gains and losses
in setting the present value of pension obliga-
tions and the fair value of plan assets. These
arise either when the difference between
these two values deviates from the difference
using previous assumptions or when assump-
tions change. The portion of actuarial gains
and losses on the balance sheet date of the
preceding year that exceeds 10 percent of the
present value of pension obligations or the
fair value of plan assets, whichever is high-
er, is reported in the income statement over
the employees’ average remaining period of
service.

The liability for retirement pensions
and family pensions for executives in Swe-
den is insured through a policy with Alec-
ta. According to a statement issued by the
Standards Council’s Emerging Issues Task
Force, URA 42, this is a multi-employer
defined benefit pension plan. For the 2004
financial year, the Company had no access to
any such information that would allow it to
report this plan as a defined benefit plan. The
ITP pension plan (for salaried employees in
industry), which is insured through a policy
with Alecta, is thus reported as a defined con-
tribution plan. Charges for the year for pen-
sion policies insured at Alecta totaled SEK 6
M. Alecta’s surplus can be allocated to insur-
ers and/or insurees. At year-end 2004, Alec-
ta’s surplus, in the form of a collective fund-
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ing ratio, totaled 128.0 percent (119.9). The
collective funding ratio is determined by the
market value of Alecta’s assets as a percent of
the pension liability using Alecta’s own actu-
arial calculation assumptions, which do not
comply with RR 29.

If the pension expenses and pension pro-
visions set for Swedish plans in accord-
ance with RR 29 differ from correspond-
ing amounts according to FAR (the Swedish
Institute of Authorized Public Accountants)
Recommendation No. 4, a cost for the spe-
cial salary tax on the difference is reported, in
accordance with URA 43.

The accounting principles for defined ben-
efit pension plans described above are only
applied in consolidated financial statements.
The Parent Company reports defined benefit
pension plans in accordance with FAR Rec-
ommendation No. 4, Measuring Pension
Obligations. At present, employees in the
Parent Company are only included in defined
contribution pension plans.

Cash flow statement

The cash flow statement is prepared using
the indirect method. Reported cash flow only
includes transactions that result in payments
made or payments received.

Borrowing costs

Borrowing costs are reported according to
the general rule in the Standards Council rec-
ommendation RR 21, “Borrowing Costs,”
where they are charged to the period to which
they are attributable.

Provisions

Provisions have been made for all obligations
attributable to the financial year or a previ-
ous financial year which, on the balance sheet
date, were likely to materialize but where
there was uncertainty about the amount or
the date when the obligation shall be met.

Share-based payment

The Group has agreements on variable remu-
neration, which is determined by Nolato’s
share price performance and shall be paid in
cash.

The synthetic option described above is
reported in the balance sheet as a provision
and is valued at the share price on that bal-
ance sheet day. Any change in the provision is

charged to income and reported as a person-
nel expense.

Government grants

Government grants are reported in the bal-
ance sheet and income statement only when
it is reasonably certain that the terms and
conditions associated with these grants will
be met and the grants will be received. Gov-
ernment grants related to assets reduce the
acquisition value of the assets and affect
reported earnings during the utilization peri-
od through lower depreciation or amortiza-
tion. Government grants related to earnings
reduce the expenses to which the grants are
related. Government grants related to assets
are reported in the cash flow statement under

5

“Investment activities,” while government
grants related to earnings are included in

operating income.

Financial instruments

Financial assets and liabilities are normally
entered at acquisition value. Financial assets
and liabilities in foreign currencies are report-
ed at rates prevailing on the closing date. To
the extent these have been hedged, they are
reported at the contract rate.

The Group uses derivative instruments to
hedge its exposure to fluctuations in exchange
rates and interest rates.

Forward contracts and currency options
are entered at fair value on the balance sheet
date to the extent they have been entered into
in order to hedge receivables and liabilities.
Contracts outstanding that were entered into
in order to hedge future flows resulting from
transactions involving goods and invest-
ments that are likely to be completed are not
valued. Instead, the effect of these contracts
is first reported once the hedged transactions
are reported.

Interest rate derivatives are used to hedge
against any changes in interest rates. The
effect of interest rate swaps on the income
statement is allocated over the life of the
derivatives.
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Note 1 Information about divisions and geographic areas, Nolato Group

Information about profit centers

The Group’s operations are reported externally in three profit centers. Profit cent- ties assigned to divisions include all operating liabilities, mainly accounts payable
ers are the primary classifying principle. A description of the three profit centers is and accrued expenses. Liquid funds, borrowings, provisions for pensions, provi-
found on pages 18 - 31. sions for an equity swap and deferred taxes have not been allocated to profit cent-

The assets included in each profit center consist of all operating assets used by ers.
the division, primarily fixed assets, inventories and accounts receivables. Liabili-

Nolato Telecom Nolato Industrial Nolato Medical Elimination Total

2004 2003 2004 2003 2004 2003 2004 2003 2004 2003
Revenues
External sales 1,337 1,658 927 911 137 102 — — 2,401 2,671
Intra-Group sales 5 28 9 1 — — -14 -29 — —
Total revenues 1,342 1,686 936 912 137 102 -14 -29 2,401 2,671
Earnings
Items that do not reflect operations * — — — -93 — — — — — -93
Earnings by division 133 109 58 -34 26 16 — — 217 91
Expenses not allocated -22 -34
Operating income 195 57
Financial expenses -28 -56
Financial income ** 12 5
Tax expenses for the year -49 -4
Net income for the year 130 -35
Other information
Assets 607 760 708 702 74 63 -5 -12 1,384 1,513
Assets not allocated 214 322
Total assets 1,598 1,835
Liabilities 301 388 201 195 27 25 -18 -12 511 596
Liabilities not allocated 432 670
Total liabilities 943 1,266
Investments 53 47 63 47 12 6 -3 -1 125 99
Depreciation/amortization 62 73 70 76 8 7 — — 140 156
Significant expenses, other than depreciation/amortization
with no offsetting payments, writedowns and provisions 28 18 2 40

* In 2003, includes nonrecurring expenses of SEK 55 M for restructuring of operations in Hungary and SEK 38 M for writedown of goodwill in Nolato Protec, Hungary.

Information about geographic markets

In the Nordic region, which is the Group’s domestic market, the Group manufac- Estonia for the Nolato Telecom profit center. In Asia, the Group has manufacturing
tures and sells from all three profit centers. Elsewhere in Europe, the Group has operations in China for the Nolato Telecom profit center.

manufacturing operations in Hungary for the Nolato Industrial profit center and in

Nordic region Other Europe North America Asia Group

2004 2003 2004 2003 2004 2003 2004 2003 2004 2003
External net sales 1,032 982 780 1,214 11 52 478 423 2,401 2,671
Assets 1,021 1,312 285 314 — — 292 209 1,598 1,835
Average number of employees 1,058 1,311 554 612 — — 1,088 430 2,700 2,353

Investments 56 74 25 11 — — 44 14 125 99
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Note 2 Research and development, Group

2004 2003
Expensed customer project development expenditures 213 243
Capitalized development expenditures - 4
Total 213 247

Note 3 Personnel

Average number of employees

2004 2003

No. of empl. Of whom men No. of empl. Of whom men

Parent Company

Nolato AB, Torekov 5 100% 7  100%
Subsidiaries

Nolato Alpha AB, Kristianstad 291 83% 553 85%
Nolato Beijing, China 1,088 18% 430 28%
Nolato Gota AB, Gétene 112 76% 109 78%
Nolato Jasz, Hungary — — 67 55%
Nolato Lovepac AB, Skéanes Fagerhult 66 68% 55 76%
Nolato Medevo AB, Torekov 87 62% 87 64%
Nolato Plastteknik AB, Gothenburg 118 54% 117 51%
Nolato Polymer AB, Torekov 96 73% 103 73%
Nolato Protec, Hungary 292 42% 291 37%
Nolato Silikonteknik AB, Hallsberg 134 60% 112 64%
Nolato STG AB, Lénsbhoda 39 74% 46 74%
Nolato Sunne AB, Sunne 110 85% 122 83%
Nolato Tallinn AS, Estonia 262 20% 254 22%
Group total 2,700 42% 2,353 56%
Salaries, other remuneration and employer payroll fees

2004 2003

Salaries and Empl. payroll fees Salariesand ~ Empl. payroll fees

other remun. (of which nonstat. other remun.  (of which nonstat.

pension expenses) pension expenses)

Parent Company 11 5 15 8

@) 0)*

Subsidiaries 422 177 449 193
(35) *%k (44) *%

Group total 433 182 464 201

(38) (49)

* Of the Parent Company’s non-statutory pension expenses, SEK 814 K (770 K)
pertained to the President and SEK 0 (0) to the Board of Directors.

** Of the Group’s non-statutory pension expenses, SEK 5,069 K (4,333 K)
pertained to the category of Board of Directors and President.

Salaries and other remun. by country 2004 2003
Board and Other Board and Other
President  employees President ~ employees
Parent Company 6 5 6 9
Subsidiaries in Sweden 11 339 9 381
Subsidiaries outside Sweden
Estonia 1 16 1 17
China 2 25 2 11
Hungary 2 26 2 26
Total subsidiaries 16 406 14 435
Group total 22 a1 20 444

Remuneration to senior executives

Principles

A director’s fee is paid to the Chairman and members of the Board as decided
by the Annual Meeting. No director’s fee is paid to employees of the Group or to
employee representatives. Remuneration for the President and other senior ex-
ecutives is made up of a basic salary, variable remuneration, other benefits and
a pension. “Other senior executives” refers to the individuals who, together with
the President, constitute the Group’s Executive Committee. During 2004, Group
Management consisted of 6 people plus the President. For the current composi-
tion, see page 69.

Preparation of business and the decision-making process

The Board of Directors has appointed a compensation committee, consisting of the
Chairman of the Board and one other Board member. The committee has proposed
and the Board of Directors has approved the current principles for variable remune-
ration. The committee has made decisions on all remuneration and benefits for the
President, which have been presented to and approved by the Board. The committee

has approved the remuneration of the Group Management.

Remuneration and other benefits during 2004

SEKK Basic sal./ Variable ~ Other  Pension Other Total
Director'sfee remun.* benef.** premiums remun.***
Chairman of the Board 165 —_— - — 2 167
Other Board members 500 — — — — 500
President 2,923 877 141 743 11 4,695
Other senior executives (6) 7,704 2112 351 1,742 379 12,288
Total 11,292 2,989 492 2,485 392 17,650

Remuneration and other benefits during 2003

SEKK Basicsal/ Variable  Other  Pension Other Total
Director'sfee remun.* benef.** premiums remun.***
Chairman of the Board, new 150 —_ - — — 150
Chairman of the Board, ret. — - — — 155 155
Other Board members 450 - - — — 450
President, new ' 1,883 835 73 472 — 3,263
President, retiring 1,160 — 53 214 513 1,940
Other senior executives (8) 8,696 2,246 631 2,314 920 14,807

Total 12,339 3,081 757 3,000 1,588 20,765

" Remuneration and other benefits during 8 months.

“Variable remuneration” pertains to remuneration charged as expenses for
the financial year, and payable during the following year.

“Other benefits” pertains to a company car.

“Other remuneration” refers to the Chairman of the Board’s travel allowance
and consulting fees (2003) as well as payment made to the President and
other senior executives for accrued vacation benefits.

*

*

*

*k

*
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Variable remuneration

Variable remuneration paid to the President and other senior executives is based
on operating income and return on capital employed. The maximum outcome is 30
percent of basic salary. This also requires that the respective profit center is report-
ing positive earnings, excluding nonrecurring items. The maximum outcome for the
President is 40 percent starting in 2005. In 2004, the outcome for the President
was 30 percent of basic salary (30) and for other senior executives an average of
27 percent of basic salary (26).

In addition, the President has a contract based on Nolato’s share price perform-
ance. The starting price is SEK 40 per share, which will be compared to the average
price during Q1, 2006. The increase in value per share will be multiplied by a factor
of 150,000 to determine the remuneration. The remuneration has been maximized
at an amount corresponding to 50 percent of the gross salary in the form of regular
monthly salary that the President has received during the period. As of December

31,2004, SEK 2,700 K (1,365) has been reserved for this remuneration.

Financial instruments

Program from previous years

Employee stock options 2000

President —
Other senior executives 23,500
Total 23,500
Pensions

The retirement age for the President and other senior executives is 65. The Presi-
dent’s pension premium amounts to 40 percent of pension-qualifying salary start-
ing in 2005 and is a defined contribution plan. Variable remuneration does not qual-
ify as pensionable income. For 2004, the average pension premium was 25 percent
of basic salary (25).

Three other senior executives have defined contribution pension plans. The
pension premiums for other senior executives shall be the equivalent of the premi-
um for the ITP pension plan (for salaried employees in industry). They thus have a
defined benefit pension plan. For 2004, the average pension premium was 23 per-
cent (27). Variable remuneration does not qualify as pensionable income.

Severance pay

The Company and the President have agreed on a notice period of 6 months if the
President resigns of his own volition. In case of termination by the Company, a
notice period of 24 months applies. Other senior executives shall provide a notice
period of 6 months. In case of termination by the Company, a notice period of 12
— 24 months applies.

Any other income that is received during the notice period shall be deducted
from the salary and other remuneration payable during the notice period. No such
deduction shall be made for the President. Both the President and other senior ex-
ecutives collect basic salary and other benefits during the notice period. There is no
remuneration after the notice period.

Gender distribution of senior executives, 2004

Group Parent Company
Men  Women Men  Women
Presidents 13 — 1 —
Board members 57 4 9 1
Other senior executives in
subsidiaries/Parent Company 62 8 6 —
Total 132 12 16 1
Gender distribution of senior executives, 2003
Group Parent Company
Men Women Men  Women
Presidents 13 — 1 —
Board members 59 7 10 1
Other senior executives in
subsidiaries/Parent Company 72 8 8 —

Total 144 15 19 1

Employee stock option program

In 2000, Nolato’s Board of Directors decided to allocate employee stock options
to some 30 senior executives in the Nolato Group. Originally, the program encom-
passed 200,000 employee stock options. It runs for 5 years, until October 2005.
The option program granted the right to acquire the same number of shares in
Nolato. The exercise price was originally SEK 212, based on the average price of a
Nolato share during the period September 15-19, 2000. The options were granted
without requiring compensation.

Since the time of allocation, 133,000 options have been forfeited and as of
December 31, 2004, the number of options outstanding was 67,000 (72,500), of
which all were eligible to be exercised at the end of 2004. No options in this pro-
gram have been exercised.

The estimated fair value of these options was calculated on the balance sheet
date using a Black-Scholes option pricing model. The estimated fair value of these
options totaled more than SEK 0.1 M. The exercise price after adjustment for ef-
fects of the share issue was SEK 193 and confers the right to acquire 1.1 shares,
after adjusting for issue effects. The market value of the underlying share was SEK
58.00 and the expected volatility of the underlying share was calculated based on
33 percent. The expected dividend was estimated at SEK 1.75 for 2004 and the
risk-free interest rate for the expected term at 2.7 percent.

According to the accounting recommendations now in force, Nolato reports no
expense for the estimated market value in the income statement.

The options are employee stock options and when options are utilized, shares
shall be delivered. The Company does not intend to issue new shares in case of
such delivery. Thus no dilution occurs. Instead, delivery shall be made of shares al-

ready in circulation in the market.

Note 4 Information on remuneration to auditors

The Company’s auditing firm has been remunerated:

For auditing and other examinations in acc. with the Swedish Companies Act etc.
SEKK Group Parent Company
2004 2003 2004 2003
Ernst & Young 1,959 1,811 400 350
Total 1,959 1,811 400 350

For independent consulting, assistance, etc.

SEKK Group Parent GCompany
2004 2003 2004 2003

Ernst & Young 1,207 1,764 898 1,367
Total 1,207 1,764 898 1,367

Note 5 Other operating expenses, Group

2004 2003

Goodwill writedown —_ -38
Depreciation of capitalized expenditures -3 —
Goodwill amortization -7 -11
Total -10 -49
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Note 6 Depreciation/amortization

Depreciation/amortization was included in operating expenses as follows:

Group Parent Company

2004 2003 2004 2003

Capitalized expenditures 3 2 — —
Goodwill 7 11 — —
Buildings and land 14 16 — —
Machinery and other technical facilities 103 111 —_ —
Equipment, tools, fixtures and fittings 13 16 — —
Total 140 156 — —

Depreciation was distributed according to utilization as follows:

Group Parent Company

2004 2003 2004 2003

Cost of goods sold 124 138 — —

Selling expenses 1 2 — —

Administrative expenses 5 5 - —

Other operating expenses 10 11 — —

Total 140 156 — —
Note 7 Exchange rate differences

Group  Parent Company

2004 2003 2004 2003

Exchange rate diff., operating income, net —_ -6 —_ —

Exchange rate diff., financial items, net 8 -16 5 -8

Summa 8 -22 5 -8

Note 8 Income from shares in Group companies

Note 10 Interest expenses and similar expense items

Group  Parent Company

2004 2003 2004 2003

Interest expenses, Group companies —_ — -1 —
Interest expenses, other -26 -39 -20 -28
Other financial expenses -2 -1 -1 —
Exchange rate differences —_ -16 —_ -8
Total -28 - 56 -22 -36
Group Parent Company

2004 2003 2004 2003

Reversal of tax allocation reserve —_ — 1 —
Total — — 1 —

The tax allocation reserves that were reversed during 2004 were realized by Nolato
AB in connection with the merger of Nolato Mobile AB in 2004.

Note 12 Tax on earnings for the year

Group Parent Company

2004 2003 2004 2003

Current tax -4 -2 63 49
Deferred tax -45 -39 -63 -35
Total -49 -4 — 14
Group Parent GCompany

Deferred tax exp./revenue for the year 2004 2003 2004 2003
Tax expense from temp. diff. -45 -39 -63 -35
Total -45 -39 -63 -35

Group Parent Company Difference between Group tax and tax based on applicable tax rate
2004 2003 2004 2003 Group Parent Company
Dividend from subsidiaries — — — 90 2004 2003 2004 2003
Loss coverage reserve related to subsid. — — —_ -22 Reported income before tax 179 6 -59 -141
Writedowns of shares in subsidiaries —_ — -47 -158
Total —_ — -47 -90 Tax according to applicable tax rate -50 -2 17 39
Tax effects of non-deductible expenses -1 -1 —_ —
The Parent Company’s shares in subsidiaries have been written down to amounts Non-deduct. writedowns of shares in subsid. —_ — -13 -50
that comply with the Group’s principle of not reporting shares in subsidiaries at Adjustments for taxes in prior years -3 — -3 —
amounts that exceed the respective subsidiary’s net asset value, including any sur- Dividends from subsidiaries —_ — —_ 25
plus values in the consolidated financial statements. Non-deductible goodwill writedowns -2 -13 —_ —
Loss carry forwards not utilized -9 -24 — —
Effect of foreign tax rates 3 -3 —_ —
Note 9 Other interest income and similar income items Tax-exempt eam. in Group comp. outside Sweden 12 4 — _
Other 1 -2 -1 —
Group  Parent Company Total —49 - 41 — 14
2004 2003 2004 2003
Interest income, Group companies - — 8 14 The tax rate applicable to the Group’s income is 28 percent. Taxes on Group
Interest income, other 4 4 4 4 contributions received are reported directly against shareholders’ equity.
Exchange rate differences 8 — 5 —
Other financial income —_ 1 —_ —
Total 12 5 17 18
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Taxes related to items reported directly against shareholders’ equity Note 13 ltems affecting comparability Group
)

Group  Parent Company
2004 2003 2004 2003

Items affecting comparability are included in the income statement in the follow-

ing amounts:
Deferred tax attributable to
equity swap -12 1 — — " — 2004 2003
— Restructuring of operations in Hungary * — =55
Current tax related to Group contributions ~ — — -63 -49 Writedown of goodwill, Nolato Protec, Hungary ™ — 33
Total -12 1 -63 -49 Total — 03
Deferred tax liabilities Items affecting comparability are allocated to the income statement as follows:
Group  Parent Company
2004 2003 2004 2003 2004 2003
Untaxed reserves 10 31 — — Cost of goods sold — —52
Revaluation of real estate 25 26 — — Administrative expenses — _3
Surplus values, cons. financial statements 4 4 —_ — Other expenses — _38
Earnings from foreign subsidiaries 26 14 — — Total _ -93
Other 4 2 — —
Total deferred tax liabilities 69 77 — — * To create an efficient and profitable organization, Nolato Jasz was consolidated
in Nolato Protec’s factory. The motive for the consolidation was low capacity utili-
Deferred tax claims zation in both businesses. Expenses consisted of writedown of fixed assets, dis-
Group Parent Company continuation costs and expenses for personnel reductions. The expenses included
2004 2003 2004 2003 a writedown of a financial lease obligation related to the property in Jasberény,
Loss carry forwards 1 64 1 64 amounting to SEK 31 M.
Provisions for pension obligations 2 — — —  * Due to heavy competition and depressed prices, positive cash flows from the
Other 1 3 — — Hungarian operations are not expected in the foreseeable future. Therefore, a
Total deferred tax claims 14 67 1 64 decision was made to write down the goodwill of Nolato Protec to 0.
Net deferred taxes -55 -10 1 64

Offsetting of deferred tax claims and deferred tax liabilities occurs where a legal Note 14 Earnings per share

right of offset applies. Thus SEK 0 M (4) was reported as deferred tax claims and

SEK 55 M (14) as deferred tax liabilities. - - - — 2004 2003
Net income, including nonrecurring items 130 -35

The Group’s unutilized loss carry forwards amounted to SEK 168 M (130) and —

were related in their entirety to operations in Hungary. No tax effects related to Nonrecurr.mg items —

these have been taken into account because it is uncertain whether they canbe ~ Restructuring of operations in Hungary - 5

utilized within the foreseeable future. Writedown of goodwill in Nolato Protec — gg
Net income, excluding nonrecurring items 130 58
Average number of shares (thousands) * 26,307 26,307
Earnings per share after full tax (SEK) 4.95 -1.35
Earnings per share after tax, excl. nonrec. items (SEK) 4.95 2.20

The Company has no current instruments that will result in dilution of the number
of shares.
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Note 15 Intangible fixed assets

Group
Capitalized expenditures 2004 2003
Acquisition value on January 1 18 15
Purchases * — 4
Divestments and disposals — -1
Accumulated acquisition value on December 31 18 18
Amortization on January 1 4 2
Amortization for the year 3 2
Accumulated amortization on December 31 7 4
Reported value on December 31 1 14

* Of purchases, SEK 0 M (3) was accrued internally and SEK 0 M (1) was acquired

externally. All capitalized expenditures are amortized in 5 years.
Capitalized expenditures consist of development expenses for technology

projects.

Group
Goodwill 2004 2003
Acquisition value on January 1 179 526
Purchases 4 —
Divestments and disposals — —347
Accumulated acquisition value on December 31 183 179
Amortization on January 1 101 114
Divestments and disposals — -24
Amortization for the year 7 11
Accumulated amortization on December 31 108 101
Writedowns on January 1 38 323
Disposals — -323
Amortization for the year — 38
Accumulated writedowns on December 31 38 38
Reported value on December 31 37 40

Divestments and disposals of goodwill were mainly related to US operations, which

were discontinued completely during 2003.

Note 16 Tangible fixed assets

Group
Buildings and land 2004 2003
Acquisition value on January 1 347 360
Purchases 5 —
Government grants —_ -1
Translation differences 2 -9
Reclassifications -2 -3
Accumulated acquisition value on December 31 352 347
Depreciation on January 1 128 117
Depreciation for the year 11 13
Translation differences —_ -1
Reclassifications -2 -1
Accumulated depreciation on December 31 137 128
Revaluations on January 1 92 95
Depreciation for the year -3 -3
Accumulated revaluations on December 31 89 92
Writedowns on January 1 31 —
Writedowns for the year — 31
Accumulated writedowns on December 31 3 3
Reported value on December 31 273 280
Reported value, real estate in Sweden 192 200
Tax assessment values, buildings in Sweden 92 92
Reported value, real estate in Sweden 32 32
Tax assessment values, land in Sweden 19 18

Group
Machinery and other technical facilities 2004 2003
Acquisition value on January 1 1,129 1,186
Purchases 85 67
Divestments and disposals -33 -131
Translation differences -2 -15
Government grants — -3
Reclassifications -34 25
Accumulated acquisition value on December 31 1,145 1,129
Depreciation on January 1 755 740
Divestments and disposals -32 -99
Depreciation for the year 103 111
Translation differences -1 -4
Reclassifications -24 7
Accumulated depreciation on December 31 801 755
Writedowns on January 1 3 30
Divestments and disposals — -30
Writedowns for the year 3 3
Accumulated writedowns on December 31 6 3
Reported value on December 31 338 371
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Equipment, tools, fixtures and fittings 2004 2003
Acquisition value on January 1 115 117 Group
Purchases 6 14 Financial leases 2004 2003
Divestments and disposals -1 -1 Acquisition value, buildings and machinery 49 49
Translation differences 1 -1 Accumulated depreciation, buildings and machinery -12 -9
Reclassifications 15 -4 Accumulated writedowns, buildings and machinery -31 -31
Accumulated acquisition value on December 31 126 115 Reported value 6 9
Depreciation on January 1 91 90 Future payment obligations, December 31, Group
Divestments and disposals -10 -1 Financial leases Operating leases
Reclassifications 6 -4 Lease payment for the year 3 8
Depreciation for the year 13 16 2005 2 11
Accumulated depreciation on December 31 100 91 2006 2 7
2007 2 5
Reported value on December 31 26 24 2008 2 1
2009 2 1
Group
Construction in progress and advances 2004 2003 Operating leases consist mostly of rental contracts for production premises. Finan-
on tangible fixed assets cial leases consist mostly of production facilities in Hungary.
Acquisition value on January 1 15 20 The financial lease for the Nolato Jasz production plant was written down by SEK
Purchases 25 14 31 Mduring 2003.
Translation differences —_ -3
Reclassifications -13 -16
Accumulated acquisition value on December 31 27 15
Parent Company 2004 2003
Equipment 2004 2003 Acquisition value on January 1 511 438
Acquisition value on January 1 3 5 New share issue/additions 95 89
Divestments and disposals -1 -2 Divestments and disposals — -16
Accumulated depreciation on December 31 2 3 Merger effect -8 —_
Accumulated acquisition value on December 31 598 511
Depreciation on January 1 2 3
Depreciation for the year —_ -1 Accumulated writedowns on January 1 203 61
Accumulated depreciation on December 31 2 2 Divestments and disposals — -16
Writedowns for the year 69 158
Reported value on December 31 — 1 Accumulated writedowns on December 31 272 203
Reported value on December 31 326 308

0f the SEK 69 M in writedowns for the year, SEK 22 M relating to Nolato Jasz, in

2000, was charged to income.
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Note 19 Shares in Group companies, Parent Company

Note 20 Shareholders’ equity

The Parent Company’s holdings %ofequity  %of votes  Book value Shareholders’ equity
Nolato Alpha AB, Kristianstad, Sweden 100% 100% 12 According to Swedish law, shareholders’ equity shall be divided between non-dis-
Nolato Beijing Ltd, China 100% 100% 58 tributable (restricted) and distributable (unrestricted) funds, respectively. In a Group,
Nolato Gota AB, Gétene, Sweden 100% 100% 103 0r_1|y the lesser of the Parent Company’s or the Group’s unrestricted funds may be dis-
. tributed to shareholders.
Nolato Jasz Kft, Hungary 100% 100% 2 The sh ital. sh . Juati d icted
,, S % 100% 9 e share caplta, share premium reserve, reva uation reserve an restricted re-
Nolato Lovepac AB, Skanes Fagerhult, Sweden 1000" 2 serves are restricted capital. The share premium reserve consists of the amount re-
Nolato Medevo AB, Torekov, Sweden 100% 100% 6 ceived from a new share issue less the par value of the shares and issue expenses.
Nolato Plastteknik AB, Gothenburg, Sweden 100% 100% 62 The revaluation reserve consists of the amount on revaluations on real estate, less
Nolato Polymer AB, Torekov, Sweden 100% 100% 5 deferred tax liability. Restricted reserves consist primarily of the shareholders’ equity
Nolato Protec Kft, Hungary 100% 100% 19 portion of untaxed reserves.
Nolato Silikonteknik AB, Hallsberg, Sweden 100% 100% 7 .
Nolato STG AB, Lonsboda, Sweden 100%  100% 4 %‘l‘afehcaplta' o of Nolato AB 10 SEK 132 M. divided info 26.307 40
Nolato Sunne AB, Sunne, Sweden 100% 100% 35 € share capital o Nolalo AS amounts 10 ; divided Inio 26,507,
Nolato Tallinn AS. Estonia 1 000/0 1 000/0 1 shares with a par value of SEK 5 each. Of these, 2,759,400 are Class A shares and
- ’ - o" D" 23,548,008 are Class B shares. Class A shares entitle the holder to 10 votes each and
Nolato Tallinn Polymer AS, Estonia 100% 100% 0 Class B shares one vote each. All shares have equal rights to the assets and earnings
Nolato Torekov AB, Sweden 100% 100% 3 of the company.
Total book value 326
Number of Par value Share capital
shares SEK/share SEKK
Subsidiaries’ holdings % of equity s of votes Book value Share cap!tal, December 31, 2002 26,307,408 5.00 131,537
Nolato Gejde AB, Lomma, Sweden 100% 100% — Share capital, December 31, 2003 26,307,408 5.00 131,537
: ’ Share capital, December 31, 2004 26,307,408 5.00 131,537
Information on subsidiaries’ corporate identity numbers
and registered offices: Note 21 Provisions for pensions and similar obligations
Nolato Alpha AB 556164-1050 Kristianstad SEKK 2004
Nolato Beijing Ltd — China Defined benefit pension plans 50,675
Nolato Gota AB 556054-1301 Gotene Other pension plans 5,700
Nolato Jasz Kft — Hungary Total 56,375
Nolato Loévepac AB 556120-6052 Skanes Fagerhult
Nolato Medevo AB 556309-0678 Torekov Defined benefit pension plans
Nolato Plastteknik AB 556198-4385 Gothenburg In the Group, there are defined benefit plans in which employees are entitled to re-
Nolato Polymer AB 556380-2890 Torekov muneration after leaving their position based on their final salary and period of ser-
Nolato Protec Kft — Hungary vice. In the Group, such plans are only found in Sweden.
Nolato Silikonteknik AB 556137-5873 Hallsberg
Nolato STG AB 556098-4584 Lénsboda The amounts reported in the balance sheet have been calculated as follows:
Nolato Sunne AB 556101-2922 Sunne SEKK 2004
Nolato Tallinn AS — Estonia  present value of unfunded obligations 53,533
Nolato Tallinn Polymer AS — Estonia Unreported actuarial losses —2,858
Nolato Torekov AB 556042-2858 Torekov et liability in the balance sheet 50,675
Subsidiaries
Nolato Gejde AB 556545-5549 Lomma The amounts reported in the income statement during the financial year for defined

benefit pension plans are as follows:

SEKK 2004
Expenses related to service during the financial year 275
Interest expense 2,614
Severance pay - 921
Total expense for defined benefit pension plans 1,968
Expense for defined contribution pension plans 28,934
Expense for special salary tax and yield tax 7,415

Total pension expense 38,317
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Expenses for defined benefit pension plans are allocated in the income statement
as follows:

Note 23 Liabilities to credit and pension institutions

Total confirmed lines of credit in the Group are SEK 724 M (801).

SEKK 2004 - )

Cost of goods sold —674 As of the balance sheet date, utilized credit was SEK 377 M (625).

Se"",]g, expe.nses =107 The Group’s utilized credit is payable as follows:

Administrative expenses 135

Financial EXpenses 2,614 Total liabilites ~ Within 1 year ~ 2-5years  Later than 5 years

Total 1968 | jabilities to credit inst. 293 119 4 170
Overdraft facilities 28 28 — —

Changes in net liability as reported in the balance sheet are as follows: Provisions for pensions 56 1 8 47
Total 377 148 12 217

SEKK 2004

Net liability on January 1 according to balance sheet adopted 50,404

Effect of change in accounting principle —888

Net liability on Dec. 31 adjusted in acc. to new accounting principle 49,516

Net expense reported in income statement 1968 Group  Parent Company

Payment of pensions and -809 2004 2003 2004 2003

Net liability on December 31 50,675 Salary liabilities 70 77 4 6
Employer payroll fees 38 46 2 3

Important actuarial assumptions on the balance sheet date (weighted averages) Other items 73 43 3 28
Total 181 166 9 37

% 2004 2003
Discount rate 5.0 53
Future annual salary increases 3.2 3.5
Future annual pension increases 3.2 3.5
Employee turnover 5.0 7.0
Alecta:

The liability for retirement pensions and family pensions for executives in Sweden is
secured through a policy with Alecta. According to a statement issued by the Stan-
dards Council’'s Emerging Issues Task Force, URA 42, this is a multiple-employer de-
fined benefit pension plan. For the 2004 financial year, the Company had no access
to any such information that would allow it to report this plan as a defined benefit
plan. The ITP pension plan (for salaried employees in industry), which is insured at
Alecta, is thus reported as a defined contribution plan. Charges for the year for pen-
sion insurance policies at Alecta totaled SEK 6 M. Alecta’s surplus can be allocated
toinsurers and/or insurees. On December 31,2004, Alecta’s surplus, in the form of
the collective funding ratio, amounted to 128.0 percent (119.9). The collective fund-
ing ratio is determined by the market value of Alecta’s assets as a percentage of the

The Parent Company financial statements include a reserve to cover losses in a
foreign subsidiary in the amount of SEK 0 M (22).

Note 25 Financial instruments

The objectives and policies for Nolato’s risk management can be found in the Report
of the Directors on pages 38— 39.

Currency forward contracts

Currency forward contracts entered into but not utilized on December 31,2004, are
detailed in the table below. Of the market value, SEK 1 M, SEK 0 M is related to the
hedging of existing assets and liabilities on December 31, 2004, and was thus real-
ized. The remaining market value has not been realized and thus had no effect on the
income statement or balance sheet.

pension liability using Alecta’s own actuarial calculation assumptions, which do not Currency Nominalvalue - Average rate Market R"g:ﬁfs‘j U”“’;gﬁfs‘}
comply with RR 29. (SEK M) losses losses
EUR 185 9.01 0 0 0
- usb 56 6.78 1 0 1
Note 22 Other provisions DKK 11 1.21 0 0 0
Total 1 0 1
Equity Share Provision to restruct- Total
swap bonus uring reserve
Amount on January 1 31 — 25 56 Net assets in foreign currencies
Provisions for the year 12 4* 22 38 At the end of 2004, the Group’s book value of net assets in its subsidiaries in foreign
Amount reversed — — -7 -7 currencies was SEK 225 M (116).
Provisions utilized —43 — -17 - 60
Amount on Dec. 31 0 4 23 27 Company 2004 2003
Nolato Beijing, China 133 55
The year’s “Provisions to restructuring reserve” consists mainly of personnel Nolato Protec, Hungary 21 7
costs relating to personnel reductions in Kristianstad, Sweden. Payments of Nolato Tallinn, Estonia Va) 54
these provisions will take place mostly during 2005. The Group’s equity swap Total 295 116

was paid off in early 2004. The provision for share bonuses is expected to be
paid out in 2006 and is described in Note 3.

* As of December 31, 2003, this provision of SEK 2 M was included in accrued
expenses.

The translation difference for the year related to net assets totaled SEK—-13 M (-11).
At the end of the year, the accumulated translation difference was SEK—29 M (—16).




Borrowings in foreign currencies
At the end of the year, foreign borrowings totaled SEK 144 M (83). Such borrowings
are subject to translation exposure in the consolidated income statement.

Country Currency Amount (SEK M)
Sweden usb 13
Sweden EUR 135
Hungary EUR 57
External loan liability 205
Hungary SEK 35
Sweden EUR 26
China usb 13
Internal loan liability 74
Gurrency swap

Amount Currency Rate Marketvalue  Amount (SEK M)
15,000 EUR 8.79 3 -135
Total borrowings incl. currency swap 144

Interest-bearing liabilities and interest rate swaps

At the end of the year, the Group’s interest-bearing liabilities amounted to SEK 377
M (625). The average interest rate, including effects of interest rate swap contracts,
was 3.8 percent (5.9). The average fixed-interest term is 5 months (6).

2004 2003
Liabilities with fixed interest rates 25 267
Liabilities with floating interest rates 352 358
Total liabilities 377 625

At the end of 2004, the following fixed interest rate swaps were also entered into:

Maturity date Interestrate  Currency Amount Market value
January 21,2005 4.06% SEK 200 0
December 29, 2006 3.75% SEK 40 -1
November 6, 2005 5.21% SEK 67 -2
Total 307 -3
Valuation of financial instruments
2004

Reported value Fair value
Receivables
Customer receivables 449 449
Other receivables 37 37
Forward contracts — 1
Short-term investments 80 80
Cash and bank balances 134 134
Liabilities
Interest-bearing liabilities 377 377
Accounts payables 277 277
Other liabilities 22 22
Interest rate swaps — 3

Note 26 Collateral pledged for own liabilities and provisions

Group Parent Company

2004 2003 2004 2003

Chattel mortgages 118 118 —_ —
Real estate mortgages L 94 — —
Total 159 212 —_ —
Group Parent Company

2004 2003 2004 2003

Guarantees on behalf of subsidiaries _ — 129 160
Government grants —_ 1 — —
Other contingent liabilities 1 5 —_ —
Total 6 129 160

Note 28 Transition to IFRS

Beginning in 2005, all publicly-listed companies in the European Union shall prepare
their consolidated financial statements according to International Financial Report-
ing Standards (IFRS), which also include current International Accounting Standards
(IAS). The recommendations of the Swedish Financial Accounting Standards Coun-
cil, which have been applied by Nolato up to and including 2004, are to a large extent
based on IAS, which is why consolidated financial statements by these means al-
ready conform largely to the new rules and regulations.

Effects of the transition to IFRS

The Group’s financial reporting for 2005 shall take place in accordance with IFRS
and the information for the comparative year 2004 shall be restated. The rules for
how the introduction and recalculation are to take place can be found in IFRS 1,
“First-Time Adoption of International Financial Reporting Standards.”

The significant effects for the Group of the transition to IFRS concern reporting
company acquisitions and financial instruments. IAS 32 and 39, relating to finan-
cial instruments, are to be applied starting in 2005, and, in accordance with the
transition rules, comparative figures for 2004 have not been restated. The signifi-
cant changes in accounting principles for the Nolato Group are described below in
connection with the presentation of the effects of reported earnings for 2004 and
shareholders’ equity as of December 31,2003 and 2004.

According to IFRS 1, accounts shall be prepared according to the IFRS stand-
ards in force on December 31, 2005. These standards will also have to be approved
by the EU. The effects of the transition to IFRS that are reported below are thus pre-
liminary and based on current IFRS standards and interpretations of these, which
may be changed prior to December 31, 2005 with consequent effects on reported
figures. The idea underlying IFRS 1 is that all standards shall be applied retroac-
tively, but there are a number of exceptions to this rule. The extent to which the
Nolato Group has used any of these exceptions can be seen in the comments be-
low.

IAS 16 requires a detailed breakdown of property, plant and equipment into
components, each with its own useful life. Nolato believes that the Company al-
ready uses component depreciation with separate useful lives, which is relevant in
our operations. This means that the introduction of IAS 16 will not have any mate-
rial effect on our accounts.

Compilation of effects from the transition to IFRS

SEKM Note Amount
Net income according to Swedish accounting principles, 2004 130
Purchase price allocation for acquisitions, 2004 1 -1
Goodwill amortization 1 7
Total change IFRS 6

Net income according to IFRS, 2004 (prel.) 136




SEKM Note Amount
Shareholders’ equity acc. to Swe. account. princ., Jan. 1,2004 569
Shareholders’ equity according to IFRS, Jan. 1,2004 569
Shareholders’ equity acc. to Swe. account. princ., Dec. 31,2004 655
Purchase price allocation for acquisitions, 2004 1 -1
Goodwill amortization 1 7
Total change to IFRS 6
Shareholders’ equity according to IFRS, Dec. 31,2004 661
Market value of commercial forward exchange contracts 3 1
Market value of interest rate derivatives, 3 with tax deduction of 1 3 -2
Shareholders’ equity according to IFRS, Jan. 1,2005 660

Reconciliation of operating income by profit center, overview

SEKM Note 2004 Adjustm.IFRS IFRS 2004
Nolato Telecom 133 — 133
Nolato Industrial 1 58 7 65
Nolato Medical 1 26 -1 25
Group adjustments, Parent Company —22 — -22
Group total 195 6 201

Note 1 IFRS 3, “Business Combinations,” entails changes in the way company ac-
quisitions are reported and that there shall be no amortization of goodwill. Among the
changes noted is that there shall be a more detailed allocation of the purchase price,
whereby identifiable intangible assets such as trademarks, customer relations, tech-
nology etc. shall be valued. These assets shall be amortized over their useful life, pro-
vided that it is not indefinite, in which case there shall be no amortization. Goodwill and
other intangible assets that are not amortized shall be tested for impairment at least
annually to determine whether they have been impaired. Moreover, there can be no
provision in the purchase analysis for restructuring costs expected to be incurred as a
result of the business combination.

Company acquisitions prior to January 1, 2004, have not been restated. For acqui-
sitions by the Nolato Group carried out during 2004, application of IFRS 3 resulted in
the reclassification of SEK 1 M from goodwill to other intangible assets. This effect is
reported in its entirety in 2004 and does not recur in later periods.

For the Nolato Group, application of IFRS 3 means that income for 2004 increas-
es by SEK 7 M because there will be no amortization of goodwill starting January 1,
2004. Nolato has carried out writedown tests as of January 1, 2004, and December
31,2004. According to these tests, there is no need for writedowns.

Note 2 IFRS 2, “Share-Based Payment” entails that an expense shall be reported in
the income statement for programs in which employees are granted options or other
share-based payment under conditions that deviate from market conditions. The ex-
pense is calculated based on the fair value of the benefit when granted and is allocated
over the vesting period.

For the Nolato Group, application of IFRS 2 is only of minor significance. Calculation
of the value has been made using a Black-Scholes option pricing model.

In the transition to IFRS, expensing according to IFRS 2 only needs to be applied to
programs that were agreed on after November 7, 2002, and were not vested on Janu-
ary 1, 2005. The Nolato Group has a program for share-based payment for the CEO,
which is described in Note 3. In addition to this program, there are also programs in
which agreements were entered into prior to November 7, 2004, which are described
in Note 3.

Note 3 IAS 32, “Financial Instruments: Disclosure and Presentation,” and IAS 39, “Fi-
nancial Instruments: Recognition and Measurement,” will be applied beginning in
2005 without restating figures for the comparative year 2004. The version of IAS 39
adopted by the EU differs in some respects from the recommendations issued by the
IASB. For the Nolato Group, these differences have no effect, which is why the Group’s
application of IAS 39 is in accordance with the version adopted by the EU and the text
published by the IASB. Application of IAS 32 is considered to have no impact on share-
holders’ equity with its introduction on January 1, 2005.

IAS 39 requires that financial assets and liabilities be classified in different categories
in order to be valued and reported according to the principles in force for the different

categories. Most of the Group’s financial assets and liabilities are attributable to deliv-
eries of goods and services, where receivables have a short maturity. The Nolato Group
reports these receivables based on their acquisition value. Because of their short matu-
rity, there is no need to consider the time value until payment is made, which is why no
change is entailed in the principles applied to date.

Liquid funds and short-term investments have been classified as assets where value
is set at fair value and changes in value are reported in the income statement.

Financial liabilities are valued at accumulated acquisition value. This is calculated so
that a constant effective interest rate is obtained over the lending period provided that
they have a short maturity and there is no contractual interest rate. In this way, trade pay-
ables and similar current liabilities are reported at nominal value.

Financial derivative instruments are reported in the balance sheet at fair value. Chang-
es in value are reported in the income statement provided that the derivative is a hedge
for another transaction in accordance with the Group’s adopted policies. The Group’s pol-
icy is that derivatives may only be held for hedging purposes. Derivatives that are held for
hedging purposes are related to cash flow hedges and hedges of fair value exposures.

Cash flow hedges have been carried out through the sale and purchase of currency
forward contracts to hedge the inflow and outflow of foreign currencies from the sale and
purchase of goods and interest rate swaps in which the Group pays fixed interest rates
and receives floating interest rates to hedge the Group’s interest payments on floating-
rate loans. Until the underlying transaction is completed, the effect of valuing the deriva-
tive at fair value is reported directly in shareholders’ equity. It is then reported in the in-
come statement when the underlying transaction is completed. Hedging loan liabilities
in foreign currencies is done through currency swaps at predetermined exchange rates.
The effect of valuing derivatives at fair value is reported in the income statement, where
the corresponding change in fair value on the hedged asset is reported.

For a more detailed description of financial policies, please see page 38.

IAS 32 and IAS 39 are to be applied starting in 2005 without restating comparative
figures. As the Group’s derivatives are held for hedging purposes, it is thought that appli-
cation of IAS 39 during 2004 would have had limited effects on income.

After restatement of its financial statements for 2004 to IFRS,
Nolato will report the following comparative figures for 2004:

Group highlights

Q1 Q2 Q3 Q4 Full year
Net sales, SEKM 593 611 540 657 2,401
Operating income, SEKM 40 56 52 53 201
Income after financial items, SEK M 37 51 47 50 185
Netincome, SEKM 24 36 38 38 136
Cash flow after investments, SEK M 70 15 95 51 231
Earnings per share, SEK 090 135 145 145 5.15

Average number of shares, thousands 26,307 26,307 26,307 26,307 26,307

Net sales by profit center

Q1 02 Q3 Q4 Fullyear

Nolato Telecom 337 339 303 363 1,342

Nolato Industrial 228 244 207 257 936

Nolato Medical 30 32 35 40 137

Group adjustments, Parent Company -2 -4 -5 -3 -14

Group total 593 611 540 657 2401
Operating income by profit center

Q1 02 Q3 Q4 Full year

Nolato Telecom 25 35 35 38 133

Operating margin 74% 103% 11.6% 10.5% 9.9%

Nolato Industrial 16 19 16 14 65

Operating margin 7.0% 78% 7.7% 54% 6.9%

Nolato Medical 5 7 6 7 25

Operating margin 16.7% 21.9% 17.1% 17.5% 18.2%

Group adjustments, Parent Company -6 -5 -5 -6 -22

Group total 40 56 52 53 201

Operating margin 6.7% 92% 9.6% 81% 84%




Proposed distribution of earnings

Proposed distribution of earnings

Group
Unrestricted reserves in the Group amount to SEK 222 M (154). Provisions to restricted
reserves are not required.

Nolato AB (publ)

The earnings at the disposal of the Annual General Meeting are as follows (SEK M):
Retained earnings 276

Net income for the year —-59

Total 217

The Board of Directors and the President propose that these funds be distributed as follows (SEK M):

Dividend of SEK 1.75 per share to the shareholders 46
To be carried forward 171
Total 217

Torekov, Sweden, March 2, 2005

Carl-Gustaf Sondén Gun Bostrom Henrik Jorlén
Chairman
Krister Jorlén Erik Paulsson Claes Warnander
Georg Brunstam Magnus Bergqvist Mats Engvie
President Employee representative Employee representative

Bjorn Jacobsson
Employee representative
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Auditors’ report

To the Annual Meeting of Shareholders in Nolato AB (publ)
Swedish corporate identity number 556080-4592

We have audited the Parent Company and consolidated accounts and the
administration of the Board of Directors and President of Nolato AB (publ)

for the financial year 2004. These accounts and the administration of the
Company and the application of the Annual Accounts Act when preparing the
Parent Company and consolidated accounts are the responsibility of the Board
of Directors and the President. Our responsibility is to express an opinion on
the Parent Company and consolidated accounts and the administration based
on our audit.

We conducted our audit in accordance with generally accepted auditing stand-
ards in Sweden. Those standards require that we plan and perform the audit
to obtain reasonable assurance that the Parent Company and consolidated
accounts are free of material misstatement. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used
and their application by the Board of Directors and President and significant
estimates made by the Board of Directors and the President when prepar-

ing the Parent Company and consolidated accounts as well as evaluating the
overall presentation of information in the Parent Company and consolidated
accounts.

To form a basis for our opinion regarding discharge of liability, we examined
significant decisions, actions taken and circumstances of the Company in
order to be able to determine the possible liability to the Company of any Board
member or the President. We also examined whether any Board member of the
President in some way or other has acted in contravention of the Companies
Act, the Annual Accounts Act or the Articles of Association. We believe that our
audit provides a reasonable basis for our opinion set out below.

In our opinion, the Parent Company and consolidated accounts have been
prepared in accordance with the Annual Accounts Act, thus providing a true
and fair view of the Company’s and the Group’s earnings and financial position,
in accordance with generally accepted accounting principles in Sweden. The
statutory Report of the Directors is consistent with the other parts of the Par-
ent Company and consolidated accounts.

We recommend that the Annual General Meeting adopt the Parent Company
and consolidated income statements and balance sheets, distribute the profit
in the Parent Company in accordance with the proposal in the Report of the Di-
rectors and discharge the members of the Board of Directors and the President
from liability for the financial year.

Torekov, Sweden, March 2, 2005

Ernst & Young
Ingvar Ganestam
Authorized Public Accountant, Chief Auditor
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Board of Directors

Board of Directors

noabivik;

Henrik Jorlén  Georg Brunstam Magnus Bergquist Bjorn Jacobsson Mats Engvie

CG Sondén Erik Paulsson  Claes Warnander ~ Gun Bostrom

Board of Directors

Carl-Gustaf Sondén, Chairman
Born 1945

Shareholding 12,000

Board member since 2003
Other directorships:
Chairman, Skane Marin AB
Board member, Lindab AB and
NP Nilssons Trévaru AB

Erik Paulsson

Born 1942

President, Wihlborgs Fastigheter AB
Shareholding (incl. family and
company holdings): 856,575

Board member since 2003

Other directorships:

Chairman, SkiStar AB

Board member, Klovern AB and
Wihlborgs Fastigheter AB

Claes Warnander

Born 1943

President and CEO, Haldex AB
Shareholding: 1,960

Board member since 1999
Other directorships:

Velux A/S, ABA Holding AB and
Emotron AB

Gun Bostrom

Born 1942

Shareholding incl. family holdings:
1,441,520

Board member since 1971

Krister Jorlén
Born 1933

Shareholding incl. family holdings:

497,336
Board member since 1969

Henrik Jorlén
Born 1948

Shareholding incl. family holdings:

554,950
Board member since 1974

Georg Brunstam
Born 1957
President and CEO, Nolato AB

Shareholding incl. family holdings:

10,000

Board member since 2003
Other directorships:

Nibe Industrier AB

Magnus Bergqvist

Born 1955

Employee representative, LO,
Nolato Sunne AB
Shareholding: 0

Board member since 1990

Krister Jorlén

Bjérn Jacobsson

Born 1971

Employee representative, LO,
Nolato Gota AB
Shareholding: 0

Board member since 2000

Mats Engvie

Born 1964

Employee representative, PTK,
Nolato Alpha AB

Shareholding: 840

Board member since 1997

Deputy members

Ewa Norrman

Born 1951

Employee representative, PTK,
Nolato Plastteknik AB
Shareholding: 0

Deputy member since 1997

Ingegerd Andersson

Born 1951

Employee representative, LO,
Nolato Plastteknik AB
Shareholding: 0

Deputy member since 2004

Bo Eliasson

Born 1947

Employee representative, LO,
Nolato Polymer AB
Shareholding: 0

Deputy member since 2004

Auditors
Ernst & Young AB

Chief auditor

Ingvar Ganestam

Born 1949

Authorized Public Accountant
Auditor in Nolato since 2000

Nomination committee

Henrik Jorlén, representing the
Jorlén family, chairman

Gun Bostrém, representing the
Bostrom family,

Erik Paulsson, representing the
Paulsson family,

Erik Sjostrom, representing Skandia

Information about corporate
governance on pages 33—-34
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Group Management

The Group’s Executive Committee consists of four people:
The President and CEOQ, the CFO and the heads of Nolato Telecom
and Nolato Medical.

Executive Committee

Georg Brunstam Per-Ola Holmstrém

Born 1957 Born 1964

President and CEQ Chief Financial Officer since 1995
and head of Nolato Industrial Joined Nolato in 1995

Sweden since 2003 Shareholding, incl. family

Joined Nolato in 2003 holdings: 1,442

Shareholding, incl. family Options equivalent to 10,000 shares

holdings: 10,000
Tommy Johansson

Peter Krikstrom Born 1947

Born 1949 Head, Nolato Telecom since 2001
Head, Nolato Medical since 2003 Joined Nolato in 1989

Joined Nolato in 1997 Shareholding, incl. family
Shareholding, incl. family holdings: 8,400

holdings: 2,000 Options equivalent to 8,000 shares

Options equivalent to 5,500 shares

Georg Brunstam, Per-Ola Holmstrém
Peter Krikstrom, Tommy Johansson

For purposes of strategic management of the Group, the Executive Committee is
supplemented during several meetings every year by the head of the Nolato Industrial
Central Europe business area, by the president of Nolato Beijing and by the marketing
manager of Nolato Medical.

Magnus Nilsson Christer Wahlquist Jonas Persson

Born 1966 Born 1971 Born 1969

Head of Nolato Industrial Marketing Manager, Nolato Medical President, Nolato Beijing
Central Europe since 2002 since 2000 since 2001

Joined Nolato in 1998 Joined Nolato in 1996 Joined Nolato in 1999

Shareholding, incl. family holdings: 30 Shareholding, incl. family holdings: 1,500  Shareholding, incl. family holdings: 0
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Annual Meeting

Annual Meeting and financial calender

Annual Meeting

Shareholders are welcome to attend Nola-
to’s Annual Meeting at 2:00 p.m. on
Wednesday, April 27, 2005 at the Grevie
sports park (Idrottsparken), not far from
the Group’s headquarters in Torekov, Swe-
den.

Light refreshments and beverages will
be served after the Annual Meeting.

Registration

Shareholders who wish to participate in
the proceedings at the Annual Meeting
should register with the company no lat-
er than 4:00 p.m. on Thursday, April 21,
2005.

Registration can be made using the post-
age paid response card enclosed with the
Annual Report sent to shareholders, by
letter to Nolato AB, SE-260 93 Torekov,
Sweden, by e-mail to nolatoab@nolato.se
or by fax to +46 431 44 22 91.

When registering, shareholders should
state their name, address, telephone

number, personal ID number or corpo-
rate identity number, number of shares
and any assistants. If participation is sup-
ported by proxy, registration certificate or
other authorization document, this should
be sent to the Company well before the
Annual Meeting.

Right to participate

Only shareholders entered in the register
of shareholders printed by VPC AB on Fri-
day, April 15, 2005 have the right to par-
ticipate in the Annual Meeting following
registration.

Shareholders who, through the trust
department of a bank or other manager,
have registered their shares in the name of
a nominee, must temporarily register the
shares in their own name to have the right
to participate in the Annual Meeting fol-
lowing registration. In order for this reg-
istration to be entered in the register of
shareholders no later than Friday, April

15, 2003, shareholders must request re-

registration by the manager no later than a
few banking days prior to this date.

Financial calender
All financial information will be posted
on Nolato’s web site, www.nolato.com, as
soon as it is published.
During 2003, financial information will

be released as follows:

B Q1 Interim Report 2005:
April 27, 2005

B Annual Meeting;:
April 27, 2005

B Q2 Interim Report 2005:
July 20, 2005

B Q3 Interim Report 2005:
October 27, 2005

Per-Ola Holmstrom, CFO, is responsible
for Nolato’s financial information.
He can be reached:
by telephone at +46 431 44 22 93 or
by e-mail at per-ola.holmstrom@nolato.se

The annual report is produced by Sund Kommunikation, Malmé.
Printed in Sweden by MCT, Limhamn, March 2005.
Translation by Susan Long.







Nolato AB

SE-260 93 Torekov, Sweden
Street address: Nolatovagen
Telephone: +46 431 44 22 90
Fax: +46 431 44 22 91
Internet: www.nolato.com
E-mail: info@nolato.com

Nolato Alpha

Box 2072, SE-291 02 Kristianstad
Sweden

Street address: Tegelbruksvagen 15
Telephone: +46 44 18 60 00

Fax: +46 44 12 70 80

E-mail: alpha@nolato.se

Nolato Beijing

402 Longsheng Industrial Park
7, Rong Chang Road East
Beijing Development Area
Beijing 100176, P.R. China
Telephone: +86 10 6787 2200
Fax: +86 10 6787 2671
E-mail: beijing@nolato.com

Nolato Gota

Box 29, SE-533 21 Gotene, Sweden
Street address: Alsborgsgatan 2
Telephone: +46 511 34 21 00

Fax: +46 511 34 21 01

E-mail: gota@nolato.se

Nolato Lovepac
Ringvagen 5,

SE-280 40 Skanes Fagerhult, Sweden

Telephone: +46 433 323 00
Fax: +46 433-323 02
E-mail: loevepac@nolato.se

Nolato Medevo

SE-260 93 Torekov, Sweden

Street address: Nolatovdagen
Telephone: +46 431 44 22 60

Fax: +46 431 44 22 61

E-mail: medevo@nolato.se
Production Lomma:

Box 28, SE-234 21 Lomma, Sweden
Street address: Koppargatan 13

Nolato Plastteknik

Box 4123, SE-422 04 Hisings Backa
Sweden

Street address: Exportgatan 59
Telephone: +46 31 58 84 00

Fax: +46 31 58 84 01

E-mail: plastteknik@nolato.se

Nolato Polymer

SE-260 93 Torekov, Sweden
Street address: Nolatovdgen
Telephone: +46 431 44 22 00
Fax: +46 431 44 22 01
E-mail: polymer@nolato.se
Production Angelholm:
Framtidsgatan 6

SE-262 73 Angelholm, Sweden

Nolato Protec

HU-9200 Mosonmagyarovar, Hungary
Janossomorijai utca 3

Telephone: +36 96 578770

Fax: +36 96 578778

E-mail: protec@nolato.com

Nolato Silikonteknik

Bergsmansvégen 4, SE-694 91 Hallsberg
Sweden

Telephone: +46 582 889 00

Fax: +46 582 889 99

E-mail: silikonteknik@nolato.se

/i Nolato

Experience and lnnovation

Nolato STG

Box 44, SE-280 70 Lénsboda, Sweden
Street address: Hammarvégen
Telephone: +46 479 252 00

Fax: +46 479 252 10

E-mail: stg@nolato.se

Nolato Sunne

Box 116, SE-686 23 Sunne, Sweden
Street address: Sundgatan 21
Telephone: +46 565 173 00

Fax: +46 565 173 73

E-mail: sunne@nolato.se

Nolato Tallinn

Peeterburi tee 47,

EE-11 415 Tallinn, Estonia
Telephone: +372 6 052 180
Fax: +372 6 052 185
E-mail: tallinn@nolato.com



