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Financial Review

Since 1991, Saab AB, Corporate Identity No. 556036-0793,
with registered office in Linkoping, has been part of the
group of which the Parent Company is the listed invest-
ment company, Investor AB. The parent company of
Saab AB is Saab-Scania AB.

Investor intends to investigate the possibility of
broadening ownership of Saab and listing the company
on the Stockholm Stock Exchange. In the event of a list-
ing, the intention is to offer shares in Saab AB to
Investor’s shareholders in the first hand.

THE SAAB GROUP
The Saab Group is active in military aircraft and other
high technology systems for aircraft, space and defense.

Business area Military Aerospace comprises the busi-
ness units Gripen, General Military Programs and Fu-
ture Products and Technology in the Parent Company,
the subsidiary Saab Dynamics and the associated com-
panies Ericsson Saab Avionics and CSM Materialteknik.
Saab produces the first of the world’s fourth generation
combat aircraft, the JAS 39 Gripen. In June, an order for
batch 3 of 64 Gripen aircraft was placed, bringing the
total to 204, of which 28 are the two-seat version. This
means continuous production of the Gripen until the
beginning of 2007. By the end of 1997, a total of 48 Gri-
pen aircraft had been delivered. The first Gripen exer-
cises involving the full war organization were conducted
by the Swedish Air Force in the autumn and the first
squadron was declared operationally fully deployed
shortly thereafter. Collaboration with British Aerospace
in the form of a joint venture for exporting the Gripen
has developed very well. Sales campaigns in response to
customer inquiries are being carried on jointly in eight
countries. Collaboration will provide Saab with access to
an even more extensive international network, which
will considerably increase export prospects for the Gri-
pen. Operations of Dynamics comprise guided weapons,
optronic systems and related subsystems and equip-
ment. One of the main products in current manufacture
is STRIX, a terminally guided mortar projectile developed
jointly with Bofors. Dynamics is also engaged together
with several other European companies in developing
the new air-to-air missiles, IRIS-T and Meteor. Ericsson
Saab Avionics develops and produces surveillance sys-
tems, electronic warfare systems and displays, and
instrument panels, primarily for the Gripen.

Saab Ericsson Space is owned to 60 percent by Saab
and 40 percent by Ericsson. The company develops and
supplies onboard computers, antennas and other electro-
nic and mechanical equipment for the space industry.
Since autumn 1997, Saab Ericsson Space has been the
parent company in its own business area, Space, within
Saab. The organizational change reflects the increasing
importance that the rapidly growing market for space
systems is expected to have. There are many synergies
with the defense operations and there are considered to
be good prospects of translating the skills and experien-
ce of Saab and Ericsson into profitable projects. During
1997, Austrian Aerospace GmbH was formed through a
merger of Schrack Aerospace GmbH and ORS GmbH.
The company is owned to 78 percent by Saab Ericsson
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Space AB. The merger means increased competitiveness
in the international space market.

Training Systems is a world leader in its area of simu-
lation equipment based on laser technology for aimed
weapons. Its largest markets are the UK, USA and Ger-
many.

Collaborative Programs supplies components and sub-
assemblies to external customers, military aircraft and
regional aircraft. Collaborative Programs is a business
unit within the Parent Company. Saab’s strategy for the
business area is to develop the external segment, where
there is potential growth both as a supplier and partner
to other aircraft manufacturers.

Combitech’s operations comprise commercial niches
in high technology. During 1997, operations have been
restructured so that the companies in Combitech - Saab
Marine Electronics, Pronesto, Combitech Electronics,
Combitech Software, Combitech Network, Saab Survey
Systems and Image Systems - form a business unit orga-
nized directly under the Parent Company, Saab. The
group is also active in traffic systems. The restructuring
clarifies the purpose of Combitech: exploiting and com-
mercializing technologies and business ideas from the
military programs. The increase in value can then be rea-
lized at a suitable point in time, for example through a
Stock Exchange listing, divestment or other change in
ownership. The model for technical cooperation develo-
ped within Saab Combitech will be utilized more effici-
ently and applied throughout the Saab Group. Opera-
tions without an organic connection to other activities in
the Saab Group have been, or will be, divested. During
the year, Preseco, Innovativ Vision and operations in
DocEye were sold, followed by Telelogic in January
1998.

Saab has decided to terminate production of the
Saab 340 and Saab 2000 (Regional Aircraft). The reason is
the deterioration in the market situation and heavy over-
capacity among manufacturers of regional aircraft,
which has made the operation unprofitable. Production
of new regional aircraft is planned to terminate in 1999.
Saab will continue to supply high quality customer sup-
port and spare parts for its regional aircraft, totaling
over 500, in service throughout the world. The Saab
Group will also continue to have responsibility for the
300 aircraft financed through its leasing operation. This
means that the Saab Aircraft Finance Group (SAFG) will
be consolidated in the Saab Group. During 1996, SAFG
was a unit organized directly under the Investor Group.
SAFG is included in the Saab Group’s income statement
under “Other operating costs” (partial consolidation),
while it is fully consolidated in the balance sheet. For
further information, see Note 6.

Pro forma 1996 includes the customer finance opera-
tion in SAFG. See also Note 40.

FUTURE DEVELOPMENT

Operations in 1998 and 1999 entail continued work on
the Gripen project in the form of deliveries to the Swe-
dish Air Force and further development of the Gripen in
accordance with the order from the Swedish Defence
Material Administration (FMV). Considerable efforts



will be made in further development of an export ver-
sion of the Gripen, in addition to marketing and sales.
Other units in Military Aerospace will also be closely
linked to the Gripen. Training Systems is expected to
have a continued good position in its field, even if the
total market for its products will probably see a further
decrease. During the period, production of the Saab 340
and Saab 2000 regional aircraft will come to an end and
operations will focus on customer support for the exis-
ting fleet. Combitech's operations will primarily be ori-
entated toward developing the present companies and
actively exploiting spin-off products from the core ope-
rations in Military Aerospace.

SALES AND ORDERS

Group sales during the year increased by 6 percent to
SEK 8,674 m. (8,159). Sales in foreign markets amounted
to SEK 4,449 m. (4,420) or 51 (54) percent of total sales.
Total exports from the Group’s Swedish companies
decreased to SEK 4,142 m. (4,196). Group exports to the
EU market totaled SEK 1,296 m. (1,090) and total sales
within the EU, excluding Sweden, amounted to SEK
1,437 m. (1,200).

SALES BY BUSINESS AREA

SEK m. 1997 1996 Change
Military Aerospace 4,480 3,471 29%
Space 594 467 27%
Training Systems 668 559 19%
Collaborative Programs 244 278 -12%
Combitech 1,073 932 15%
Less internal -193 -69

Saab 6,866 5,638 22%
Regional Aircraft 3,035 2,902 5%
Less internal -1,227 -381

Saab Group 8,674 8,159 6%
SALES BY MARKET AREA

SEK m. 1997 1996 Change
Sweden 4,225 3,739 13%
Other EU countries 1,437 1,200 19%
Other European countries 534 1,040 -49%
Total Europe 6,196 5,979 4%
North America 1,819 1,768 3%
Asia 524 290 81%
Australia, etc 74 70 6%
Other markets 61 52 17%
Saab Group 8,674 8,159 6%

The increase in sales is mainly due to a larger number of
military aircraft invoiced. During the year, 20 Gripen air-
craft were invoiced, compared with 14 the previous year.

Sales by business area Space increased by SEK 127
m. to SEK 594 m. following an expansion in the market
for commercial satellites.

Sales of Saab Training Systems increased as a result
of larger deliveries of laser simulators and totaled SEK
668 m. (559).

Sales of Combitech rose, mainly through an increase
for Saab Marine Electronics.

Sales of Regional Aircraft increased, partly as a result of
a higher exchange rate against the US dollar. During the
year, 26 (26) Saab 340 were delivered: 21 to Mesaba, two
Saab 340 AEW to FMV, two to JMSA and one to JAS in
Japan. During the same period, a total of 9 (11) Saab 2000
aircraft were delivered: four to SAS, three to Crossair
and two to REGIONAL.

Group order bookings amounted to SEK 16,612 m.
(7,736). During the year, orders were received for further
development and batch 3 of 64 Gripen aircraft, in addi-
tion to 21 Saab 340 and 12 Saab 2000 aircraft. The order
backlog at the end of 1997 totaled SEK 27,122 m.
(20,042), including military orders worth SEK 23,000 m.
(16,000). The order backlog for Regional Aircraft amoun-
ted to 2,734 m. (2,857).

ORDER BOOKINGS

SEK m. 1997 1996 Change
Military Aerospace 11,405 2,506 8,899
Space 605 593 12
Training Systems 677 1,045 -368
Collaborative Programs 290 303 -13
Combitech 1,356 1,020 336
Less internal -227 -130 -97
Saab 14,106 5,337 8,769
Regional Aircraft 2,706 2,702 4
Less internal -200 -303 103
Saab Group 16,612 7,736 8,876

Order bookings for Military Aerospace amounted to SEK
11,405 m. (2,506) and comprised batch 3 of 64 Gripen air-
craft. Orders were also received for further development
and a new Auxiliary Power Unit (APU) for the Gripen.
Development work on the next generation of the RBS15
anti-ship missile is continuing and successful tests took
place during the autum. Several important orders for IR
and laser equipment were signed at the end of the year.

Order bookings for Space increased to SEK 605 m.
(593). During the year, several strategically important
orders were received. The European Space Agency, ESA,
commissioned development work on a new measuring
instrument for meteorological satellites. A similar instru-
ment was ordered by American authorities, which
enhances the company’s presence in the important US
market. A follow-on order for a further ten space compu-
ters for Ariane 4 launch rockets was received from
Matra.

Order bookings for Training Systems amounted to
SEK 677 m. (1,045). The decrease compared with the pre-
vious year is due to exceptionally high bookings from
Germany and other countries during 1996. During the
year, a major “Support & Repair” order was received
from the UK in respect of equipment delivered in earlier
years. From Germany, several orders have been received
for simulation equipment used in various weapon sys-
tems. During August, orders were received for training
equipment for the Leopard battle tank. A large order for
upgrading packages for TWGSS (Tank Weapon Gunnery
Simulator System) used by the US Army and US Marine
Corps was received during the year.
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During the year, Collaborative Programs signed a num-
ber of contracts for deliveries to Boeing, in addition to an
agreement with BAe on the transfer of metal bonding
work to Saab. A Memorandum of Understanding (MoU)
was signed with Airbus Industries on participation in
the feasibility study of the new A3XX project.

Order bookings for Combitech amounted to SEK
1,356 m. (1,020), an increase of 33 percent. The increase
compared with the previous year is mainly due to
growth in Saab Marine Electronics and Traffic Systems.
Saab Marine has introduced a new transmitter for level-
gaging in the process industry and the first orders have
been received. During the year, Traffic Systems received
a major order for road toll systems for Melbourne, Aus-
tralia.

Order bookings for Regional Aircraft amounted to
SEK 2,706 m. (2,702). During the year, orders were re-
ceived for 21 Saab 340 and 12 Saab 2000 aircraft.

ORDER BACKLOG

Other operating costs, consisting of income from the air-
craft finance operation and restructuring costs in Combi-
tech, amounted to SEK -364 m. (-788).

Net financial income and expenses amounted to
SEK 471 m. (494). The deterioration is mainly due to
lower interest rates and the average return on cash and
marketable securities was 6.2 (7.9) percent. Average net
liquidity was higher than in the previous year. Income
after financial income and expenses but before the above
costs for Regional Aircraft amounted to SEK 576 m.
(-353). Income after financial items deteriorated to
SEK -4,845 m. (-1,572).

Paid and deferred taxes amounted to SEK 1,075 m.
(203).

Net income for the year was SEK -3,790 m. (-1,385).

Pre-tax return on capital employed was negative
(negative).

OPERATING INCOME

SEK m. 1997 1996 Change
SEK m. 1997 1996 Military Aerospace 586 557 5%
Military Aerospace 21,969 15,053 Reversal of loss risk reserve 313 300
Space 674 663 Space 47 45 4%
Training Systems 1,007 999 Training Systems 156 115 36%
Collaborative Programs 102 56 Collaborative Programs 3
Combitech 781 455 Combitech -338 -159
Less internal -145 -41 Corporate 103 52
Saab 24,388 17,185 Saab 870 910 -4%
Regional Aircraft 2,734 2,857 Regional Aircraft -553  -1,093
Saab Group 27,122 20,042 SAFG -212 -664
Total 105 -847
NUMBER OF AIRCRAFT IN THE ORDER BACKLOG Items affecting
comparability -5,421 -1,219
1997 1996 Saab Group -5,316  -2,066
Gripen 156 112
Saab 340 26 31 Operating income of Military Aerospace improved five
Saab 2000 12 11 percent to SEK 586 m. (557). Risks in the basic contract

INCOME AND PROFITABILITY

As a result of the decision to terminate production of
regional aircraft, operating income decreased heavily to
SEK -5,316 m. (-2,066). Operating income before items
affecting comparability related to Regional Aircraft
amounted to SEK 105 m. (-847). Following the decision
in December on the termination of Regional Aircraft,
provisions totaling SEK 5,421 m. were made, of which
costs for terminating production account for SEK 4,079
m. and revaluation of the leasing portfolio SEK 1,342 m.
After tax, the provisions amount to approximately SEK
4,000 m. Approximately half the provisions are expected
to be paid out during the coming two years and the
remainder during a number of consecutive years. The
provisions have been calculated so that operations in
Regional Aircraft will not affect the financial result of
Saab's other operations. During 1996, provisions and
write-downs for Regional Aircraft amounting to SEK
1,219 m. were made. Other operating income, consisting
mainly of trading income in the Treasury operation and
exchange rate gains on receivables and payables of an
operating character, amounted to SEK 133 m. (154).
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concerning the Gripen have been reduced and the loss
risk reserve has thereby been reduced by SEK 313 m.
(300). The original loss risk reserve was SEK 2,300 m., of
which SEK 1,300 m. has so far been realized. Operating
income includes project interest of SEK 235 m. (258) on
the unutilized part of advance payments.

Operating income of Space improved to SEK 47 m.
(45).

Operating income of Training Systems improved 36
percent to SEK 156 m. (115), owing to very high delive-
ries and margins.

Operating income of Combitech was negative and
amounted to SEK -338 m. (-159). Income was burdened
with development and marketing costs for Traffic Sys-
tems, including write-downs of development costs and
restructuring costs of SEK 169 m. in the IT sector.

Operating income of Regional Aircraft before costs
for termination of regional aircraft production amounted
to SEK -553 m. (-1,093). As a result of the decision to ter-
minate production of regional aircraft, provisions of SEK
4,079 m. have been made to cover restructuring costs
and assure resources for continued service of the present
Saab fleet.



Operating income of SAFG was negative and amounted
to SEK -1,554 m. (-664). The deterioration is due to provi-
sions of SEK 1,342 m. in anticipation of the expected
deficit in future leasing operations. Operating income
before the provisions amounted to SEK -212 m.

(-664).

FINANCE AND LIQUIDITY
Cash and marketable securities, including group receiv-
ables less external borrowing, decreased by SEK 2,067 m.
to SEK 14,164 m. (16,231) due to investments in leasing
aircraft, lower advance payments from customers and
higher receivables. During the year, SEK 1,123 m. has
been repaid to FMV in respect of the basic contract for
the Gripen.

At the end of the year, property has been revalued
by SEK 695 m., of which SEK 500 m. is set against a
revaluation reserve, thereby increasing shareholders’
equity. Deferred tax in regard to the revaluation has been
accounted for in the amount of SEK 195 m.

The Group’s equity /assets ratio was 10 (22) percent
and the interest coverage ratio was 6.76 (negative).

CAPITAL EXPENDITURES

The Group’s capital expenditures in property, plant and
equipment, excluding leasing assets, amounted to SEK
396 m. (302). Net investments including leasing assets
and intangible fixed assets amounted to SEK 1,857 m.

(863), of which leasing assets accounted for SEK 1,365 m.
(541).

SEK m. 1997 1996
Military Aerospace 153 195
Space 43 30
Training Systems 51 24
Collaborative Programs 45

Combitech 91 30
Saab 383 279
Regional Aircraft 13 23
Saab Group 396 302

RESEARCH AND DEVELOPMENT

Research and development aim at enhancing the Group’s
technology, technical skills and capabilities in order to
further develop existing products and create favorable
conditions for new ones. The long-term policy is to give
priority to projects strengthening growth, competitive-
ness and profitability.

Operations are designed so that creativity and inno-
vation are supported, and synergy effects and spin-off
potentials exploited. Saab attaches great importance to
collaboration. Within the Group, collective capabilities
are utilized through systematic technical collaboration
between the business areas. Externally, Saab collaborates
nationally and internationally with universities, institu-
tes and other industries.

THREE-YEAR OVERVIEW!'

1997 1996 1995
Sales 8,674 8,159 7,925
Income after financial items -4,845 -1,572 271
before items affecting comparability 576 -353 271
Total assets 32,780 31,388 28,137
of which utilized part of advance payments 2,460 3,248 3,171
of which aircraft finance operation 9,604 8,817 6,711
Capital employed 6,440 8,975 8,719
Return on capital employed, % neg neg 5.0
before items affecting comparability, % 8.8 neg 5.0
Return on shareholders’” equity, % neg neg 2.5
before items affecting comparability, % 2.4 neg 2.5
Profit margin before items affecting comparability, % 7.8 neg 5.5
Capital turnover rate 1.13 0.92 0.91
Financial position
Equity/assets ratio, % 10 22 23
excluding aircraft finance operation 15 33 32
Interest coverage ratio before items affecting comparability 6.76 neg 2.64
Average no. of employees 7,716 8,131 7,991

'For definitions of key ratios, see Note 41.
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The year’s expenditures for R&D amounted to SEK 1,792
m. (1,790). More than 2,000 persons are employed in
R & D in the Group.

SEK m. 1997 1996
Military Aerospace 1,327 1,229
Space 171 140
Training Systems 94 48
Collaborative Programs 5

Combitech 137 143
Saab 1,734 1,560
Regional Aircraft 58 230
Saab Group 1,792 1,790
In percent of sales 20.7 21.9

Of the year’s expenditures for R&D, SEK 1,355 m.
(1,327 m.) relates to development paid by customers.

THE MILLENIUM PROBLEM

A survey has been made and measures initialized to deal
with the effects of the Millenium change in regard to
administrative and technical support systems and sys-
tems incorporated in delivered products. The conclusion
is that the costs of the necessary measures will not have
a significant effect on Saab’s income.

PERSONNEL
At the end of the year, the Group had 8,110 employees,
compared with 8,474 at the end of 1996.

Number 1997 1996 Change
Military Aerospace 3,879 4,060 -181
Space 575 551 24
Training Systems 258 248 10
Collaborative Programs 1,166 1,048 118
Combitech 878 957 -79
Regional Aircraft 1,332 1,590 -258
SAFG 22 20 2
Saab Group 8,110 8,474 -364

PARENT COMPANY

The Parent Company consists of five business units: Gri-
pen, General Military Programs, Future Products &
Technology, Collaborative Programs and Regional Air-
craft. There are also corporate staffs and support units
for these operations.
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Sales of the Parent Company amounted to SEK 6,845 m.
(5,586), an increase of 23 percent. Operating income was
negative and amounted to SEK -3,682 m. (-1,483), of
which provisions for terminating the regional aircraft
operation amounted to SEK 4,079 m. (1,219).

Net financial income and expenses amounted to
SEK 637 m. (762) and income after financial income and
expenses was SEK -3,045 m. (-721). Income after financial
income and expenses of the Parent Company, but before
restructuring costs for Regional Aircraft, amounted to
SEK 1,034 m. (498).

After appropriations of SEK 43 m. (-20), group con-
tribution of SEK -701 m. (54) and tax of SEK 1,401 m. (0),
net income for the year amounted to SEK -2,302 m.
(-687).

PROPOSED DISPOSITION OF THE COMPANY'S LOSS

As shown in the consolidated balance sheet, the loss

brought forward in the Group amounts to SEK -444 m.

(1,806), of which SEK -3,790 m. (-1,385) is income for the

year. No allocations to restricted reserves are required.
The Board of Directors and the President propose

that the loss brought forward in the Parent Company

SEK m.

Unappropriated earnings brought forwards 2,183
Net income for the year -2,302
Total -119

be covered through:
Utilization of legal reserve 119

After giving effect to the proposed disposition, sharehol-
ders’ equity of the Parent Company will consist of:

SEK m.

Capital stock 1,703
Revaluation reserve 500
Legal reserve 249
Total 2,452

For the income and financial position of the Group and
Parent Company, see the following income statements
and balance sheets, including notes with comments.



Income Statement of the Saab Group

Pro forma
SEK m. Note 1997 1996
Sales 3 8,674 8,159
Cost of goods sold -6,400 -6,424
Gross margin 2,274 1,735
Marketing expenses -824 -736
Administrative expenses -622 -589
Research and development costs -495 -625
ltems affecting comparability 4 -5421 -1,219
Other operating income 5 133 154
Other operating expenses 6 -364 -788
Share in income of associated companies 3 2
Operating income 9 -5,316 -2,066
Result from financial investments
Other interest income and similar profit/loss items 10 571 646
Interest expense and similar profit/loss items [l -100 -152
Net financial income and expenses 471 494
Income after financial items -4,845 -1,572
Tax 13 1,075 203
Minority interest -20 -16
Net income for the year -3,790 -1,385

SAAB GROUP ANNUAL REPORT 1997 65



Balance Sheet of the Saab Group

Pro forma
SEK m. Note 1997 1996
ASSETS
Fixed assets
Intangible fixed assets
Capitalized expenditure for research and
development and similar 14 40
Other intangible fixed assets I5 122
Goodwill 16 12 76
134 16
Tangible fixed assets
Land and buildings |7 1,695 984
Plant and machinery 18 667 665
Equipment, tools, fixtures and fittings 19 173 162
Lease assets 20 6919 5937
Construction in progress and advance
payments for tangible fixed assets 21 48 9
9,502 7,757
Financial fixed assets
Receivables from group companies 23 2,293
Participations in associated companies 24 30 7
Other securities held as fixed assets 25 36 35
Other long-term receivables 26 532 531
Deferred tax receivables 27 866
1,464 2,866
Total fixed assets 11,100 10,739
Current assets
Inventories etc.
Raw materials and consumables 977 926
Work in progress 3,250 3,458
Finished products and goods for resale 529 450
Advance payments to suppliers 240 [31
4,996 4,965
Current receivables
Accounts receivable 692 905
Receivables from group companies 9,104 6,986
Receivables from associated companies 445 154
Other receivables 212 165
Prepaid expenses and accrued income 28 223 175
10,676 8,385
Short-term investments 29 5,672 6,620
Cash and bank 336 679
Total current assets 21,680 20,649
Total assets 32,780 31,388
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Balance Sheet of the Saab Group cont

Pro forma
SEK m. Note 1997 1996
EQUITY AND LIABILITIES
Equity 30
Restricted equity
Capital stock
(68,134,192 shares with a par value of SEK 25 each) 1,703 1,703
Restricted reserves 1,832 1,315
3,535 3018
Unrestricted equity
Profit or loss brought forward 3,346 4,691
Net income for the year -3,790 -1,385
-444 3,306
3,091 6,324
Minority interest in subsidiaries 158 143
Provisions
Provisions for pensions and similar commitments 32 2,243 2,161
Provisions for deferred tax liabilities 27 274
Other provisions 33 6,868 1,849
PARN 4,284
Long-term liabilities
Liabilities to credit institutions 35 30 59
Lease obligations 36 4,922 5432
Other long-term liabilities 36 760 426
5712 5917
Current liabilities
Liabilities to credit institutions 34 918 288
Advance payments from customers 7,538 8,017
Accounts payable 840 661
Liabilities to associated companies 69 8
Income tax liability 383 198
Other liabilities 37 357 592
Lease obligations 285 309
Accrued expenses and deferred income 38 4,318 4,647
14,708 14,720
Total equity and liabilities 32,780 31,388
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Pledged assets and contingent liabilities

of the Saab Group

Pro forma
SEK m. Note 1997 1996
Assets pledged 39
For own liabilities and provisions
Chattel mortgages 2,147 2,147
Lease assets" 2,551 2,683
Other long-term receivables 393 363
Accrued income 61 61
Bonds and securities 5,520 6,435
Total assets pledged 10,672 11,689
Contingent liabilities
Guarantees to the insurance company Pensionsgaranti (FPG) 41 39
Sureties for associated companies 5 |
Sureties? 6,381 6,046
Less amount shown as liability in the balance sheet? -3,363 -2,685
Total contingent liabilities 3,064 3,401

YIn addition to the above lease assets pledged, the balance sheet containes assets reported in accordance with finance lease contracts.

2 Of this amount, USD 744 m. (839) comprises guarantees for sureties of lease agreements related to 175 (170) Saab 340 and Saab
2000 aircraft. The amount includes a payment liability of SEK |18 m. (1 13) which may arise as a result of the Group guaranteeing the

tax outcome of Investor lease transactions.

» Of the above sureties, 52 aircraft (58) equivalent to USD 251 m. (299) have been accounted for as finance leases in accordance with
RROé. In the balance sheet, USD 211 m. (94) has been accounted for as liability related to a provision for future deficits according to

valid leasing contracts.
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Statement of Cash Flows of the Saab Group

Pro forma

SEK m. 1997 1996
Cash flows from operating activities
Operating income -5316 -2,066
Adjustments for items not affecting cash flow
Depreciation and write-down 789 977
ltems affecting comparability 5421 1,219
Share in income of associated companies -3 -2
Total 891 128
Financial income 571 646
Dividend from associated companies |
Financial expenses -100 -152
Tax paid -287 -86
Cash flow from operating activities before changes in working capital 1,076 536
Change in working capital
Increase in inventories etc. -3 -1,058
Increase in current receivables -173 =77
Decrease in advance payments -479 [,157
Decrease in current liabilities -139 373
Increase in other long-term liabilities 334 426
Decrease in lease obligations -534 199
Decrease in provisions -402 521
Change in working capital -1,424 1,541
Cash flow from operating activities -348 2,077
Cash flow from investments
Investments in intangible fixed assets -7 -6
Investments in tangible fixed assets -376 316
Investments in lease assets -1,365 -541
Investments in financial fixed assets -22 -15
Increase in long-term receivables -1 -4
Cash flow from investments -1,88I -882
Operating cash flow -2,229 1,195
Other items
Shareholders’ contributions and group contributions 2,155
Minority interest in subsidiaries -5 -45
Translation differences 85 -57
Total 80 2,053
Decrease in net liquidity -2,149 3,248
Financing
Raised loans 630
Amortization of liabilities -29 -315
Increase in provisions for pensions 82 103
Cash flow from financing 683 2212
Decrease in cash and bank, short-term investments, receivables from group companies -1,466 3,036
Cash and bank, short-term investments,

receivables from group companies at the beginning of the year 16,578 13,542
Cash and bank, short-term investments, receivables from group companies at year-end 15,112 16,578
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Parent Company Income Statement

SEK m. Note 1997 1996
Sales 3 6,845 5,586
Costs of goods sold -5,593 -4,865
Gross margin 1,252 721
Marketing expenses -415 -360
Administrative expenses -430 -352
Research and development costs -126 -367
ltems affecting comparability 4 -4,079 -1,219
Other operating income 5 130 123
Other operating expenses 6 -14 -29
Operating income 9 -3,682 -1,483
Result from financial investments
Result from other securities and receivables

accounted for as fixed assets 22 80
Group contributions received 239 206
Other interest income and similar profit/loss items 10 518 594
Interest expense and similar profit/loss items [l -142 -118
Net financial income and expenses 637 762
Income after financial items -3,045 =721
Appropriations
Group contributions received 54
Group contributions given -701
Other appropriations 12 43 -20
Tax 13 1,401
Net income for the year -2,302 -687
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Parent Company Balance Sheet

SEK m. Note 997 996

ASSETS
Fixed assets

Tangible fixed assets

Land and buildings |7 1,285 286
Plant and machinery 18 309 288
Equipment, tools, fixtures and fittings 19 13 [51
Construction in progress and advance 21
payments for tangible fixed assets |7
1,724 725

Financial fixed assets

Participations in group companies 22 2,414 726
Receivables from group companies 23 140 4
Participations in associated companies 24 6 4
Other securities held as fixed assets 25 6 2
Deferred tax recceivables 27 1,545 124

4,121 860
Total fixed assets 5,845 1,585

Current assets

Inventories etc.

Raw materials and consumables 812 795
Work in progress 2,652 2,924
Finished products and goods for resale 220 182
Advance payments to suppliers 214 102

3,898 4,003

Current receivables

Accounts receivable 44 267
Receivables from group companies 9,591 7,391
Receivables from associated companies 425 153
Other receivables |54 124
Prepaid expenses and accrued income 28 22 38

10,236 7973
Short-term investments 29 5,672 6,620
Cash and bank 86 211
Total current assets 19,892 18,807
Total assets 25,737 20,392
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Parent Company Balance Sheet cont

SEK m. Note 1997 1996
EQUITY AND LIABILITIES
Equity 30
Restricted equity
Capital stock
(68,134,192 shares with a par value of SEK 25 each) 1,703 1,703
Revaluation reserve 500
Legal reserve 368 368
2,571 2,071
Unrestricted equity
Profit or loss brought forward 2,183 2,868
Net income for the year -2,302 -687
-119 2,181
2,452 4,252
Untaxed reserve 31
Accumulated excess depreciation 523 274
523 274
Provisions
Provisions for pensions and similar commitments 32 1,648 1,479
Other provisions 33 4,079
5727 1,479
Long-term liabilities
Liabilities to group companies 3,547 3,050
3,547 3,050
Current liabilities
Liabilities to credit institutions 34 984 259
Advance payments from customers 6,373 6,859
Accounts payable 581 187
Liabilities to group companies 3,364 1,074
Liabilities to associated companies 64 8
Income tax liability 399 197
Other liabilities 37 152 257
Accrued expenses and deferred income 38 1,571 2,496
13,488 [1,337
Total equity and liabilities 25,737 20,392
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Pledged assets and contingent liabilities of the Parent Company

SEK m. Note 1997 1996
Assets pledged 39
For own liabilities and provisions
Chattel mortgages 2,101 2,101
Bonds and securities 5,520 6,435
Total assets pledged 7,621 8,536
Contingent liabilities
Guarantees to the insurance company Pensionsgaranti (FPG) 30 25
Sureties for group companies 4,381 4,053
Sureties for others 2,651 2,866
Sureties for associated companies 5 |
Total contingent liabilities 7,067 6,945
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Statement of cash flows

of the Parent Company

SEK m. 1997 1996
Cash flows from operating activities
Operating income -3,682 -1,483
Adjustments for items not affecting cash flow
Depreciation 143 319
ltems affecting comparability 4,079 1,219
Total 540 55
Financial income 778 880
Dividend from associated companies |
Financial expenses -142 -118
Tax paid 216
Cash flow from operating activities before changes
in working capital 961 817

Change in working capital
Decrease in inventories etc. 105 -869
Increase in current receivables -63 -205
Decrease in advance payments -486 1,000
Decrease in current liabilities -378 -205
Change in working capital -822 -279
Cash flow from operating activities 139 538
Cash flow from investments
Investments in tangible fixed assets -447 -189
Investments in financial fixed assets -1,704 7
Cash flow from investments -2,151 -182
Operating cash flow -2,012 356
Other items
Transferred untaxed reserves etc. 295 -5
Group contribution given -701 -189
Shareholders’ contribution given -56
Decrease in net liquidity -2,418 106
Financing
Raised loans 725
Amortization of liabilities -298
Increase in provisions for pensions |69 143
Cash flow from financing 894 -155
Decrease in cash and bank, short-term investments,

receivables from group companies -1,524 -49
Cash and bank, short-term investments, receivables

from group companies at the beginning of the year 10,102 10,151
Cash and bank, short-term investments, receivables

from group companies at year-end 8,578 10,102
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Notes with accounting principles and comments

on the financial statements

Amounts in SEK m. unless otherwise stated.

GENERAL ACCOUNTING PRINCIPLES

From and including 1997, the company is implementing
the new legislation and guidelines on annual accounts
which are adapted to the requirements of the EU. This
entails changes in the layout of the income statement
and balance sheet. The income statements and balance
sheets for comparative years have been adapted to the
new rules. The new rules have had only an insignificant
influence on the company’s valuation principles. The
company follows the recommendations of the Swedish
Financial Accounting Standards Council (Redovisnings-
radet) and the Swedish Accounting Standards Board
(Bokféringsnamnden).

In conformance with the legislation on annual
accounts, the income statement is classified according to
function, which reflects internal reporting and provides
a clear picture of the company's income. This layout has
also been chosen by the Parent Company in the Group,
Investor AB.

The functions are as follows: Cost of goods sold com-
prises costs for goods handling and manufacturing,
including salaries and material costs, purchased services
and costs of premises, and depreciation on fixed assets.
Administrative expenses relate to costs for the Board, com-
pany management and corporate staff functions.
Marketing expenses comprise costs for the company’s own
sales organization, including sales subsidiaries, advertis-
ing and exhibitions. Research and development costs are
reported separately and comprise costs for new and

further development of products, see below. Other
operating income and expenses relate to secondary activi-
ties, exchange rate differences on items of an operating
character and capital gains/losses from sales of tangible
fixed assets. Income from the SAFG operation and at
group level also capital gains/losses from divestment of
subsidiaries and goodwill depreciation are included.

GROUP STRUCTURE

In the 1996 fiscal year, the customer finance operation for
commercial aircraft was reported as an independent
group wholly owned by Investor, the Saab Aircraft
Finance Group (SAFG). In 1997, a decision was made on
terminating regional aircraft production and as a result
SAFG was re-consolidated in the Group owing to the
strong relation between the customer finance operation
and the continuation of Saab’s customer support for the
aircraft fleet. Saab AB was the formal owner of the
shares also in 1996. The Group’s financial statements for
earlier years have consequently been adjusted to include
SAFG.

CONSOLIDATED ACCOUNTS STATEMENTS

The consolidated accounts comprise the Parent Compa-
ny and all subsidiaries and associated companies in
Sweden and abroad. Subsidiaries are companies in
which the Parent Company directly or indirectly owns
more than 50 percent of the voting rights of the shares,
and companies where the Parent Company owns shares
and is entitled to appoint or dismiss more than half the
members of the board or where the Parent Company
otherwise has a decisive influence and a significant share

in the income generated from their operations. Associa-
ted companies are companies in which the Parent Com-
pany directly or indirectly has a long-term ownership
interest and where the voting rights are between 20 and
50 percent.

The consolidated statements are prepared in accor-
dance with the purchase method of accounting. This
means that a subsidiary’s assets and liabilities are
accounted for at market value according to an analysis
of the acquisition. If the acquisition value of the shares in
the subsidiary exceeds the estimated market value of the
company’s net assets, after analysis, the difference is
considered Group goodwill. In this way, only income
that arises after the date of acquisition is included in
consolidated shareholders” equity.

Associated companies are accounted for in accor-
dance with the equity accounting method. This means
that the book value of the shares and participations in
associated companies is valued in the consolidated
balance sheet at the Group’s share in the equity of the
associated companies. Thus, consolidated income inclu-
des only Saab’s share in the income of the associated
companies, provided this does not result in a negative
book value of the shares.

Minority interest comprises the minority share in net
income and shareholders” equity.

Companies acquired during the year are included in
consolidated income for the period following their
acquisition. Income of companies sold during the year is
not included in consolidated income. Intra-Group profits
and transactions are eliminated.

Prices of internal Group supplies of goods are deter-
mined by applying commercial principles and market
prices.

FOREIGN SUBSIDIARIES AND ASSOCIATED COMPANIES
The financial statements of foreign subsidiaries and
associated companies are translated to SEK in conformi-
ty with International Accounting Standard No. 21 (IAS
21). This means that the income statements and balance
sheets of these companies are translated to SEK using
the current rate method.

With the current rate method, assets and liabilities
are translated at the year-end exchange rate, while inco-
me and expenses are translated at the average exchange
rate for the year. The translation difference that arises
when translating the net assets of foreign companies at a
different rate at the beginning of the year than at year
end is reported directly in shareholders’ equity in the
balance sheet.

VALUATION PRINCIPLES, ETC.
Assets, provisions and liabilities have been valued at the
purchase value unless otherwise stated in the following.

SALES AND INCOME
Sales and income are reported at delivery of products,
and services at the time the majority of risks and rights
are transferred to the purchaser.

For long-term development contracts, revenue is
recognized in pace with completion according to the

SAAB GROUP ANNUAL REPORT 1997 75



“Percentage of completion” method. From the calculated
total revenue for a project, a deduction is made during
the respective period in an amount corresponding to the
incurred costs as a proportion of the calculated total
costs at the end of the period. In lengthy delivery con-
tracts for military aircraft, revenue is recognized in pace
with deliveries. Changes in anticipated total revenues
and costs per contract are reported in the same period as
they are noticed.

DEPRECIATION PRINCIPLES FOR FIXED ASSETS
Depreciation according to plan is based on the historical
cost and estimated useful life of an asset. Write-down is
applied in the case of a permanent fall in value.

The following depreciation plan is used:

Intangible fixed assets

Capitalized expenditure on R&D, etc. 5 years
Computer software, non-standard 5 years
Goodwill and other intangible assets 5-10 years
Tangible assets
Property 25 years
Aircraft 25 years
Revaluation of property 20 years
Land improvements 20 years
Machines and other technical installations ~ 5-10 years
Computers, equipment,

tools and installations 3-10 years

The difference between the above depreciations and fis-
cal depreciations is, in legal entities, reported as accumu-
lated excess depreciation, which is included in untaxed
reserves.

OPERATING INCOME

For orders whose manufacturing cost is financed to a
significant extent by advances from customers, the effect
of advance-payment financing on interest is reported
under operating income. See Note 10.

RESEARCH AND DEVELOPMENT EXPENDITURES

The Group’s definition of expenditures for research and
development conforms with that used by Statistics Swe-
den.

Expenditures on internal research and development
are normally booked as costs when they are incurred.
Only development costs directly attributable to comple-
tely new and important products for the Group are capi-
talized. Such capitalized costs are amortized annually
with a minimum of 20 percent. During the year, a write-
down of SEK 40 m. for traffic systems has been conside-
red necessary, after which the Group’s balance sheet con-
tains no remaining development costs carried forward.

For the development and manufacture of the Saab
340 and Saab 2000 commercial aircraft, Saab AB and the
Swedish Government have reached special agreements
whereby the Government participates in the projects on
commercial terms. Saab has received a total of SEK 1,476
m. for the years 1980-94. The amounts received have
been reported as income at the same rate as expenditu-
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res were incurred for the projects. According to the
agreements, compensation for the Government’s risk-
taking was to be paid by Saab in the form of royalties
based on the projects’ revenues and income. In a supple-
mentary agreement between Saab and the Swedish
Government, payment to the Government will instead
be based on income from the customer support opera-
tion after production has been terminated.

GUARANTEE COSTS
Calculated costs for product guarantees burden the costs
in connection with sales of a product.

ITEMS AFFECTING COMPARABILITY

Recommendation No. 4 of the Swedish Financial
Accounting Standards Council is applied, whereby the
effects on income of special events and transactions of
significance are specified within the respective income
concept. Examples of such events and transactions are
capital gains/losses when divesting operating areas and
major fixed assets, write-downs and restructuring costs.

HEDGING COMMERCIAL FLOWS

Exchange differences on forward contracts related to
contracted future currency flows are reported in the
same period as the underlying flow.

Non-contracted flows concerning provisions for
restructuring costs where settlement is made in foreign
currency are hedged so that no exchange rate difference
occurs upon settlement.

INVENTORIES

Inventories, which are valued in accordance with
Recommendation No. 2 of the Swedish Financial
Accounting Standards Council “Inventory Accounting”,
are valued at the lower of acquisition value according to
the first in, first out principle and actual value. For inter-
nally produced semi-manufactured and finished goods,
the acquisition value consists of direct manufacturing
costs and a reasonable markup for indirect manufactu-
ring costs.

RECEIVABLES
After individual valuation, receivables have been valued
in the amounts in which they are expected to be received.

RECEIVABLES AND LIABILITIES CONCERNING

LEASING OPERATIONS

The aircraft finance operation carried on by SAFG
reports leasing business in accordance with Recommen-
dation No. 6 of the Swedish Financial Accounting Stan-
dards Council, which entails a classification of the lease
contracts into finance and operating categories.

A finance lease implies that the lessee, even if he
does not receive the legal rights of ownership of an
object, in all significant respects enjoys the financial
rewards and accepts the risks associated with the object.
Objects possessed in accordance with a finance lease are
reported in the lessee’s balance sheet as a fixed asset and
the commitment to pay leasing charges in the future is
reported as a liability. The lessor’s balance sheet reports



