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Information to Shareholders

Morphic’s press releases and reports are distributed
through Cision (www.cision.se). Annual reports, other
reports and statements and press releases can be ordered
directly from the company by request to Morphic Tech-
nologies AB, Gammelbackavigen 6, 691 51 Karlskoga,
Sweden, by telephone +46 (0)586-673 90 or by e-mail at
info@morphic.se. All currently available information
can also be found at www.morphic.com.

Annual General Meeting

The Annual General Meeting will be held in Karlskoga,
Sweden on May 27. In accordance with the company’s
articles of association, the notice of AGM is published in
daily newspapers in Sweden and at www.morphic.com.
It provides information on how to give notice of atten-
dance. Shareholders with nominee-registered shares
should instruct the bank or brokerage managing the
shares to temporarily register the shares in their own
name at least two banking days before the record date.

Financial Information
e Interim report for the period
January-March 2009: May 27

e Interim report for the period
April-June 2009: August 27

e Interim report for the period
July-September 2009: November 25

« Interim report for the period
October-December 2009: February 26,2010

IR Contact

Johannes Falk, Director Investor Relations
E-mail: johannes.falk@morphic.com
Phone: +46 586-673 90

This document is an English translation of Morphic Technologies AB’s Annual Report for the financial year 2008. In the event of any

discrepancies between the original Annual Report in Swedish and this translation, the former shall have precedence.



This is Morphic Technologies

Morphic Technologies is a corporate group operating primarily in the areas
of fuel cells and wind power. Morphic is headquartered in Karlskoga, Sweden,
and conducts operations in Sweden, Greece, Italy, Switzerland, Japan, China,
the United States and Norway. The Group has about 200 employees.

Business Concept

Morphic develops and produces systems
which capture, store and convert renewable
energy into electricity for private and indus-

trial use.

Business Area

Morphic
Fuel Cells
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Morphic
Wind
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Business

Development and sales of complete
fuel cells as well as critical compo-
nents, including flow plates, reform-
ers and electrolyzers. The business
area also develops small-scale wind
turbines for local electricity genera-
tion.

Production and sale of wind tur-
bines, primarily in the 1-3.5 MW
categories. The company offers indi-
vidual turbines as well as complete
wind farms. The turbines are
designed for onshore use and have a
big potential for offshore (wind
classes IEC 2 and 3) and coastal
onshore (IEC 1) locations.

Vision
Morphic wants to achieve a radical change
from costly and harmful energy to free and
clean energy.

Key Events in 2008

* Energy system delivered to Patras, Greece

* Several new prototype orders for fuel cell plates

e Supplementary order from leading global auto maker

» Morphic chosen as supplier of fuel cells for infra-
structure project in London

* Successful tests of energy system for converting
biogas into electricity and heat

* Live tests of Morphic’s small-scale wind turbine

e Order for ten 3 MW wind turbines

* Acquisition of 81.55 percent of ScanWind AS of Norway

* Statement of intent with Vattenfall AB

* Partnership agreement with Kenersys AG

» Wind activities organized under the same parent
company, WellPower AB

* Astructured process has been initiated to find new
industrial and financial partners for the wind business

In addition to its core business, the Group also conducts operations in Ship Propulsion.
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The Year in Brief

e Net turnover SEK 310.2m (215.2)*
 Operatingloss SEK -347.8m (-45.1)
* Loss after tax SEK -306.8m (-40.2)*

* Cash flow from operating activities SEK -260.2m (-12.3)*

e Earnings per share SEK -1.46 (-0.27)*

* Consolidated cash and cash equivalents at the balance sheet date were
SEK 226.2m (248.6), of which SEK 101.2m (102.5) refers to frozen assets

*refers to the corresponding period the previous year (8 months). For other income and expense items, see Note 48.

Core Business Focus

In 2008 the Board of Directors took the decision to reorga-
nize the Group’s operations into two free-standing core
businesses with the aim of simplifying and streamlining
the Group’s operations: Morphic Fuel Cells and Morphic
Wind.

Several New Prototype Orders for Fuel Cell Plates

The Group concluded several new contracts for prototype
flow plates. The customers include established players in
the consumer electronics and automotive industries.

Test Order for Nine Test Platforms for the
Automotive Industry

After successful tests of two previously delivered test and
verification platforms, one of the world’s five largest auto
manufacturers ordered nine platforms intended for the
production of fuel cell plates.

Morphic Chosen as Supplier of Fuel Cells for
Infrastructure Projectin London

The Morphic subsidiary Exergy Fuel Cells has been chosen
as one of two companies that will be delivering fuel cells to
an ongoing infrastructure projectin London.

Successful Tests of Energy System for Converting
Biogas into Electricity and Heat

In December 2007 the Morphic Technologies subsidiary
Helbio S.A. received an order for an energy system for
converting biogas from sewage into electricity and heat.
The system has since been installed, and careful tests
show that the system delivers the promised performance.
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Lake Vinern Wind Park

Much effort was put into preparations for raising the first
towers in the Lake Vinern Wind Park. A lot of the work
centered on the classification of the maritime operation,
WestWind, involved in transporting the components to the
Giisslingegrundet shallows in the lake. The first turbine
was raised in mid-April and the whole wind farm is
expected to be up and running in fall 2009.

Order for Ten Wind Turbines from Skellefted Kraft AB
Inearly 2008 Morphic received an order for ten 3 MW
wind turbines from Skelleftea Kraft AB, a Swedish energy
company. The order is worth SEK 360m.

Acquisition of ScanWind
Morphic acquired 81.55 percent of the Norwegian wind
turbine maker ScanWind AS.

Partnership Agreement with Kenersys of Germany
Morphic signed a partnership agreement with the German
wind turbine maker Kenersys. The agreement gives Morphic
an exclusive right to sell and market Kenersys’ wind tur-
bines in the Nordic and Baltic countries and a non-exclu-
sive right in Poland, with certain exceptions for some of
Kenersys’ existing customers.

Impairment Charges in Subsidiaries

Due to the restructuring of the Group’s business model
and the weak economic climate, the company has identi-
fied total impairment losses of SEK 135.6m, primarily in
AccaGen, Exergy and Helbio, which had a negative impact
on consolidated earnings.
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Events after the End of the Financial Year
e Order for hydrogen production system

o Exergy Fuel Cells S.r.l. awarded project grant

 Letter of intent for delivery of fuel cells for motorhomes
and house trailers

¢ Financial targets dropped

Key figures

Net turnover, SEKm y

Earnings after net financial items, SE.

Earnings after tax, SEKm

Return on capital employed, %

Equity/assets ratio, %

Average number of employees

In April 2009 the Chairman, Peter En4, and the Board
member Kurt Dahlberg, requested to leave Morphic’s
Board of Directors. At the same time Mr End and Mr
Dahlberg terminated their employment with Morphic
and left their operational roles. Morphic’s Board has
appointed Peter Ekenger as new Chairman.

In April the subsidiary company Dynamis AB was sold
as part of the ongoing effort to refocus and restructure
the Group. The transaction will have only amarginal
positive impact on the company’s financial position.

A o

.

- .



CHIEF EXECUTIVE’S REVIEW

Big Challenges and

Big Potential

The market for production and storage of renewable energy has enormous
potential. Growth expectations are driven by the necessity of cutting green-
house gas emissions as fast as possible in order to avert further negative effects

on the climate.

Morphic’s vision is to achieve a shift from costly and harm-
ful energy to free and clean energy. The company hasina
short space of time built up strong expertise in several
technologies that will play an important role in ensuring
tomorrow’s energy supply. Strong forces, political and eco-
nomic, and a steadily growing awareness of environmental
issues are working to our advantage and helping us along.

Itis essential that we create a more efficient organiza-
tion. I am building a smaller and more market-oriented
company with a clear customer focus. Savings are being
made through areview of priorities, streamlining mea-
sures and the sale of non-core operations. In the last six
months a number of measures have been taken to build a
stable foundation for our continued operations. We have
created a single sales force for the Group, enabling us to
launch our products in the market in less time while gene-
rating positive cash flows and sustainable profits.

A strong focus on liquidity in the Group is necessary to
secure our future. Costs need to be cut while ensuring that
the conditions for our continued development remain
intact. This is abig challenge but we are confident that we
will rise to it. Despite the global financial crisis, which in
the short term has affected our order book and led to the
postponement of orders under framework agreements, the
market is being driven by demand for products that can
quickly reduce emissions of greenhouse gases, which are
so damaging to the environment and the climate.
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Net turnover in the eight-month financial year 2008
increased by 44 percent compared with the same period in
2007. The improvement is primarily due to fast growth in
our wind power business. However, the Group’s earnings
weakened. The main reasons for this are high development
costs, intensified marketing activities and the consolida-
tion of ScanWind. Large impairment losses in our foreign
subsidiaries and restructuring costs also had a negative
impacton earnings. During the year changes were made
to the Board of Directors and management, affecting the
Board’s ability to work effectively. Strong measures have
now been taken to ensure good order in future. Through-
out the Group there is a strong will to succeed.

In 2008 Morphic continued to build the Swedish wind
power industry, creating a foundation for new, strong play-
ers. We are helping to create a strong wind power industry
with abase in Sweden and Norway. Despite generating an
aggregate sales volume from delivered and ongoing wind
projects of around SEK 1.5bn, this has not been sufficient
to cover our costs. Because of the capital-intensive nature
of our business, anew ownership structure is required to
ensure that it evolves into a competitive and profitable
industry. Thatis why, in November, we initiated a process
of selling all or parts of our wind power business. We are
currently engaged in discussions with several potential
buyers. The goal is to conclude the processin 2009.



Developments in the last few years indicate that we are
on the threshold of a major shiftin the way that electricity
is generated and consumed. We will be seeing more effi-
cient batteries but also entirely new technologies, of which
fuel cells are one. This is because fuel cells don’t replace
batteries, but could be seen as a continuous battery char-
ger. Our fuel cell offering comprises complete fuel cells as
well as critical components and technology for hydrogen
production. We have received several orders from strate-
gically important customers and our foreign subsidiaries
have successfully completed part-deliveries of equipment
under existing contracts.

Exergy Fuel Cells has, for instance, concluded a distri-
bution agreement with aleisure products retailer that
wants to launch our fuel cells in the market and include
them in their catalog of standard products. This opens the
doors for sales to the entire leisure market: motorhomes,
yachts and house trailers, to mention but a few examples.

Using our in-house technology, Helbio has succeeded
in converting methane from a sewage treatment plant,
achieving a high level of performance. There is alot of
interest, and we are currently marketing the systems in
Europe. At Cell Impact a growing order book is expected
to gradually increase volumes and improve profitability.
The automotive and consumer electronics industries are
continuing their activities in the field, and the number of
partnership agreements on our unique production tech-
nology is constantly growing.

A successful sale of the wind power business will give
Morphic the financial resources it needs to develop its fuel
cell business as well as capacity for continued investments
inrelated areas offering potential synergies for a market
that will be accessible in the near term.

Finally, I would like to thank all our shareholders for
their strong support. The year ahead will be an intensive
period. In the challenging market we now face we will be
aiming to further advance our position through our
entirely unique product offering.

Karlskoga, April 2009

Martin Valfridsson
Presidentand CEO

CHIEF EXECUTIVE’S REVIEW
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Morphic Fuel Cells

Morphic is one of the leading players in development and sales of
technology platforms and products that will enable the commercial

launch of fuel cell technology.

Morphic’s fuel cell offering comprises complete fuel cells
as well as critical components and technology for hydro-
gen production.

Following the organizational changes implemented in
fall 2008, the parent company is responsible for coordina-
tion of the Group’s activities in the area of fuel cells. Opera-
tional activities are conducted through the subsidiary
companies Cell Impact, AccaGen, Helbio, Exergy Fuel
Cells and Morphic Systems. During the year the compa-
nies started to operate more as independent manufactu-
ring and sales companies with a stronger focus on estab-
lishing a market presence in their respective fields.

Key Events in 2008

* Energy system delivered to Patras, Greece

* Several new prototype orders for fuel cell plates

» Supplementary order from leading global auto maker

» Morphic chosen as supplier of fuel cells for infrastruc-
ture projectin London

* Successful tests of energy system for converting biogas
into electricity and heat

* Live tests of Morphic’s small-scale wind turbine

¢ Per Sand appointed new CEO of Cell Impact AB

Earnings 2008

SEKm

Net turnover

Operating loss before
impairment

Impairment losses
Operating loss

* Refers to the period May-December.
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Morphic Fuel Cells’ business is divided into five segments:

e Manufacture and sale of flow plates

e Sale of complete fuel cell systems

¢ Development and sale of electrolyzers

¢ Development and sale of systems for fuel conversion

¢ Development of small wind turbines for local production
of electricity

The business area reports an operating loss of SEK
-205.3m (-14.9) for the financial year. Marketing activities
in Asia, the United States and Europe, which were stepped
upin 2008, had a significantimpact on the operating
result. Several important new members of staff were
recruited for the marketing drive. The Flow Plates seg-
ment continued its efforts to optimize production equip-
ment while working with customers to ensure the capacity
required to meet an expected increase in deliveries on
volume orders. As announced previously, Morphic Fuel
Cells hasinitiated deliveries of flow plates worth an esti-
mated SEK 200m under two separate framework agree-
ments. Due to the situation in the economy and the market,
the two customers have expressed a desire to postpone the
remaining deliveries.

Duringthe year the Fuel Cell and Fuel Processing
segments completed and made deliveries of equipment
under existing orders.

The business area’s operating loss includes impairment
losses of SEK -153.9m identified through impairment tests.




MORPHIC FUEL CELLS

Five Segments

Morphic’s fuel cell offering comprises complete fuel cells as well as critical components
and technology for hydrogen production.

FLOW PLATES

Flow plates are one of the most critical components of a fuel cell system.
Morphic has developed a technology that makes it possible to manufacture
flow plates faster, less expensively and to a higher quality than was previ-
ously possible.

COMPLETE FUEL CELLS

The Morphic subsidiary Exergy Fuel Cells specializes in developing and
manufacturing high-efficiency fuel cells for stationary energy systems and
standby power units.

ELECTROLYZERS

Through its subsidiary, AccaGen, Morphic provides high-efficiency
electrolyzers to customers in the fuel cell industry.

FUEL PROCESSING

The Morphic subsidiary Helbio develops technology that makes it
possible to extract hydrogen from a variety of fuels.

MORPHIC SMALL WIND TURBINES

Morphic develops and markets small-scale wind turbines, SWT20, for
demanding applications. These are ideal for mobile telephony applications
as acomplement to or replacement for diesel generators and are well suited
for use in locations where the supply of electricity is lacking or uncertain.
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MORPHIC FUEL CELLS

A Fuel Cell: How It Works

Fuel cells can best be described as energy converters which make it
possible to efficiently convert hydrogen into electricity and heat.

In a fuel cell system, electricity is produced when hydrogen is broken
down in a controlled manner and reacts with oxygen.

Thanks to their long expected useful lives and theoretically
non-existent environmental impact, fuel cells constitute an
interesting alternative to most existing energy converters.

The technology can be used to produce electricity for indus-
tries and homes as well as vehicles and portable electronics.

ELECTR/IC
C/IRCUIT

The Technology
In a fuel cell hydrogen molecules are broken down into

protons and electrons with the help of a catalyst. Protons
migrate through and come into contact with oxygen mole-
culesintroduced on the other side of the membrane. The
electrons are driven by the voltage in an external circuit

and are united with the protons and oxygen on the other
side of the membrane to form water, which is the only
byproduct. The heat generated in the fuel cell needs to be ‘

cooled away, and can be used for heating of vehicles or P \
]
MEA (Membrane /

5 . A Flow plate
housing, if required. P

Electrode Assembly)
Flow plate
... and this 1s the market
The market for fuel cells can be divided into three general e Stationary Electrical Generators
areas: portable electronics, stationary electrical power The most advanced fuel cells are currently used in
units, and the transport and automotive industries. stationary generators designed for residential and
industrial use. High efficiency and reliability are two
e Portable Electronics key benefits. In 2005 Japanese companies such as Ebara
Before fuel cells make their breakthrough in the trans- Ballard, Fuji Electric, Kyocera and Matsushita Electric
portand automotive industry, they are expected to Works initiated a limited commercialization of 1 kW
supplement the traditional batteries currently used in CHP (Combined Heat and Power) units for residential
computers, cell phones and mp3 players, and completely use. The sector also covers standby generators for banks,
replace battery chargers. The main advantage of fuel hospitals, mobile base stations and other uses. This mar-
cellsis their longer run time. Fuel cell-powered units ket segment is expected to be worth €650m in Europe
can also be recharged must faster than today’s batteries. and in the United States by the end of 2010 and 2012,
When a fuel cell runs out of fuel, it can quickly be refilled. respectively (Frost & Sullivan and Freedonia Group).

The Transport and Automotive Industry

Theis alarge sector that essentially covers all means of
transport, including cars, motorcycles, mopeds, buses,
trucks, trains, boats and commercial vehicles.

Inrecentyears demand from end users has also increased
markedly. One indication of this is the breakthrough for
hybrid and ‘green’ vehicles. In 2008 green cars accounted
for one in every three new cars sold in Sweden.

Honda FCX runs on fuel cells.
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Segment:

FLOW PLATES

Flow plates are one of the most critical components of a
fuel cell system. Morphic has developed a technology that
makes it possible to manufacture flow plates faster, less
expensively and with a higher thermal efficiency than was
previously possible.

Insimple terms, a fuel cell consists of an electrolyte with
two electrodes on either side. Flow plates are mounted out-
side the electrodes, between which the supplied fuel (e.g.
hydrogen or methanol) reacts with oxygen. The plates have
apattern of surface channels or tracks for conducting the
gas. The pattern is unique for each fuel cell manufacturer.

A Crucial Component
A complete system can contain hundreds of cells.

So far, the pattern on the plates has mostly been pro-
duced by milling, etching or injection molding. These
methods, however, are time-consuming and costly, and
have limitations in terms of the design and types of mate-
rial that can be used.

Faster, Less Expensively and to a Higher Quality
Morphic has developed a technology that makes it possible
tomanufacture flow plates faster, less expensively and to a
higher quality than was previously possible. In Morphic’s
patented method, which is based on a process called adia-
batic softening, the patterns on the plates are created by
subjecting the plates to a powerful impact that produces a
very high, dynamic pressure for a fraction of a second.

The technology offers several advantages: the produc-
tion time per plate is shortened drastically while the abil-
ity to achieve much more intricate details in the pattern of
the plate results in a more efficient flow. The material used
for the plate can be selected on the basis of required con-
ductivity, corrosion resistance and price, instead of the
requirements of the manufacturing process.

Atwww.morphic.com you can read more about Mor-
phic’s patented production technology.

In-house Production
Flow plates are produced at Morphic’s production plants
in Karlskoga and Japan. The plants have for the first time
made it possible to mass-produce flow plates at currently
competitive prices from arange of different materials.
Akey strength is the company’s ability to offer both
prototype and large-scale production. The facilities are
designed to enable rapid adjustment of production from
initial test orders to additional pilot series and finally

MORPHIC FUEL CELLS

full-scale production. Like other production techniques,
Morphic’s methods carry an initial tool cost that requires a
certain production volume to be profitable, but the method
is competitive even at relatively small volumes.

So far, two production lines have been built, of which
one hasbeen sized and adapted to the needs of the automo-
tive industry. As part of its strategy, Morphic intends to
build production facilities close to its customers once the
customer base has reached a critical mass. In addition to
flow plate production, Morphic will also be offering con-
tract production of other types of metallic components.

The production facilities have been certified according
to IS0 9001:2000 and ISO 14001:2004.

Establishing a Presence in Asia

In spring 2007 Morphic opened a sales office in Shanghai,
with the aim of tapping the potential of the Asian market.
Two years later, in spring 2008, the company also opened
a customer center for production of fuel cell components
outside Tokyo in Japan. At the center customers in all
Asian markets can produce test series and fine-tune flow
plates for their fuel cells.

Business Model

Morphic employs a variety of business models in which
flow plates are produced using in-house resources, by a
partner under an outsourcing agreement or directly on the
customer’s premises. This creates a foundation for rapid
growth, since production resources can grow in line with
business volumes.

In terms of the value chain, Morphic operates as a sub-
contractor for manufacturers of fuel cell systems. The
revenue thus consists of compensation for processing of
flow plates. The customer normally provides the starting
material and the compensation is based on the number of
plates produced.

Marketing Strategy

In the priority segments almost all development of fuel
cell applications is conducted directly on the customers’
premises. The strategy is therefore direct targeting of the
customers’ technical and business decision-makers. The
success factor is to use in-house personnel such as sales
engineers, application engineers and constructors to in-
fluence, guide and assist the customers’ purchasing and
construction departments to develop the optimal flow
plate.
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MORPHIC FUEL CELLS
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Segment:

FLOW PLATES

Key Events during and after
the End of the Financial Year

Several New Prototype Orders
for Fuel Cell Plates

Several new contracts for proto-
type flow plates were signed. The
customers include consumer elec-
tronics and automotive makers.
Atyear-end 2008 Morphic had
signed a total of about 200 agree-
ments with customers in different
industries on partnerships relat-
ing to Morphic’s method for com-
ponent processing using high-
speed technology, known as
adiabatic softening.

Supplementary Order from
Leading Auto Maker

After successful tests of two previ-
ously delivered test and verifica-
tion platforms, one of the world’s
five largest auto manufacturers
ordered nine platforms intended
for the production of fuel cell
plates. The platforms will be used
to testand optimize three types of
flow plates, which, if the tests are
successful, will be included in
three of the fuel cell systems used
in the company’s end products.



Segment:
COMPLETE FUEL CELLS

Through its subsidiary company Exergy Fuel Cells,
Morphic can offer complete stationary fuel cells in arange
of sizes and models. Exergy Fuel Cells specializes in devel-
oping and manufacturing fuel cells for stationary energy
systems and standby generators. Several of the company’s
fuel cell products have moved on from the prototype stage
and are already in small-scale test production.

Production

Exergy Fuel Cells has built a production platform for pro-
duction of stacks and complete fuel cells. Stack production
isbased on the principle of efficiently layering the compo-
nents located between the flow plates and then combining
the whole packet into a complete stack.

To assemble the complete fuel cell, the stack is integrated
into a cabinet together with the other components, of which
several are standard components sourced from external
suppliers. The complete fuel cell is then verified in tests and
delivered to the customer. During times of high demand
the assembly of fuel cells can be wholly or partially out-
sourced to an external partner.

Key Events during and after
the End of the Financial Year

Infrastructure Projectin London

The Morphic subsidiary Exergy Fuel Cells was chosen as
one of two companies that will be delivering fuel cells to
an ongoinginfrastructure projectin London. The project
isaimed at equipping temporary power installations in
street environments with fuel cells, thus helping to cut
pollution and noise levels.

Project Grant to Exergy Fuel Cells S.r.1.

Exergy Fuel Cells S.r.1. has together with ICI Caldaie S.p.A.

and several other Italian businesses and research institu-
tions received a project grant, of which Exergy’s share is
worth approximately €1,960,000 (SEK 20m).

Letter of Intent for Delivery of Fuel Cells for House
Trailers and Motorhomes

Exergy Fuel Cells hasinitiated a partnership with Narbonne
Accessoires in Narbonne, France, which gives Exergy an
exclusive right to distribute its fuel cells for house trailers
and motorhomes in Narbonne Accessoires’ distribution
networks in France and Spain.

MORPHIC FUEL CELLS

Business Model

Exergy offers fuel cell stacks as well as complete fuel cells
for different power classes. The fuel cell stacks are gener-
ally intended to be used with hydrogen as fuel. Using a base
of flow plates with a specified area, the output of the stack
is adjusted by varying the total number of flow plates. The
output is proportional to the number of flow plates.

Marketing Strategy
Exergy Fuel Cells has developed a number of product
platforms from which it offers products, which are used
primarily as auxiliary power units (APU), backup solu-
tions and combined heat and power systems (CHP).
Synergies exist, mainly with Cell Impact (plates) and
Helbio (reformers for production of hydrogen from arange
of different fuels).
Inall areas of application the strategy is to sell to alocal
partner, which handles sales, repairs and maintenance for
the end customers.

MORPHIC ANNUAL REPORT 2008 11



MORPHIC FUEL CELLS

Segment:
ELECTROLYZERS AND
FUEL PROCESSING

A major breakthrough for fuel cells requires that there is
good access to the fuel that powers the cells. One of the
fuels that are best suited for powering fuel cells is hydro-
gen. In terms of energy efficiency, hydrogenisina class of
its own. The substance does not exist in its elemental form
innature, but needs to be produced, either from other fuels
(fossil or non-fossil) or by electrolysis of water.

Morphic offers technology that enables both alternatives.

Leading Developer in Fuel Conversion

Morphic subsidiary Helbio develops technology that
makes it possible to extract hydrogen from a variety of
fuels (Fuel Processing). The core component of Helbio’s
patented technology is the reformer, or fuel converter,
which can be used to produce hydrogen at low cost from
biogas, liquefied petroleum gas, ethanol, methanol and
other liquid hydrocarbons.

Key Events during and after
the End of the Financial Year

Conversion of Methane into Electricity and Heat

In summer 2008 Morphic delivered its first energy system
for converting biogas from sewage water into electricity
and heat. The customer is Patras Municipal Corporation
for Water Supply and Waste Water Management. The sys-
tem has worked well and all tests show that the promised
performance hasbeen achieved.

Order for hydrogen production system

In January 2009 the Morphic subsidiary AccaGen
received an order for a hydrogen production system from
JV Bahco Bisov, a toolmaker. The system will be used in a
new factory in Minsk and the order is worth €200,000.
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Helbio’s system can be employed in conjunction with
industrial use of hydrogen, and also as a preliminary stage
for fuel cells used to generate electricity and heat. The big-
gest potential market is solutions for stationary and mobile
energy systems and standby generators.

High-efficiency Electrolyzers

Through its subsidiary AccaGen, Morphic offers in-house-
developed, patent-pending electrolyzers, which are used
to produce hydrogen through electrolysis, i.e. by breaking
down water into hydrogen and oxygen.

Inrecentyears AccaGen has been focusing on develop-
ing the electrolyzer into a standardized product adapted
for major industrial and energy-related customers. Major
global returning customers include Linde, the state-owned
South African energy company ESkom and PDVSA, a
state-owned oil company in Venezuela.




ELECTRICITY

HYDROGEN TANK
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Segment:
ELECTROLYZERS

Efficient Electrolyzers Crucial
for Production of Hydrogen

In terms of energy efficiency, hydrogen is in a class of its own. The substance
does not exist in its elemental form in nature, but needs to be produced, either
from other fuels or by electrolysis of water. This requires efficient electrolyzers.

Through its subsidiary AccaGen,
Morphic offers in-house-devel-
oped, high-efficiency electrolyz-
ers. The electrolyzer operates on
the principle that water that is
added is broken down into hydro-
gen and oxygen in a controlled
process. The process continues
for aslongas electricity is added.

AccaGen’s pressurized electro-
lyzers are used for generating
hydrogen for fuel cells but are also
currently used for hydrogen pro-
duction in the steel industry (pro-
tective gas for hardening furnaces),
the food industry (hydrogenation
of fat), the nuclear power industry
(cooling medium for generators),
and to produce hydrogen for filling
stations for hydrogen-powered
vehicles.
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MORPHIC FUEL CELLS

Segment:
MORPHIC SMALL WIND TURBINES

Live Tests of
Morphic’s
Small-scale
Wind Turbine

Morphic Fuel Cells is also developing
small-scale wind turbines that are opti-
mized for demanding applications in
locations with no access to other infra-
structure for electrical generation or
distribution. In spring 2009 live tests in
realistic conditions were initiated in
southern Oland, an island off the coast
of Sweden.

The turbine has a robust construction
that provides a high level of accessibility
and long service intervals. It is built to
handle TEC class 2 wind conditions and
is ideal as a complement to or replace-
ment for diesel generators. It is also well
suited for use in locations where the
supply of electricity is lacking or uncer-
tain.

Read more at www.morphic.com



Morphic Wind

Morphic has in a short time established itself as a fast growing Scandinavian
player in wind power. The business comprises sales of complete wind turbines,
manufacture of towers and other components, and associated services.

Morphic manufactures, markets and sells individual wind

turbines as well as entire wind farms. The offer comprises

wind turbines designed for use in onshore (IEC 2 and 3 wind

classes) and coastal onshore (IEC1 wind class) locations.
Morphic’s offer in wind power can be divided into:

* Sales 0f1-3.5 MW wind turbines

» Manufacture and installation of towers

* Servicing and running maintenance

The technological solution used in Morphic’s turbines is

provided through in-house development in ScanWind as

well as licensing agreements with selected partners. The

towers for the turbines are produced at the Group’s own

production plantin Kristinehamn, Sweden. The remain-

ing components are sourced from external suppliers. In

addition to sales of complete turbines, Morphic also offers

production of towers only as well as project management

and service agreements, providing fast local service.

Key Events in 2008
Order for ten 3 MW wind turbines

Acquisition of 81.55 percent of ScanWind AS of
Norway

Statement of intent with Vattenfall AB
Partnership agreement with Kenersys AG

Wind activities organized under the same parent

company, WellPower AB

Earnings 2008

SEKm 2007*

142.0

Operating loss -6.7

Net turnover

* Refers to the period May-December.
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In 2008 the machine processing company Finshyttan
was integrated in the wind business. The company will be
manufacturing components relating to the wind industry.

Organization

Morphic Wind’s operational activities are conducted in the
wholly owned subsidiaries Dynawind AB and Finshyttan
Hydropower AB, and the majority-owned company Scan-
Wind AS (81.55%). The production and sale of 1and 3 MW
wind turbines are performed in partnership with WinWinD
of Finland. For 2 and 2.5 MW turbines Morphic Wind has a
partnership with Kenersys, a German turbine manufac-
turer. 3.5 MW and larger turbines for offshore locations are
developed and produced by ScanWind.

Morphic Wind reports an operating loss of SEK -58.5m
(-6.7) for the financial year.

The business area’s result was negatively affected by
expenses incurred due to delays in the Lake Vinern Wind
Park project. The delays were due to component delays as
well as adverse weather conditions in the fall.

Ongoing projects in 2008 also suffered from poor profit-
ability while volumes were inadequate to cover the business
area’s cost base over the short term.

Duringthe year the business area invested heavily in
developing the companies to handle larger volumes. The
organization was strengthened in several areas, including
project management, installation, sales and construction.
This was achieved through new recruitment as well as
training of existing staff.

Additional investments to raise capacity in production
were made, partly to handle larger volumes and partly to
build capacity for producing other types of towers.

A structured process has been initiated to find new indus-
trial and financial partners for the wind business.




MORPHIC WIND

Raising of towers at the Lake Vinern Wind Park in April 2009.
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MORPHIC WIND

Turbines

The offer comprises wind tur-
bines designed for use in onshore
(IEC 2 and 3 wind classes) and
coastal onshore (IEC1 wind class)
locations. In a short space of time
the company has sold 40 turbines
with an aggregate value of about
SEK 1.5bn.

Following the recent expansion
in wind power, the market area
has been significantly increased.
To take full advantage of the
potential in the segment, a struc-
tured process aimed at finding
industrial and financial partners
has been initiated.

Turbines

) scanwind’

KENERSYS | &

KALYANI
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ScanWind

In June 2008 Morphic acquired about 81.55 percent of the
Norwegian wind turbine maker ScanWind Group AS. Scan-
Wind manufactures and markets wind turbines with
capacities of 3.5 MW or more that are specially designed for
the IEC1and IEC 2 wind classes, locations exposed to
extreme wind conditions and tough climates, such as costal
areas, and is developing a machine for offshore locations.

ScanWind’s turbine is designed for maximum produc-
tion, durability and reliability, providing a superior ratio of
electricity production to weight. The acquisition broadens
Morphic’s product portfolio in wind power and opens up
entirely new markets.

The turbine provides a superior ratio of electricity pro-
duction to weight. The low weight is crucial for profitabil-
ity, especially in offshore locations. Competing direct-
drive multimegawatt machines weigh considerably more,
reducing profitability. While turbines constructed with
gearboxes have a weight-to-output ratio comparable to
ScanWind’s, they are ill adapted for coastal locations and
offshore installations, leading to high servicing costs, poor
accessibility and lower profitability.



MORPHIC WIND

WinWinD

WinWinD provides the technological solution and devel-
ops turbines while Morphic handles sales, production,
installation and service. Morphic has an exclusive right to
market and sell WinWinD’s turbines in the Swedish mar-
ket and a non-exclusive right in the Norwegian market.

Morphic’s1and 3 MW WinWinD turbines provide the
highestyield in the market, a high level of operational
safety and short lead times, creating a strong competitive
advantage. The turbines have a modern, patented con-
struction in which the generator operates at alow variable
RPM. Inplace of a traditional gearbox the turbines use an
energy-absorbing bearing and planet gear that is not sus-
ceptible to imbalances in energy transmission. This
ensures lower wear and tear, resulting in a long useful life
and higher profitability compared with traditional tur-
bines.

There is strong interest in WinWinD’s turbines, and the
company is now building a new turbine factory in Hamina,
Finland to meet the demand. The new factory will double
production capacity.

Major owners of WinWinD include Masdar, Sterling
Infotech Group, Finnish Industry Investment Ltd and key
individuals.

Kenersys

Morphic has an agreement giving it sole rights to sell and
market Kenersys’ 2 and 2.5 MW wind turbines in the Nor-
dic and Baltic markets and a non-exclusive right in Poland.

Kenersys’ machines are based on tried-and-tested com-
ponents and design solutions. The turbines use a multi-
stage gearbox in which one gear stage is a planet gear. The
gearbox has a proven track record of reliability and has
been used successfully in hundreds of wind turbines
worldwide. The turbines offer high reliability, low servic-
ing requirements and high energy generation. They are
designed to provide high yields in most wind conditions
and can therefore be used as standard systems.

The turbines are manufactured at Kenersys’ production
plantin northern Germany and then transported to Swe-
den. Under current plans, all related services, including
production of the towers used for Kenersys’ turbines, will
be provided from Morphic’s plantin Sweden.

Kenersys was founded by Kalyani Group to handle the
group’s wind power business. The company is now owned
by Kalyani Group and First Reserve Corporation, a US pri-
vate equity firm. The head office is located in Miinster,
Germany.
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MORPHIC WIND

Tower Production
Morphic offers production of towers for wind turbines.
The company’s Kristinehamn plant is one of the most mod-
ern production plants for turbine towers in Europe. It was
taken into operation in fall 2007 and currently employs
about 16 staff.

The investment has dramatically increased capacity.
Depending on the size and model of turbine, the plant now
has capacity to produce about 100 MW a year.

Installation and Service

In addition to turbines and tower production, Morphic
also offers installation, servicing and maintenance of wind
turbines.

The service organization is based at the tower factory in
Kristinehamn, where staff maintain preparedness to pro-
vide support to customers at short notice. 24/7 remote
monitoring and regular retrieval and analysis of opera-
tional data are standard features of all turbines.
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Production Strategy
Today Morphic produces towers and attachment compo-
nents in the tower factory at Kristinehamn while nacelles
are produced by ScanWind and also sourced externally.
In certain projects Morphic delivers turnkey projects
including foundations and infrastructure. This part of the
projectis always contracted out to an external provider,
generally at a fixed price or through shared risk agree-
ments with the end customer and supplier.

Business Model

In terms of the value chain, Morphic is now a full range
supplier of wind power solutions. In addition to sales of
complete turbines, Morphic also offers service agree-
ments, providing fast local service.



MORPHIC WIND

Lake Vinern Wind Park is the first wind farm to be built in a lake.
The Morphic subsidiary Dynawind is delivering the turbines.
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MORPHIC WIND

A Growing Market

The advantage of wind power is that it is entirely renew-
able, produces no emissions and has only alimited impact
on nature. Moreover, turbines have been growing ever
larger and more efficient. Together, these factors have in
recentyears led to asurge in interest in wind power invest-
ments.

Accordingto asurvey performed by BTM Consult,
installed wind power capacity has trebled over the last five
years. The market has gone from a capacity of 32 GW in
2002 to about 95 GW in 2007, representing an annual rate
of growth of about 20 percent. By 2017 total installed
capacity is expected to have increased to about 700 GW.

Atthe end 0of 2007 Europe accounted for about 60 per-
cent, or 57 GW, of total installed wind power capacity. At
the same time wind power accounted for most of Europe’s
electricity generated from renewable sources, excluding
hydroelectric power. Nationally, Germany and Spain
account for alarge share of total capacity, but their domi-
nance has diminished somewhat following new invest-
mentinFrance, Italy and the UK.

Developments in the Market
In onshore wind power Morphic’ primary focus is on the
Nordic market. For offshore projects the market is global.
Although Sweden is deemed to have the best conditions
for wind power in the world, the rollout so far hasbeen
timid compared with other European countries like Ger-
many, Spain and Denmark. In Denmark, where total wind
resources are smaller than in Sweden, wind power now
accounts for about 23 percent of national electricity produc-
tion, againstonly 1 percent in Sweden, accordingto EWEA.
Atthe end 0f 2007 total installed wind power capacity in
Sweden was about 800 MW.

Strong Expansion Expected
Since 2001 the European Commission has had a goal of
ensuring that12 percent of total energy use in EU should
come from renewable sources by 2010. The target for 2020
is 20 percent. Achieving these goals will require a contin-
ued expansion of wind power, especially in countries like
Sweden and Norway, where conditions for wind power are
good.

Inspring 2006 the Swedish parliament voted to
increase investment in renewable energy, especially wind
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power. The goal is to increase renewable electricity pro-
duction in Sweden by 17 TWh by 2016. According to the
Swedish Energy Agency, wind power is expected to
account for the lion’s share of the increase. Under Swe-
den’s 2002 national planning target, the wind power sec-
tor should have sufficient capacity by 2015 to produce 10
TWh, or about 7 percent of Sweden’s annual electricity
production. This means that wind power will be generat-
ing 15 times more electricity than at the beginning of the
century.

In late November 2007 the Swedish Energy Agency pro-
posed that Sweden’s national planning target for electric-
ity production from wind power be raised to 30 TWh by
2020. Anincrease to 30 TWh would, depending on output
and wind conditions, require an increase from 900 wind
turbines at present to 3,000-6,000.

Svensk Vind estimates total investments during the
period 2007-2016 at SEK 60bn. The single largest player in
the field is government-owned Vattenfall, which
announced a ten-year SEK 40bn investment program in
May 2006. Several of the other major producers in the
energy and electricity market have also announced that
they will be increasing their investments in the field.

The fast pace of development is also evident in the num-
ber of planned projects, which has increased steadily in
recentyears. Many projects that had been stalled by com-
plex permit processes are now starting to be realized. As
the turbines grow ever taller and techniques for wind
resource mapping become increasingly sophisticated, the
number of good onshore sites has increased even in more
inland locations. As wind power continues to develop and
expand, the Board believes that offshore turbines, too, are
settobecome increasingly important.

Big Potentialin Offshore
Alotof the potential in the wind power market is in off-
shore projects. Advances in turbine technology have now
reached a stage where the extra cost involved in installing
offshore turbines can be justified. BTM Consulting pre-
dicts that European offshore installations will increase by
5,800 MW from 2008-2011.

In Sweden the Energy Agency has proposed that about
10 TWh of wind-generated electricity should come from



offshore wind farms and 20 TWh from onshore wind
farms by 2020. Vattenfall is planning to invest SEK 40bn in
wind power over the next ten years, of which about 50 per-
centis expected to be invested in offshore and 50 percent
in onshore wind farms.

In connection with the acquisition of ScanWind, Mor-
phic signed a statement of intent with Vattenfall on a part-
nership for development of ScanWind’s wind turbine for
offshore locations.

Moreover, the company believes that ScanWind’s
machines can even today be offered to many planned coastal
wind farms, where building permits have in many cases
already been granted and where the company believesitis
in a favorable competitive position thanks to the robust
design of ScanWind’s machine. The company intends to
look for industrial partners for the global market.

Political Support

To increase the share of electricity generated from renew-
able energy sources, many European countries have intro-
duced economic support systems to promote such produc-
tion. Sweden has a system of electricity certificates. The
system came into effect on May 1,2003 and replaced the
previous government investment and operating grants for
wind power, solar electricity, bio-power, including peat, and
small-scale hydroelectric power. Norway and Finland have
far advanced plans to introduce similar systems.

Inspring 2006 the Swedish government announced that
itwould be extending the system to 2030, which is expected
to promote the continued development of wind power. The
system is market-based and creates competition among dif-
ferent types of renewable energy. Consumers of electricity
are legally required to buy electricity certificates corre-
spondingto a certain share of their electricity consumption.
Producers of electricity receive one electricity certificate
for each kWh of electricity they produce.

Marketing Strategy

In wind power Morphic operates in a fast growing market.
Sales are primarily conducted through the Group’sown
sales and technology organization by direct targeting of
decision-makers in the purchasing process. These mainly

MORPHIC WIND

comprise end customers, such as energy companies and
landowners, energy-intensive industries and/or investors,
but also intermediaries, such as projectors and developers.
Sales are also made through other channels with the aid of
specific financial solutions arranged through banks and
leasing partners. Morphic offers advice on the siting of wind
turbines, choice of model, wind measurements, project
planning processes, planning applications and permit pro-
cesses. The Group also handles all aspects of installing the
turbines and provides service, maintenance and repairs.

Competitors

Internationally, the market for production of wind tur-
bines is dominated by five large, established players: Ves-
tas Wind Systems A/S of Denmark, GE Energy of the US (a
business area of General Electric Company), Enercon
GmbH of Germany, Gamesa Corporacién Techol6gica of
Spain and Siemens AG of Germany. In addition to these,
there are anumber of national wind turbine developers
and manufacturers. Inrecent years large energy compa-
nies, operating mainly in fossil fuels, have also established
themselves in wind power. These include BP Alternative
Energy and Shell Renewables.

Far from everyone conducts in-house production of
bulky components, such as towers and blades. Another fac-
tor is that the size and weight of the turbines makes them
complicated and expensive to transport. Production is
therefore normally outsourced to local partners.

The only major players with production in Sweden,
other than Morphic, are Enercon GmbH, which conducts
operations in Malmo through its subsidiary EWP Wind-
tower Production AB, and Vestas, which has a casting
operation in Guldsmedshyttan run by the subsidiary
Vestascastings Guldsmedshyttan AB.
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MORPHIC WIND

Accumulated capacity (MW) Year-end 2007  Year-end 2010 (estimate) Annual growth, % Total growth, %
Denmark 3,125 4,150 9.9 32.8
Sweden 788 1,665 28.3 111.3
Norway 333 1,053 46.8 216.2
Poland 276 1,000 53.6 262.3
Finland 110 220 26.0 100.0
Estonia 58 150 37.3 158.6
Lithuania 50 100 26.0 100.0
Latvia 27 100 54.7 270.4

Source: European Wind Energy Association (EWEA) and SINTEF.

Wind Power in Sweden 2007 2006 2005 Target Groups for Morphic’s Wind Turbines
;. ]
Installed power (MW) 800 583 493 Energy firms who want to offer their customers the option
Power, increase during year, % 37 18 9 ofbuying green electricity
Total reported wind power Wind farm projectors

roduction (TWh 1.4 1.0 0.9 . e e . . . .
P - (, ) - Private individuals buying shares in existing or future
Production, increase during wind farms
year, % 40 5 2
No. of registered turbines 958 828 760 Private investors whlo view wind turbines purely as

- investment opportunities

No. of new turbines 130 68 37

Landowners who want to use their land for something

Source: Swedish Energy Authority. productive and generate revenues

Industrial firms and other energy-intensive players
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MORPHIC WIND

ScanWind’s turbines have been developed to handle the
toughest and most demanding wind locations.
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Other Operations

In addition to its core activities in fuel cells and wind power, Morphic also conducts
operations in ship propulsion. However, as communicated in previous reports, this
business will be spun off when conditions are deemed favorable. Morphic’s Automa-

tion business was sold in April 2008.

Ship Propulsion

The Morphic subsidiary Aerodyn AB is one of Sweden’s
leading manufacturers of high-quality ship propellers.
The operations comprise manufacture of complete propel-
lers as well as propeller blades, bosses and axles for ferries,
tankers, freighters and other vessels. Established cus-
tomer relationships, a high level of technological exper-
tise, high quality and an extensive range of machinery are
the company’s key competitive assets. The customers
include practically all major suppliers of complete propel-
ler systems: Rolls Royce plc, Wirtsild Oyj Abp, MAN AG
and Berg Propulsion Holding AB. The end customers are
individual shipping companies in all regions of the world.

Production

The products are manufactured in Karlskoga. The existing
premises and production equipment would allow for fur-
ther increases in output without additional investment.

Competitors

Aerodyn AB operates in the high-quality propeller seg-
ment, where the competition comes mainly from five
European companies, of which Mecklenburger Metallguss
GmbH and Fundilusa Portuguesas LDA are the two lead-
ing players.

Earnings 2008

SEKm 2008+ 2007/08*
]
Net turnover 87.5 75.5
Operating loss -83.9 -23.5

* Refers to the period May-December.
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Contract Production and Component
Processing

The patented method used by Morphic in the production
of fuel cell flow plates and heat exchangers is also well
suited for the production of other types of components.
The method offers both cost and quality advantages over
conventional production methods, such as turning, mill-
ingand etching.

Business Model

The segment’s business model and place in the value chain
are similar to those of the Fuel Cell Components segment.
The company’s revenues are based on the actual process-
ing of components. The customer normally provides the
starting material, and the compensation is based on the
number of processed units.

Market

The company focuses on process-intensive components,
which are sold primarily to the engineering and automo-
tive industries.

Key Events during and after the End of the
Financial Year

Strategic Test Order

In September 2008 Morphicreceived asmall, strategic test
order for production of magnesium chassis. The customer is a
major Asian consumer electronics manufacturer and the
order is the result of successful initial tests at Morphic’s
Technology and Customer Center outside Tokyo in Japan.



The Morphic Share

On March 4, 2008 Morphic was listed on the OMX Nordic Exchange Stockholm.
Following the listing, trading in Morphic’s B shares was transferred from First
North to the mid-cap segment of the Nordic Exchange. The ticker symbol is
MORP-B. Morphic is included in the Industrials sector.

During the financial year 2008 (8 months) Morphic’s share
price fell by 81.81 percent. In the same period the OMXSPI
index lost 35.82 percent. The highest price paid during the
period was SEK 13.80 and the lowest SEK 1. At the end of the
period, December 31,2008, Morphic had a market capital-
ization of SEK 426m. On an average trading day 1,646,284
shares (731,235) were traded, representing a value of SEK
7.1m (13.6). A total of 276.6m B shares (184.66) were traded,
representing a total value of SEK 1,197.2m (3,652.9). This is
equivalent to a turnover rate of 181 percent (137.6).

Atthebalance sheet date Morphic’s share capital was
about SEK 13.1m, represented by SEK 327,744,044 shares, of
which 11,968,000 were of series A and 315,776,044 of series
B. The number of shareholders was 28,858.

The Morphic Share and the Register of Shareholders
Atthebalance sheet date the number of outstanding
shares was 327,744,044, of which 11,968,000 were of series
A and 315,776,044 of series B. Under the company’s articles
of association, the share capital may not exceed SEK
24,000,000. Each share has a quota value of SEK 0.04 and
all shares are fully paid-up. All shares carry equal rights to
full dividends. Series A shares carry one vote each and
series B shares carry one tenth of a vote each.

The company’s shares were issued under Swedish law
and are denominated in Swedish kronor (SEK). The com-
pany’s register of shareholders containing information
about shareholders is managed by Euroclear Sweden (for-
merly VPC), Box 7822,103 97, Stockholm, Sweden. Under
the Swedish Companies Act (2005:551), shareholders have
pre-emption rights to subscribe for new shares, warrants
and convertible bonds but this right of pre-emption can be
setaside by a decision of the Annual General Meeting.

Authorizations from the 2008 AGM

The AGM authorized the Board to decide, on one or more
occasions before the next AGM, to issue new shares for a
cash or non-cash consideration or by offset or subject to
other terms and conditions, and thereby to derogate from
existing shareholders’ pre-emption rights. If new shares
are issued for cash without pre-emption rights, the issue
price mustbe set at marketrates. The purpose of the
authorization is to enable acquisitions in the company’s
core business areas for a cash or non-cash consideration or
by payment in the form of new shares or a combination of
these, and to provide funding and customary collateral

under delivery agreements. The number of shares issued
under the authorization may not exceed 10 percent of the
company’s share capital after the recently concluded
rightsissue. If new shares are issued under the authoriza-
tion with pre-emption rights for existing shareholders,
holders of series A shares have the right to subscribe for A
shares and holders of series B shares will have the right to
subscribe for B shares in proportion to their existing
shareholdings. If new shares are issued in derogation of
existing shareholders’ pre-emption rights, only shares of
series B may be issued.

The Board withdrew its proposal authorizing the Board to
decide on the issue of new shares to be used in lieu of cash
payment of underwriting fees. The reason is that none of
the underwriters chose this alternative.

Share Offerings

Based on the authorization from the 2007 AGM, a private
placement of13.1m B shares aimed at new Swedish institu-
tional owners was carried out on May 19, 2008. The place-
mentraised SEK 132m before issue costs and increased the
number of shares by 13,100,000, from 150,772,022 to
163,872,022, which is equivalent to a dilution of 7.99 per-
cent.

During the period September 30 to October 13,2008
Morphic completed arights issue based on an authoriza-
tion from the extraordinary general meeting on July 10,
2008. Under the terms of the issue, holders of series A
shares were entitled to subscribe for A shares and holders
of series B shares were entitled to subscribe for B shares.
The rights issue was aimed at funding the acquisition of
ScanWind AS. Under a resolution adopted by the Board on
September 19,2008, shareholders had the right to sub-
scribe for new shares at a subscription price of SEK 2.40
per share. The rights issue raised SEK 363m after issue
costs and increased the number of shares by 163,872,022,
from 163,872,022 to 327,744,044,

Incentive Schemes

There are two outstanding equity-based incentive
schemes in Morphic: At the Annual General Meeting on
October 30,2006 the shareholders approved the Board’s
decision on the issue of warrants.

The issue comprised no more than 3,300,000 warrants,
each entitling the holder to subscribe for one new B share at
aprice of SEK 16 during the period October 1-October 31,
2009. The issue of warrants was aimed at key individuals
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THE MORPHIC SHARE

and the personnel of the Morphic Group. 3,010,000 war-
rants have been subscribed for.

Inaccordance with the terms and conditions for the
warrants, the conditions are adjusted in connection with
share offerings in Morphic. After adjustment, each war-
rant now entitles the holder to purchase 1.37 Bshares ata
price of SEK 11.70. If all subscribed warrants are exercised
to subscribe for shares, resulting, after the adjustment, in
the issue 0f 4,123,700 new B shares, the new shares would
represent about 1.3 percent of Morphic’s share capital at
December 31,2008. (See Note 12 in the Annual Report for
more information).

On May 2, 2008 allocations were made under another
options scheme. Under the scheme, a maximum of
4,500,000 options may be issued. Each employee stock
option originally entitled the holder to acquire one
B share in Morphic at a price of SEK 16 during the period
March 1-March 31, 2013. After adjustment to take account
ofterms and conditions in options contracts relating to
rights issues, each employee stock option now entitles the
holder to subscribe for1.29 B shares at a price of SEK 12.40.
The right to exercise the options is subject to a perfor-
mance condition linked to the Group’s turnover and oper-
ating margin. The option holder must also be an employee
of the Morphic Group.

To guarantee the company’s obligations in respect of
issued options and its duty to pay social-security contribu-
tions, it was decided to issue 6,000,000 warrants. Ifall
6,000,000 warrants are issued and exercised to subscribe
for 7,740,000 shares under the options scheme, the new
shares would represent approximately 2.4 percent of the
company’s share capital at December 31,2008. If all
options/warrants in the two incentive schemes described
above are used to subscribe for new shares, resultingin an
issue 0f 11,863,700 B shares, the new shares would repre-
sent about 3.6 percent of Morphic’s share capital at Decem-
ber 31,2008.
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Dividend Policy

In addition to adding value for its customers and partners,
Morphic aims to generate a good economic return for the
company’s owners. Profitability is the Group’s overall goal.
The Board of Directors intends to propose a dividend once
the company is generating strong earnings and cash flows.

Information to Shareholders

Morphic aims to facilitate the market’s valuation of the
company by issuing clear information. Up-to-date informa-
tion about the company can be found at www.morphic.com.
Visitors to the website can also follow the performance of
the share price and register to receive the latest press
releases and financial information.

THE MORPHIC SHARE

For IR-related information, contact:
Johannes Falk, Senior Vice President,
Investor Relations

E-mail: johannes.falk@morphic.com
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Owner Categories Dec 31,2008
]
Capital (%) Votes (%)

Foreign-domiciled owners 16.0 1.3
Swedish owners 85.0 88.7
— Institutional owners 0.5 0.3
- Other legal entities 12.8 18.1
- Private individuals 7.7 70.3
Total 100.0 100.0

Ownership Structure, Dec 31,2008

. ____________________________________________________________________|
Ownership

No. of shareholders share (%)

Shareholding Votes (%)

1-1,000 10,802 1.7 1.3
1,001-10,000 14,669 171 12.9
10,001-100,000 3,249 26.6 20.0
100,001-1,000,000 209 15.1 13.0
1,000,001- 29 39.5 52.8
Total 28,858 100.0 100.0

THE MORPHIC SHARE

Largest Owners, Dec 31,2008
1 ——
Ownership  Voting
share  share

A shares B shares (%) (%)
Mariegarden
Investment AB 3,630,000 12,085,000 48 109
Dahlberg, Kurt w comp. 3,605,000 2,468,372 1.9 88
Nordea fonder — 27,325,240 83 6.3
Ené, Peter w comp. 2,303,000 1,081,787 1.0 5.5
Alvén, Jan 1,640,000 1,870,119 1.0 4.0
Ostergren, Kijell 770,000 4,643,600 1.7 2.8
Ostersjostiftelsen — 11,402,617 35 26
Comlnvest — 3,000,000 0.9 0.7
Plena AB — 2,628,660 0.8 06
JP Morgan Bank — 2,447,890 0.7 0.6
Total 11,748,000 68,953,185 24.6 42.8
Other 220,000 246,822,859 75.4 572
Total 11,968,000 315,776,044 100.0 100.0

Owner Concentration Dec 15,2008
|
Holding (%) Votes (%)

10 largest owners 24.6 42.8
25 largest owners 38.1 51.8
100 largest owners 48.4 61.2

Number of Shareholders 2004-2008
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Five-year Summary

SEK ‘000 unless otherwise stated 2008* 2007/08 2006/07 2005/06 2004/05

Income statement

Net turnover 310,218 356,651 143,738 38,574 1,815
Other income 17,936 28,988 24,810 3,574 392
Operating costs -675,948 -492,537 -236,498 -66,659 -18,201
Operating loss -347,794 -106,898 -67,950 -24,511 -15,994
Financial items 12,850 6,711 1,215 -108 -575
Loss after financial items -334,944 -100,187 -66,735 -24,619 -16,569
Tax 28,107 2,468 -215 -12 11
Earnings 2008 -306,837 -97,719 -66,950 -24,631 -16,558
Balance sheet

Total assets 1,211,740 946,667 602,495 259,186 48,278
Intangible fixed assets 434,305 355,285 73,017 65,851 7,913
Tangible fixed assets 201,845 148,683 101,446 73,124 12,388
Financial fixed assets 535 8,837 573 642 586
Current assets 575,055 433,863 427,459 119,569 28,391
Shareholders’ equity 858,885 625,216 441,127 216,774 30,052
Long-term liabilities 120,816 105,869 13,574 12,890 7,238
Current liabilities 232,039 215,582 147,794 29,522 11,987
Cash flow statement

Cash flow from operating activities -260,236 -38,863 -55,041 -25,622 -12,363
Investments in intangible fixed assets -22,432 -12,052 -14,875 -5,610 -1,643
Investments in tangible fixed assets -18,332 -57,319 -35,882 -17,303 -2,345
Investments in financial fixed assets -208,757 -231,802 -84,141 -1,588 -62
Cash flow from financing activities 488,623 296,683 286,298 112,941 37,650
Cash flow for the year -21,134 -40,362 97,913 62,818 21,361
Cash and cash equivalents at year-end 124,967 146,101 186,463 88,550 25,732
Profitability measures

Adjusted equity 858,885 625,216 441,127 216,774 30,052
Capital employed 923,696 691,704 456,739 232,313 44,599
Profit margin, % neg neg neg neg neg
Return on total capital, % neg neg neg neg neg
Return on equity, % neg neg neg neg neg
Capital structure

Debt/equity ratio, % 8 11 4 7 48
Interest coverage ratio, times -29 -26 -71 -30 -25
Equity/assets ratio, % 71 66 73 84 61
Risk-bearing capital, % 72 71 73 84 61
Personnel

Average number of employees 220 163 113 44 12
Number of employees at end of financial year 246 192 118 90 11
Turnover per employee 1,410 2,244 1,321 886 190
Share data

Number of shares at year-end 327,744,044 150,772,022 136,744,996 109,368,543 70,096,839
Weighted number of registered shares before dilution 207,353,552 147,149,682 113,068,632 90,553,688 60,075,900
Weighted number of shares after dilution 207,353,552 147,149,682 113,068,632 90,553,688 60,075,900
Number of shareholders 28,858 23,930 20,924 9,598 2,008
Share price data

Share price at end of financial year, SEK 1.30 10.35 26.60 13.60 3.08
Highest share price during financial year, SEK 13.80 29.90 30.00 15.00 4.30
Lowest share price during financial year, SEK 1.00 9.40 7.80 2.90 1.70
Market value at end of financial year 426,067,257 1,560,490 3,637,416,894 1,487,412,184 215,898
Data per share

Loss for year attributable to parent company shareholders divided by

weighted no. of shares (before dilution), SEK -1.46 -0.65 -0.52 -0.27 -0.28
Equity attributable to parent company shareholders divided by

weighted no. of shares (before dilution), SEK 3.89 4.14 3.90 2.39 0.50

* Refers to May-December 2008, shortened financial year.
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Directors’ Report

The Board of Directors and Chief Executive Officer of Morphic Technologies AB
(publ), organization number 556580-2526, hereby present their annual report and
consolidated financial statements for the financial year May 1, 2008-December 31,

2008.

Morphic Technologies is a Swedish engineering group
operating in the areas of fuels cells, wind and hydroelec-
tric power, and production technology. In addition to the
parent company, the Group consists of seven subsidiaries
and eight second-tier subsidiaries. The Group conducts
operations in Sweden (Karlskoga, Filipstad, Kristinehamn
and Karlstad), Greece, Italy, Switzerland, Norway and
Japan, and has approximately 200 employees.

Group Structure

Morphic Technologies is the parent company of the wholly
owned subsidiaries Cell Impact AB (org.no. 556585-6936),
Aerodyn AB (org.no. 556373-7583), Finshyttan Hydro
Power AB (org.no. 556703-5752), Well Power AB (org.no.
556723-0270), Dynamis AB (org.no. 556588-8103), Mor-
phic System AB (org.no. 556640-6244) and MLCC (org.no.
556576-6655). Morphic System in turn owns the foreign
companies Exergy Fuel Cells s.r.l., Helbio S.A. (55%) and
AccaGen S.A. Wellpower owns DynaWind AB (org. no.
556703-5711) and ScanWind AS of Norway (81.55%).
Dynamis owns Euro Industrial Automation AB (org. no.
556565-6690).

Share Capital and Ownership
Share Capital and Ownership Structure
Atthebalance sheet date, December 31,2008, Morphic’s
share capital was SEK 13.1m, represented by 327,744,044
shares, of which 11,968,000 were of series A and
315,776,044 of series B. Each A share carries one vote and
each B share carries one tenth of avote. All shares carry
the same rights to a share of the company’s assets and
earnings and entitle the holder to an equal share of any
dividends paid. In accordance with the Swedish Compa-
nies Act, Morphic’s articles of association also grant spe-
cial rights to holders of shares of different classes if the
company issues new shares and certain other instruments.
The 2008 AGM authorized the Board to decide on the
issue of new shares. The number of shares issued under the
authorization may not exceed 10 percent of the company’s
share capital after the rights issue in October 2008. The
authorization has notbeen used.

Ownership Structure

Accordingto the register of shareholders maintained by
Euroclear Sweden (formerly VPC AB), Morphic had
28,858 shareholders at December 31,2008. Mariegarden
Investment AB was the largest owner, with 4.8 percent of
the capital and 10.9 percent of the votes.

Morphicisnot party to any significant agreement that
will have an impact on or be amended or cease to apply in
the event of a change in the control of the company follow-
ing a public takeover bid. No Director or employee of Mor-
phic is entitled to compensation if his or her assignment or
employment is terminated as aresult of a public takeover
bid or a decision by the general meeting.

For more information about Morphic’s shares and
shareholders, see The Morphic Share on page 27. Informa-
tion about shareholders and ownership is updated con-
tinuously on Morphic’s website, www.morphic.com. For
more information about Morphic’s employment contracts,
see Note 13 on pages 63-64.

Articles of Association

Under Morphic’s articles of association, the election of the
Board of Directors must always take place at the Annual
General Meeting. Other than this, the articles of associa-
tion do not contain any provisions on the appointment or
dismissal of Directors, or on amendments of the articles of
association. A shareholder is entitled to vote for the full
number of shares represented by him or her at a general
meeting of Morphic. Issued shares are freely transferable,
without limitation by statute or Morphic’s articles of asso-
ciation. Morphic is not aware of any agreements among
shareholders that could resultin limitations of the right to
transfer shares in the company. Morphic’s articles of asso-
ciation are available for download at www.morphic.com.

Stock Exchange Listing

On March 4,2008 Morphic was listed on the OMX Nordic
Exchange Stockholm. Following the listing, trading in
Morphic’s B shares was transferred from First North to
the mid-cap segment of the Nordic Exchange. The ticker
symbol is MORP-B. Morphic is included in the Industrials
sector.

During the eight-month period Morphic’s share price fell
by 81.81 percent. In the same period OMXSPI lost 35.82 per-
cent. The highest price paid during the period was SEK
13.80 (SEK 9.53 after adjusting for the issue of new shares)
and the lowest price paid SEK 1. At the end of the period
Morphic had a market capitalization of SEK 426m. During
the period 276.6m B shares were traded for avalue of SEK
1,197.2m. This is equivalent to a turnover rate of 181 percent.

Financial Targets

Financial Targets Dropped

Morphic has previously published financial targets for
consolidated turnover and other key figures in 2012. How-
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ever, the global financial crisis has had such far-reaching
and lasting consequences for Morphic, in respect of factors
both within and beyond the control of Morphic, that the
Board of Directors does not consider it possible to define a
long-term financial target at present. Nevertheless, the
Board believes the underlying fundamentals are still as
strong as ever, especially in energy and environmental
technology, and will favor Morphic going forward.

Internal Control and Changes to the Board of
Directors and Management

In 2008 significant changes were made to the Board of
Directors and management.

Anew Chief Executive Officer was appointed shortly
after the general meeting on October 28,2008. Several key
individuals in senior management left their positions,
partly due to differences of opinion with the company’s
founders and because they considered that these had
assumed too large an operational role and promoted strate-
gies that did not have sufficient support and did not take
sufficient account of the company’s financial position and
liquidity. The Board has not been able to work effectively
and hasbeen affected by turbulence and differing opinions
on the management and future orientation of the company.

These irregularities have now ceased and strong mea-
sures have been taken to ensure good order in future.

In April 2009, after the end of the financial year, two of
Morphic’s founders, Kurt Dahlberg and Peter Ena, who
are also shareholders with alarge number of votes, left the
Board and all other duties in the Group with the exception
of their seats on the company’s Audit Committee.

Atthe time of the company’s listing on the NASDAQ
OMX exchange and up until his departure Peter Ena was
Acting Chairman of the company. Kurt Dahlberg was a
Board Director and initially worked as a consultant for the
company on an hourly basis. After areorganization Mr
Dahlberg was given an operational role as Director Market
Development and as a member of the senior management
team. Following protests from management and a discus-
sion with the company’s auditor and the Stockholm Stock
Exchange it was established that this arrangement con-
flicted with Stock Exchange rules. On April 1 Kurt Dahl-
bergtherefore left the Board and, having reached retire-
mentage, also his other duties at the company.

In 2008 Dan Borgstrom, the founder of Aerodyn, a com-
pany acquired by Morphic, was engaged as a consultant
and subsequently employed by Morphic through his com-
pany, Sky Raider AB. In the course of work on the year-end
final statement and auditing details emerged which indi-
cate that the amounts invoiced by Sky Raider significantly
exceeded the actual number of hours worked (represent-
ing an excess charge of about SEK 600,000). It was also

* Comparison figures refer to the corresponding period the
previous year (May-Dec 2007).
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found that there was no valid underlying consulting con-
tract. Peter End has stated to the company’s Audit Com-
mittee that he had engaged the services of Dan Borgstrém
without the knowledge of the then CEO. The company has
been unable to find any documentation for such additional
assignments. In consequence of this, Peter Ena chose to
leave Morphic’s Board and all his duties at the company on
April 8. Dan Borgstrém terminated his employmentin
April.

Moreover, an internal control relating to the Italian sub-
sidiary Exergy Fuel Cells revealed information indicating
that certain transactions with a Greek company worth a
total of SEK 3m may not have been made on commercial
terms. The Greek company’s shareholders include several
foreign executives, related parties to Morphic and Dan
Borgstrom. According to reports, the transactions, which
involved the purchase of shares and took place during the
financial year, were made at the request of Peter Ena and
Kurt Dahlberg.

Significant Events during the Financial Year
Morphicimplemented areorganization aimed at focusing
activities on its two core businesses, Morphic Wind and
Morphic Fuel Cells. As part of the reorganization the com-
pany’s operations in Sundbyberg, Sweden were wound
down and anew CEO, Martin Valfridsson, was appointed.

Morphic Fuel Cells

Interestin Morphic’s offer in the area of fuel cells
remained strong, although the order book failed to reach
the hoped-for level.

Morphic Fuel Cells received several new prototype
orders for fuel cell plates. The customers included new as
well as existing customers, who chose to add to previous
orders. Other key events included the delivery of a com-
plete energy system for conversion of biogas from sewage
water into electricity and heat, and an order from tool-
maker JV Bahco Bisov for a system for hydrogen produc-
tion. Exergy Fuel Cells was also chosen to supply fuel cells
for aninfrastructure projectin London.

Morphic’s new laboratory in Karlskoga was taken into
operation in 2008. The purpose of the laboratory is to cut
down the time spent on development, production control
and testing. The business area also develops small-scale
wind turbines. Live tests of the turbines were conducted in
realistic conditions on the island of Oland off the coast of
Sweden.

In the course of impairment tests the company identi-
fied impairment losses of about SEK 135.6m on the busi-
ness area’s assets.



Wind Power

In the first quarter of the year Morphic acquired about 80
percent of the Norwegian wind turbine maker ScanWind
AS. The acquisition has expanded Morphic’s product
offering in wind turbines to comprise turbines designed
for more exposed nearshore and offshore wind sites.

Morphic received an order for ten 3 MW wind turbines
for the Uljabuouda wind farm, built by Skelleftea Kraft AB.
The order is worth SEK 360m.

In June Morphic signed a partnership agreement with
wind turbine maker Kenersys that gives the company an
exclusive right to sell and market Kenersys’ products in
the Nordic and Baltic countries and a non-exclusive right
in Poland.

The Lake Vinern Wind Park project suffered from
delays. These were caused by component delays and delays
in the final verification of the lifting platform, but adverse
weather conditions in the fall also played a bigrole.

Other Operations

A process aimed at a potential divestment of the Ship Pro-
pulsion segment (Aerodyn AB) was initiated. A process of
evaluating the business model or a potential divestment of
the Morphic subsidiary Dynamis AB in the Automation
Technology segment was also initiated.

Events after the End of the Financial Year

In January 2009 Morphic received an order for a hydrogen
production system from JV Bahco Bisov, a toolmaker. The
system will be used in a new factory and the order is worth
€200,000.

In February Morphic initiated a partnership with Nar-
bonne Accessoires on distribution of Exergy’s fuel cells for
house trailers in Narbonne Accessoires’ distribution net-
works in France and Spain. In the same month Exergy Fuel
Cells S.r.l.received a “Selection Industria 2015” project
grant for the MICROGEN3O project. Exergy’s share of the
grantis worth €1,960,000 (approx. SEK 20m).

In April 2009 the first tower in the Lake Vinern Wind
Park project was raised. The rotor is scheduled to be
mounted in May and all ten turbines are expected to be
operational in October.

In April 2009 the Chairman, Peter Ena, and the Board
member Kurt Dahlberg, requested to leave Morphic’s
Board of Directors. At the same time Mr Ena and Mr Dahl-
berg terminated their employment with Morphic and left
their operational roles. Morphic’s Board has appointed
Peter Ekenger as new Chairman.

In April the subsidiary company Dynamis AB was sold
as part of the ongoing effort to refocus and restructure the
Group. The transaction will have only a marginal positive
impact on the company’s financial position.

* Comparison figures refer to the corresponding period the
previous year (May-Dec 2007).
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Inthe course of preparing the year-end financial state-
ment for 2008 areview was made of Morphic’s financial
targets. The global financial crisis has had such far-reach-
ing and lasting consequences for Morphic, in respect of
factors both within and beyond the company’s control,
that the Board of Directors does not consider it possible to
define along-term financial target at present.

Share Offerings
Based on the authorization from the 2007 AGM, a private
placement 0f13.1m B shares aimed at new Swedish institu-
tional owners was carried out on May 19, 2008. The place-
mentraised SEK 132m before issue costs and increased the
number of shares by 13,100,000, from 150,772,022 to
163,872,022, which is equivalent to a dilution of 7.99 percent.
During the period September 30 to October 13,2008
Morphic completed arights issue based on the authoriza-
tion from the extraordinary general meeting on July 10,
2008. Under the terms of the issue, holders of series A shares
were entitled to subscribe for A shares and holders of series
Bshares were entitled to subscribe for B shares. The rights
issue was aimed at funding the acquisition of ScanWind AS.
Under aresolution adopted by the Board on September 19,
2008, shareholders had the right to subscribe for new shares
atasubscription price of SEK 2.40 per share. The rights
issue raised SEK 393m before issue costs and increased the
number of shares by 163,872,022, from 163,872,022 to
327,744,044.

Incentive Schemes

There are two outstanding equity-based incentive
schemes in Morphic: A market-based warrants scheme
(2006/09) expiring on October 31,2009 and an employee
stock option scheme (2008/12) expiring on May 31, 2013.
After the rights issue in 2008 each outstanding warrant in
the market-based scheme entitles the holder to subscribe
for1.37 B shares in Morphic at a subscription price of SEK
11.70. Holders of employee stock options will in future be
entitled to subscribe for 1.29 B shares in Morphic at a sub-
scription price of SEK 12.40. If all warrants/options in the
two schemes are exercised to subscribe for new shares the
new shares would represent about 3.6 percent of Morphic’s
share capital at December 31,2008.

Environment

Government-regulated Activities

All subsidiaries bear individual responsibility for ensuring
compliance with the Environmental Code and for ensur-
ing that their environmental work complies with the
Group’s environmental policy. The wind business
(DynaWind) has a permit under the Environmental Code
for the production of 100 wind turbines per year at the
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Kroksvik 3:3 industrial estate in Kristinehamn. DynaWind
also has a permit to store and handle flammable goods -
paintand gas - under the Flammables and Explosives Act
(SFS1988:868). The superintendents for such handling
under SFS 1988:1145 have been approved by the rescue ser-
vice. Each year, Aerodyn AB submits an environmental
reportonits activities in Karlskoga to the property owner,
which holds the environmental license on behalf of Aero-
dyn AB. Inother respects, the Group has no negative envi-
ronmental impact arising from the use of tangible fixed
assets.

Turnover*
The Group’s net turnover for the shortened financial year
was SEK 310.2m, an increase of 44.1 percent compared
with the same period the year before (215.2). The increase
was largely due to expanded activities in the wind power
business, primarily preparatory work and deliveries of
components for the raising of towers in the Lake Vinern
Wind Park in spring 2009.

Revenues in Morphic Fuel Cells were markedly higher
thanin2007/2008, partly because AccaGen and Exergy
had notbeen fully consolidated in the previous period.

Earnings after Tax*

The Group reports aloss after tax for the financial year of
SEK -306.8m (-40.2). A large portion of the loss is attrib-
utable to restructuring measures and one-off costs relating
to the restructuring of Morphic Systems. The annual
resultalso includes one-off charges of SEK 5.7m relating to
termination salary and severance pay for the former CEO
of Morphic Technologies and other non-recurring
expenses. The restructuring of Morphic Systems also gave
rise to an impairment loss of SEK 11.7m on capitalized
development costs.

Due to delays and adverse weather conditions in the fall
the Group was forced to postpone the installation of the
first part of the Lake Vinern Wind Park. The first five tur-
bines are now scheduled to be raised in spring 2009. A pro-
vision of SEK 9.1m for expected additional expenses for
the project has therefore been made. During the financial
year DynaWind AB continued its expansion with a view to
creating capacity for handling larger volumes and bigger
projects. Staff and production capacity were increased,
which had an adverse impact on consolidated earnings for
the year.

During most of the year ScanWind was included in con-
solidated earnings, which also had a negative impact on
earnings compared with the same period the year before.

Moreover, central Group costs increased during the
year due to the continued growth of the Group.

In addition to the above, consolidated earnings include
impairment losses on intangible assets of SEK 167.m.
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Financial Position

Shareholders’ equity increased to SEK 858.9m (625.2) dur-
ing the financial year as aresult of the recently completed
rights issue. The equity/assets ratio was 70.9 percent
(66.0). Consolidated total assets increased to SEK 1,211.7m
(946.7).

Cash and cash equivalents at the balance sheet date,
December 31,2008, were SEK 226.1m (248.6), of which
SEK 101.2m (102.5) refers to frozen assets. Interest-bear-
ingliabilities were SEK 66.3m.

Cash Flow*

Cash flow from operations declined by SEK 272.5m com-
pared with the previous year, to SEK -260.2m (12.3), which
isequivalent to SEK -1.26 per share (0.08). The deteriora-
tion is largely due to changes in projectliquidity in Mor-
phic Wind. Other reasons relate to the foreign subsidiar-
ies, which had only been partly consolidated in the
previous period.

Asdescribed previously, the completion dates and mile-
stones of projects have a bigimpact on Morphic Wind’s
revenues, earnings and cash flow. The completion of a proj-
ectnormally results in a significant inflow of capital, both
in the form of direct payments from customers and the
release of assets used as collateral for bank guarantees.

Investments, Depreciation and Amortization

The Group’s net investments in tangible fixed assets dur-
ing the financial year were SEK 18.3m (57.3). Depreciation
of tangible fixed assets was SEK 26.2m (15.9). The Group
made investments in intangible assets of SEK 22.4m (12.1).
Amortization of intangible assets during the period was
SEK 21.6m (13.3). All investments are recognized exclusive
of business investments.

Impairment Losses

The company has made individual impairment tests for all
subsidiaries. These resulted in a total impairment loss of
SEK 135.6m, primarily in the foreign subsidiaries Exergy,
Helbio and AccaGen.

Personnel

The Group’s personnel costs during the financial year were
SEK114.8m (97.1) and the overall number of employees at
the end of the period was 246 (170), an increase of 44.7 per-
centin comparison with the same period during the previ-
ous financial year.

Guidelines on the Setting of Salaries and Other Com-
pensation to the Chief Executive Officer and Other
Members of Senior Management

The 2008 Annual General Meeting adopted a set of princi-
ples for compensation and other employment terms for
senior management. A description of the principles used



during the financial year is found in Note 13 on page 63 of
this annual report. The complete text of the resolution
from the 2008 AGM is available at www.morphic.com.

The Board’s proposal to the AGM 2009 for guidelines on
the setting of salaries and other compensation to the Chief
Executive Officer and other members of Group manage-
ment is presented in the following.

The basic principle is that the company should seek to
offer its senior executives a market-based compensation
package. Compensation should be based on the impor-
tance of the tasks involved, and on the skills, experience
and performance requirements of each role. It should con-
sist of the following components: a fixed basic salary,
bonus, pension benefits and other benefits and terms and
conditions of termination. Bonuses are limited to 60 per-
cent of the fixed basic salary. Pension payments are made
inaccordance with the adopted pension plan. Under the
pension plan, the pension benefit corresponds to the ITP
occupational pension plan for salaries of up to 7.5 income
base amounts while salaries exceeding 7.5 income base
amounts entitle the beneficiary to a defined contribution
pension of 30 percent, secured through insurance, of that
partofhis or her fixed basic salary that exceeds 7.5 income
base amounts. The company applies aretirement age of 65
for senior management.

The Parent Company*

The parent company posts a loss after tax of SEK -334.3m
(-16.4). The increased loss is mainly due to writedowns of
SEK 318.8m on the parent company’s assets and interests
in subsidiaries. During the period the parent company
made investments in fixed assets totaling SEK 476m, of
which SEK 2.6m refers to patents and SEK 0.9m refers to
tangible fixed assets. The remaining SEK 472.5m refers to
investments in the subsidiaries. At the balance sheet date
cash and cash equivalents in the parent company were
SEK 83.4m (92.0). The equity/assets ratio was 98.2 percent
96.8).

Risk Factors

Morphicis aninternational group and is therefore
exposed to various risks in its day-to-day operations.
Operational risks are managed primarily at subsidiary
company level. The Group functions - HR, Communica-
tion, IT, Purchasing, Finance and Business Development -
manage and coordinate risks in their respective areas. The
management and coordination of financial and insurable
risks is primarily handled by the Finance function.

The purpose of the following description of the risk situ-
ation is partly to provide a picture of the risk environment
in which Morphic Technologies operates and partly to
show how the Company works to minimize the negative
effects of the risks. The risks are not listed in order of
importance and the description does not purporttobe
complete.

Developing new products in entirely or partly new mar-
ketsis always associated with risks, both internal and
external. The internal challenges include organization-
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building, the ability to choose the right production and
marketing strategy and the ability to manage growth. The
most significant external risks include the risk of a general
delay in the market introduction of fuel cells and a risk of
subcontractors not having sufficient capacity and being
unable to deliver. There are also risks related to the liquid-
ity of trading in the Company’s shares. On top of this, there
are also risks associated with the funding of the business.

Operational Risks

Personnel

Morphic has existed since 1999. Access to skilled person-
nel constitutes a risk factor, since Morphic competes for
personnel in professional categories that are of limited
size. Moreover, access to qualified technical personnel in
Orebro and the county of Virmland is relatively limited.
This puts strong pressure on management to create a
workplace thatis able to attract skilled personnel. To limit
the risk of defections in the long term while attracting new
personnel, Morphic strives to offer, in addition to competi-
tive salaries, a stimulating and inspiring work environ-
ment, and to regularly introduce incentive schemes for
employees.

Suppliers

The largest single supplier to Morphic is WinWinD, which
delivers the core technology for DynaWind’s wind tur-
bines. In the event that WinWinD were to be unable to pro-
vide the required capacity, Morphic would be free to
choose other external suppliers if required. There is arisk,
however, that strong general demand will lead to a short-
age of components.

Contractual Risks

Morphic has concluded agreements with several parties
and willin alllikelihood conclude further agreements in
future. Although considerable resources are devoted to
ensuring that the Company signs agreements of high legal
quality, there is always a risk that it may fail to conclude
agreements of sufficient quality or fail to protect itself
againstbreaches of contractin a way that is acceptable for
the Company.

Intellectual Property Rights and Disputes

Asarule, Morphic applies for protection of intellectual
property rights for inventions, company names, brands
and other intellectual property rights. However, there is
always arisk that competitors will, intentionally or unin-
tentionally, encroach upon Morphic’s rights. If this should
happen, there is arisk that the Company will be unable to
fully assertits rights in a court process, which could have a
negative impact on earnings.

Customer Dependence

Morphic’s turnover currently derives from alimited num-
ber of customers. The Company’s turnover and earnings
would be hit relatively hard in the event that a major cus-
tomer becomes insolvent or chooses another supplier.
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Technological Development and Production Risks
Extensive research and technological development is
being conducted in all areas. If the Company should fail to
develop and launch products and /or services based on the
R&D work it has conducted so far, there is arisk that the
value of the Company’s production facilities would have to
be written down further. Inits business the Company is
dependent on a functioning production chain. If this chain
should break, there is arisk that this would affect the Com-
pany’s opportunities to retain and attract customers.

Product Liability
Any errors in Morphic’s products could entail a liability to
pay damages.

Market-specific Risks

The subsidiaries in the Morphic Group operate in different
markets with different customer segments and often dif-
ferentunderlying driving forces. This means that market-
specific risks differ from one segment to another.

Wind Power

Raw Material Prices

One of the single largest production-related risks concerns
the development of the price of steel. The towers for the
wind turbines are made from steel, which means that steel
market developments could affect the results.

Electricity Prices

The development of the Wind and Hydroelectric Power seg-
mentis to alarge degree dependent on the development of
the price of electricity and on laws and regulations govern-
ing the energy market. For example, the high electricity
prices of recent years have benefited wind power-generated
electricity. A significantly lower electricity price would
make wind power-generated electricity less profitable. In
the longer term this could lead to lower demand. A tempo-
rarily lower electricity price could prompt wind power cus-
tomers to delay new investments in wind turbines.

Access to Components and Delivery Delays

The Company aims to grow by selling high-quality wind
turbines with relatively short delivery times. Quality,
delivery security and the ability to generate revenues are
crucial parameters. To achieve its goal, the Company has
invested in a tower factory that has raised production
capacity by a factor of ten. In this segment the limitation is
not on the demand side, but depends on delivery capacity.
The component that has until now constituted the main
limitation on delivery capacity is blades for the rotor. As
the market opportunities greatly exceed the Company’s
delivery capacity, the Company has taken measures to
increase capacity together with its subcontractors. There
is arisk that the supply of blades will limit the Company’s
ability to deliver as planned.

Product Liability

The manufacture and installation of wind turbines are
subject to a series of certifications and controls thatare
designed to prevent, as far as possible, any errors in the
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construction, in materials or in the manufacturing process
and thereby ensure the reliability of the products. There is
still arisk that errors will pass the controls or that controls
are inadequately performed or designed. There is also a
risk that external conditions that are beyond anyone’s con-
trol or ability to predict may cause reliability problems or
failures. Responsibility in case of such disruptions will
depend on the circumstances of each individual case, but
may fall on the Company, subcontractors, the customer or
another party.

Competition

Asregards the wind power business, competition in the
Swedish market is limited to a small number of players.
There is arisk that more players will seek to establish
themselves in Sweden and thereby affect the Company’s
ability to retain a high market share. Moreover, DynaWind
isanew player and WinWinD’s wind turbines are rela-
tively new on the market. There is arisk that customers
will prefer to choose an established supplier with along
history.

Flow Plates

Delays at Morphic’s Customers

The Company’s sales are dependent on the Company’s cus-
tomers commence the development of their introduction
onto the market of fuel cell products. Delays at the Com-
pany’s customer sites relating to market introductions of
fuel cell products therefore constitutes one of the principal
operating risks. Delays at customer sites may be market-
based and technology-based. The timing and choice of the
geographical area for market introductions constitute a
significant part of the Company’s customers’ strategies. As
always when new technology is being introduced, there
may be teething problems or delays which are difficult to
predict at present.

Competition

In the fuel cell business the main competition comes from
other methods of production, including etching and mill-
ing. The Company’s competitors are mainly established,
large component manufacturers which are able to com-
pete, despite using a markedly inferior production process,
thanks to their size and lengthy experience of volume pro-
duction of components.

The Company estimates that its patents and the continu-
ous development of its own production process constitute
asignificant competitive advantage in relation to estab-
lished component manufacturers.

Ship Propulsion

Customer Dependence

Aerodyn AB is dependent on the development of the inter-
national shipping and shipbuilding market. A decrease in
shipbuilding could have a negative impact on the develop-
ment of the business. The ship propulsion business is
global, and Morphic is competing with a large number of
players.



Raw Material Prices

Rising prices for stainless steel and bronze, primarily, are
increasing the Company’s raw materials purchasing costs,
butsince the Company’s products are priced individually
onaper-order basis, this will not affect the Company’s
margins. On the other hand, rising commodity prices
increase the cost of building new ships, creating a risk of
falling demand for the Company’s products.

Components

New Manufacturing Process

Cell Impact’s manufacturing process is relatively new on
the market. Its advantages for the manufacture of flow
plates are evident, but it may prove more difficult to estab-
lish the process for other components. There is also arisk
that customers will prefer to stick to an existing process,
despite the benefits provided by the Company’s offer.
There is also arisk that the work of demonstrating the
benefits of the process to potential customers will take
longer than expected.

Electricity Prices

The business operation linked to hydro power is depen-
dent on the market’s continued desire to improve the per-
formance of existing hydroelectric power plants. A lower
electricity price could postpone such investments.

Competition

Contract production of heavy components and hydro
power components for the Scandinavian market has alim-
ited number of competitors, since local production is pre-
ferred. For contract production of small components, the
competition consists of established manufacturing pro-
cesses in a global market.

Energy Technology

New Product

Morphic’s energy systems are sold in a new and changing
market. There is arisk that selling and establishing the
systems in the market will take longer than expected due
to difficulties in choosing the right types of customers in
the initial phases. As always when introducing new tech-
nology, teething problems or delays may also occur that
are difficult to predict at present.

Financial Risks

The main financial risks comprise the Company’s limited
resources, tax risks and risk related to the liquidity of the
shares. In addition to the risks listed below, the main
financial risks and how these are managed are described
in Note 4 on page 58.

Liquidity Risk (Shares)

Asregards Morphic’s shares, there is arisk that turnover
may vary during certain periods and that the spread
between bid and offer prices is large from time to time. The
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liquidity of Morphic’s shares can be affected by anumber
of different internal and external factors. Internal factors
include announcements of the takeover of new companies,
new products, technological shifts, quarterly variations in
the Company’s operating profits and changes in earnings
and revenue forecasts. External factors include general
economic conditions, economic downturns and other fac-
tors that are notrelated to the development of the Com-
pany’s business. Fluctuations in those markets where
Morphic conducts operations could also have a significant
impact on the Company’s share price.

Market Growth

The rapid expansion primarily in the wind power, fuel cell
and energy technology fields may require relatively large
investments. If the Company fails to obtain finance or to
use its resources in the optimum way, this could have a
negative impact on the Group.

Tax Risks

In connection with issuing warrants to the Group’s
employees, Morphic has commissioned a valuation of
these warrants that has been used as a basis for pricing. If
the tax authority were to decline to accept the valuation,
this could resultin tax penalties and an obligation on Mor-
phic to pay employer contributions.

Political Risks

Investments in technology for electricity production do
not differ financially from other investments - the investor
strives to achieve as high areturn as possible at a given risk
level. Since production costs differ between different
sources of energy, and since electricity prices are set on the
Nordic electricity market Nord Pool, investments — in the
absence of subsidies — will primarily be made in sources of
energy that can display a relatively low cost per kWh of
electricity produced.

Wind power, one of Morphic’s principal markets, nor-
mally costs SEK 0.40 to SEK 0.60 per kWh to produce,
making it expensive in relation to other types of energy. If
the price of electricity falls below SEK 0.40 per kWh, wind
power would even be unprofitable. In all years except 2006
the average price on Nord Pool has been below this level.
The price per kWhin the years 2007,2006,2005 and 2004
was SEK 0.26,0.45,0.28 and 0.26, respectively. In early
2008 it was about SEK 0.45 per kWh.

To increase the share of electricity generated from
renewable energy sources, many European countries have
introduced economic support systems to promote such
production. Sweden has a system of electricity certificates.
The electricity certificate system came into force on May 1,
2003 and replaced the previous government investment
and operating grants for wind power, solar electricity, bio-
power, including peat, and small-scale hydroelectric
power. The system is market-based and creates competi-
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tion among different types of renewable energy. Consum-
ersof electricity are legally required to buy electricity cer-
tificates corresponding to a certain share (quota) of their
electricity consumption. Producers of electricity receive
one electricity certificate for each MWh of electricity they
produce.

To compare the costs for electricity from wind power
with other energy sources, the factors on which the analy-
sisisbased need to be the same. The cost of wind-gener-
ated electricity must thus be compared with the cost of
electricity generated from other, new energy-producing
technologies. Comparisons cannot be made with nuclear
or coal power plants that have been operating for many
years, since in this case the initial investment will already
have been paid off.

Instead of taxing these energy sources on the basis of
the external costs that they give rise to, the Swedish gov-
ernment has opted to offer assistance to renewable types of
energy to compensate for the fact that they do not give rise
to large external costs. If the cost of producing electricity
is calculated without taking account of taxes and grants,
the cost of wind power is about SEK 0.40/kWh, whichisa
few hundredths of a Swedish krona more than electricity
from a combined cycle gas turbine plant and new hydro-
electric power plant.

If taxes and subsidies are included, wind power is cur-
rently the second cheapest way to produce electricity after
waste-based power plants. From this perspective, it is thus
cheaper to produce electricity from new facilities using
wind power than to use coal power, for instance.

A reduction in or abolition of government subsidies,
such as the electricity certificate system, could lead to a
reduction in demand for the Company’s products. Morphic
continuously monitors developments in the energy mar-
ket. Itis management’s absolute conviction that, in the lon-
ger term, electricity from renewable types of energy, with
or without subsidies, will constitute areal alternative to
fossil-based forms of energy. The development of infra-
structure for hydrogen is also partially dependent on gov-
ernment subsidies and support, and there is also a poten-
tial risk that politicians and business will fail to work
together to ensure the continued development of the tech-
nology. However, developments in last few years indicate
that this is not the case.

Other Risks

Apartfrom operational, financial and insurable risks,
thereis also the risk that management, the Board of Direc-
tors or shareholders will not receive the correct informa-
tion to enable them to make the right decisions in different
situations, or that they do not receive information at the
right time. Morphic therefore works continuously to guar-
antee the quality of its internal as well as its external finan-
cial reporting. Other risks that the Group is exposed to
include fire, traditional insurance risks and theft.
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Outlook
Inthe financial year 2009 the Group will have a partially
new focus and structure.

The significant investment in wind power highlighted
by the acquisition of ScanWind just under a year ago has
proved much too costly. Developing this business will
require financial partners. The global financial crisis,
which hit us with full force in fall 2008, has compelled us
to abandon our ambition of becoming a significant player
in this very capital-intensive field and instead focus on
working as a partner with the wind power industry in find-
ing new, efficient solutions for producing and storing clean
electricity.

Inlate 2008 we initiated a process aimed at selling our
wind power business, either in whole or in parts. This
work is currently under way and the goal is to find a solu-
tion during 2009.

We have also initiated processes aimed at divesting or
winding up non-core operations that are not strategically
important or expected to generate positive cash flows in
the next five years. In April 2009, after the end of the finan-
cial year, the automation technology company Dynamis
ABwassold.

A successful sale of the wind power business will give
Morphic the financial resources it needs to develop its
remaining operations as well as capacity for continued
investments in related areas offering potential synergies
for amarket that will be accessible in the near term.

A strong focus on liquidity in the Group is necessary to
secure our future. Costs need to be cut while ensuring that
the conditions for our continued development remain
intact. This is a big challenge but we are confident that we
will rise to it.

Throughout the Group there is a strong will to succeed.

In the last few months we have seen a growing interest
in our products in Morphic Fuel Cells, where a growing
order book is expected to gradually increase volumes and
improve profitability.

Morphic has previously published financial targets for
consolidated turnover and other key figures in 2012. How-
ever, the consequences of the financial crisis have been so
extensive that the Board has chosen not to define along-
term financial target at present.

Appropriation of Retained Earnings
The shareholders are asked to decide on the
appropriation of the following earnings (SEK ‘000):

Accumulated deficit -101,638
Share premium account 1,036,781
Loss for the year -334,312
Group contributions received 11,545

612,376

The Board of Directors and Chief Executive Officer
propose that the parent company’s retained earnings of
SEK 612,375,866 should be carried forward.



Financial Statements

Consolidated Income Statement

May 1, 2008- May 1,2007-
SEK ‘000 Note Dec 31,2008 Apr 30,2008
Operating income etc 6,7,8
Net turnover 310,218 356,651
Change in inventories -23,404 15,135
Capitalized production costs 7,309 4,770
Other operating income 7,11 34,031 9,083
Total income etc 328,154 385,639
Operating costs
Purchase of goods and services -254,450 -267,861
Other external costs 9,10 -84,473 -94,258
Personnel costs 13 -114,761 -97,060
Depreciation, amortization and impairment
of tangible fixed assets and intangible assets -215,091 -29,380
Other operating costs 11 -7,173 -3,978
Total operating costs -675,948 -492,537
Operating loss -347,794 -106,898
Profit/loss from financial investments
Financial income 15 23,866 10,412
Financial expenses 16 -11,016 -3,701
Total profit from financial investments 12,850 6,711
Loss after financial items -334,944 -100,187
Income tax 17 28,107 2,468
Loss for the year -306,837 -97,719
Attributable to:
Parent company shareholders -301,892 -95,612
Minority interest -4,945 -2,107

-306,837 -97,719

Earnings divided by weighted average no. of shares
before and after dilution (SEK) 18 -1.46 -0.65
Weighted average number of shares during period 207,353,552 147,149,682
Total no. of shares at end of period 327,744,044 150,772,022

For comparison figures for the corresponding period the previous year (8 months), see Note 48.
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Parent Company Income Statement

e e
May 1, 2008 May 1, 2007~

SEK ‘000 Note Dec 31,2008 Apr 30,2008

e e

Operating income etc 2,7,46

Net turnover 440 220
Other operating income 7,11 21 43
Total income etc 461 263
Operating costs 47

Purchase of goods and services -319 -275
Other external costs 9,10 -20,182 -26,443
Personnel costs 13 -23,465 -18,010
Depreciation, amortization and impairment

of tangible fixed assets and intangible assets -2,692 -2,186
Other operating costs -23 -63
Total operating costs -46,681 -46,977
Operating loss -46,220 -46,714

Profit/loss from financial investments

Impairment of interests in subsidiaries 47 -318,823 —
Other interest income and similar items 15 28,285 17,518
Interest expense and similar items 16 -2,044 -439
Total profit/loss from financial investments -292,582 17,079
Loss after financial items -338,802 -29,635
Tax on profit for the year 17 4,490 5,641
Loss for the year -334,312 -23,994

For comparison figures for the corresponding period the previous year (8 months), see Note 48.
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Consolidated Balance Sheet

L ]}
SEK ‘000 Note Dec 31,2008 Apr 30,2008

Assets

Fixed assets

Intangible assets

Capitalized costs for research and

development and similar work 20 261,699 175,330
Franchises, patents and similar 21 57,730 53,673
Goodwill 22 114,876 126,281
Total intangible assets 434,305 355,284
Tangible fixed assets

Buildings and land 23 41,606 21,653
Machinery and other technical plant 24 94,114 98,508
Equipment, tools and installations 25 56,357 21,092
Current new plant and advance payments

relating to tangible fixed assets 26 9,768 7,430
Total tangible fixed assets 201,845 148,683
Financial fixed assets

Available-for-sale financial assets 27 — 457
Deferred tax asset 17 — 33
Derivatives 28 — 698
Deposits 29 535 849
Frozen assets 30 e 6,800
Total financial fixed assets 535 8,837
Total fixed assets 636,685 512,804
Current assets

Inventories etc

Inventories 31 10,386 3,872
Work in progress on behalf of third parties 32 21,867 34,008
Advances for goods and services 78,900 13,617
Total inventories etc 111,153 51,497
Current receivables

Trade receivables 33 137,854 81,799
Receivables from buyers of construction contracts 6 51,284 16,017
Other current receivables 21,574 13,371
Derivatives 28 10,107 918
Prepaid expenses and accrued income 34 16,937 21,638
Total current receivables 237,756 133,743
Frozen assets 30 101,179 102,522
Cash and cash equivalents 35 124,967 146,101
Total current assets 575,055 433,863
Total assets 1,211,740 946,667
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Consolidated Balance Sheet
I e e
SEK ‘000 Note Dec 31,2008 Apr 30,2008

Equity and liabilities

Shareholders’ equity 36

Capital and reserves attributable
to parent company shareholders

Share capital 13,110 6,031
Other contributed capital 1,338,944 844,536
Other reserves 2,209 3,182
Accumulated deficit -245,428 -148,977
Loss for the year -301,892 -95,612
Minority 51,942 16,056
Total shareholders’ equity 858,885 625,216

Long-term liabilities

Liabilities to credit institutions 37 49,567 54,827
Other long-term liabilities 1,000 1,030
Provision for deferred tax 70,249 50,012
Total long-term liabilities 120,816 105,869
Current liabilities

Other provisions 38 6,243 687
Liabilities to credit institutions 37,39 15,699 10,196
Trade payables 40 59,832 57,169
Advances from customers — 15,669
Current tax liabilities 2,532 22
Liabilities to customers under construction contracts 6 75,797 91,889
Derivatives 28 2,302 435
Other current liabilities 36,678 12,670
Accrued expenses and deferred income 41 32,956 26,845
Total current liabilities 232,039 215,582
Total equity and liabilities 1,211,740 946,667
Assets pledged as security 42 235,388 234,730
Contingent liabilities 43 26,855 25,131
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Parent Company Balance Sheet
L' ________________________________________________|
SEK ‘000 Note Dec 31,2008 Apr 30,2008

Assets

Fixed assets

Intangible assets

Capitalized costs for research and development

and similar work 20 738 1,320
Patents and similar 21 7,555 6,997
Total intangible assets 8,293 8,317
Tangible fixed assets

Equipment, tools and installations 25 1,681 346
Current new plant and advance payments relating

to tangible fixed assets 26 — 486
Total tangible fixed assets 1,681 832

Financial fixed assets

Interests in Group companies 47 210,813 232,041
Receivables from subsidiaries 527,560 320,525
Other long-term securities holdings — 457
Other long-term receivables — 6,862
Total financial fixed assets 738,373 559,885
Total fixed assets 748,347 569,034
Current assets

Current receivables

Receivables from Group companies 17,277 1,459
Tax assets 115 155
Other current receivables 996 2,336
Prepaid expenses and accrued income 34 9,498 7,210
Total current receivables 27,886 11,160
Frozen assets 30 76,803 101,632
Cash and bank balances 35 83,427 92,033
Total current assets 188,116 204,825
Total assets 936,463 773,859
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Parent Company Balance Sheet

L ]}
SEK ‘000 Note Dec 31,2008 Apr 30,2008

Equity and liabilities

Shareholders’ equity 36

Restricted equity

Share capital 13,110 6,031
Statutory reserve 291,892 291,892
Employee stock options 2,209 —
Total restricted equity 307,211 297,923

Non-restricted equity/Accumulated deficit

Accumulated deficit -90,093 -77,644
Share premium account 1,036,781 552,648
Loss for the year -334,312 -23,994
Total non-restricted equity/Accumulated deficit 612,376 451,010
Total shareholders’ equity 919,587 748,933
Provisions

Other provisions 38 179 —
Total provisions 179 0

Current liabilities

Trade payables 2,501 4,985
Liabilities to subsidiaries 94 12,715
Other current liabilities 833 649
Accrued expenses and deferred income 41 13,269 6,577
Total current liabilities 16,697 24,926
Total equity and liabilities 936,463 773,859
Assets pledged as security 42 75,533 108,223
Contingent liabilities 43 208,138 224,628
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Consolidated Cash Flow Statement

May 1, 2008~ May 1,2007-
w
Operations
Operating activities
Operating loss before financial items -347,794 -106,898
Depreciation and amortization 47,251 29,248
Other items not affecting liquidity 44 172,849 97
-127,694 -77,553
Interest received 8,788 10,412
Interest paid -6,887 -3,701
Income tax paid 3,084 -1,133
Cash flow from operations
before changes in working capital -122,709 -71,975
Increase/decrease in inventories -42,474 -1,799
Increase/decrease in receivables -81,165 4,077
Increase/decrease in current liabilities -13,888 30,834
Cash flow from operating activities -260,236 -38,863
Investing activities
Investments in intangible assets -22,432 -12,052
Investments in tangible fixed assets -18,332 -57,319
Tangible fixed assets sold — 2,991
Investments in subsidiaries 45 -228,237 -205,159
Investments in other financial fixed assets — -8,262
Increase in short-term financial investments 19,480 -18,381
Cash flow from investing activities -249,521 -298,182
Financing activities
Issue of new shares 491,212 261,927
Loans received — 51,516
Repayment of loans -8,092 -16,993
Increase/decrease in current financial liabilities 5,503 233
Cash flow from financing activities 488,623 296,683
Cash flow for the year -21,134 -40,362
Cash and cash equivalents at beginning of year 146,101 186,463
Cash and cash equivalents at year-end 35 124,967 146,101
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Parent Company Cash Flow Statement
I s E——

May 1, 2008~ May 1,2007-
w
Operating activities
Operating loss before financial items -46,220 -46,714
Depreciation and amortization 1,226 2,167
Other items not affecting liquidity 3,675 19
-41,319 -44,528
Interest received 28,285 17,518
Interest paid -2,044 -439
Cash flow from operations
before changes in working capital -15,078 -27,449
Increase/decrease in receivables -691 -23,008
Increase/decrease in current liabilities -8,050 19,703
Cash flow from operating activities -23,819 -30,754
Investing activities
Investments in intangible assets -2,570 -1,555
Other financial items — -17,490
Investments in tangible fixed assets -947 -582
Tangible fixed assets sold — 730
Investments in subsidiaries -497,311 -315,448
Investments in other financial fixed assets 24,829 -6,801
Cash flow from investing activities -475,999 -341,146
Financing activities
Issue of new shares 491,212 261,926
Repayment of loans — -31
Group contributions received/paid — 20,147
Cash flow from financing activities 491,212 282,042
Cash flow for the year -8,606 -89,858
Cash and cash equivalents at beginning of year 92,033 181,891
Cash and cash equivalents at year-end 35 83,427 92,033
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Consolidated Statement of Changes in Equity

FINANCIAL STATEMENTS

Other Total share-

contributed Other Accumulated Minority holders’
SEK ‘000 Note Share capital capital reserves deficit interest equity
I e Oy
Opening balance May 1, 2007 5,470 583,170 -402  -147,111 — 441,127
Translation reserve — — 3,182 — — 3,182
Tax effect of Group contributions — — — -1,435 — -1,435
Cash flow hedges — — 402 — — 402
Other adjustments
in foreign Group companies — — — -431 -465 -896
Total transactions
recognized directly in equity — — 3,584 -1,866 -465 1,253
Loss for the year — — — -95,612 -2,107 -97,719
Total recognized income
and expenses — — — -95,612 -2,107 -97,719
Acquisition of businesses — — — — 18,628 18,628
Issue of new shares 561 261,366 — — — 261,927
Shareholders’ equity at
Apr 30,2008 36 6,031 844,536 3,182 -244,589 16,056 625,216
Opening balance May 1, 2008 6,031 844,536 3,182 -244,589 16,056 625,216
Translation reserve — — 6,412 — 6,499 12,911
Other adjustments
in foreign Group companies — — — -158 — -158
Employee stock option scheme — — — 2,209 — 2,209
Total transactions
recognized directly in equity - - 6,412 2,051 6,499 14,962
Loss for the year — — —  -301,892 -4945 -306,837
Total recognized income
and expenses — — — -301,892 -4,945 -306,837
Acquisition of businesses — — — — 34,332 34,332
Issue of new shares 7,079 484,133 — — — 491,212
Shareholders’ equity at
Dec 31,2008 36 13,110 1,328,669 9,594 -544,430 51,942 858,885
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Parent Company Statement of Changes in Equity

Share Total share-
Statutory premium Accumulated holders’
SEK ‘000 Note Share capital reserve account deficit equity
Opening balance May 1, 2007 5,470 291,892 291,281  -87,026 501,617
Loss for the year — — — -23,994 -23,994
Adjustment for Group contributions
relating to previous years — — — -3,689 -3,689
Tax effect of adjustment for Group
contributions received — — — -1,435 -1,435
Group contributions — — — 20,147 20,147
Tax effect of Group contributions — — — -5,641 -5,641
Issue of new shares 561 — 261,367 — 261,928
Closing balance Apr 30,2008 36 6,031 291,892 552,648 -101,638 748,933
Opening balance May 1, 2008 6,031 291,892 552,648 -101,638 748,933
Loss for the year - — —  -334,312 -334,312
Group contributions — — — 16,035 16,035
Tax effect of Group contributions — — — -4,490 -4,490
Issue of new shares 7,079 — 484,133 — 491,212
Employee stock options — — — 2,209 2,209
Closing balance Dec 31,2008 36 13,110 291,892 1,036,781 -422,196 919,587
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Notes

NOTE 1
]
Morphic Technologies AB (publ) (parent company, organiza-
tion number 556580-2526) and its companies (collectively,
the “Group”) is a growing Swedish engineering group operat-
ing in the areas of flow plates, fuels cells, electrolyzers,
reformers, propulsion, wind power, automation technology
and component production. The Group has offices in Karl-
skoga, Skidnninge, Filipstad and Kristinehamn in Sweden,
Patra (Greece), Bologna (Italy), Lugano (Switzerland), and
Trondheim (Norway).

The parent company is a limited liability company domi-
ciled in Sweden with registered office in Karlskoga.

The address of the head office is Gammelbackavigen 6,
Karlskoga, Sweden.

The parent company is listed on the OMX Nordic
Exchange Stockholm.

The present consolidated financial statements were
approved for publication by the Board of Directors of Morphic
Technologies AB (publ) on April 29, 2009.

The income statement and balance sheet will be presented
for approval to the AGM on May 27, 2009.

NOTE 2

The consolidated financial statements have been prepared in
accordance with the Swedish Annual Accounts Act, the
International Financial Reporting Standards (IFRS), as
adopted by the European Commission, and the interpreta-
tions of the International Financial Reporting Interpreta-
tions Committee (IFRIC). Recommendation RFR 1.1 Supple-
mentary Accounting Rules for Corporate Groups of the
Swedish Financial Accounting Standards Council has also
been applied.

The consolidated financial statements have been prepared
using the cost method. Preparing financial statements in
compliance with IFRS requires the use of important account-
ing estimates. Management is also required to make certain
assessments in applying the company’s accounting policies.
Areas that are deemed to be complex or that are of material
significance for the consolidated financial statements are
described in Note 5.

(a) Amendments of Existing Standards that Entered into
Force in 2008

IAS 39 (Amendment) and IFRS 7 (Amendment) Reclassifica-
tion of Financial Instruments (applies from July 1, 2008). The
amendment of IAS 39 gives companies the option of reclassify-
ing financial assets held for trading under certain circum-
stances. The amendment is not obligatory and is expected to
mainly affect banks and similar enterprises. The Group does
not apply the amendment to IAS 39 and IFRS 7 (Amendment).

(b) Interpretations that Entered into Force in 2008*
IFRIC 14** TAS 19 - The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction.
IFRIC 14 provides guidance for assessing the limit in TAS 19
used in valuing a defined benefit asset. It also explains how
the defined benefit asset or liability can be affected by a simi-
lar obligation relating to a minimum funding requirement.
This interpretation has no impact on the Group’s financial
statements, since there are no defined benefit assets in any of
the Group’s pension plans and because these plans do not
place any minimum funding requirements on the Group.
IFRIC 11, IFRS 2 - Group and Treasury Share Transactions
relates to share-based transactions using treasury shares or
involving Group companies (e.g. options on parent company
shares). IFRIC 11 provides guidance on how such transac-
tions should be accounted for as share-based payments that
are settled through equity instruments or cash in the sepa-
rate financial statements for the parent company and other
affected Group companies. This interpretation has no impact
on the Group’s financial statements.

(c) Standards and Amendments Applied in Advance by
the Group

IFRS 8 Operating Segments was applied in advance in 2008.
IFRS 8 replaces IAS 14 Segment Reporting. Under the new
standard, segment information must be presented from the
point of view of management, which means that it should be
presented in the same way as in the company’s internal report-
ing. For the Group this has led to an increase in the number of
reported segments. In addition, segments are reported in a
way that is more consistent with the internal reports submit-
ted to the most senior executive. Since management divides
goodwill into groups of cash-generating units at segment
level, the change in respect of segments for which disclosures
must be made required a reallocation of SEK 80,164,000
(68,564,000) in goodwill from the operating segment Energy
Technology to the newly identified operating segments Fuel
Cells, Electrolyzers and Fuel Processing. A number of other
segments have simply been renamed, see Note 22. The reallo-
cation has not resulted in any impairment of goodwill but the
impairment tests made required impairment charges in the
above-mentioned segments. Comparison figures for 2007/08
have been restated to reflect the new segment structure.

(d) Interpretation that is Obligatory for 2008 but is

Not Relevant for the Group

The following interpretation* of existing standards is obliga-
tory for financial years beginning on January 1, 2008 or later
but is not applicable to the Group’s operations.

¢ IFRIC 12* Service Concession Arrangements.

(e) Standards, Amendments and Interpretations of Existing
Standards Where the Amendment Has Not Yet Entered into
Force and Has Not Been Applied in Advance by the Group
The following standards and interpretations of existing stan-
dards have been published and are obligatory for consoli-
dated financial statements for financial years beginning on
January 1, 2009 or later but have not been applied in advance:
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¢ IAS 23 (Amendment) Borrowing Costs (applies from Janu-

ary 1,2009). Under the amendment, borrowing costs that
are directly attributable to the acquisition, construction or
production of an asset that takes a substantial period of
time to get ready for its intended use or sale must be
included in the original cost of the asset. The alternative of
charging these borrowing costs to expense immediately
has been removed. The Group will apply IAS 23 (Amend-
ment) from January 1, 2009 but it is not currently relevant
for the Group.

IAS 1 (Revised) Presentation of Financial Statements
(applies from January 1, 2009). The revised standard pro-
hibits the passing of income and expense items (“non-
owner changes in equity”) in the report through changes
in equity. Instead, “non-owner changes in equity” must be
accounted for separately from changes in equity that refer
to transactions with shareholders. All non-owner changes
in equity must be reported either in a single statement (a
statement of comprehensive income) or in two statements
(a separate income statement and a statement of compre-
hensive income). If a company makes a retrospective
restatement or changes the classification of comparative
information it is required to present a restated balance
sheet as of the beginning of the comparative period on top
of the applicable requirement to present balance sheets at
the end of the relevant period and the comparative period.
The Group will apply IAS 1 (Amendment) from January 1,
20009. It is likely that it will present both a separate income
statement and a statement of comprehensive income.

IFRS 2 (Amendment) Share-based Payments (applies from
January 1,2009). The amended standard relates to vesting
conditions and cancellations. It clarifies that vesting con-
ditions refer only to service conditions and performance
conditions. Non-vesting conditions are another element of
share-based payments. This element must be taken into
account in establishing fair value at the allocation date for
transactions with employees and other parties that pro-
vide similar services. However, it does not affect the num-
ber of options that are expected to be earned or the valua-
tion of these after the date of allocation. All cancellations,
regardless of whether they are made by the company or by
other parties, must be treated in the same way in the finan-
cial statements. The Group will apply IFRS 2 (Amend-
ment) from January 1, 2009 but the standard is not
expected to have any material impact on the Group’s finan-
cial statements.

IAS 32 (Amendment)* Financial Instruments: Classifica-
tion and IAS 1 (Amendment) Presentation of Financial
Statements — Puttable Financial Instruments and Obliga-
tion Arising on Liquidation (applies from January 1, 2009).
Under the amended standards, redeemable financial
instruments and instruments, or portions of instruments,
which place an obligation on the company to transfer a
proportional share of the company’s net assets to another
party only upon liquidation should be classified as equity,
provided that the financial instruments have special char-
acteristics and meet certain conditions. The Group will
apply IAS 32 and IAS 1 (Amendment) from January 1, 2009
but this is not expected to have any impact on the Group’s
financial statements.

IAS 39 (Amendment)* Financial Instruments: Recognition
and Measurement - Eligible Hedged Items (applies from
July 1,2009). The amendment clarifies how existing poli-
cies for hedge accounting should be applied in two specific
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situations. It specifies when inflation can be identified as
the hedged risk in a financial instrument and how to
account for options that are used as hedge instruments.
The Group will apply IAS 39 (Amendment) from January 1,
2009 but this is not expected to have any impact on the
Group’s financial statements.

e IFRS1(Amendment)* First-time Adoption of IFRS and
TAS 27 Consolidated and Separate Financial Statements
(applies from January 1, 2009). The amendment relates to
the valuation of shareholdings in subsidiaries, jointly con-
trolled companies and associated companies upon transi-
tion to IFRS. It allows first-time adopters to use an
assumed cost, either fair value or the carrying amount in
accordance with previously reported accounting rules in
the separate financial statements. The amendment also
removes the definition of the cost method from IAS 27,
replacing it with a requirement that the owner report divi-
dends as revenues in its separate financial statements. The
Group will apply IFRS 1 (Amendment) from January 1,
2009, since all subsidiaries in the Group will be switching
to IFRS. This amendment has no impact on the Group’s
financial statements.

e TAS 27 (Revised)*, Consolidated and Separate Financial
Statements (applies from July 1, 2009). Under the revised
standard, the effects of all transactions with minority
shareholders must be recognized in equity if they do not
result in a change in the controlling influence and no longer
give rise to goodwill or gains and losses. The standard also
states that when a parent company loses its controlling
influence any remaining share must be restated at fair
value with any gain or loss recognized in the income state-
ment. The Group will apply IAS 27 (Revised) prospectively
for transactions with minority shareholders from January
1, 2010.

e IFRS 3 (Revised)* Business Combinations (applies from
July 1,2009). The revised standard still prescribes the pur-
chase method for business combinations, with some signifi-
cant changes. One is that all payments for the purchase of
abusiness are recognized at fair value at the date of acqui-
sition while subsequent contingent payments are classified
as liabilities, which are then revalued through the income
statement. For each acquisition the acquiring entity can
value the minority interest in the acquired business either
at fair value or at the minority shareholders’ proportional
share of the net assets of the acquired business. All acqui-
sition-related transaction costs must be charged to
expense. The Group will apply IFRS 3 (Revised) prospec-
tively for business combinations from January 1, 2010.

e IFRS 5 (Amendment)* Non-current Assets Held for Dis-
posal and Discontinued Operations (and the consequent
amendment of IFRS 1, First-time Adoption of IFRS)
(applies from July 1, 2009). The amendment is a part of
TASB’s annual improvement project, published in May
2008. It explains that all assets and liabilities of a subsid-
iary are classified as held for disposal if a plan for partial
disposal leads to a loss of controlling influence.

The necessary disclosures must be made about this subsid-
iary if the definition of discontinued operation is met. The
consequent amendment of IFRS 1 specifies that these
changes must be applied prospectively from the date of tran-
sition to IFRS. The Group will apply IFRS 5 (Amendment)
prospectively for partial disposals of subsidiaries from
January 1, 2010.



¢ IAS 23 (Amendment)*, Borrowing Costs (applies from Janu-

ary 1,2009). The amendment is a part of TASB’s annual

improvement project, published in May 2008. The defini-

tion of borrowing costs has been changed so that interest
expenses are calculated using the effective interest
method as defined in IAS 39 Financial Instruments: Rec-
ognition and Measurement. This eliminates the difference

between IAS 39 and IAS 23. The Group will apply IAS 23

(Amendment) in respect of capitalization of borrowing

costs, prospectively from January 1, 2009.

IAS 28 (Amendment)* Investments in Associates (and the

consequent amendments to IAS 32 Financial Instruments:

Classification and IFRS 7 Financial Instruments: Disclo-

sures) (apply from January 1, 2009). The amendment is a

part of IASB’s annual improvement project, published in

May 2008. An investment in an associated company is

treated as an individual asset in respect of impairment

tests and any impairment loss is not allocated to specific
assets included in the investment, such as goodwill. Rever-
sals of impairment losses are recognized as an adjustment
of the value of the investment to the extent that the recov-
erable amount of the associate is increased. The Group will
apply IAS 28 (Amendment) in testing for impairment of
investments in subsidiaries and to any consequent impair-

ment losses from January 1, 2009.

IAS 36 (Amendment)* Impairment of Assets (applies from

January 1,2009). The amendment is a part of IASB’s

annual improvement project, published in May 2008.

When fair value less selling expenses is calculated using

discounted cash flows, corresponding disclosures on the

calculation of value in use must be made. The Group will
apply IAS 28 (Amendment) and, where applicable, make
the necessary disclosures on impairment tests from

January 1, 2009.

TAS 38 (Amendment)* Intangible Assets (applies from Janu-

ary 1,2009). The amendment is a part of IASB’s annual

improvement project, published in May 2008. A prepay-
ment may only be recognized if payment has been made
before the Group has gained access to goods or before ser-

vices have been received. The Group will apply IAS 38

(Amendment) from January 1, 2009. This is not expected

to lead to any impairment losses.

IAS 19 (Amendment)* Employee Benefits (applies from

January 1, 2009). The amendment is a part of IASB’s

annual improvement project, published in May 2008.

- The amendment states that a change to a plan that
changes the extent to which promised benefits are
affected by future pay increases constitutes a reduction,
while a change in benefits relating to service during pre-
vious periods gives rise to a negative expense for service
during previous periods if it results in a reduction of the
present value of the defined benefit obligation.

- The definition of return on plan assets has been changed
so that administrative expenses for the plan are
deducted in calculating the return on plan assets only to
the extent that such expenses have been excluded from
the valuation of the defined benefit obligation.

- The distinction between short-term and long-term
employee benefits will be based on whether the benefits
fall due within or after 12 months from the time when
the employee’s services were performed.

- IAS 37 Provisions, Contingent Liabilities and Contingent
Assets requires disclosure, not recognition, of contingent
liabilities. IAS 19 has been amended to ensure conformity.
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The Group will apply IAS 19 (Amendment) from January 1,
20009.

IAS 39 (Amendment)* Financial Instruments: Recognition
and Measurement (applies from January 1, 2009). The
amendment is a part of TASB’s annual improvement proj-
ect, published in May 2008.

- This amendment explains that assets can move in and
out of the category designated at fair value through profit
or loss as a derivative for cash flow hedging or hedging of
anet investment begins or ceases to meet the require-
ments for hedge accounting.

- The amendment explains the relationship between the
definition of a financial asset or financial liability at fair
value through profit or loss and items held for trading. A
financial asset or liability which forms part of a portfolio
of financial instruments that are managed together and
for which there is a recent pattern of short-term profit-
taking must be included in the portfolio upon initial re-
cognition.

The current guidance on how to identify and document

hedges establishes that a hedge instrument must involve

a party outside the reporting unit and states that a seg-

ment can be an example of a reporting unit. This means

that if hedge accounting is applied at segment level, the
segment concerned is required to meet the requirements
for hedge accounting. The amendment uses the segment

example of segments so that TAS 39 agrees with IFRS 8

Operating Segments, which requires disclosures on seg-
ments based on the information that is provided to the
most senior executive. For the purposes of segment
reporting, each subsidiary currently identifies agree-
ments with the Finance Department as fair value or cash
flow hedges so that the hedges are recognized in the seg-
ment to which the hedged items belong. This conforms
with the information that is assessed by the most senior
executive. See Note 3.1 for further information. When
the amendment has entered into force the hedge will
continue to be accounted for in the segment to which the
hedged items belong (and on which information is pro-
vided to the most senior executive) but the Group will
not formally document and test this hedge relationship.
- When a new carrying amount is established for a debt
instrument, occurring when it ceases to be accounted for
as a fair value hedge, the amendment specifies that the
revised effective interest rate (calculated on the date
when hedge accounting ceases) should be used. The
Group will apply IAS 39 (Amendment) from January 1,
20009. This is not expected to have any impact on the
Group’s financial statements.
TAS 1 (Amendment)* Presentation of Financial Statements
(applies from January 1, 2009). The amendment is a part of
TASB’s annual improvement project, published in May 2008.
The amendment clarifies that certain, but not all, financial
assets and liabilities that have been classified as held for
trading pursuant to IAS 39 Financial Instruments: Recogni-
tion and Measurement constitute current assets and current
liabilities, respectively. The Group will apply IAS 39
(Amendment) from January 1, 2009. This is not expected to
have any impact on the Group’s financial statements.
There are a number of minor changes in IFRS 7 Financial
Instruments: Disclosures, IAS 8 Accounting Policies,
Changes in Accounting Estimates and Errors, IAS 10 Events
after the Balance Sheet Date, IAS 18 Revenue and TAS 34
Interim Financial Reporting, which are included in IASB’s
annual improvement project published in May 2008 (not
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addressed in the above). It is unlikely that the changes will
have any impact on the Group’s financial statements, and
they have therefore not been examined in detail.

¢ IFRIC 16 Hedges of a Net Investment in a Foreign Operation
(applies from October 1, 2008). IFRIC 16 clarifies the
accounting treatment of hedges of net investments. This
includes the fact that hedges of net investments refer to dif-
ferences in the functional currency, not the reporting cur-
rency, and that hedging instruments can be held by any
company within the Group. The requirements of IAS 21 The
Effects of Changes in Foreign Exchange Rates apply for the
hedged items. The Group will apply IFRIC 16 from January
1,2009. This is not expected to have any material impact on
the Group’s financial statements.

(f) Interpretations and Amendments of Existing Stan-

dards that Have Not Yet Entered into Force and that Are

Not Relevant for the Group’s Operations

The following interpretations and amendments of existing

standards have been published and are obligatory for the

Group for financial years beginning on January 1, 2009 or

later but are not relevant for the Group:

¢ IFRIC 13 Customer Loyalty Programs (applies from July 1,
2008)** IFRIC 13 states that when goods or services are
sold together with some form of incentive for customer
loyalty (e.g. loyalty points or free products), this consti-
tutes a multiple-elements arrangement. The compensation
received from the customer is divided among the various
elements of the agreement and is recognized at fair value.
IFRIC 13 is not relevant for the Group, since no Group
company has a loyalty program.

¢ TAS16 (Amendment)* Property, Plant and Equipment (and
the consequent amendment of IAS 7 Cash Flow State-
ments) (applies from January 1, 2009). The amendment is a
part of IASB’s annual improvement project, published in
May 2008. A company whose ordinary operations include
the leasing and subsequent sale of assets is required to rec-
ognize revenue from the sale of these assets in net turn-
over. For such assets the carrying amount is recognized in
the item inventories when the asset becomes an asset held
for sale. A consequent amendment of IAS 7 states that cash
flows arising from the purchase, lease and sale of such
assets are classified as cash flow from operating activities.
The amendment will not have any impact on the Group,
since there is no company in the Group whose ordinary
activities include the leasing and subsequent sale of assets.

e TAS 27 (Amendment)*, Consolidated and Separate Finan-
cial Statements (applies from January 1, 2009). The
amendment is a part of TASB’s annual improvement proj-
ect, published in May 2008. When an investment in a sub-
sidiary is recognized in accordance with TAS 39 Financial
Instruments: Recognition and Measurement, classified as
held for sale pursuant to IFRS 5 Non-current Assets Held
for Sale and Discontinued Operations, TAS 39 will continue
to be apply. The amendment will not have any impact on
the Group, since the Group applies the principle of recog-
nizing investments in subsidiaries at cost in the separate
financial statements of the owner company.

¢ IAS 28 (Amendment)* Investments in Associates (and the
consequent amendments to TAS 32 Financial Instruments:
Classification and IFRS 7 Financial Instruments: Disclo-
sures) (apply from January 1, 2009). The amendment is a
part of IASB’s annual improvement project, published in
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May 2008. When investments in associates are recognized
in accordance with IAS 39 Financial Instruments: Recog-
nition and Measurement some, but not all, of the disclo-
sures specified in IAS 29 must be made in addition to the
disclosures specified in IAS 32 Financial Instruments:
Classification and IFRS 7 Financial Instruments: Disclo-
sures. The amendment will not have any impact on the
Group, since the Group applies the principle of recognizing
associates in accordance with the equity method of
accounting in the consolidated financial statements.

IAS 29 (Amendment)* Financial Reporting in Hyperinfla-
tionary Economies (applies from January 1, 2009). The
amendment is a part of IASB’s annual improvement proj-
ect, published in May 2008. The standard has been
changed so that certain assets and liabilities are valued at
fair value rather than at cost. The amendment will not
have any impact on the Group, since none of the Group’s
subsidiaries or associates operate in hyperinflationary
economies.

IAS 31 (Amendment)* Interests in Joint Ventures (and the
consequent amendments of IAS 32 and IFRS 7) (applies
from January 1, 2009). The amendment is a part of TASB’s
annual improvement project, published in May 2008.
When an investment in a joint venture is recognized in
accordance with IAS 39 Financial Instruments: Recogni-
tion and Measurement some, but not all, of the disclosures
specified in TAS 31 must be made in addition to the disclo-
sures specified in IAS 32 Financial Instruments: Classifi-
cation and IFRS 7 Financial Instruments: Disclosures. The
amendment will not have any impact on the Group, since
there are no investments in joint ventures.

TAS 38 (Amendment)* Intangible Assets (applies from Janu-
ary 1,2009). The amendment is a part of IASB’s annual
improvement project, published in May 2008. The amend-
ment removes the formulation stating that there is “rarely
or never” a compelling case for using a depreciation
method that results in a slower rate of depreciation than
the straight-line method. The amendment will not have
any impact on the Group, since all intangible assets are
depreciated on a straight-line basis.

TAS 40 (Amendment)* Investment Property (and the con-
sequent amendments of TAS 16) (applies from January 1,
2009). The amendment is a part of IASB’s annual improve-
ment project, published in May 2008. The amendment
states that property that is built or exploited for future use
as an investment property should be accounted for in
accordance with TAS 40. When the fair value model is
applied such property is therefore valued at fair value.
However, if it is not possible to reliably measure the fair
value of an investment property in course of construction
the property is valued at cost until whichever occurs first
of the time when building work is completed and the time
when the fair value can be reliably measured. The amend-
ment has no impact on the Group, since the Group does not
have any investment properties.

TAS 41 (Amendment)* Agriculture (applies from January 1,
2009). The amendment is a part of IASB’s annual improve-
ment project, published in May 2008. The standard
requires the use of a market-based discount rate when fair
value is calculated based on discounted cash flows and
removes the prohibition on taking account of biological
transformation in calculating fair value. The amendment
will not have any impact on the Group, since the Group is
not engaged in agricultural activities.



¢ IAS 20 (Amendment)* Accounting for Government Grants
and Disclosure of Government Assistance (applies from
January 1, 2009). The benefit of a government loan carry-
ing a below-market interest rate is measured as the differ-
ence between the carrying amount upon initial recogni-
tion in accordance with IAS 39 Financial Instruments:
Recognition and Measurement and loan payments
received. The benefit is reported in accordance with IAS
20. The amendment will not have any impact on the Group,
since there are no government loans or other government
grants.
¢ The minor amendments* of IAS 20 Accounting for Govern-
ment Grants and Disclosure of Government Assistance, IAS
29 Financial Reporting in Hyperinflationary Economies,
IAS 40 Investment Property and IAS 41 Agriculture are
part of IASB’s annual improvement project, published in
May 2008 (not described above). The amendments have no
impact on the Group, as stated in the above descriptions.
IFRIC 15 Agreements for Construction of Real Estate
(applies from January 1, 2009). The interpretation explains
whether IAS 18 Revenue or IAS 11 Construction Contracts
should be applied for certain transactions. It is likely that
this will lead to the application of IAS 18 on more transac-
tions. IFRIC 15 is not relevant for the Group’s business,

since all revenues are reported in accordance with TAS 18.

¢ IFRIC 17 Distribution of Non-cash Assets to Owners
(applies for financial years beginning on July 1, 2009 or
later). IFRIC 17 provides guidance stating that a liability
relating to distributions of non-cash assets must be recog-
nized when the company has an obligation to its owners.
The liability is valued at fair value. When the liability is
settled, i.e. at the time of the dividend, the assets distrib-
uted to settle the liability should be restated at fair value.
The result of the restatement must be reported in the
income statement. IFRIC 17 also states that IFRS 5 Non-
current Assets Held for Sale and Discontinued Operations
is applicable for non-current assets that are available for
distribution. The Group will apply IFRIC 17 for distribu-
tions of non-cash assets and in cases where the dividend
payment is a mix of cash and non-cash assets, prospec-
tively from January 1, 2010.

* Still subject to the EU’s approval process.
** This interpretation became effective on July 1, 2008 but was
not approved by the EU until December 2008.

2.1 Consolidated Financial Statements
The consolidated financial statements comprise the parent
company and subsidiary companies.

Subsidiary Companies

Subsidiary companies are all those companies in which the
Group has the right to formulate financial and operational
strategies in a manner that is normally consistent with a share-
holding of more than half of the votes. Subsidiaries are
included in the consolidated financial statements as of the date
on which the controlling influence is transferred to the Group.
They are excluded from the consolidated financial statements
as of the date on which the controlling influence ceases.

The purchase method is used in accounting for the acqui-
sition of subsidiaries by the Group. The cost of an acquisition
is the fair value of all assets provided as compensation, issued
equity instruments and liabilities incurred or assumed at the
transfer date plus costs directly attributable to the acquisi-
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tion. Identifiable acquired assets and assumed liabilities and
contingent liabilities in the acquisition of a business are ini-
tially valued at fair value at the acquisition date regardless of
the size of any minority interest. The surplus consisting of
the difference between cost and fair value of the Group’s
share of identifiable acquired net assets is recognized as
goodwill. If the cost is less than fair value of the net assets of
the acquired subsidiary the difference is recognized directly
in the income statement.

Transactions, balances and internal profits in the Group
are fully eliminated.

Transactions with Minority Owners
The Group applies the policy of reporting transactions with
minority shareholders as transactions with third parties.

2.2 Foreign Currencies

Functional Currency and Reporting Currency

Items included in the financial statements for the various units
of the Group are valued in the currency used in the economic
environment in which each company primarily operates (func-
tional currency). In the consolidated financial statements
Swedish kronor (SEK) is used, which is the functional and
reporting currency of the parent company.

Transactions and Balance Sheet Items

Transactions in foreign currencies are translated to the func-
tional currency at transaction date exchange rates. Exchange
rate gains and losses arising from such transactions and upon
translation of monetary assets and liabilities in foreign cur-
rencies at balance sheet date exchange rates are recognized
in the income statement. The exception is when the transac-
tions constitute hedges and meet the conditions for hedge
accounting of cash flows, in which case any gains/losses are
recognized in equity.

Group Companies

Results and financial position for all Group companies (of

which none have a hyperinflationary currency as functional

currency) that have a different functional currency than the
reporting currency are translated to the Group’s reporting
currency as follows:

a) assets and liabilities for each of the balance sheets are
translated at balance sheet date exchange rates,

b) income and expenses for each of the income statements are
translated at the average exchange rate (unless this rate is
not a reasonable approximation of the cumulative effect of
the exchange rates applying at the transaction date, in
which case income and expenses are translated at the
transaction date exchange rate) and,

¢) all resulting exchange rate differences are accounted for as
a separate part of equity.

Upon consolidation, exchange rate differences arising from
the translation of net profits in foreign operations and from
borrowing and other currency instruments identified as
hedges of such investments are transferred to equity.

Goodwill and fair value adjustments arising from the
acquisition of a foreign business are treated as assets and
liabilities in this business and translated at the balance sheet
date exchange rate.
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Average rate

Closing rate, May 1,2008-

Exchange rates Dec 31,2008 Dec 31,2008
I E—

EUR 10.94 9.82
JPY 8.60 6.67
CHF 7.35 6.28
NOK 110 1.17*

* The average NOK rate refers to the period August 1,2008-
December 31, 2008, when the Norwegian company was con-
solidated in the Group.

2.3 Income

The Group recognizes income when the amount can be reli-
ably measured, it is probable that future economic benefits will
accrue to the company and specific criteria have been met for
each of the Group’s businesses, as described in the following.
The amount is not deemed to be reliably measurable until all
obligations relating to the sale have been fulfilled or expired.
The Group bases its assessments on historical outcomes, tak-
ing account of the type of customer, type of transaction and
any special circumstances applying in each case.

Income is defined as fair value of the sale, net of value-
added tax, discounts and exchange rate differences in case of
sales in foreign currencies. Intercompany transactions are
fully eliminated.

Sale of Goods

A sale of goods is recognized as income upon delivery of the
product to the customer and approval by the customer of the
product in accordance with the terms and conditions of sale.

Sale of Services

The Group does not have significant sales of services. Income
from services provided is accounted for in accordance with
IAS 18. Most of the Group’s assignments are charged on
account, which means that income is recognized when the
work has been performed.

Construction Contracts
Project income from construction contracts are accounted
for in accordance with IAS 11 Construction Contracts.

Construction expenses are recognized when they are
incurred. When the outcome of a construction contract can
be reliably measured and it is probable that the contract will
be profitable, the result of a project is recognized in accor-
dance with the degree of completion of the project. The
degree of completion is determined primarily on the basis of
project costs paid in relation to estimated project costs paid
upon completion. Expenditure that has been incurred during
the year but that relates to future work is not included in
project costs paid at the time of determining the degree of
completion. If the outcome cannot be reliably measured the
costs paid at the balance sheet date are recognized as income.
Expected losses are charged to expense immediately.

The Group recognizes as assets any receivables from buy-
ers of construction contracts for all assignments in progress
for which the expenses and reported profits (less any
reported losses) exceed the invoiced amount.

Partially invoiced amounts that have not yet been paid by
the customer and amounts withheld by the buyer are
included in the item Receivables from buyers of construction
contracts.
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The Group recognizes as liabilities any liabilities to buyers
of construction contracts for all assignments in progress for
which the invoiced amount exceeds the associated expenses
and reported profits (less any reported losses). If any circum-
stances arise that could change the original estimates of
income, expenses or degree of completion, the estimates are
reviewed. These reviews can result in an increase or decrease
of the estimated expense and affect income during the period
in which management became aware of the circumstances
prompting the change.

Royalty/License and Interest Income
Royalties and license income are recognized based on the
terms and conditions of the agreement at the time when com-
pensation is received and allocated to the relevant accounting
periods over the term of the agreement.

Interest income is accounted for and allocated over the
term of the agreement by applying the effective interest
method.

2.4 Income Taxes

Recognized income taxes comprise tax that is payable or due
inrespect of the current year and adjustments relating to
current tax for previous years. All tax liabilities and tax
assets are valued at their nominal amounts and based on the
tax rules and tax rates that have been adopted or that have
been announced and are highly likely to be confirmed. For
items recognized in the income statement the associated tax
effects are also recognized in the income statement. For
items that are recognized directly in equity the associated
tax effects are also recognized directly in equity.

Deferred Tax

The full amount of deferred tax is accounted for, by applying
the balance sheet liability method, for all temporary differ-
ences between the carrying amounts and tax bases of assets
and liabilities in the consolidated financial statements.
Deferred tax is not recognized if the time at which a tempo-
rary difference is reversed can be decided by the Group or it
is probable that the temporary difference will not be reversed
within the foreseeable future. Deferred tax is recognized by
applying tax rates (and laws) that have been adopted or
announced at the balance sheet date and that are expected to
apply when the deferred tax asset is realized or the deferred
tax liability is settled.

Deferred tax assets relating to unused tax losses or other
future tax deductions are recognized to the extent that it is
probable that such deductions can be used to offset future
taxable profits.

Deferred tax is recognized for all temporary differences on
interests in subsidiaries and associated companies.

2.5 Borrowing Costs
Borrowing costs are charged to the income statement in the
periods to which they refer.

2.6 Intangible Assets

Goodwill

Goodwill is the difference between cost and fair value of the
Group’s share of the identifiable net assets of the acquired
subsidiary at the time of acquisition. Goodwill is not amor-
tized but allocated to cash-generating units and tested annu-
ally for impairment. Goodwill is stated at cost less accumu-
lated impairment losses. Impairment losses for goodwill are
never reversed.



Gains and losses from the sale of subsidiaries include the
carrying amount of goodwill attributable to the divested
company.

Capitalized Costs for Research and Development and Similar Work
Costs for research are expensed immediately. Costs relating
to development projects attributable to construction and
tests of new or improved products are capitalized as intangi-
ble assets when the following conditions are met:

(a) itis technically possible to complete the intangible asset
so that it can be used,

(b) management intends to complete the intangible asset and
use or sell it,

(c) there are prospects of using or selling the intangible asset,

(d) it can be shown how the intangible asset will generate
probable future economic benefits,

(e) adequate technical, financial and other resources for
completing the development of and using or selling the
intangible asset during its development can be reliably
measured.

Other development costs are expensed when they are incurred.
Capitalized development costs are amortized from the
time of completion on a straight-line basis over the expected
useful life. The amortization period does not exceed ten

years.

Patents and Similar

Patents

Patents are stated at cost. Patents have a limited useful life
and are stated at cost less accumulated amortization. The
assets are amortized on a straight-line basis over their useful
lives, normally 5-10 years.

Licenses

Licenses are stated at cost. Licenses have a limited useful life
and are stated at cost less accumulated amortization. The
assets are amortized on a straight-line basis so that the cost
of the licenses is distributed over their estimated useful lives.
The useful life does not exceed 10 years.

2.7 Tangible Fixed Assets

Tangible fixed assets are recognized at cost, including any
directly attributable costs less depreciation and impairment
losses.

Any additional costs increase the carrying amount of the
asset only when such expenditure is expected to generate
future economic benefits and the expenditure can be reliably
measured. Expenditure for repairs and maintenance are rec-
ognized as costs.

Component depreciation is used in the Group. Land is not
depreciated. Assets in the course of construction are not
depreciated. All other tangible fixed assets are systematically
depreciated over the assets’ estimated useful lives. Straight-
line depreciation is applied primarily for all types of tangible
assets.

The following depreciable lives are applied No. of years
Industrial buildings 25
Machinery and other technical plant 5-20
Equipment, tools and installations 3-5
Land improvements 20

NOTES

The carrying amount of an asset is tested at least once a year

and is written down to the recoverable amount as soon as the
carrying amount exceeds the estimated recoverable amount.

The expected useful life is also tested annually.

Gains and losses from the sale of assets are determined by
comparing the sale proceeds and the carrying amount. The
difference is recognized under the items Other operating
income or Other operating expenses in the income statement.

2.8 Impairment
Assets with indefinite useful lives, such as goodwill, are not
written down but tested annually for impairment. All assets
are tested for impairment when events or changes in circum-
stances indicate that the carrying amount may not be recov-
erable. The difference between the carrying amount and the
recoverable amount is recognized as an impairment loss. The
recoverable amount is the higher of fair value less selling
expenses and value in use. In testing for impairment, assets
are grouped to the lowest levels at which there are separate
identifiable cash flows (cash-generating units). A previous
impairment loss for an asset, with the exception of goodwill,
is reversed when a change has occurred in the assumptions
on which the asset’s recoverable value was based at the time
of recognizing the impairment loss. The reversal increases the
carrying amount of the asset, but not beyond the value the
asset would have had after deducting for normal depreciation/
amortization and if no impairment loss had been recognized.
Assets that have not been completed are also tested for
impairment.

2.9 Government Assistance
Government assistance is stated at fair value when it is rea-
sonably certain that such assistance will be received and that
the Group will satisfy all the associated conditions.
Government assistance attributable to expenses is
deferred and recognized in the income statement in the
period when the expenses that such assistance is intended to
compensate for are incurred.
Government assistance for the procurement of tangible
fixed assets reduces the carrying amount of the asset.

2.10 Financial Instruments
The Group divides its financial instruments into the following
categories:

Assets
- Trade and other receivables
- Available-for-sale financial assets

Liabilities

- Financial liabilities are valued at fair value through the
income statement

- Other financial liabilities

The classification depends on the purpose of the acquired
investment asset. Management decides on the classification
at the time of investment and reviews the decision at each
reporting date.

Trade and Other Receivables

Trade and other receivables refer to receivables that arise
when the Group provides goods, services or money to
another party, without an intention to trade the receivable.
This category includes: prepayments, deposits, trade receiv-
ables, frozen assets and other receivables. The form for set-
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tling such receivables is generally determined in advance.
These receivables are normally accounted for as current
assets and stated at the amounts that are expected to be
received less any individually assessed doubtful receivables.
If areceivable becomes due for payment more than 12 months
after the balance sheet date it is classified as a fixed asset.
Trade receivables and other receivables are recognized ini-
tially at cost and subsequently at amortized cost by applying
the effective interest method. A provision for impairment of
receivables is made when there is objective evidence that the
Group will not be able to recover all overdue amounts in
accordance with the original terms and conditions for the
receivables. The size of the provision is the difference
between the carrying amount of the asset and the present
value of established future cash flows, discounted using the
effective interest rate. The provision is recognized in other
external costs in the income statement.

Available-for-sale Financial Assets

Available-for-sale financial assets are assets that are not
derivatives and where the assets have been identified as if
they can be sold or not assigned to any of other category, such
as holdings in unlisted shares. They are included in fixed
assets unless management intends to sell the asset within 12
months of the balance sheet date. Upon initial recognition,
available-for-sale financial assets are stated at fair value plus
transaction costs. After acquisition, such assets are stated at
fair value and any changes in fair value are recognized in
equity.

If the market for a certain financial asset is not active (and
if the securities are not listed on a marketplace), the Group
determines fair value by applying valuation techniques such
as the use of information about recently executed arm’s
length transactions, valuation by reference to fair value for
another, materially equivalent instrument, analysis of dis-
counted cash flows or option valuation models. In making
such assessments, market information is used to the greatest
extent possible while company-specific information is used
to the smallest extent possible. If such information is not
available the asset is valued at cost.

Liabilities to Credit Institutions and Other Liabilities
Liabilities to credit institutions and other liabilities are val-
ued initially at fair value less transaction costs. Thereafter
these liabilities are recognized at amortized cost. The item
Other liabilities includes: trade payables, advances from cus-
tomers and other current liabilities. Liabilities in this cate-
gory are classified as current if they are expected to be real-
ized within 12 months of the balance sheet date; other
liabilities are classified as long-term.

Derivatives

Derivatives are recognized in the balance sheet at the con-

tract date and valued at fair value, both initially and at subse-

quent reassessments. The method of accounting for the gain

or loss arising upon reassessment depends on whether the

derivative has been identified as a hedging instrument and, if

such is the case, on the character of the hedged item. The

Group identifies certain derivatives as:

(a) ahedge of fair value in respect of a recognized liability
(fair value hedge),

(b) a hedge of a specific risk that is linked to a recognized lia-
bility or a very likely forecast transaction (cash flow hedge),

or
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() ahedge of a net investment in a foreign operation (net
investment hedge).

Morphic has derivatives that are included in the category
cash flow hedges. When the transaction is concluded the
Group documents the relationship between the hedging
instrument and the hedged item, as well as the Group’s risk
management goal and the risk management strategy for the
hedge. The Group also documents its assessment, both when
the hedge transaction is concluded and continuously, of
whether the derivatives used in hedge transactions are effec-
tive in terms of offsetting changes in fair value or cash flows
attributable to the hedged items. The full fair value of a deriva-
tive used as a hedging instrument is classified as a fixed asset
or a long-term liability if the remaining term to maturity of the
hedged item exceeds 12 months, and as a current asset or a
current liability if the remaining term of the hedged item is
less than 12 months. Derivatives held for trading are always
classified as current assets or current liabilities.

Cash Flow Hedging

The effective portion of changes in fair value of a derivative
that has been identified as a cash flow hedge and that meets
the conditions for hedge accounting is recognized in equity.
The gain or loss attributable to the ineffective portion is rec-
ognized immediately in the income statement in the items
Other operating income and Other operating costs. Cumula-
tive gains/losses in equity are transferred to the income
statement in those periods when the hedged item affects the
result (for instance, when the forecast sale that is hedged
takes place). The gain or loss attributable to the effective por-
tion of a currency swap that is used to hedge borrowing at
variable rates of interest is recognized in the item Financial
expense in the income statement. The gain or loss attribut-
able to the effective portion of currency forward contracts
used to hedge import deliveries is recognized in the item
Other income in the income statement. If a hedge of a fore-
cast transaction subsequently leads to the recognition of a
non-financial asset (e.g. inventories), the gains and losses
previously recognized in equity are transferred from equity
and included in the initial cost of the asset. These amounts,
which are recognized as assets, will later be recognized in
Purchase of goods and services as regards inventories. When
a hedge instrument expires or is sold or when the hedge no
longer fulfills the criteria for hedge accounting and cumula-
tive gains and losses relating to the hedge are included in
equity, these gains/losses remain in equity and are recog-
nized as income/expenses at the same time as the forecast
transaction is finally recognized in the income statement.
When a forecast transaction is no longer expected to take
place the cumulative gain or loss recognized in equity is
immediately transferred to the income statement item Other
gains/losses - net.

Purchases and sales of financial assets are recognized at
the transaction date, which is the date when the Group
undertakes to buy or sell the asset. Financial assets are
removed from the balance sheet when the right to receive
cash flows from the instrument has expired or been trans-
ferred and the Group has transferred virtually all risks and
benefits associated with ownership. At each balance sheet
date the Group assesses whether there is objective evidence
of impairment of a financial asset or group of financial assets.
Asregards shares that have been classified as available-for-
sale assets, a significant or protracted decline in fair value to
below original cost is regarded as an indication of impair-



ment. If such evidence exists for available-for-sale financial
assets the cumulative loss, defined as the difference between
cost and current fair value less any previous impairment
losses recognized in the income statement, is removed from
equity and recognized in the income statement. Impairment
losses for equity instruments that have been recognized in
the income statement are not passed back through the
income statement.

2.11 Provisions and Warranties

Provisions for legal claims, such as warranties, are recog-
nized when the Group has a legal or informal obligation aris-
ing from previous events, it is more probable than not that an
outflow of resources will be required to settle the obligation,
and the amount can be reliably measured. No provisions are
made for future operating losses.

2.12 Leases

Leases in which a significant share of the risks and benefits of
ownership are retained by the lessor are classified as operat-
ing leases. Payments made during the lease term are charged
to the income statement on a straight-line basis over the term
of the lease. Morphic has signed certain leases for its own
operations. The leases refer to cars and office machinery and
cover small amounts. They will therefore not affect the
assessment of the Group’s results and financial position, and
have been accounted for as operating leases.

2.13 Inventories etc.

Inventories are valued, by applying the first in, first out prin-
ciple, at the lower of cost and net realizable value at the bal-
ance sheet date. Collective valuation is applied for homoge-
nous product groups.

Net realizable value is the estimated selling price in the
company’s operating activities less any applicable variable
selling expenses.

For work in progress, cost comprises direct costs paid and
areasonable portion of indirect costs paid. The original cost
does not include research and development, sales, admini-
stration, and borrowing costs.

2.14 Segment Reporting

Operating segments are reported in a way that is consistent
with the internal reports submitted to the most senior execu-
tive, i.e. the CFO for the Group. The most senior executive is
the function that is responsible for allocating resources and
assessing the results of operating segments.

2.15 Cash Flow Statement

The cash flow statement is prepared using IAS 7 indirect
method. The recognized cash flow only comprises transac-
tions resulting in incoming and outgoing payments.

Changes in the structure of the Group, acquisitions and
sales are stated at their net values, excluding cash and cash
equivalents, under Acquisition and sale of subsidiaries and
are included in cash flow from investing activities.

Cash and cash equivalents includes, in addition to cash and
bank balances, short-term financial investments that are
exposed to insignificant risk of fluctuations in value, and
- are traded on an open market for known amounts or
- have a shorter remaining time to maturity than three

months from the time of acquisition.

Frozen assets are not included in cash and cash equivalents.

NOTES

2.16 Employee Benefits

Retirement Benefit Obligations

In a defined contribution plan the company makes fixed con-
tributions to a separate legal entity and has no obligation to
make any further contributions. Costs are charged to the
consolidated income statement when the benefits are earned.

In a defined benefit plan benefits accrue to employees and
former employees based on their salaries at the time of retire-
ment and the number of years of service. The Group bears the
risk of ensuring that the promised retirement benefits are
paid. The Group has both defined contribution and defined
benefit pension plans.

Commitments for retirement and family pensions for sala-
ried employees in Sweden are secured through an insurance
policy with Alecta. According to a statement from the Swed-
ish Financial Reporting Board, UFR 3, this is a defined bene-
fit pension plan covering several employers. For the financial
year 2008 Morphic Technologies has not had access to infor-
mation that would enable it to report this plan as a defined
benefit plan. The ITP pension plan is therefore reported as a
defined contribution plan in accordance with IAS 19p30. The
year’s contributions to Alecta pension plans are SEK
1,922,000. Alecta’s surplus can be divided among the policy-
holders and/or insured parties. At the end of December 2008
Alecta’s surplus in the form of the “collective funding ratio”
was 112.0 (141.0) percent. The collective funding ratio is
defined as the market value of Alecta’s assets divided by its
insurance commitments calculated using Alecta’s actuarial
assumptions, which do not fully comply with IAS 19.

Share-based Payments
The Group applies IFRS 2 Share-based Payment, which deals
with share-based payments to employees.

Under IFRS 2, fair value in respect of plans where payment
is made using equity instruments should be recognized as an
expense in the income statement and in equity in the balance
sheet. Under two separate schemes, warrants have been allo-
cated to the personnel of Morphic Technologies and its sub-
sidiaries. Morphic Technologies’ first scheme was allocated
in 2006 and based on the condition that beneficiaries pay a
commercial price at the time of allocation for the allocated
financial instruments. The first scheme has therefore not
incurred any charges either in the balance sheet or the
income statement.

In May 2008 personnel of Morphic Technologies AB
(publ) and its subsidiaries received warrants under a second
scheme. The fair value of service entitling employees to allo-
cations of warrants is charged to expense. The total expensed
amount is based on the fair value of the allocated warrants,
excluding any impact of non-market-related service- and per-
formance-based vesting conditions (e.g. profitability, sales
growth targets and continual employment for a specified
period). Non-market-related vesting conditions are taken
into account in assumptions of how many options/warrants
are expected to be earned. The expensed total amount is allo-
cated over the vesting period, which is the period during
which all the stated vesting conditions must be fulfilled. At
each balance sheet date the company reviews its assessments
of how many shares are expected to be earned based on the
non-market-related vesting conditions. Any deviations from
the original estimates identified in such reviews are recog-
nized in the income statement with corresponding adjust-
ments in equity.

Social-security contributions on the warrants schemes are
restated continually during the term of the warrants in
accordance with UFR 7.

MORPHIC ANNUAL REPORT 2008 57



NOTES

Compensation in Case of Termination

Compensation in case of termination is paid when an
employee’s employment has been terminated by the Group
before the normal time of retirement or when an employee
accepts voluntary redundancy in exchange for such com-
pensation. The Group recognizes severance pay when it is
demonstrably obliged either to give notice to employees
under a detailed formal plan without possibility of retraction
or to provide compensation upon termination as a result of an
offer to encourage voluntary redundancy. Benefits expiring
more than 12 months after the balance sheet date are dis-
counted to present value.

Share Capital

Ordinary shares are classified as shareholders’ equity. Trans-
action costs that are directly attributable to the issue of new
shares are recognized, net of tax, in equity less a deduction
from the proceeds of the issue.

2.17 Contingent Liabilities

A contingent liability is recognized when there is a possible
obligation and it has not yet been confirmed whether the
company has an existing obligation that could lead to an out-
flow of resources or, alternatively, when there is an existing
obligation that does not meet the criteria for recognition as a
provision or other liability in the balance sheet because it is
not probable that an outflow of resources will be required to
settle the obligation or because the amount cannot be reliably
estimated.

2.18 Earnings per Share

Earnings per share is calculated as earnings for the period
attributable to parent company shareholders divided by aver-
age number of outstanding shares per reporting period. In
calculating earnings per share after dilution, the average
number of outstanding shares in the denominator is divided
by the average number of shares that would be issued as an
effect of ongoing share-based remuneration and employee
stock option schemes and shares that have been redeemed or
lapsed during the period. See Note 18.

NOTE 3
L]

The parent company prepares its annual report in accordance
with the Swedish Annual Accounts Act and RFR 2.1 Account-
ing for Legal Entities, which means that the parent company
applies the Group’s accounting policies in all material respects.

The shared-based incentive schemes adopted by the
annual general meeting as of 2004 are subject to IFRS 2
Share-based Payment.

Group contributions are accounted for in accordance with
Statement UFR 2 of the Swedish Financial Reporting Board.
Group contributions are reported as an increase of non-
restricted equity with adjustments for the tax effect.

58 MORPHIC ANNUAL REPORT 2008

NOTE 4

Through its activities the Group is exposed to a wide range of
financial risks. The Group’s general risk management policy
focuses on the unpredictable nature of financial markets.

Financial Risks
Risk management follows the principles defined annually by
the Board in the form of a finance policy.

Credit and Counterparty Risks

The Group operates in several areas of business, each with its
own business logic. Credit management and payment terms
must therefore be adapted to the business logic of each busi-
ness area. In the wind business, where implementation times
are generally long, the payment profile is normally divided
into several part-payments linked to security.

The finance function strives to spread credit risks and
ensures that all sales are made to customers with an appro-
priate credit history. Some of the Group’s business areas are
in a development phase where sales partly refer to test deliv-
eries and prototype sales, and credit terms are therefore
adapted to these circumstances.

Interest Risks

The Group’s income and cash flow from operating activities
are essentially independent of changes in market interest
rates. The Group has SEK 0 (51,599,000) in fixed-interest
investments and SEK 226,146,000 (248,623,000) in interest-
bearing accounts. The Group raises loans bearing variable
interest. Interest-bearing liabilities in the Group are SEK
65,266,000 (55,023,000). A change in interest rates of one
percentage point would increase or reduce consolidated
earnings by SEK +/-1,609,000.

Liquidity Risk

Liquidity risk is managed through continuous liquidity plan-
ning. Liquidity is governed centrally and is aimed at ensuring
that the requisite liquid assets are available.

Financing Risk

Since the Group’s business is in a build-up phase, activities
are funded essentially with risk capital. The company has
reported losses in the last few years and carried out share
offerings in 2008 to raise new capital. There is also an authori-
zation to conduct further issues of new shares, primarily for
the purpose of refinancing acquisition credits and funding
planned development work.



NOTE 5

. ____________________________________________________________________|
In preparing the consolidated financial statements for Morphic
Technologies AB, certain estimates and assumptions need to be
made that can affect the value of the reported assets, liabilities
and provisions at year-end. The carrying amounts of sales and
expenses during the presented periods are also affected.

Estimates and assessments are evaluated continuously and
based on historical experiences and other factors, including
expectations of future events that are deemed reasonable
under existing circumstances.

Estimates and assumptions that involve a significant risk
of material adjustments to the carrying amounts of assets
and liabilities during the coming financial year are discussed
in the following.

Capitalized Development Costs

When development costs are capitalized the Group makes
certain assessments and assumptions about the future value
of the assets, and that future economic benefits will accrue to
the company. In connection with future impairment tests,
certain assumptions and estimates, in addition to those men-
tioned above, are made about future growth rates and dis-
count rates.

Testing for Impairment of Goodwill and Other
Acquisition-related Intangible Assets
When goodwill and other acquisition-related intangible assets
are tested for impairment the carrying amount is compared
with the recoverable amount. The recoverable amount is the
higher of an asset’s net realizable value and value in use. Since
no quoted prices that could be used to assess the assets’ net
realizable value are normally available, the carrying amount is
normally compared with value in use. The calculation of value
in use is based on assumptions and assessments. The most sig-
nificant assumptions refer to sales growth and operating mar-
gins, which have been used to discount future cash flows.

A sensitivity analysis has been performed with 10 percent
lower margins or a 10 percent higher discount rate (WACC).

These analyses have resulted in impairment losses at the
balance sheet date on the excess over book value and good-
will relating to AccaGen, Exergy and Helbio (only goodwill).

Valuation of Deferred Tax Assets

The Group’s accumulated tax losses at the end of the period
were approximately SEK 375,731,000. In valuing the tax
losses, the assessment was made that no deferred tax asset
attributable to these tax losses should be recognized.

NOTES

NOTE 6
|
Group

Income from construction contracts is recognized based on
the degree of completion of the projects. See Note 1 Account-
ing Policies and Valuation Principles.

May 1,2008- May 1, 2007~
Dec 31,2008 Apr 30,2008
| ]

Receivables from buyers of construc-

tion contracts 51,284 16,017
Liabilities to customers under con-

struction contracts 75,797 -91,889
Accumulated project costs and

reported gains/losses 333,412 198,145
Less invoiced amounts -357,925 -274,017
Total liability -24,513  -75,872

The above presentation of project costs and reported gains/
losses includes a provision for expected project losses of
SEK -16,374,000.
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NOTE 7
L]}
GROUP PARENT COMPANY
May 1,2008- May 1,2007- May 1,2008- May 1,2007-
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008

. ! _____________________________________________|
Net turnover includes revenues from:

Goods 141,861 157,000 - —
Services 2,277 2,066 440 220
Construction contracts 163,262 196,911 — —
Other 2,818 674 — —
Total 310,218 356,651 440 220

Other income includes income from:

Foreign exchange gains 26,428 5,587 20 17
Other payments 606 2,638 1 6
Rents 594 — — —
Government grants 6,403 858 — 20
Total 34,031 9,083 21 43
NOTE 8
. ____________________________________________________________________________________________________________________________|
At December 31, 2008 the Group was organized into the - Electrolyzers (comprises AccaGen)
following operating segments: - Fuel Processing (comprises Helbio)
- Flow Plates (comprises the activities of Cell Impact AB) - Small Wind Turbines (comprises Morphic Systems AB)
- Ship Propulsion (comprises the activities of Aerodyn AB) - Wind Power (comprises the activities of DynaWind AB
- Automation Technology (comprises the activities of and ScanWind AS Group)

Dynamis AB and EIA) - Components (comprises the activities of Finshyttan
- Fuel Cells (comprises Exergy S.r.l.) Hydropower AB)

The segments’ results for the financial year 2008 are shown below:

Operating Financial Profit/loss Profit/loss
SEK ‘000 Sales income profit/loss expenses before tax Income tax for the year
Flow Plates 297 -13,727 -2,231 -15,840 -7 -15,847
Fuel Cells 5,382 -62,997 -1,454 -64,401 11,849 -52,552
Electrolyzers 8,098 -111,321 -489 -111,801 13,570 -98,231
Fuel Processing 9,728 -15,097 -20 -15,114 837 -14,278
Wind Power 194,804 -58,704 -14,728 -65,606 1,854 -63,752
Components 14,361 199 -586 -368 — -368
Ship Propulsion 69,721 13,273 -86 13,920 —-4,487 9,433
Automation 15,631 -15,837 -595 -17,816 1 -17,815
Small Wind Turbines 4 -2,154 -3,359 497 — 497
Central costs* 440 -46,221 -2,501 -19,009 4,490 -14,519
Morphic Systems AB** 1,477 -35,208 -9,276 -39,406 — -39,405
Elimination of intercompany transactions -9,725 — 24,309 — — —
Group 310,218 -347,794 -11,016 -334,994 28,107 -306,837

The segments’ results for the financial year 2007/2008 are shown below:

Operating Financial Profit/loss Profit/loss
SEK ‘000 Sales income profit/loss expenses before tax Income tax for the year
Flow Plates 1,378 -19,776 -1,975 -21,644 -2 -21,646
Fuel Cells 1,541 -6,216 -564 -6,733 713 -6,020
Electrolyzers 2,802 -3,805 -374 -4,118 865 -3,253
Fuel Processing 1,698 -5,719 -60 -5,777 891 -4,886
Wind Power 199,005 -20,842 -1,974 -21,093 — -21,093
Components 35,692 -1,136 -979 -2,086 — -2,086
Ship Propulsion 111,382 16,845 -139 17,035 -5,641 11,394
Automation 10,842 -9,131 -999 -10,078 — -10,078
Small Wind Turbines - - - - — -
Central costs* 220 -46,718 -439 -23,993 5,641 -18,352
Morphic Systems AB** 1,072 -10,400 5,740 16,056 - 16,056
Elimination of intercompany transactions -8,981 — 9,542 -5,643 — -5,643
Group 356,651 -106,898 -3,701 -100,187 2,467 -97,719
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Other income and expense items for the segments in the financial year 2008 are shown below:

Depreciation/Amortization Impairment losses

Tangible fixed assets Intangible assets Intangible assets Financial assets
Flow Plates 3,569 604 — —
Fuel Cells 1,114 4,930 45,934 —
Electrolyzers 456 7,091 94,550 —
Fuel Processing 271 3,608 13,535 —
Wind Power 7,769 8,397 — —
Components 1,620 — — —
Ship Propulsion 3,195 — — —
Automation 187 104 4,719 —
Small Wind Turbines 834 208 9,704 —
Central costs* 98 1,127 1,466 457
Morphic Systems AB** — — — —
Group 19,113 26,069 169,908 457

Other income and expense items for the segments in the financial year 2007/2008 are shown below:

Depreciation/Amortization Impairment losses

Tangible fixed assets Intangible assets Intangible assets Financial assets
Flow Plates 5,417 — — —
Fuel Cells 602 2,757 - -
Electrolyzers 321 3,127 — —
Fuel Processing 722 3,399 - —
Wind Power 1,989 — - —
Components 2,407 — — —
Ship Propulsion 4,574 — — —
Automation 970 — — —
Small Wind Turbines — — — —
Central costs* 150 2,036 - —
Morphic Systems AB** 197 580 132 —
Group 17,349 11,899 132 —

Transactions among segments are made on normal, commercial terms.

The following table shows assets and liabilities as at December 31, 2008 and investments during the financial year 2008.

SEK ‘000 Assets Liabilities Investments
Flow Plates 45,326 50,701 2,624
Fuel Cells 80,236 69,953 15,346
Electrolyzers 71,622 58,533 268
Fuel Processing 66,004 1,312 579
Wind Power 579,034 585,928 3,016
Components 22,091 21,708 275
Ship Propulsion 122,637 36,207 2,763
Automation 12,640 15,656 95
Small Wind Turbines 137,006 136,006 16,454
Central costs* 936,463 16,889 2,144
Morphic Systems AB** — — —
Elimination of intercompany transactions -470,570 -640,699 —
Group 1,211,740 352,855 43,565
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The following table shows assets and liabilities at April 30, 2008 and investments during the financial year 2007/2008.

SEK ‘000 Assets Liabilities Investments
Flow Plates 35,136 34,461 4,543
Fuel Cells 107,775 45,278 5,066
Electrolyzers 147,518 42,502 292
Fuel Processing 69,777 13,815 232
Wind Power 180,832 179,832 46,846
Components 21,144 19,344 1,019
Ship Propulsion 137,437 11,911 3,111
Automation 30,306 30,864 1,791
Small Wind Turbines — — —
Central costs* 774,341 24,938 2,218
Morphic Systems AB** 20,438 235,149 10,998
Elimination of intercompany transactions -491,103 -316,643 —
Group 946,667 321,451 76,116

* Refers to the parent company and MLCC.

** Refers to Morphic Systems AB with its previous focus, which was changed in fall 2008.

The segments’ assets primarily consist of tangible assets, intangible assets, work in progress, receivables for operating

activities, and cash and cash equivalents.

NOTE 9
L]}
GROUP PARENT COMPANY
May 1,2008- May 1,2007- May 1,2008- May 1,2007-
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008

Audit assignments

Ohrlings PricewaterhouseCoopers 1,693 912 418 300

Other assignments than audit assignments

Ohrlings PricewaterhouseCoopers 1,122 2,000 797 1,904
2,815 2,912 1,215 2,204

Audit assignments refer to the examination of the annual assistance occasioned by observations made in the course of

report and accounts and the administration of the Board of such examination or the performance of such tasks. Every-

Directors and Chief Executive Officer, other tasks that are thing else is other assignments.

incumbent on the company’s auditor and advice or other

NOTE 10
|
GROUP PARENT COMPANY
May 1, 2008- May 1, 2007- May 1, 2008~ May 1, 2007-
Dec 31,2008 Apr 30, 2008 Dec 31,2008 Apr 30, 2008

Lease payments (excl rents for premises)

during the year were: 2,547 1,384 383 434
Lease payments in coming years are as follows:

>1year 4,173 5,111 497 356
1-5years 17,745 25,232 397 392
> 5year 1,160 — — —

Rental costs are not included in the above.

The Group also leases various machinery and other technical plant under non-cancelable operating leases.

NOTE 11
. ____________________________________________________________________________________________________________________________|
GROUP PARENT COMPANY
May 1, 2008 May 1, 2007~ May 1, 2008 May 1, 2007-
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
Other income
-Foreign exchange gains 26,428 5,587 20 17
Other external costs
-Foreign exchange losses -1,889 -2,566 -23 -64
Total foreign exchange difference 24,539 3,021 -3 -47
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NOTE 12

NOTES

The Board of Morphic Technologies has distributed 3,010,000
warrants to employees of the Morphic Group at a price of SEK
0.50 per warrant. Each warrant entitles the holder to subscribe
for 1.37 ()* new B shares during the month of October 2009.
The subscription price for the warrants is SEK 11.70 (16)* for
each new share. The warrants will be issued at a market price
set on the basis of an external valuation made in accordance
with the Black-Scholes formula for valuing options. The data
used is volatility 20 percent, alternative interest 3.4 percent.

The premium for the warrants has been recognized in
shareholders’ equity. The warrants were allocated to members
of staff in December 2006.

Employee stock options have been allocated free of charge
to senior executives and other key individuals in Group com-
panies and associated companies in Sweden and abroad. Allo-
cations have been made with regard to the employee’s salary
level, experience and position in the company. The right to
exercise the options is subject to a performance condition
linked to the Group’s turnover and operating margin.

The performance condition means that options can be exer-
cised only if the Group achieves a consolidated turnover in the
calendar year 2012 of at least SEK 3bn and an operating mar-
gin of at least 10 percent. To fully satisfy the performance con-
dition, whereby all allocated options would be exercisable, the

NOTE 13

Group’s turnover in the calendar year 2012 must be at least
SEK 10bn and the operating margin at least 15 percent.

Under the scheme, a maximum of 4,500,000 options may be
issued. Each employee stock option entitles the holder, during
the period March 1-May 31, 2013, to acquire one B share in
Morphic at a price of 110 percent of the volume-weighted aver-
age price of Morphic’s B shares during the period March 4-17,
2008. In accordance therewith, the exercise price for the
employee stock options has been set at SEK 16.

After restatement to take account of terms and conditions in
options contracts relating to rights issues, each employee stock
option entitles the holder to subscribe for 1.29 B shares at a
price of SEK 12.40.

The weighted average fair value of options allocated during
the period, calculated using the Black & Scholes valuation
model, was SEK 3.66 per option. The key input data used in the
model were: weighted average share price of SEK 10.25 at allo-
cation date, the above-mentioned exercise price upon alloca-
tion, 60 percent volatility, no expected dividend payments and
an annual risk free rate of 4.1 percent. See Note 13 for informa-
tion on the total cost recognized in the income statement for
stock options allocated to employees.

* The figures have been restated based on the terms and condi-

tions applying to the warrants after completion of the share
offering. Figures in parentheses refer to the original amounts.

GROUP PARENT COMPANY
May 1, 2008- May 1, 2007- May 1, 2008- May 1, 2007-
Dec 31,2008 Apr 30, 2008 Dec 31,2008 Apr 30, 2008

The average number of employees, broken down
between women and men, was:

Men 180 139 5

‘Women 35 24 4
Total 215 163 10 9
Average number of employees

Sweden

—men 123 118 5

- women 22 20 5 4
Greece

—men 8 3 — —
- women 3 — — —
Ttaly

- men — —
- women - —
Switzerland

- men 12 10 — —
- women 1 1 — —
Norway

—men 29 - - -
- women 4 - - -
Salaries and compensation were:

Board and CEO 15,392 10,399 8,120 5,103
Other employees 62,787 50,883 7,899 5,239
Total salaries and compensation 78,179 61,282 16,019 10,342
Statutory and contractual social-security contributions 23,940 20,592 5,353 4,380
Stock options allocated to employees 2,270 — 1,440 —
Pension costs (of which SEK 887,000 (1,049,000)

refers to Board and CEO) 8,903 4,692 2,020 1,307
Total salaries, compensation, social-security

contributions and pension costs 113,292 86,566 24,832 16,029
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Basic salary/
Directors’ fee

Compensation to senior executives, SEK

Other com-

Other benefits Pension costs pensation Total

Chairman of the Board during the financial year

Peter Ena 965,120 49,287 250,376 6,446 1,271,229
Directors during the financial year

Kurt Dahlberg 656,072 — — — 656,072
Anette Myrheim 133,328 — — - 133,328
Kjell Ostergren 133,328 — — — 133,328
Peter Ekenger 40,834 — — — 40,834
Directors who left the Board during the financial year

Jan Alvén 80,364 — — — 80,364
Lars Olof Nilsson 66,664 — — — 66,664
Eva Lotta Kraft 66,664 — — — 66,664
Chief Executive Officer

Jonas Eklind, to Oct 28, 2008 1,715,373 77,329 636,774 3,875,631 6,305,107
Martin Valfridsson, from Oct 29, 2008 372,493 12,254 — - 384,747
Rest of senior management 3,738,597 104,663 1,025,820 312,517 5,181,597

Compensation to Senior Executives

The Board of Directors

The compensation paid to members of the Board of Directors is
decided by the Annual General Meeting. In fall 2008 the AGM
approved a fee of SEK 200,000 per Director. No separate fee is
paid for committee work. Executive directors do not receive a
separate fee for Boardroom work.

The Chairman of the Board and the CEO
Decisions on compensation for the Chairman of the Board and
the Chief Executive Officer are taken by the Board.

The Chairman’s and CEO’s contracts are terminable on six
months’ notice by either party. In case of termination by the
employer, the CEO is entitled to 12 months’ severance pay.

Rest of Group Management

In 2008 senior management consisted of seven individuals.
Employment terms and compensation for senior management
are decided by the Compensation Committee. Senior manage-
ment’s employment contracts are subject to a maximum of six

NOTE 14

months’ notice. In case of termination by the employer, members
of senior management are entitled to six months’ severance pay.

The Compensation Committee
The Compensation Committee is appointed from among the
members of the Board. The committee’s tasks include drafting
proposals for the Board on employment terms for the Board of
Directors and CEO, and deciding on compensation for other
members of management. For information about the commit-
tee’s tasks and composition, see page 83.

All other employment contracts in the company comply
with the dismissal rules in the collective agreement.

There are no other retirement benefit obligations in addi-
tion to the pension premiums paid.

Sick Leave

Information about sick leave is not provided, since the average
number of employees of the parent company in the last two years
has been less than ten.

Dec 31,2008 Apr 30,2008

Group (incl. subsidiaries)

No. at balance

No. at balance

sheet date Of which, men % sheet date Of which, men %

Board members 45 76 39 72
CEOs and other senior executives 20 75 14 93
Parent company

Board members 5 80 71
CEOs and other senior executives 7 57 4 75

NOTE 15
. ____________________________________________________________________________________________________________________________|
GROUP PARENT COMPANY
May 1, 2008- May 1, 2007~ May 1, 2008 May 1, 2007-
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
. _____________________________________________________|
Interest income 8,788 9,434 28,063 17,514
Foreign exchange differences 15,078 978 222 4
Total 23,866 10,412 28,285 17,518
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GROUP PARENT COMPANY
May 1,2008- May 1,2007- May 1,2008- May 1,2007-
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
Financial expenses - - - 196
Interest expenses 6,887 2,870 2,044 8
Foreign exchange differences 3,672 831 — 235
Impairment of available-for-sale financial assets 457 — — —
Total 11,016 3,701 2,044 439

2
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GROUP PARENT COMPANY
SEK ‘000 2008 2007/08 2008 2007/08
________________________________________________________________________________]
Current tax -392 -12 4,490 5,641
Deferred tax 28,499 2,480 0 -
Total 28,107 2,468 4,490 5,641

Difference between consolidated tax expense and tax expense based on applicable national tax rates in each country.

GROUP PARENT COMPANY
SEK ‘000 2008 2007/08 2008 2007/08
Loss before tax -334,944 -100,187 -334,312 -29,635
Tax at national tax rate in each country 93,757 27,908 93,607 8,298
Tax relating to non-taxable income 10 3 1 2
Tax relating to non-deductible expenses -99 -148 -89,299 -53
Changed valuation, deferred tax asset -33 - - —
Changed valuation, deferred tax liability -39,451 1,878 - —
Change of non-valued tax loss -26,077 -27,172 181 -2,606
Tax expense for the year 28,107 2,468 4,490 5,641

Change in deferred tax asset/tax liability for the period

GROUP GROUP
Deferred tax asset, SEK ‘000 2008 2007/2008 Deferred tax liability, SEK ‘000 2008 2007/08
. | I e E—
Opening balance 33 33 Opening balance 50,012 0
Reclassifications — — Reclassifications — 440
Acquisitions — - Acquisitions 45,184 51,450
Recognized in income statement - — Recognized in income statement -28,499 -2,480
Other -33 - Foreign exchange differences 3,552 602
Closing balance 0 33 Closing balance 70,249 50,012

Tax losses in the parent company are SEK 133,709,000. Consolidated tax losses have not been measured, since the business is
still in a build-up phase, and future earnings are therefore subject to uncertainty. Consolidated tax losses are SEK 375,731,000.
The consolidated weighted average tax rate is 28 percent.
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NOTE 18

Group

May 1, 2008
Dec 31,2008

May 1, 2007~
Apr 30,2008

Reported loss attributable to parent company shareholders -301,892 -95,612
Earnings for calculation of earnings per share -301,892 -95,612
Weighted average number of registered shares before dilution 207,100,079 143,461,526
Fund element impact due to issue of new shares 253,473 3,688,156
Total number of shares after dilution and issue of new shares 207,353,552 147,149,682
Number of shares at end of year 327,744,044 150,772,022
Earnings per share before and after dilution -1.46 -0.65

Since consolidated earnings are negative, a conversion of outstanding options would result in a lower loss per share, and no

dilution would therefore occur.

NOTE 19

The accounting policy for financial instruments has been applied for the following items:

Loans and trade Derivatives used
December 31,2008 receivables for hedging

Assets in balance sheet

Available-for-sale

Total

Available-for-sale financial assets — — 0 0
Derivatives — 10,107 — 10,107
Frozen assets 101,179 — - 101,179
Deposits 22 — - 22
Trade receivables 137,854 — — 137,854
Receivable from buyers of construction contracts 51,284 — — 51,284
Cash and cash equivalents 124,967 — — 124,967
Total 415,306 10,107 0 425,413
Derivatives used Other financial
for hedging liabilities Total

Liabilities in balance sheet

Liabilities to credit institutions — 65,266 65,266
Other long-term liabilities - 1,000 1,000
Trade payables - 59,832 59,832
Liabilities to customers under construction contracts - 75,797 75,797
Derivatives 2,302 — 2,302
Total 2,302 201,895 204,197
Loans and trade Derivatives used
April 30,2008 receivables for hedging Available-for-sale Total

Assets in balance sheet

Available-for-sale financial assets — — 457 457
Derivatives — 1,616 — 1,616
Frozen assets 109,322 — — 109,322
Deposits 849 — — 849
Trade receivables 81,799 — - 81,799
Receivable from buyers of construction contracts 16,017 — — 16,017
Cash and cash equivalents 146,101 — — 146,101
Total 354,088 1,616 457 356,161
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Derivatives used Other financial
for hedging liabilities Total
. ! __________________ ____|

Liabilities in balance sheet

Liabilities to credit institutions — 65,023 65,023
Other long-term liabilities — 1,030 1,030
Trade payables — 57,169 57,169
Liabilities to customers under construction contracts — 91,889 91,889
Derivatives 435 - 435
Total 435 215,111 215,546
NOTE 20
. ____________________________________________________________________________________________________________________________|
GROUP PARENT COMPANY

Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
Cost at beginning of year 195,412 21,956 6,076 6,076
Costs capitalized for the year, internal development 7,933 4,571 — —
Costs capitalized for the year, purchases 13,240 5,414 1,441 —
Sales and disposals -129 — — —
Through acquisition of Group companies 180,631 160,732 — —
Reclassifications 197 — — —
Translation differences 5,647 2,739 - —
Cost at end of year 402,931 195,412 7,517 6,076
Amortization at beginning of year -12,702 -4,142 -4,756 -3,541
Amortization for the year -16,964 -8,560 -581 -1,215
Reclassifications -108 — — —
Translation differences -1,883 - - —
Accumulated amortization at end of year -31,657 -12,702 -5,337 -4,756
Impairment loss at beginning of year -7,380 -7,267 — —
Sales and disposals — — -1,442 —
Impairment loss for the year -102,195 -113 — —
Accumulated impairment loss at end of year -109,575 -7,380 -1,442 0
Residual value at end of year 261,699 175,330 738 1,320

During the year the Group charged SEK 3,060,000 to expense in respect of research and development costs. The Group has
recognized an impairment loss of SEK 13.8m relating to development projects that are no longer expected to generate future
values for the Group.

MORPHIC ANNUAL REPORT 2008 67



NOTE 21
. ____________________________________________________________________________________________________________________________|
GROUP PARENT COMPANY
SEK ‘000 Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
Cost at beginning of year 60,864 9,701 9,219 7,664
Change for the year
- Costs capitalized, purchases 1,259 2,613 1,128 1,555
Through acquisition of Group companies — 48,517 - —
- Sales and disposals -750 — — —
Translation differences 8,829 33 — —
Cost at end of year 70,202 60,864 10,347 9,219
Amortization at beginning of year -6,940 -2,162 -1,971 -1,169
- Amortization for the year -4,674 -4,778 -546 -802
- Sales and disposals 750 — — —
Translation differences -1,333 — — —
Accumulated amortization at end of year -12,197 -6,940 -2,517 -1,971
Impairment loss at beginning of year -251 -251 -251 -251
Impairment loss for the year -24 — -24 —
Accumulated impairment loss at end of year -275 -251 -275 -251
Residual value at end of year 57,730 53,673 7,555 6,997

NOTE 22

Group Dec 31,20081 Apr 30,2008
Cost at beginning of year 126,281 55,182
Change for the year

- Acquisition of businesses 54,355 70,070
- Translation differences 8,355 1,029
Cost at end of year 188,991 126,281
Change for the year

Impairment loss at beginning

of year _ _
- Impairment loss -65,039 —
- Translation differences -9,076 —
Accumulated impairment loss at

end of year 74,115 0
Carrying amount at end of year 114,876 126,281

The value of goodwill is tested annually through estimates of
future cash flows. Future cash flows have been estimated in
the budget, complemented with a general assessment for
another four years into the future. In the analysis gross mar-
gins ranging from 4 to 40 percent have been used. A growth
rate of 2 percent has been used to extrapolate cash flow fore-
casts beyond the forecasting period. This has been done in
consultation with the managements of the subsidiary compa-
nies. The present value of cash flows and the recoverable
amount have been compared with the carrying amount,
including goodwill.
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To calculate the cost of capital, Morphic has employed sev-
eral different weighted average costs of capital, depending on
the risk and expected growth rate of each business area. The
WACC (before tax) used has been estimated at between 10.5
and 26.7 percent. Sensitivity analyses with a 10 percent lower
gross margin or 10 percent higher WACC have been per-
formed. The impairment tests and sensitivity analyses per-
formed resulted in impairment losses of SEK 39.4m in Acca-
Gen, SEK 12.1m in Exergy and SEK 13.5m in Helbio.

SEK ‘000 Dec 31,2008  Apr 30,2008
]

Flow Plates (previously

Fuel Cell Components) 198 198
Ship Propulsion 8,319 8,319
Automation (previously

Automation Technology) 0 2,651
Previously Energy Technology,

now divided into

Fuel Cells 0 11,529
Electrolyzers 0 36,465
Fuel Processing 8,958 20,570
Wind Power 95,756 44,904
Components (previously

Contract Production) 1,640 1,640
Other 5 5
Total 114,876 126,281



NOTE 23

Dec 31,2008 Apr 30,2008
. _________|
Cost at beginning of year 24,798 16,613
Change for the year
- Purchases - 38
- Through acquisition of Group companies 20,677 7,943
- Translation differences 818 204
Cost at end of year 46,293 24,798
Depreciation at beginning of year -1,963 -1,492
Change for the year
- Depreciation -1,583 -471
- Translation differences 41 —
Accumulated depreciation at end of year -3,505 -1,963
Impairment loss at beginning of year -1,182 -1,182
Total impairment losses -1,182 -1,182
Residual value at end of year 41,606 21,653
Carrying amount for properties in Sweden
Land 2,060 2,060
Buildings 10,442 9,434
Assessed values for properties in Sweden
Land 1,358 1,383
Buildings 3,627 2,907
NOTE 24

Dec 31,2008 Apr 30,2008
Cost at beginning of year 120,316 60,054
Change for the year
- Purchases 7,221 39,339
- Government assistance for the year — -7,611
- Sales and disposals -5,169 -1,266
- Through acquisition of Group companies — 1,559
- Transferred from assets in progress 1,936 23,701
- Reclassifications 265 4,538
- Translation differences 6,720 2
Cost at end of year -131,289 120,316
Depreciation at beginning of year -21,808 -9,567
- Sales and disposals 2,502 114
- Depreciation -17,668 -11,731
- Reclassifications — -624
- Translation differences -201 —
Accumulated depreciation at end of year -37,175 -21,808
Change for the year
Grants received at end of year 0 0
Residual value at end of year 94,114 98,508
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GROUP PARENT COMPANY

Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
Cost at beginning of year 26,821 12,653 520 597
Change for the year
- Purchases 9,058 15,086 53 95
- Government assistance for the year — -1,395 — —
- Sales and disposals -179 -1,772 -28 -172
- Through acquisition of Group companies 32,805 2,249 - —
- Reclassifications 1,585 — 1,380 —
- Translation differences -435 — — —
Cost at end of year 69,655 26,821 1,925 520
Depreciation at beginning of year -5,710 -2,439 -155 -177
Change for the year
- Sales and disposals 101 437 28 172
- Depreciation -6,943 -3,708 -98 -150
- Translation differences -727 — — —
Accumulated depreciation at end of year -13,279 -5,710 -225 -155
Impairment loss at beginning of year -19 — -19 —
- Impairment losses during the year — -19 — -19
Accumulated impairment loss at end of year -19 -19 -19 -19
Residual value at end of year 56,357 21,092 1,681 346

NOTE 26
. ____________________________________________________________________________________________________________________________|
GROUP PARENT COMPANY

Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
. ! _____________________________________________|
Costs paid at beginning of year 7,431 26,806 486 730
Costs paid during the year 5,858 6,055 894 486
Transferred to machinery and technical plant -1,936 -23,701 - —
Transferred to equipment, tools and installations -1,585 — -1,380 —
Sales — -1,000 - —
Advances relating to property investment — -730 — -730
Costs paid at end of year 9,768 7,430 0 486
NOTE 27

Group

Dec 31,2008 Apr 30,2008

Unlisted equities

457
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The parent company does not conduct any transactions using
derivatives.

Dec 31,2008 Apr 30,2008

Foreign
exchange futures

Assets Liabilities Assets  Liabilities

Foreign exchange

futures

- cash flow hedges 10,107 2,302 1,616 435
Long-term portion — — 698 —
Short-term portion 10,107 2,302 918 435
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In calculating fair value of futures contracts, the costs/
income that would have arisen if the contracts had been
closed at the balance sheet date have been used. Official bank
prices have been used to the extent that such prices are avail-
able. In other cases, the value has been calculated using yield
models based on expected cash flows.

Foreign exchange futures are used to hedge future cash
flows in respect of estimated requirements for purchases from
abroad.

The effects of foreign exchange futures have had an impact
on the income statement during the period, since they did not
meet the criteria for classification as effective.



NOTE 29

Dec 31,2008 Apr 30,2008

Deposits 535 849

Deposits refer to supplier undertakings.

NOTE 30
I EEEEEEEE——
GROUP PARENT COMPANY
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008

Fixed-interest investments

Cost — 51,500 — 51,500
Interest accrued during the period — 94 - 94

Other assets

Bank deposits in frozen accounts 99,909 57,612 75,533 56,722
Interest accrued during the year 1,270 116 1,270 116
Carrying amount 101,179 109,322 76,803 108,432
Market value at balance sheet date 101,179 109,322 76,803 108,432
Of which, long-term — 6,800 — 6,800

Fixed-interest investments refer to deposits. The maturity is up to one month.

NOTE 31
. ____________________________________________________________________________________________________________________________|
GROUP

Dec 31,2008 Apr 30,2008
. ______________________________________________________________________________________________________________________________________________|
Stated at cost
Raw materials 7,226 3,406
Goods in progress 993 —
Merchandise 2,167 466
Total 10,386 3,872
NOTE 32
. ____________________________________________________________________________________________________________________________|

GROUP

Dec 31,2008 Apr 30,2008
. ______________________________________________________________________________________________________________________________________________|
Cost at beginning of year 34,008 12,250
Costs paid 4,559 13,168
From acquisitions — 8,590
Translation difference 1,687 —
Invoiced -18,387 —
Total 21,867 34,008
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NOTE 33

No impairment is deemed to exist for trade receivables that are overdue by less than three months. At December 31, 2008 trade
receivables of SEK 54,546,000 (57,538,000) were overdue. Of the total amount, only SEK 53,000 (0) has been deemed doubtful,
and no impairment loss has therefore been recognized. The age analysis for these trade receivables is shown in the following:

GROUP
Dec 31,2008 Apr 30,2008
Overdue trade receivables by time overdue
Less than three months 12,071 15,833
3 to 6 months 39,651 9,811
More than 6 months 2,824 31,894
Total 54,546 57,538
Carrying amounts by currency for trade receivables in the Group
SEK 75,009 72,708
EUR 51,114 8,965
CHF 101 126
USD 1,286 —
NOK 10,344 —
Total 137,854 81,799
NOTE 34
. ____________________________________________________________________________________________________________________________|
GROUP PARENT COMPANY

Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
Prepaid rents 1,045 277 — —
Accrued interest income 5,977 2,649 5,088 2,116
Government grants 2,059 10,062 — —
Insurances 2,062 2,344 570 287
Accrued income 475 865 438 44
Prepaid consulting fees 3,121 4,660 3,121 4,660
Other items 2,198 781 281 103
Total 16,937 21,638 9,498 7,210
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GROUP PARENT COMPANY
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
. ! _____________________________________________|
Bank balances 124,967 146,101 83,427 92,033
Total 124,967 146,101 83,427 92,033
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NOTE 36

NOTES

A specification of changes in shareholders’ equity is found in the parent company and consolidated statements of changes in equity.

Number of shares A shares B shares Total number
. ______________________________________|
Number, May 1, 2007 5,984,000 130,760,996 136,744,996
Issue of new shares 14,027,026 14,027,026
Number, Apr 30, 2008 5,984,000 144,788,022 150,772,022
Number, May 1, 2008 5,984,000 144,788,022 150,772,022
Issue of new shares 5,984,000 170,988,022 176,972,022
Number, Dec 31,2008 11,968,000 315,776,044 327,744,044

The shares have a quota value of SEK 0.04.
All shares are fully paid-up.
The company has 0 (0) treasury shares of series A and series B.

Each A share carries one vote and each B share carries one tenth of a vote.
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GROUP

Dec 31,2008 Apr 30,2008

Bank loans and overdraft facilities

The maturity structure for the loans is as follows:

0-1year (short-term) 15,699 10,196
1-2 years 14,860 8,222
2-5years 18,676 18,287
More than 5 years 16,031 28,318
Total 65,266 65,023
Group’s borrowing, carrying amounts by currency:

SEK 49,049 55,662
EUR — 131
CHF 16,217 9,230
Total 65,266 65,023

The borrowing refers to ordinary bank credits. All loans raised bear variable interest, and there is no difference between the
carrying amount and fair value of the Group’s long-term borrowing. Fair value is based on discounted cash flows using an inter-

est rate of 5.91 percent.
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PARENT COMPANY

Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
. ! _____________________________________________|
Opening amount 687 1,661 — —
From acquisitions 1,600 — — —
Warranties, new provisions 439 551 — —
Other provisions 9,442 136 179 —
Unused provision reversed -1,110 - - -
Used during the year -5,286 -1,661 - -
Translation differences 471 — — —
Total 6,243 687 179 0

The company expects that an outflow of allocated resources in respect of warranties, etc. will occur during the coming

financial year.
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NOTE 39

The credit available under the Group’s overdraft facility is SEK 23,000,000 (13,707,000), of which SEK 638,000 (2,489,000) has
been used. The parent company has no overdraft facilities.

NOTE 40
. ____________________________________________________________________________________________________________________________|
May 1, 2008— May 1, 2007-
Group Dec 31,2008 Apr 30,2008
Carrying amounts by currency for the Group’s trade payables
SEK 26,747 49,952
EUR 27,108 5,589
CHF 1,494 1,628
USD 3,045 -
NOK 1,413 -
Other 25 —
Total 59,832 57,169
NOTE 41
. ____________________________________________________________________________________________________________________________|
GROUP PARENT COMPANY

Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008
. ! _____________________________________________|
Accrued interest expense 64 — — —
Accrued personnel costs 25,557 17,252 10,835 5,467
Accrued rental cost 31 338 10 55
Accrued production costs 1,201 4,880 — —
Other items 6,103 4,375 2,424 1,055
Total 32,956 26,845 13,269 6,577
NOTE 42
. ____________________________________________________________________________________________________________________________|

GROUP PARENT COMPANY
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008

For own provisions and liabilities

Relating to liabilities to credit institutions

Property mortgages 25,863 22,831 - -
Floating charges 80,395 66,145 - -
Total relating to own liabilities and provisions 106,258 88,976 0 0

For own contingent liabilities

Pledged account for provision of bank guarantee 96,796 108,774 75,533 108,223
Pledged assets 32,334 36,980 - —
Total assets pledged as security 235,388 234,730 75,533 108,223
NOTE 43
. ____________________________________________________________________________________________________________________________|
GROUP PARENT COMPANY
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008

Contingent liability on behalf of

other Group companies - - 208,128 224,618
Development grants received 8,801 972 10 10
Warranties — 5,679 — —
Contingent liabilities for own liabilities 18,054 18,480 - —
Total contingent liabilities 26,855 25,131 208,138 224,628

In addition to the above contingent liabilities, the Group has bank and insurance guarantees of SEK 189,434,000 (204,524,000).

The company has received government assistance. The grants have reduced the cost of equipment. Grants relating to costs
have been recognized in other operating income. Under the Swedish Ordinance on Development Assistance (SFS 2000:279),
the risk of awarded grants being reclaimed is reduced gradually, by 30, 25, 20, 15 and 10 percent of the amount of assistance,
during the five-year period following full payment of the assistance.
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NOTE 44
L]}
GROUP PARENT COMPANY
May 1,2008- May 1,2007- May 1,2008- May 1,2007-
Dec 31,2008 Apr 30,2008 Dec 31,2008 Apr 30,2008

Effect of booking, employee stock options 2,209 — 2,209 —
Changes in provisions 4,690 -534 - —
Impairment losses 164,376 132 1,466 —
Foreign exchange differences 3,252 — — —
Other items -1,678 499 - 19
Total 172,849 97 3,675 19
NOTE 45

. ____________________________________________________________________________________________________________________________|
SEK ‘000 2008 2007/08
Intangible assets 180,607 209,249
Tangible fixed assets 53,482 11,751
Goodwill 54,413 70,071
Other assets 42,658 30,958
Other liabilities -17,661 -46,674
Deferred tax -45,184 -51,577
Minority interests -40,078 -18,628
Cash and cash equivalents 2,354 5,263
Total cost 230,591 210,413
Fair value of issued shares

Acquired cash and cash equivalents -2,354 -5,263
Cash flow effect 228,237 205,150

During the year the following Group companies were acquired:

Company Business Acquisition date Capital share, % Voting share, %
. ! _____________________________________________|
ScanWind AS Wind Power Jul 31,2008 80 80
ScanWind AS Wind Power Oct 10,2008 1.55 1.55
ScanWind Carrying
During the year Morphic acquired 81.55 percent of the shares SEK ‘000 Fair value amount
of the Norwegian wind power group ScanWind AS. Scan- X

. . . . . Intangible assets 180,607 19,236
Wind manufactures and markets wind turbines with capaci-
ties of 3.5 MW that are specially designed for the IEC 1 and Tangible assets 53,482 53,482
IEC 2 wind classes, locations exposed to extreme wind con- Current assets 42,658 42,658
ditions and tough climates, such as costal areas. Cash balances 2,354 2,354

ScanWind became a part of the Morphic Group on July 31, Deferred tax -45,184 —
2008 and has been integrated in the consolidated income Current liabilities 17,661 16,795
statement and balance sheet as of that date. ScanWind is part Acquired net assets 216,256 100,935

of the Wind Power segment. In the consolidated income
statement ScanWind’s share of revenues is SEK 28.6m. Its
share of the total loss is SEK -20.9m.

The cash flow effect of the acquisition is SEK 228.2m, con-
sisting of a cash payment of SEK 226.4m and acquisition costs
of SEK 4.2m less the acquired cash assets of SEK 2.4m. If the
acquisition had taken place at the beginning of the financial
year consolidated net turnover would have increased by SEK
4.8m and the consolidated operating result would have been
reduced by SEK 10.0m. Goodwill is attributable to the unique
technological expertise in wind turbines for extreme wind
conditions and tough climates.

Acquisition analysis

SEK ‘000

Cash consideration 226,365
Acquisition costs 4,226
Acquisition price 230,591
Group’s share of acquired net assets 176,178
Goodwill 54,413
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NOTE 46
. ____________________________________________________________________________________________________________________________|
Parent company Dec 31,2008 Apr 30, 2008
. _______________|
Share of net turnover that refers to sales to subsidiaries 405 220
Share of total purchases that refers to purchases from subsidiaries 1,915 1,289
NOTE 47
. ____________________________________________________________________________________________________________________________|
Group Org. no. Registered office Capital share (%)
. _____________________________ ____________________________|
Dynamis AB 556588-8103 Karlskoga 100
Cell Impact AB 556585-6936 Karlskoga 100
Aerodyn AB 556373-7583 Karlskoga 100
Morphic Systems AB 556640-6244 Karlskoga 100
WellPower AB 556723-0270 Karlskoga 100
Finshyttan Hydropower AB 556703-5752 Filipstad 100
MLCC AB 556576-6655 Karlskoga 100
Capital Voting Number Carrying
Parent company share, % share, % of shares amount
. ____________________________________________________________|
Dynamis AB 100 100 100,000,000 0
Cell Impact AB 100 100 100,000,000 41,052
Morphic Systems AB 100 100 1,000 1,108
Aerodyn AB 100 100 768,000 97,835
Finshyttan Hydropower AB 100 100 1,000 4,038
WellPower AB 100 100 10,000 66,400
MLCC AB 100 100 3,800,000 380
Total 210,813
Interest in subsidiaries Dec 31,2008 Apr 30, 2008
Cost at beginning of year 232,041 161,723
Capital contributions 297,595 70,318
Cost at end of year 529,636 232,041
Impairment losses -318,823 —
Carrying amount at end of year 210,813 232,041
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NOTE 48

Consolidated Income Statement

May 1, 2008~ May 1,2008-
SEK ‘000 Dec 31,2008 Dec 31,2007
I

Operating income etc

Net turnover 310,218 215,188
Change in inventories -23,404 10,572
Capitalized production costs 7,309 2,499
Other operating income 34,031 3,944
Total income etc 328,154 232,253
Operating costs

Purchase of goods and services -254,450 -159,640
Other external costs -84,473 -46,110
Personnel costs -114,761 -56,231
Depreciation, amortization and impairment

of tangible fixed assets and intangible assets -215,091 -12,609
Other operating costs -7,173 -2,767
Total operating costs -675,948 -277,357
Operating loss -347,794 -45,104

Profit/loss from financial investments

Loss from interests in associated companies -457 —
Financial income 23,866 6,217
Financial expenses -10,559 -1,728
Total profit from financial investments 12,850 4,489
Loss after financial items -334,944 -40,615
Income tax 28,107 372
Loss for the year -306,837 -40,243
Attributable to:
Parent company shareholders -301,892 -39,170
Minority interest —4,945 -1,073
-306,837 -40,243
Earnings per share before and after dilution (SEK) -1.46 -0.27
Weighted no. of shares during period 207,353,552 143,905,011
Total no. of shares at end of period 327,744,044 150,772,022
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Parent Company Income Statement

May 1,2008- May 1,2007-
SEK ‘000 Dec 31,2008 Dec 31,2007
I

Operating income etc

Net turnover 440 70
Other operating income 21 11
Total income etc 461 81
Operating costs

Purchase of goods and services -319 0
Other external costs -20,182 -13,312
Personnel costs -23,465 -10,011
Depreciation, amortization and impairment

of tangible fixed assets and intangible assets -2,692 -1,415
Other operating costs -23 -12
Total operating costs -46,681 -24,750
Operating loss -46,220 -24,669

Profit/loss from financial investments

Profit/loss from other securities and receivables that are fixed assets -318,823

Other interest income and similar items 28,285 8,297

Interest expense and similar items -2,044 =21

Total profit/loss from financial investments -292,582 8,276

Loss after financial items -338,802 -16,393

Tax on profit for the year 4,490 —

Loss for the year -334,312 -16,393

NOTE 49

. ____________________________________________________________________________________________________________________________|
e Order for hydrogen production system For a more detailed description, see page 31 of the Directors’
 Project grant to Exergy Fuel Cells S.r.1 Report.

* Letter of intent for delivery of fuel cells for motorhomes
and house trailers

« Financial targets dropped

e Changes to Morphic’s Board, Peter Ekenger
new Chairman

e Sale of Dynamis AB
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The income statements and balance sheets will be presented for approval to the AGM on May 27, 2009.

Karlskoga, April 29,2009

Peter Ekenger
Chairman of the Board

Anette Myrheim Kjell Ostergren

We presented our audit report on April 30, 2009.
The audit report differs from the standard formulation.

PricewaterhouseCoopers AB

Michael Bengtsson
Authorized Public Accountant
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Audit Report

To the shareholders of Morphic Technologies AB (publ), org. no. 556580-2526

‘We have examined the annual accounts, consolidated financial
statements and accounting records as well as the Board of
Directors’ and Chief Executive Officer’s administration of
Morphic Technologies AB (publ) for the financial year May
1-December 31, 2008. The company’s annual accounts and
consolidated financial statement are included in the printed
version of this document on pages 31-79. Responsibility for the
accounts and administration of the company and for ensuring
compliance with the Swedish Annual Accounts Act in prepar-
ing the annual accounts and with the International Financial
Reporting Standards (IFRS), as adopted by the EU, and the
Swedish Annual Accounts Act in preparing the consolidated
financial statements rests with the Board of Directors and
Chief Executive Officer. Our responsibility is to express an
opinion on the annual accounts, consolidated financial state-
ments and administration based on our audit.

The audit has been performed in accordance with generally
accepted auditing standards in Sweden (Swedish GAAP). This
means that we have planned and conducted the audit so as to
obtain a high but not absolute assurance that the annual
accounts and consolidated financial statements are free of
material misstatement. An audit entails an examination of a
selection of vouchers and other accounting information. It also
comprises a review of the accounting policies and the Board of
Directors’ and Chief Executive Officer’s adherence to these
policies and an assessment of significant estimates employed
by the Board of Directors and Chief Executive Officer in pre-
paring the annual accounts and consolidated financial state-
ments as well as an evaluation of the overall information con-
tained in the annual accounts and consolidated financial
statements. As a basis for our statement on release from liabil-
ity, we have examined significant decisions, actions and cir-
cumstances of the company in order to be able to determine
the liability, if any, to the company of any Director or the Chief
Executive Officer. We have also examined whether any Direc-
tor or the Chief Executive Officer has in any other way acted in
violation of the Swedish Companies Act, the Annual Accounts
Act or the company’s articles of association. We believe our
audit gives us a reasonable basis for making the following
statements.

The annual accounts have been prepared in accordance
with the Annual Accounts Act and provide a true and fair view
of the company’s results and financial position in accordance
with generally accepted auditing standards in Sweden. The
consolidated financial statements have been prepared in accor-
dance with the International Financial Reporting Standards
(IFRS), as adopted by the EU and implemented in the Swedish
Annual Accounts Act, and provide a true and fair view of the
Group’s results and financial position. The Directors’ Report
accords with the other parts of the annual accounts and con-
solidated financial statements.

We recommend that the AGM adopt the parent company
and consolidated income statements and balance sheets, and
allocate the earnings of the parent company in accordance
with the proposal in the Directors’ Report.

As described in the Directors’ Report, there were obvious
failures in the work of the Board during the latter part of the
financial year. A fundamental reason for this, in our view, is
the strong position and operational role that two of the com-
pany’s founders, Peter Ena, Chairman, and Kurt Dahlberg,
Director, have had in the work of the Board as well as the day-
to-day activities of the company. We have noted that Mr Ena
has participated in and influenced the day-to-day management

of the company to an extent and in a manner that conflict with
the Board’s rules of procedure and without a specific mandate
from the Board, and that Mr Dahlberg, with the consent of Mr
Ena, has contravened the provisions (known as the “ambassa-
dor exception”) in NASDAQ OMX’s rules for issuers, which, if
they had been observed, would have limited Mr Dahlberg’s
ability to assume an operational role in the company.

Notably, the failures in the work of the Board have been evi-
dent in the question of whether the company should make
investments in a Greek company called Advent. From the min-
utes of the Board it is clear that the Board, after discussing the
issue on several occasions, decided not to make any investment
in Advent. Our audit has revealed information which, taken
together, indicates that Mr Ena and Mr Dahlberg have actively
sought to promote the Advent investment, notably by encour-
aging certain senior executives to make this investment pri-
vately. However, based on the information we have received,
we cannot exclude that these private investments may have
been made on behalf of the company. It has also emerged that
the company’s Italian subsidiary has made payments of
€300,000 to Advent with reference to agreements between the
companies. The CEO of the Italian subsidiary has informed us
that the agreement was entered into on the initiative of Mr
Dahlberg and that the subsidiary has not received the agreed
services from Advent to an extent corresponding to this
amount.

As is clear from the Directors’ Report, there are uncertain-
ties about expenses relating to consulting assignments per-
formed by Skyraider AB. These uncertainties are of such
nature that it cannot be excluded that the company has been
charged for services that were not performed to a correspond-
ing extent.

It cannot be excluded that the failures in the work of the
Board and the above-mentioned circumstances relating to
Advent and Skyraider may have caused economic damage to
the company. In our view, responsibility for any damage in
these respects rests primarily with Mr Ena and Mr Dahlberg.
For the purpose of enabling the company to make the neces-
sary further investigations and to take possible legal action, we
therefore recommend that the Annual General Meeting not
grant freedom from liability to Mr Ena and Mr Dahlberg.

In view of the above background, we have also considered
the issue of whether the Chief Executive Officer, Martin Val-
fridsson, bears responsibility for any damage incurred as a
result of the transactions with Skyraider. Based on our overall
assessment, in which we have taken particular note of Mr
En&’s and Mr Dahlberg’s strong positions and operational roles
in the company, we believe it is reasonable to recommend that
the AGM release Mr Valfridsson from liability for the financial
year. We also recommend that the AGM release the former
Chief Executive Officer, Jonas Eklind, from liability for the
financial year along with the Directors Peter Ekenger, Annette
Myrheim and Kjell Ostergren.

We would also point out that in March 2009 Mr Dahlberg
signed an employment contract for Dan Borgstrém on behalf
of the company, which applies retroactively from October 1,
2008. According to the former CEO, Jonas Eklind, Mr Borg-
strom was not employed at the time when Mr Eklind left the
company on October 28, 2008. It cannot be excluded that this
action on the part of Mr Dahlberg may have caused damage to
the company. Since the action was taken in the financial year
2009, the issue of release from liability will be addressed only
in the audit report for 2009.

Stockholm, April 30,2009
PricewaterhouseCoopers AB
Michael Bengtsson, Authorized Public Accountant
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Morphic Technologies AB (“Morphic” or the “Company”) is a Swedish public limited
liability company with the organization number 556580-2526. As of March 4, 2008
Morphic has been listed on NASDAQ OMX in Stockholm (the “Stock Exchange”).

Swedish Corporate Governance Code

Morphic Technologies AB (“Morphic”) applies the Swed-
ish Corporate Governance Code (the “Code”). In 2008 the
following two departures from the provisions

ofthe Code were made.

At meetings of the Board of Directors a member of the
Board, normally the Chairman, was appointed to take the
minutes. The need for a separate minute-taker is regularly
reviewed. Moreover, the Board did not hold any meeting
with the Company’s auditor without the presence of the
Chief Executive Officer or other members of the Com-
pany’s management. The Board has, however, met the
auditor with the presence of the Chief Executive Officer to
review the audit of the year-end financial statement. In the
Board’s view, the issues addressed have in these cases been
of such character that it was deemed appropriate and
effective to permit the CEO and management to partici-
pate in these meetings.

The Company has also departed from the rules of the
Code inrespect of the composition of the Nominating
Committee, Board of Directors and Audit Committee.

A more detailed commentary of these departures is given
in the respective sections below.

Clear Division of Responsibilities
The ability to maintain the trust of customers, sharehold-
ers and other parties is of crucial importance for Morphic.
Akey factor for thisis a clear and effective structure for
division of responsibilities and governance with a view to
avoiding conflicts of interest.

The structure for division of responsibilities and gov-
ernance comprises:
e The general meeting
e The Board of Directors
e The Chief Executive Officer/President
* The auditor

The Board of Directors and the CEO exercise their govern-
ing and controlling roles on the basis of a number of poli-
cies and instructions. The purpose of Morphic’s policies
and instructions is to clarify the division of responsibili-
ties within the Group.

The General Meeting

Normally, shareholders exercise their influence in the
Company at the general meeting, which is the highest
decision-making body of the Company. All shareholders
who are registered in the register of shareholders and have
notified their attendance in time have the right to partici-
patein a general meeting and vote all their shares. Share-
holders who are unable to attend personally may opt to be
represented by a proxy.

The general meeting decides, among other things, on
amendments to the articles of association and the allocation
of the Company’s earnings, elects the Board of Directors
and auditor, decides on freedom from liability for the mem-

bers of the Board and the CEO, decides on Directors’ fees
and approves the principles of compensation for the CEO.

The Nominating Committee

Under aresolution adopted at the 2008 AGM, a Nominat-
ing Committee has been appointed for the 2009 AGM. Four
of the Company’s largest shareholders have appointed one
representative each, who together with the Chairman of
the Board (the convener) constitute the Nominating Com-
mittee. The four representatives are: Kare Gilstring,
appointed by Mariegarden Investment AB, Kurt Dahlberg,
for own account, Thomas Ehlin, appointed by Nordea
Fonder, and Peter Ena (until April 8 the Chairman of Mor-
phic), for own account. The composition of the Nominat-
ing Committee was announced on December 19, 2008.
After Peter Ena left his seat on the Board, the Nominating
Committee also includes the new Chairman of the Board,
Peter Ekenger. The Chairman of the Nominating Commit-
teeis Kare Gilstring.

Peter End has been Executive Chairman and Kurt Dahl-
berghas held the position of Director Market Development
in the Company. They have thus also been part of manage-
ment. This means that the composition of the Nominating
Committee did not comply with the rules of the Code until
the time when Mr End and Mr Dahlberg left their posi-
tions at Morphic.

The Nominating Committee’s task is to draw up propos-
als for chairman of the general meeting, for the election of
Directors and the Chairman of the Board, for Directors’
and auditor’s fees, for the division of the fees among the
members of the Board, for compensation for committee
work, and for the nomination process for the 2010 AGM, to
be presented for approval by the AGM.

Akey principle is that the Board should have a size and
composition that are appropriate for the Company. The
results of the evaluation of the Board and its members con-
stitute a part of the material used by the Nominating Com-
mittee.

The Nominating Committee’s proposals and a reasoned
opinion on the proposal for Board of Directors will be
posted on the Company’s website no later than two weeks
before the AGM. A report on the work of the Nominating
Committee will also be submitted at the AGM. No addi-
tional compensation has been paid to the members of the
Nominating Committee.

The Board of Directors

The articles of association specify that Morphic’s Board
shall consist of at least three and no more than ten ordi-
nary members with up to ten deputies. These are
appointed by the shareholders at the AGM for a mandate
period of one year, up to the end of the following AGM.

In 2008 the Board of Directors consisted of five ordinary
members with no deputies. Peter End, Kurt Dahlberg,
Anette Myrheim, Kjell Ostergren and Peter Ekenger were
elected to sit on the Board by the AGM. In accordance with
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the Corporate Governance Code, the AGM also appointed
the Chairman of the Board, Peter Ené, for amandate period
lasting until the end of the following AGM. The Board is
quorate when more than half of the members are present.
Two of the members elected by the AGM, Peter Ena and
Kurt Dahlberg, have been employed in the Company and
formed part of management. The Company has thereby
breached the Code as well as the listing requirements of
Nasdaq OMX Stockholm on independent Directors. How-
ever, both have now left their positions in the Company,
Peter Ena on April 8 and Kurt Dahlberg on April 1. Peter Ena
also left the Board on April 8 and Kurt Dahlbergon April 1.
Peter Ekenger has been appointed Acting Chairman.

With the exception of Peter End and Kurt Dahlberg, all
other Directors elected by the AGM are regarded as inde-
pendentin relation to the Company and management.
With the exception of Kjell Ostergren, who is not regarded
asindependentin relation to one of the Company’s major
shareholders (owners of 10 percent or more of the shares or
votes of the Company), all Directors are independent in
relation to major owners. Independent means that the
Directors have no significant ties to the Company, its man-
agement or major shareholders other than being members
ofthe Board. Information on the composition of the Board
as of the 2008 AGM is presented in the table on page 85 and
information on Directors is presented on page 86 of the
annual report.

The Board has adopted rules of procedure governing its
role and work as well as separate instructions for the
Board committees. The Board holds overall responsibility
for the activities conducted in the Company and Group
and decides on the nature, focus (strategy), frameworks
and goals of the business. The Board regularly reviews and
evaluates the activities based on the goals and guidelines
thatit has defined. The Board is also responsible for ensur-
ing that the activities are organized in a way that ensures
adequate control of accounting, resource management and
economic conditions, and that ensures that risks associ-
ated with the activities are identified and defined, and that
they are measured, followed up and controlled, all in com-
pliance with external and internal rules, including the
Company’s articles of association.

The Board appoints and has the power to remove the
CEO from office.

The Chairman organizes and leads the Board’s work
and convenes Board meetings, sets the agenda and pre-
pares agenda items for Board meetings after consulting
with the Chief Executive Officer.

The Directors receive regular information, as well as
instruction where required, on changes of rules, including
those relating to the Company’s activities and the respon-
sibilities of Directors of a listed company. They continu-
ously have the opportunity to discuss issues with the
Chairman of the Board.

The CEO takes partin all Board meetings, except on
issues where there is a potential for bias, such as where the
work of the CEO is being evaluated. Other members of
management participate when this is required to provide
the Board with information or at the request of the Board
or the CEO.In 2008 the Board discussed matters without
the presence of the CEO or another member of the man-
agement team.
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Seventeen Board meetings were held during the year.
Directors’ attendance at Board meetings is shown in the
table on page 85.

During the year the Board focused - in addition to opera-
tional activities — on issues relating to funding, acquisi-
tions of businesses, the Company’s stockmarket listing and
therestructuring of the Group. The CEO participated in 11
Board meetings. The meetings in which the CEO did not
participate chiefly related to decisions on share offerings
and allocations, which formally constituted separate
Board meetings and have therefore been included in the
statistics. Apart from the Board and CEO, other executives
of the Company presented reports on specific issues at the
Board meetings. As stated, Peter Ena has in addition to his
role as Chairman of the Board also been an employee of the
Company. His main tasks have been to prepare long-term
strategic issues that lie outside the CEQ’s strategic work on
applicable business plans, shareholder issues and strategic
alliances.

The Board’s overall responsibility cannot be delegated.
However, the Board has set up committees to handle, on
the basis of instructions issued by the Board, certain
defined issues and to prepare such issues for decisions by
the Board. Within the Board there are currently two com-
mittees: the Audit Committee and the Compensation
Committee. Minutes are taken at meetings of the commit-
tees, which are submitted to the other members of the
Board as soon as possible after the meetings. The commit-
tees report to the Board on aregular basis. Members are
appointed for one year at a time. An important principle is
that as many as possible of the Board’s members should
take partin the work of the committees. Neither the CEO
nor other executives of the company are members of the
Audit Committee or the Compensation Committee. The
work of the Board committees is regulated in instructions
adopted by the Board. Other than what has been said in the
foregoing regarding Peter End, no division of responsibili-
tiesis applied in the Board.

The Audit Committee

The Board’s Audit Committee supports the Board in its
work on quality-assuring the Company’s financial report-
ing and its internal control over financial reporting. The
Committee stays in regular contact with the Company’s
auditor, to obtain information about the direction and
scope of the audit, and to discuss opinions on the Com-
pany’s risks, The Committee also discusses the year-end
financial statement and interim reports as well as audit
reports and amendments to accounting rules. The Com-
mittee monitors that any notes or comments from the
auditor are addressed. It also sets guidelines for which
other services than audits may be purchased from the
Company’s auditor, evaluates the audit work and informs
the Company’s Nominating Committee of the results of
the evaluation, and assists the Nominating Committee in
preparing proposals for election of an auditor and remu-
neration of audit work.

Until August 2008 the Audit Committee consisted of the
Board members Lars-Olof Nilsson (chairman), Eva-Lotta
Kraftand Kurt Dahlberg. The Company’s Board then
decided that the whole Board should constitute the Audit
Committee. In view of the fact that Peter End and Kurt



Dahlberg through their operational positions have been
part of management, this arrangement did not comply
with the Code until Mr Ena and Mr Dahlberg left the
Board. The Board meets as the Audit Committee at sepa-
rate meetings alongside its ordinary Board work. The
Committee held three meetings during the year. Members’
attendance at meetings of the Committee is shown in the
table on page 85.

The Compensation Committee

The Board’s Compensation Committee draws up propos-
als for principles of compensation for the CEO and for
other members of management, which are submitted for
approval to the general meeting and the Board of Direc-
tors, respectively. The Compensation Committee also pre-
pares proposals for terms of employment for the CEO and
Chairman and submits these for approval to the Board.
The Committee decides on terms of employment for other
members of management and prepares the Board’s propos-
als for incentive schemes and pension plans requiring reso-
lutions by the general meeting. It also monitors outstand-
ing options schemes.

The Committee consists of three members, of which
one has been an employee of the Group. In 2008 the Com-
mittee comprised the following members: Peter Ena,
chairman, Anette Myrheim and Kjell Ostergren. The
Committee held two meetings during the year. Members’
attendance at meetings of the Committee is shown in the
table on page 85.

Evaluation of the Board of Directors, Chief Executive
Officer and Executive Management

The Chairman of the Board makes a formal evaluation of
the work of individual Directors once a year.

The Board regularly evaluates the CEO’s and executive
management’s work. Neither the CEO nor any other mem-
ber of the executive management team participates in such
evaluations.

Senior Management

The senior management (management) of Morphic con-
sists of six individuals: the Chief Executive Officer (CEO),
Chief Financial Officer (CFO), Director Investor Relations,
Director Human Resources, Director Group Marketing
and Chief Operating Officer (COO). The management team
meets every month under the direction of the CEO. In
addition, regular progress meetings of a more informal
nature are also held. Control over the activities of the
Group is exercised through monthly financial reports from
each subsidiary, regular meetings with the managements
ofthe subsidiary companies and by other means.

The Chief Executive Officer/President

The Board has adopted a set of instructions governing the
work and role of the CEO. The CEO is responsible for the
day-to-day administration of the company’s activities in
compliance with the Board’s guidelines and adopted poli-
cies and instructions. He or she reports to the Board and
presents a special chiefexecutive’s report at each Board
meeting covering developments in the business based on
decisions that have been adopted by the Board. The CEO
also keeps the Board and Chairman up-to-date on the
Group’s financial position and performance.
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Martin Valfridsson has held the position of CEO since
October 2008. Prior to that, Jonas Eklind was CEO during
the period November 2006-October 2008. More informa-
tion on the Chief Executive Officer is presented on page 87.

Risk Organization and Responsibility

Ultimate responsibility for the Group’s risk organization
and for ensuring good internal control over the activities
rests with the Board of Directors.

The CEO is tasked with ensuring that Morphic’s organi-
zation and work methods are appropriate and that the
activities are conducted in compliance with applicable
laws and other rules applying to a listed company. The
CEO holds a special responsibility for presenting signifi-
cantinformation concerning the Group’s risks to the
Board.

Information about the Auditor

The articles of association specify that the Company shall
have one or no more than two auditors with no more than
the same number of deputies. In compliance with Swedish
law, auditors are appointed for a period of four years.

PricewaterhouseCoopers AB is the company’s auditing
firm. The authorized public accountant Michael Bengtsson
is chief auditor. The auditor was elected by the 2008 AGM
for amandate period of four years. During the previous
mandate period the authorized public accountant Inger
Carlsson, PricewaterhouseCoopers AB, was the Company’s
auditor.

The auditor’s task is to examine the annual report and
accounts as well as the management of the Board of Direc-
tors and Chief Executive Officer. Regular reports on the
results of the audit are presented to the Board throughout
the year and to the shareholders in the audit report. The
auditreportis presented to the AGM and contains recom-
mendations for shareholder resolutions on the approval of
the parent company and consolidated income statements
and balance sheets, the appropriation of retained earnings
and release from liability for the members of the Board and
the Chief Executive Officer. The auditor participates at the
AGM and presents areport to the general meeting on the
audit and observations made in the course of the audit.

The auditis conducted in accordance with the Com-
panies Act and generally accepted auditing standards,
which means that the audit is planned and conducted on
the basis of knowledge of the activities, development and
strategies of the Group. The audit involves verifying com-
pliance with the articles of association, the Companies Act
and the Annual Accounts Act, as well as the International
Financial Reporting Standards (IFRS) and the Stock
Exchange’s disclosure requirements for annual accounts.

The fee invoiced by the auditor for the audit of the Com-
pany’s financial statements for the financial year 2008 is
SEK 418,000.

During the year the auditor has also had certain consult-
ing assignments in addition to the audit, notably in connec-
tion with the Company’s listing on the Stock Exchange and
in preparing opinions pursuant to the Companies Act and
examining prospectuses in connection with the Company’s
share offerings. The overall fee for PricewaterhouseCoo-
pers’ services in addition to audits during the financial year
2008 was SEK 797,000.
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In compliance with the Swedish Auditors Act, the audi-
torsregularly test their independence in relation to the
Company.

The Board’s Description of Internal Control and Risk
Management Relating to Financial Reporting for the
Financial Year 2008
Morphicis a fast growing company that is establishing
new products in adynamic market. The products contain
advanced technology and are being commercialized in an
extremely competitive market. Specific requirements on
financial strength and resilience are some of the crucial
factors for the Company’s continued development.
Internal control of financial reporting is defined as the
process, performed by the Board, management and other
authorized personnel, thatis aimed at ensuring areason-
able degree of assurance of the correctness of financial
reporting.

Control Environment and Corporate Governance
Inaccordance with the Companies Act, Morphic’s Board
of Directors has adopted written rules of procedure for its
work. The rules of procedure and the instructions govern-
ing the work of the CEO and the Board committees provide
for a clear division of roles and responsibilities that is
aimed at ensuring efficient management of the Company’s
risks. The current rules of procedure, including the
instructions governing the work of the CEO and the
reporting instructions, were adopted at the constituent
meeting of the Board on October 20, 2008.

The rules of procedure and instructions are intended to
serve as documents governing the work of the Board and to
guarantee that the Board fulfils its duties and obligations in
compliance with the Companies Act, Stock Exchange rules,
the Code and other rules and instructions, as applicable
from time to time, such as good practice in the securities
market.

The rules of procedure define the division of work and
responsibilities within the Board and its two committees,
the duties of the Board Chairman and the duties and author-
ity of the CEO. They also include a plan for the work of the
Board in the coming financial year and details of matters to
be addressed at each meeting of the Board. The instructions
governing the work of the CEO contain restrictions con-
cerning decisions on investments, acquisitions, transfers
and certain agreements. They also include instructions on
reporting, which regulate the CEQ’s reporting to the Board.

The Board has adopted a number of basic guidelines and
limits that are significant for internal control. These poli-
cies and instructions are reviewed annually. Examples of
such guidelines include:

* Rules of procedure

« Finance policy

* Financial handbook
 Investment policy

* Code of conduct

« Information policy

Management reports to the Board regularly in accordance
with specified procedures. Management is responsible for
ensuring compliance with the adopted procedures and sys-
tems for internal control to ensure correct management of
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significant risks in day-to-day activities. This includes pro-
cedures and guidelines for various executives, to ensure
that they understand the significance of their respective
rolesin maintaining a high level of internal control.

Risk Assessment

Management continually analyses risks inrespect of the
Company’s financial reporting. Risk assessments are inte-
grated with the Company’s business processes, where risks
are continually analyzed and followed up. Risk assessments
of financial reporting are a part of and depend on the overall
risk situation affecting the Company as a whole. The Com-
pany’s overall risks and the management of these are identi-
fied and presented in the Directors’ Report on page 31. The
Audit Committee plays animportant role in risk assess-
ment, since it reports observations in its focus areas and
prepares matters for decisions by the Board.

Communication and Control Activities

Prior to each ordinary meeting, the Board receives finan-
cial statements. The financial situations of the parent com-
pany and Group are addressed as a separate item at each
ordinary Board meeting. When a significant risk is identi-
fied measures are taken to eliminate the risk or reduce it to
an acceptable level.

Manuals, guidelines and policy documents that are sig-
nificant for financial reporting are updated continuously
and distributed to those concerned. To ensure that exter-
nal information is correct, the Company’s Board has
adopted an information policy.

Financial reporting for all subsidiaries is handled by the
Company’s finance department. During the financial year
the Board changed the organization of the Company’s
accounting function. To create a clearer structure in finan-
cial reporting for the Company’s various businesses, the
subsidiaries now report directly to the accounting depart-
ment in the parent company. Impairment tests and issues
relating to percentage of completion accounting have
formed part of the Board’s control activities. During the
financial year anew IT system was installed in the Com-
pany with the aim of further strengthening the documen-
tation, information and follow-up of financial reporting.

Follow-up

The Board of Directors of Morphic holds ultimate respon-
sibility for internal control and ensures compliance with
the internal control framework. The Board has assessed
the need for a special audit function (internal audit), and
decided that such a function is not required at present.
Instead, the examination has been performed by execu-
tives that also have other duties in the Company. However,
theissueisreviewed each year, in accordance with the
rules of procedure for the Board.

The Board regularly receives financial statements, and
the Group’s financial position and development are dis-
cussed at each meeting. The Board’s Audit Committee
examines all quarterly reports and the year-end financial
statements before they are published externally. Based on
management’s reports and the observations of the Audit
Committee, the Board forms an opinion of the Company’s
control environment, organization, responsibilities and
authority as well as the completeness of financial reporting.



Compensation to the Board, CEO and Other Members
of Executive Management

The Board of Directors

The 2008 AGM of Morphic approved a total fee of SEK
600,000 for the Company’s non-executive Directors, i.e.
SEK 200,000 for each Director. No additional compensa-
tion is paid for committee work.

Guidelines for Compensation of Senior Management
The 2008 AGM adopted guidelines for compensation of
senior management.

Composition of Senior Management

Senior management consists of the CEO, CFO, Director
Investor Relations, Director Human Resources, COO and
Director Group Marketing.

Market-based Compensation
Morphic strives to offer market-based compensation to the
CEO and other members of senior management. The com-
pensation should be based on the importance of the tasks
involved and on skills, experience and performance
requirements.

The compensation consists of the following components:
e Fixedbasicsalary
* Bonus
* Pension benefits
Other benefits and termination conditions

Fixed Basic Salary
Senior management should be paid a market-based fixed
cashsalary.

Bonus

In addition to their basic salary, senior management
should be offered abonus (variable compensation) thatis
tied to achievement of Morphic’s targets for earnings,
sales growth and other key figures as well as certain indi-
vidually defined targets. The bonus is limited to 70 percent
of the basic salary paid during the year for the CEO and
40-60 percent of the basic salary paid during the year for
other members of senior management.

Share-based Incentive Schemes

The Board believes long-term variable pay in the form of
share-based incentive schemes strengthens employees’
interest in the Group’s activities and highlights the link
between employment benefits and the Company’s perfor-

Name Born Elected Position
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mance. Itis essential that the Company is able to create
conditions that allow it to recruit and retain skilled per-
sonnel. The Board therefore considers that share-based
incentive schemes benefit Morphic and its shareholders.

There are two outstanding share-based incentive
schemes in Morphic.

The first scheme was adopted by the 2006 AGM and
refers to warrants subscribed by the employees at a market
price based on an external valuation statement. The war-
rants must be exercised by October 31,2009.

The second scheme was adopted at the extraordinary
general meeting held on March 3,2008 and refers to
employee stock options. The options are issued free of
charge to the employees but the right to exercise the
optionsis linked to a performance condition based on con-
solidated turnover and operating margin. The scheme has
aterm of about five years.

Information about Morphic’s outstanding share-based
incentive schemes is found in Note 12 on page 63 of this
annual report.

Pension Benefits

Morphic applies a retirement age of 65 for senior manage-
ment. For salary components under 7.5 income base
amounts the pension benefit corresponds to the ITP occu-
pational pension plan, except for the CEO, who receives a
supplementary pension provision of up to 15 percent of his
or her total salary. For salary portions exceeding 7.5
income base amounts a defined contribution pension of
thirty-three (33) percent of the employee’s monthly salary
is paid, whichis secured through an insurance policy. No
pension benefits in addition to the applicable collective
agreement are earned on bonuses.

Other Benefits and Employment Terms
The maximum period of notice is six months, and sever-
ance pay is limited to a maximum of 12 months’ salary ben-
efits.

Inother respects, management should be entitled to the
customary non-monetary benefits.

Authorization for the Board

The Board of Directors has the right to derogate from the
above guidelines ifit considers that there are special rea-
sons warranting this in any individual case.

This corporate governance report has not been examined
by Morphic’s auditor.

Compen- Attendance, Attendance,
Audit sation Total fee, Board committee
Committee Committee SEK meetings meetings

Peter Ena 1969 1999 Chairman** Yes Yes 0* 100% 100%
Kurt Dahlberg 1943 2004 Director Yes No o* 100% 100%
Anette Myrheim 1963 2001 Director Yes Yes 200,000 100% 100%
Kjell Ostergren 1951 2005 Director Yes Yes 200,000 100% 100%
Peter Ekenger 1945 2008 Director Yes No 200,000 100% 100%

* Has received compensation from the Company in the form of salary. For more information, see Note 13.
** After the end of the financial year Peter Ekenger replaced Peter End as Chairman of the Board.
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Board of Directors and Auditor

Peter Ekenger (born 1945)

Chairman of the Board since 20009.

Board member since 2008.

Principal occupation: Business consultant.

International business consultant with assignments for Volvo, Bure,
the Clinton Climate Initiative and other clients. Previously Secretary-
General of the European Round Table of Industrialists and Director of
the Swedish Chamber of Commerce in Brazil. Has held a series of
executive positions at Volvo in Gothenburg and Latin America. Project
manager for “Vind i tankarna” (Running on Wind), a project aimed at
improving Sweden’s competitiveness in the electrical power and auto-
motive industries by creating incentives for Swedish production of
wind turbines and promoting the use of electricity from wind turbines
to power vehicles.

Shareholding: —

Nationality: Swedish

Independence: Independent in relation to the company and major
shareholders.

Anette Myrheim (born 1963)

Board member since 2001.

Principal occupation: Works in marketing at the Stark advertising
agency.

Previously Head of Marketing Communications at Volvo Truck Cor-
poration International Division and Product Group Manager at Luxo
Industri AB with responsibility for product development and new
product launches. Many years of experience in marketing and corpo-
rate communications in the Volvo Group.

Shareholding: 11,240 B shares

Nationality: Norwegian

Independence: Independent in relation to the company and major
shareholders.

Kjell Ostergren (born 1951)

Board member since 2005.

Principal occupation: Director of Union House Ltd.

Director of Mariegarden Investment AB and Gustavus Capital Asset
Management AB. Broad experience of international asset manage-
ment and venture capital.

Shareholding: 4,300,000 A shares, 16,728,600 B shares

(incl. company)

Nationality: Swedish

Independence: Dependent in relation to major shareholders, indepen-
dent in relation to the company.

Auditor

Michael Bengtsson

Authorized Public Accountant, PricewaterhouseCoopers AB.
Auditor of Morphic Technologies since 2008.
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Senior Management

Martin Valfridsson (born 1972)
President and CEO of Morphic Technologies
M.Sc. in Economics and Business, M.Sc. in Engineering
Previous experience from various senior positions in ABB,
Ericsson and HL Display, and as head of product development "
—

at Clover Electronics, stationed in Japan. )
Shareholding: 150,000 warrants

Nationality: Swedish

Independence: Independent in relation to the company J
and major shareholders. 4
Helena Nilsson (born 1970)
CFO

Shareholding: 40,000 B shares, 150,000 warrants Martin Valfridsson Helena Nilsson
Nationality: Swedish

Independence: Independent in relation to the company
and major shareholders.

Johannes Falk (born 1967)
Director Investor Relations

MFA | o -
Previously Director of Investor Relations at Diamyd Medical, \ ‘
a company listed on the Stockholm Stock Exchange. | ™
Shareholding: 300,000 warrants i

Nationality: Swedish

Independence: Independent in relation to the company

and major shareholders. ‘

Helena Woxlin (born 1967) Johannes Falk Helena Woxlin

Director Human Resources

Previously Head of Department at the pharmaceutical company 1
Recip/Recipharm. Various positions at AstraZeneca 1997-2007.

M.Sc. in Chemical Engineering and formerly employed in Vattenfall b
Utveckling.

Shareholding: 1,000 B shares .
Nationality: Swedish Ll
Independence: Independent in relation to the company and major ;
shareholders. -
Kenneth Johansson (born 1961) i

COO

M.Sc. in Economics and Business, M.Sc. in Engineering .’

Previously CTO at Pricer AB, Director Global Product Management at
Emerson Energy Systems AB and various senior positions at Ericsson
and ABB Switzerland.

Shareholding: —

Nationality: Swedish

Independence: Independent in relation to the company and major
shareholders.

Kenneth Johansson Slavica Djuric

Slavica Djuric (born 1965)

Director Group Marketing

University studies in economics, law and French.

Formerly CFO at Dynamis. Has worked at the purchasing and market-
ing department of Bofors. Economist at Riksbyggen and the marketing
department of Linsteatern.

Shareholding: 105,100 B shares, 100,000 warrants

Nationality: Swedish

Independence: Independent in relation to major shareholders.
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Definitions

Adjusted equity
Shareholders’ equity plus the equity share (72%) of
untaxed reserves.

Capital employed
Total assets less non-interest-bearing liabilities (including
contingent tax liability).

Debt/equity ratio
Interest-bearingliabilities divided by shareholders’ equity
atyear-end.

Equity/assets ratio
Shareholders’ equity as a percentage of total assets at year-
end.

Equity per share
Shareholders’ equity divided by the number of shares at
the balance sheet date.

Interest coverage ratio

Profit after net financial items plus interest expense,
divided by interest expense.
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Market value at year-end
Share price at the end of the financial year multiplied by
the number of shares (A and B) at year-end.

Profit margin
Profit after financial items, as a percentage of turnover.

Return on average total capital
Profit after net financial items plus financial expense, as a
percentage of average total assets.

Return on average equity
Profit after financial items, as a percentage of average
adjusted equity.

Share of risk-bearing capital
Shareholders’ equity plus deferred tax, as a percentage of
total assets at year-end.

Turnover per employee
Turnover devided by average number of employees.



Addresses

Morphic Technologies AB
Gammelbackaviigen 6
SE-69151Karlskoga
Phone: +46 586-673 90

Fax: +46586-67399
info@morphic.se
www.morphic.se

Subsidiaries

CellImpactAB
Gammelbackavigen 6
SE-69151Karlskoga
Phone: +46 586-673 40
Fax:+46586-673 89
info@cellimpact.com
www.cellimpact.co

Helbio S.A

Stadiou Str. Platani, Rio 26504
Greece

Phone: +30-2610-911562-4
dkliguras@helbio.com
www.helbio.com

AccaGenS.A

Via San Mamete
CH-6805 Mezzovico
Switzerland

Phone: +4191940 2111
info@accagen.com
Www.accagen.com

ScanWind AS
VegaMot 8a

7048 Trondheim
Norway

Phone: +477382 0211
info@scanwind.com
www.scanwind.com

Finshyttan Hydro Power AB
Box 59

SE-682 22 Filipstad

Sweden

Phone: +46 590-161 00
Fax:+46 590-137 16
info@finshyttan.se
www.finshyttan.se

AerodynAB

Box 101

SE-691 22 Karlskoga
Sweden

Phone: +46 586-330 31
Fax:+46586-31255
info@aerodyn.se
www.aerodyn.se

DynaWind AB

Box 159

SE-68123 Kristinehamn
Sweden

Phone: +46 550-34 300
info@dynawind.se
www.dynawind.se

Exergy Fuel Cells Technology s.r.1
ViaBuozzi 53-55-57

40057 Cadriano di Granarolo (BO)
Ttaly

Phone: +39 051 6751129
www.exergyfuelcells.com
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morphic

Morphic Technologies AB
Gammelbackavéagen 6
SE-691 51 Karlskoga
Tel: +46 586-673 90
Fax: +46 586-673 99
info@morphic.se

www.morphic.se
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