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ABB Annual Report 2004
Operational review

Improving power supply
Increasing industrial productivity




Welcome to ABB

ABB is a leader in power and
automation technologies that enable
utility and industry customers to
improve performance while lowering
environmental impact.

-]
ABB offers a vast array of products, systems, solutions
and services that help customers improve power grid
refiability and raise industrial productivity. Every day,

ABB manufactures and ships hundreds of thousands

of products, ranging from tiny low-voltage switches

and drives to huge transformers weighing more

than 1,000 tors.

The list includes the transformers, breakers, substations
and technology needed to transmit and distribute
power from where it is generated to the factory,
building or home where it is used. And it includes

the automation technologies to improve performance
in factories, to operate robots that paint and assemble
cars, and the drives that regulate air conditioning

and move airport conveyor belts.

On the right is a representation of how ABB's products,
systems and sclutions are involved in many industries
and affect our everyday lives.

Industries we serve

» Automotive Metals and foundry

= Cement, minerals Qit and gas
and mining Petrochemicals

s Chemical industries Pharmaceuticals

=« Commercial and Power generation
industrial buildings Printing

= Consumer industries Pulp and paper

« Electric utilities Railway

= Foundry Refining

= (Gas utilities

= Life sciences

= Logistic systems

» Marine and
turbocharging

System integrators

Tele and data
communication

Water utilities







Caution concerning forward-looking statements

The ABB Annual Report 2004 includes “forward-looking
statements” within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. In the Operational review. such
staternents are included in the sections entitled “Letler

to shareholders™. “Power Technologies®, “Automnation
Technolagies” and “People”. In the Financial review, such
statements ara included in the section entitled “Management
discussion and analysis”. We have based thes= forwarg-
locking statements largely on currant expectations, estimates
and projections about fulure events, financial trends and
economic conditions affecting our business. The words
“believe”, “may”, “will”, “estimate”, “continug”, “largel”,
“amicipate”, “iniend”, “expect” and similar words and the
express or mplied discussion of strategy, plans or inlenlions
are inlended to identify farward-looking statements. These
forward-fooking statemerits are subject to risks, uncertainties
and assumptions, including among other things, the
following: §) the difficulty of forecasting future market and

economic conditions: {il) the effects of, and changes I, laws;

regulations, governmental policies, taxation, or accounting
standards and practices; (il our ability to dispase of certain
of our non-core businesses on terms and conditions.
acceptable 10 us; (iv) our ability to further reduce our
indebledness as planned; {v) the terms and conditions.

on which ashestes claims can be resotved: (vi) the effects -

of competition and changes in economic and market

conditions in the product markets and geographic areas

in which we operate; {vii} our ability {0 anticipale and react to
technological change and evalving industry standards in the
markets in which we cperate: {viii the imely development
of new products, technologies, and services that are usefu!
for our customers; {ix} unanticipated cyclical downturns in
the inclustries that we serve; (x) the risks inherent in large,
long-term projects served by parts of our business; {xi) the
difficulties encounterad in operating in emerging markels;
{xii} the amount of revenues we are abls 1o generate from
backiog and arders received:; (xiiij changes in interest rates
and fluctuations in currency exchange rates and {xiv} other
factors deseribed in documents that we may furnish from
fime 10 time with the U.S, Securities and Exchange
Commission, inchiding our Annual Reporis on Form 20-F
Although we beligve that the expectations reflected in any
such forward-looking slatements areé based on reasonable
assumptions. we can give no assurance that they will ba
achieved. We undertake no obligation to update publicly

or revise any forward-looking statements because of new

" information, future events ar otherwise. In light of these risks

and uncertainties, the forward-looking information, events
ard cireumstances might not occur, Qur actual resulls and
performance could differ substantially from these anticipated |
in our forward-looking statements. -
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Key figures and highlights
Core businesses post strong results

T

2004 highlights

= March 2005 asbestos agreement turns net profit of
$201 million into $35 million loss

= Earnings before interest and taxes (EBIT) tripled
compared to 2003; EBIT margin sharply higher

« Core Power Technologies and Automation
Technolcgies divisions post double-digit order
and revenue growth

= Further divestments, including upstream oil, gas
and petrochemicals business, as part of program
to sell non-core activities

» Step change business improvement program cuts
group’s cost base by more than $1 bilion

= Total debt reduced to $5.5 bilion from $7.9 billion
at end of 2003

I

Targets for 2005*

» Revenues: 4 percent compound average growth in
local currencies 2002-2005

= Group EBIT margin of 7.7 percent in U.S. dollars
{revised from 8 percent to reflect reclassification of
remaining oil, gas and petrochemicals business
to continuing operations from discontinued operations
where it had no impact on revenues or EBIT)

= Divisional EBIT margins: Power Technologies
10 percent, Automation Technolcgies 10.7 percent

= Gearing ratio (total debt divided by total debt plus
equity, including minority interest): 50 percent

T Reverues and margin targsls sxciude malor acouisitions, divestmants and business <losuras.

Group*

Revenues (2003 $20,427m)

$20,721m

EBIT (2003 $357m)

$1.084m

Net loss (2003 net loss $779m)

$35m"*

5! s‘(zs (r"m L,O"I""‘dlnf' Gsera.ms zo iscontinued operations

ned income from our February 17, 2005 earnings release, racuced 1o
u 535 milion due to changs frorm rv‘srd' 2005 asbestos agreerment being
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L.
Total ABB Group*

Yegr ended Decembsr 31 (U.S. dollar amounts in miions except per share and % data)

2003

Ordiers received 19,701
Revenuss 20,427
Eamings before interest and taxes (EBIT) 357
Loss from discontinued operations (408)
Netloss oo A9
Stockholders' equity 2917

Ceapitai expenditure, excluding purchased
intengicle assets

Research anc c*e\e*opmentexpenorture s
Order-related development expenditure

A0
635
886

Revenues by region

¥ perentages;

1 Europe 52%

2 Asia 21%

3 TheAmericas 17%

4 Middie East and Africa 10%

Employees by region
& pemertagus;

1 Europe 59%

2 The Americas 16%

3 Asia 16%

4 Middle East and Africa 9%

EBIT margin a9

1.7%
Retunonequty . 605%)
Net cash flow from operating activities 73

Number of emplovees

837 116,464

Basic earnings (loss) per share

Income foss) from continuing operations 030
Net loss {C.64)
Diluted eamings (loss} per share

income (oss) from cortinuing operations 0.30)
Net loss {C.64)

Core division revenues Core division EBIT
(s & rrionst 3n 3 mifiuns)

e ® o4
a Power Technologies
@ Automation Technologies

@ Automation Technologies

in 2004,

ABB Operational review 2004



ABB at a glance
Streamlining operations
to strengthen business

TeChnologles division dunng 2003 took effect 2 the stan
of 2004:: The Power Technolog[es drvrsron has reduced

systerns !n this section, we report under the 2004 structure.

From the stan of 2004, tne Automatron Technolog;es 3

ncentrated its operatrons in. three rather than
X business areas: automation products; process

automation; and manufactunng automation.

. same mdus’mes_
a_nd b_usrnesses with thelr products an systerns. Tney
includerelectric, gas and water Utiitles,.autometive,
cnemlca! and pharmaceuitical; metals,.minerals and
mining; power generation,.cement, commercral and -

industrial buildings, pulp and paoer oilland gas, refining, -

ra;lways petrochemicals; marine and turbochargrng
teIecommunrcatlons and data communrcanon

ABB ﬁnalrzed the sale of the upstream part of the ol |
gas and petrochemicals busrness in mrd 2004

The downstream oi, gas and petrochem[cals busrnvss
{ABB Lummus Global} is schéduled fordivestment,
Between 2002 and 2004, it was reported under
Discontinued operations, which do net:contribute

to ABB's revenues and earnings before interest.and
taxes (EBIT), but are used in the calculation of net
income. It was moved in 2004 into continuing
Operations and is listed as a non-core activity.

Technologies

Power

Division head: Peter Smits

The Power Technologies division serves electric, gas
and water Utilities, as well as industrial and commercial
customers, and channel partners with a broad range of
products, systems and services for power transmission,
distribution and power plant autormation.

Automation
Technoiogaes

Division head: Dinesh Paliwal

The Automation Technologies division blends a
comprehensive portfolio of standard and customer-
tallored products, solutions and services for increased
productivity and energy efficiency among industrial, utility
and building industry customers.

ABB Operational review 2004



Transformers switchgear and compact Additional highlights include

The Transformers business area  secondary substations, as well flexible afternating current

is the world’s leading supplier of  as a variety of indoor and cutdoor — transmission systems (FACTS)

transformers offering a full distribution products. and high-voltage direct current

product range — from single- (HVDC) systems.

phase transformers to small, High-Voltage Products

medium and large distribution The portfolio of the High-Vottage ~ Utility Autornation

transformers, reactors, traction, Products business area includes  Ultility Automation, with its system o A
phase-shifting, converter and high-vottage switchgear, breakers, — engineering expertise, is a pBBS vacuum intemuplers, i

extra high-voltage transformers. high-current systems, components  technology leader in a growing reliabilty of power distribution Systems.
and cables. ABB is the global market. The activities range from

Medium-Voltage Products leader in high-voltage technology.  management systems for
ABB is the recognized market transmission and distribution he Power Tehnoionies div S
leader in medium-voltage Power Systems gids to SUDSIAtIoON BUIOMALION 405 misiness s i trs v
products. The Medium-Vottage ABB is the market leader in products and systems, and the Technology Products and Power Technology
Products business area develops, Power Systems and the industry  instrumentation, control and Systems. 3s of January 1, 2005,
manufactures and sells a wide benchmark for technology and electrification of power plants. L
range of circut breakers, quality. Transmission and To find out more visit:
distribution substations are www.abb.com/ptd
key areas.

Automnation Products Process Automnation Manufacturing Automation

This business area serves The main focus of this business This business area provides

customers with the “building area is to provide customers robots, related equipment and

blocks” to improve plant with solutions for control, plant modular manufacturing cells

performance, including motors, optimization, and industry-specific  for tasks such as assembly,

drives, instrumentation, low- application knowledge. The finishing and machine tending.

voltage devices and power industries served include cil and Key markets include automotive,

electronics. More than cne gas, power, chemicals and life foundry, packaging and T ] B -
miltion products are shipped sciences, pulp and papser, metals  material handing. g‘m&gﬁ;’:ﬁm@’f‘é’oﬁﬁ; 5
daily to end customers and and minerals, and marine. optimize industrial processes — in this case
channel partners. raising the quality and productivity at

a stesl plant.

To find out more visit:
www.abb.com/atd

Non-oore aclivities Sorporate The downstream o, gas

= Oil, Gas and Petrochemicals ~ » Headquarters/stewardship and petrochemicals business —
(Downstream) = Research and Development ABB Lummus Global - was

= Equity Ventures reclassified as a non-core

= Building Systems activity from Discontinued

® New Ventures operations in 2004.

ABB Operational review 2004 5




Letter to shareholders

Jurgen Domann, Chairman and CEO

Dear shareholders,

For ABB, 2004 was a year of steady progress -

a milestone in our turnaround. We improved our
operational performance, strengthened our finances
and set ABB back on a path of profitable organic
growth.

We maintained the pace of innovation in our offerings,
introducing new products, systems, solutions and
services to help our utility customers improve power
grid reliability and our industry customers increase
productivity.

Qur spending on research and development was
more than $1.4 bilion in 2004, an investment that will
safeguard such innovation in the future.

ABB's recovery is also evident in our three biggest
markets. In the US, we centinued to reduce our losses
in 2004, and anticipate further improvement in 2005. We
have already achieved a turnaround in Germany, and in
2004 we announced ambitious new plans for China - to
double orders and revenues there by 2008.

Our manufacturing is expanding in high growth countries
like india and China. Today, regardless of where
ABB products are made, their functionality, quality and

refiability must be the same. That is why we say our
offerings are “Made in ABB.”

Looking at the results, we announced in mid-February
2005 that ABB had achieved net income in 2004 of
$201 million, an improvement of neary $1 billion on the
previous year.

A few weeks after announcing the results, we reached
an agreement with certain representatives of asbestos
claimants and that will form the basis for amended plans
of reorganization for our U.S. subsidiary, Combustion
Engineering, and ABB Lummus Global to resolve the
asbestos claims against both companies.

After a setback in the U.S. Third Circuit Court of Appeals
in December 2004, this agreement marks a significant
decision towards a final resolution of our asbestos issue.

The agreement requires ABB to contribute an additional
fixed amount of $232 milion to the trust fund for asbestos
claimants. Under U.S. accounting rules, we had to book
this charge and related costs in 2004, and have therefore
revised our net income figure for 2004 to a net loss of
$35 milion.

ABB Operational review 2004



Our cash flow from operating activities improved by more

than $1 billion. Group earnings before interest and taxes
{EBIT) tripled to more than $1 billion in 2004, and our
EBIT margin increased to 5.2 percent from 1.7 percent.

The Power Technologies and Automation Technologies
divisions posted double-digit growth in orders and their
revenues grew 15 percent in dollar terms.

During the year, we concluded the 18-month Step change
business improvement program, cutting our annual cost
base by more than $1 billion.

ABB's balance sheet is now considerably stronger. The
proceeds of our ongoing strategic divestment program
have reduced total debt by $2.4 bilion in 2004, bringing
it down to $5.5 billion. Net debt was $1.3 bilion, down
from $2.7 bilion at the end of 2003.

L.ooking at 2008, we are committed to our group EBIT
margin target of 7.7 percent.

But amid the progress, challenges remain for ABB.

Court approval of the asbestos agreement would remove

one major challenge.

Our health and safety performance is also a key
challenge. Every incident is a setback, and standards
must improve. To heighten awareness and effectively
address the issue, we have begun a program to train
ABB managers around the world.

Even when we take all available precautions, tragedies
can occur. In May, we were sadly reminded of today’s
political fragility, when six ABB pecple died in a terrorist
attack on a customer compound in Saudi Arabia.

The solidarity shown throughout our worldwide group after
this attack highlighted, once again, the strong spirit of ABB.

Our 100,000 employees, guided by this spirit, are the
foundation for further success. On behalf of the board
of directors, | thank them for their dedication in 2004 -
and congratulate them on the results. With our new
employee share program, which will be expanded after

ABB Operational review 2004

its introduction in 11 countries in 2004, our people can
now more directly participate in ABB’s achievements.

ABB has turned the corner.

Going forward, the company has a strong executive
committee to keep the spint of ABB vibrant, and develop
the business further in the years ahead.

After a four-month period with ABB at the end of 2004,
Fred Kindle took over as President and Chief Executive
Officer from me in a smooth transition at the start of
2005.

Peter Voser, whe as Chief Financial Officer, played a
significant rofe in rescuing ABB and restoring our
competitiveness, left during the year for Shell. We are
grateful for his contributions and wish him success

in his new role,

Peter Voser was succeeded by Michel Demaré, who joined
ABB at the beginning of 2005.

The company is now in good health.

We have the right focus, the right leadership and
committed people at all levels around the world. That is
the foundation for ABB’s continued contribution — as an

employer, business partner and neighboer — to economic,
environmental and societal progress.

Sincerely,

erfw‘ Deovwman

Jargen Dormann
Chairman and CEO, ABB Ltd



ABB’s executive committee

Gary Steel Dinesh Paliwal Fred Kindle

Head of Human Resources Head of Autormation Technologies division  President and CEG

British citizen, 52, joined ABB in January United States citizen, 47, joined ABBin 1985  Liechtenstein/Swiss citizen, 46, joined ABB
2003. He has a stewardship role for North, and became a member of the executive on Septernber 1, 2004 as CEO designate,
Central and Southeast Asia and the Pacific, committee in January 2001. He has a and assumed the roles of President and
the U.K. and Ireland. He is chaimrman of the stewardship role for India, the Americas and CEQ on January 1, 2005.

ABB Lummus Glcbal supenvisory board. sub-Saharan Africa. He is country manager

for ABB in the U.S. and head of group
operations in North America.

8 ABB Operational review 2004



Jirgen Domarn

Chailrman of the board of directors
German citizen, 65, joined the ABB Board

of Directors in 1998 and became chairman

in late 2001. He was Chairman and CEO from
September 2002 until December 31, 2004.
He remains chairman of the board of
directars.

ABB Operational review 2004

Peter Smits

Head of Power Technologies division
German citizen, 53, joined ABB in 1980
and became a member of the executive
committee in January 2001. He has a
stewardship role for China, the Middle East
and North Africa, Russia, and Europe
(except the UK. and freland).

Michel Demaré

Chiat Financial Officer
Belgian citizen, 48, joined ABB
in January 2005,



Power Technologies
Improving power supply

Gas insulated switchgsear (GIS) is
a key component ensuring reliable
power supply. it is particutarly sutted
to harsh environments and areas where
space Is at a2 premium. ABB pioneered
GIS technology in the 1960s and has
completed some 15,000 GiS

projects worldwide.

10 ABB Operational review 2004



Peter Smits, head of Power Technologies
“We have the broadest portfolio of products,
systems and services for power technologies,
which ensure reliable electricity supply and
strengthen power grids.”

. i Power Technologies division employs 41,000 people,
Business highlights and key orders and has about 150 production sites around the world,

= Business areas to be streamlined around products and systems as well as engineering centers and service offices.
to drive profitable growth

» QOrder for HVDC power link between Three Gorges power plant

and Shanghai ($390 milion) Division overview for 2004
= Go-ahead for world's iongest underwater power transmission ik~ Orders were $9,372 million in 2004, 15 percent higher
betwsen Norway and Netherlands (270 millior) in local currencies than the year befcre. Revenues rose
) qu%s t?,.s"?”gthe” Mexico's power supply and grid reliabilty to $8,755 milion, up nine percent in local currencies.
z milion

= Upgrade of Algeria’s power grid (885 milior) EB!T grew three_percent (in U.S. doliars) to $610 milion
= First installation in world of ABB's Wide Area Monitoring System while EBIT margin was seven percent. Cash flow

to improve power supply from operations amcunted to $499 million, down
= ABB to power “eighth wonder of world” — newty created island from $639 million in 2003, mainly the result of lower
off coast of Dubal customer advances.

Eums.iff@is areas and revenues 2004 Operational excellence

Transformers 26% Power Technologies announced in August 2004 it was

1
e o 19% streamiining its business activities in order to drive profitable
4 High-Vottage Products 17% growth and to better serve customers.
5 Utiity Autormation 16%
From January 1, 2005, the activities of the five business
areas were concentrated around products and systems
i in two business areas. Power Technology Products
Revenues by region 2004*

bbb incorporates ABB'’s manufacturing network for power
1 Europe 39% technologies, including all the services needed to extend
2 e B e % the life span of products. Power Technology Systems
4 Middis East and Africa 14% offers systems and services for power transmission
and distribution grids, and for power plants.

* Based on customer location

The division’s broad range of products, systems and
services are now sold by a common sales force covering

EBIT Cash flow from operations all aspects of the business in each country.
2002-2004 2002~2004
10§ rrigiong) o S rgng

The division has also been driving improverments in
efficiency at its production sites and engineering centers
around the world, further standardizing precesses and
speeding up delivery times.

New production lines such as distribution transformers

at Vadodara in India and factory extensions for high-voltage
breakers and switchgear in China reflect the benefits

of investment in high-growth countries.

Power Technologies Power Techndiogies

ABB Operational review 2004 11



Technology achievements in 2004

A major advance was to modularize the power products
portfolio, using common technology platforms and fewer
individual parts. An example of this is the UniGear
platform (see page 25), a state-of-the-art, modular
medium-voltage switchgear that satisfies a wide range
of markets and customer needs.

Innovative power systems technologies have been
introduced to strengthen grid reliability: in 2004, we saw
the first installation in the world of ABB'’s Wide Area
Monitoring System, which controls in real time the
essential power corridor between Italy and Switzerland.

The division increased the capacity of its unigue HVDC
{high-volitage direct current) Light technology, which

is designed for underground and underwater power
transmission, from 330 megawatts (MW) to 550 MW,

HVDC Light converter stations have also been simplified
with the addition of a new high-performance control
system. The cost of underground high-voltage DC
transmission is now close to conventional AC
transmission lines.

The division’s strategy of streamlining its product portfolio
was complemented in 2004 by the introduction of new
and uniform industrial design. This common design
underlines how the equipment works together seamlessly.

Market and regional characteristics

The division's broad portfolio of products, systems and
services is deployed in all regions of the world. In all
areas, ABB has the proven technologies to increase the
efficiency of power plants and to strengthen power
transmission grids and power distribution networks.

Americas:

The division’s orders increased by more than 20 percent
in 2004 in North America, the world's largest single market
for power technologies. As market leader, ABB is well
placed to capture growth opportunities in the U.S. There
is a widespread perception that the U.S. needs to invest
in its power grid to replace aging infrastructure and prevent
further blackouts. Equipment is on average more than

35 years old, underlining the need for service and
refurbishment.

Elsewhere in the region, increased concern about power
grid reliability is creating a more favorable environment
for investment. ABB won several key contracts in Mexico
in 2004 to strengthen its grid, and In countries like Brazil
and Chile where the demand for a reliable power supply
is increasing.

Asia:

The division's orders rose by 54 percent in Asia, led by
an almost doubling in China. ABB's early investment in
India and China, its considerable experience and growing
manufacturing base in those markets mean the Power
Technologies division is well positioned to meet
customer needs.

ransmission subslations are used t0 .

raisé veitages for.long-distance power.
transinission. ABB has'buitt more R
transmission and distribution substations : K
than any other. company -wel over 5,000, . -




The division expects to sustain double-digit order Middle East/Africa:
development in China as it expands economically and The Middle East presents considerable opportunity
adds approximately 30 gigawatts of power capacity for power technologies. Among the magjor projects
a year. There is a strong demand for long-distance power is a plan o create an integrated Guif-wide power grid.
transmission, a key strength of ABB.

The ot and gas sector is the main demand driver for power
India is another area of strong ABB order development.  transmissicn and distributicn, and ABB won scme key
India’s vision of “Power to afl by 2012” underscores the  contracts in 2004, such as in Algeria. In Africa, especially
government’s commitment to invest in the power in the sub-Sahara region, ABB is well placed to provide
distribution network. A new technology center for power equipment upgrades to secure a religble electricity
medium-voltage technology in Nashik, opened in 2004,  supply, and to extend rural electrification projects.
is catering to the fast-developing power distribution

sector in Asia. Locking ahead

The division expects further operational improvements
Europe: from ongoing measures to increase productivity and
Three main issues dominate the European power sector:  further reduce the cost base. The simplification of front-
ongoing deregulation, which reguires further grid end sales ~ giving the customer just one interface per

integration; possible extension of the synchronous power  country for the entire range of the division's portfolio -
network to eastern and southern Europe; and large-scale  will benefit the customer and boost profitable growth.,
generation and transmission of renewable energy.

An increase in interconnections between power grids The drive to raise cost competitiveness and market share

would help to resolve key issues. is supported by the division’s increasing purchasing
volumes from high-productivity countries. This rose from

ABB won the two most recent European 19 to 30 percent over the past two years and is expected

interconnections - the world's longest underground to reach 40 percent in 2005.

transmission link (580 kilometers) between Norway and

The Netherlands, approved in 2004, as well as the As the world market leader in transmission and

Finland-Estonia link in early 2005. This underlines ABB's  distribution, as well as power plant control, the division
ability to contribute to the Trans European network and will maintain momentum to develop innovative, cutting-
help the European Union move ahead on its power edge technologies to meet customer needs.
integration plans.

ABB‘su que HVBC L;ght system is High- vohage dxrect curreni (rNDC
underground or underwater! <N IR ' transmmission Is an efficiert means for long:
f " distance butk powertransmsson and for
” connectm asynmmous power grids,
? . ioloxy.

and.a nemral electromagnebc field.




Building China’s power superhlghways
ABB won a-number of power contracts in Chinaiin 2004 comblnlng
sophlstlcated technology and broad expertise to: help the country

mest its burgeonlng energy needs:

Three orders were forthe Three Gorges Dam, the world 's blggest

power transmission project; When it is completed in 2009 Three Gorgesv

willbe the. largest hydropower plant in the world, with a generatlng
capac:lty of 18:2 glgawatts enough to-bring maxnmum power to
mllllons of homes

The power is transmltted over huge distances to the industrlal and:
population cénters of the Yangtze and Pearl river deltas usxng ABB' 'S,
high-voftage: dlrect current (HVDC) technology S :

ABBhas already oommlssmned two power superhlghways‘

to- Changzhou and Guangdong, and was awarded the contract for

a-third-in: June 2004.~a:3,000 megawatt, 1,100-kilometer link ";

to Shanghal._The order,’ rth $380 million, includes: tWo HVDC .
converter stations, 28 power transforrmers'and SiX smoothing reactors :
swrtchgear and advanced control equnpment :

for the. Three! Gorges prOJect an has succeeded in: dell\_/_erlng each ‘
proect at'record-breaking:speec to conaderable benefit-for:
the customer, :

Servxcmg an installed. power base

ABB not only offers customers a state-of-the-art technology portfolio;
but cutting-edge services and‘systems that can upgrade an installed
power base end keep lt runnlng &t peak efficiency.

The end resutt is the rellable dlstnbutlon of electricity for Detroit Edison,
dne of the largest power:uttilities in the U.S. serving morethan 2.1 -
million customers in the lndustnal heartland of southeastern Mlchlgan

When Detroit Edlson had fo replace rts energy management systermn -
Whichis how Utilities’ monitor, assess; and enhance the performance
oftheir power networks - the company turned to ABB for a system.
and reglonal operatlons center and quallty assurance system

They chose ABB. because ofits. large mstalled power base (ABB has
supplied more than 60:percent of.thie equipment in North American
power grids); quick instafiation tlmes and a cutting- edge distribution”
managerment system that improves- productivity, reduces operatlonal
and malntenance costs d enhancee rellable power supply .

ABB deSlgns and buxlds anagement systems for power networks
that merge prevrously separate functions under a single.user interface;:
50 lhat operators can'better plan- operate their, dlstnbubon network

ABB bnngs power lndustry custo ers'a oomplete servlce portfollo
08 drepalrretroﬁt tesl:n ‘and.

ABB product portfolro and a

woﬂdwxde ) o;ect éxperience

- arid'IGwer, voltage ~
an essential partiof . ¢
“the transmission’and., .
distriition process..
ABB produoes 1,500°




Bnght hghts and cool air for Delhl

ABB is involved in a wide range of complex power drstnbuhon
projects around the world: In the Indian capital Delhi, for exarmple,
ABB is revamping the power network to ensure one of the world's

largest cities has a better and_rnore réliable supply of electn_crty S

With 13 million people and summer temperatires in excessof . &

45°C, Delhi's power distribution network is strained to the limits
by the widespread use of air conditioning. Total peak power demand
at these times is more than 3 200 megawatts

Re!rance Energy Ltd. and North Delhl Power Ltd the two utllmes :
that operate Delhi's distribution network; selected ABB toincrease :
availability and improve re!rabllrty of electncal power. for therr

2.6 milion customers ‘

The scope of the ongomg pro;ect is broad and :ncludes system :
studiies to secure grid reliability, reduce network losses, optimize
system design and improve:network management, as:welfas. "
delivering products and systems to achieve those objectrves

A major part.of the 2; 000 krlometer dlstnbutron network wm be
supervised and controlied by, ABBs state-of the art dtstnbu‘uon
management system .

ABB has already delivered Several hundred flexible; space-saving. +

compact secondary substanons as well as 66/33/ 1 1:Kilovolt
substations, ring:main g
thousand- dl,stantl

Area Monitoring Syst

Protecting one of Europe’s busiest transmission corridors
PSGuard — the world’s first commercially operating wide area

monitoring system for power networks = is helping enhance the
security of one of Europe’s main transmission corridors.

The busiest transmission corridor within. Europe’s Union for the
Coordination of Transmission of Electricity network (UCTE) carries
some 26,000 gigawatt hours of electricity annually between
Switzerland and italy. (The-UCTE coordinates the operation and
development of power transmssron gnds in 23:European countries.)

ETRANS the mdependent coordrnatmg authority for the Swiss extra
high-voltage transmission system and UCTE South coordinator,
installed the PSGuard systern-toincrease operational security along
thls vrtaJ link-in the European power transmrssron network.

Developed by ABB, PSGuard gathers streams of data from a series
of phasor measurement units- (PMUs) placed atkey nodes of the
network. Measunng curent and voltage phasors, PMUs are time
synchronized by GPS satellite so rietwork operators get accurate,
real-time data from the entire system taken at; precrsefy the :
same mstant : ‘

Aocurate online rnformatxon about the: dynamrc behavror of the power
$ystem means network: operators can load transmission coridors
close to upper securrty hmrts i maxrmum grid: efﬁcrency

They can also detect and correct ! sturbances in tlme to; prevent the .
kinds of Iarge—scaje blacko= xperi noed ini many countnes dunng :
2003 and 2004 i i ‘

hnklng southeast Europe wrth remamlng UCTE netwoxk

. ABB'S amajor: stpplier to raiway rietworks | *

‘and trains. High quality, medium-voltage ' -

. distribution systems and special products
- like traction transfonmers ensure reﬁable
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Automation Technologies
Increasing industrial productivity
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Business highlights and key orders

= Streamlined business structure takes full effect, driving profitable growth

= New Industrial [T System 800xA for extended automation generates
hundreds of orders for installed base upgrades

= Contract for new compressor station in Poland ($86 million) to serve
the trans-Europe natural gas pipeline

= Contract for robotics containerization systems ($48 million) to improve
efficiency at the US Postal Service

* Strong demand from European and Asian shipbuilders for Azipod
propulsion and vessel automation systems

* Order from Algerian energy company ($30 million) for improvements
to country’s pipeline system

= Contract from Iceland ($37 million) to double capacity of aluminum
smelting operations

Business areas and revenues 2004
fn pemantages;

1 Automation Products 47%

2 Process Automation 40%

3 Manufacturing Automation 13%

Revenues by region 2004*
i percertoges;

1 Europe 80%

2 Asia 19%

3 The Americas 15%

4 Middie East and Afica 6%

* Based on customsr boation

EBIT
2002--2004

1 5 o)

Cash flow from operations
2002-2004

i S mfiong

Autornation Techadd

ABB Operational review 2004

Dinesh Paliwal, head of Automation Technologies
“We provide our customers with a smarter way

to do business, raising their industrial productivity
and lowering energy costs.”

Automation Technologies division employs
55,000 people, and has more than 140 manufacturing,
application and scoftware centers woridwide.

Division overview for 2004

Orders were $11,334 milion in 2004, nine percent higher
in local currencies than the year before. Revenues rose

to $11,030 million, up seven percent in local cunencies.
EBIT was strongly higher in all business areas, resulting

in a 38-percent increase (in U.S. dollars) to $1,027 million,
and an EBIT margin of 9.3 percent. Cash flow from
operations rose to more than $1 bilion, up 34 percent
compared to 2003.

Operational excellence

Autornation Technologies continued to decrease costs
and increase productivity in 2004 as part of ongoing
initiatives for operational excellence.

The division streamiined its operations into three business
areas at the beginning of 2004 (see pages 4-5),
compared to 11 business areas managing equivalent
activities at the end of 2002. The new divisional structure
simplifies communications and custcmer interaction, and
further reduced jobs by about two percent during 2004,
while both top and bottom line grew significantly.

Global sourcing of goods and services was another key
focus, to take advantage of the competitive skills and
cost structure of emerging markets.

An R&D center for robotics products was established

in China, and additional resources were deployed in Asia
for the engineering of automation projects in metals,
cement, cranes and process electrification.

A new engineering operations center was established

in India which is now focused on project-based engineering,
material cost migration, supply chain systems, and core
research. Manufacturing capacity for automation products
was increased in China, India and eastern Europe.
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Technology achievements

A number of significant automation products, systems
and senvices were introduced in 2004. The launch of the
ACS50 component drive extended energy savings to
smaller applications by controlling the speed of devices
such as pumps, fans, conveyors and home appliances.

Customers can now remotely manage various ABB
instruments with the addition of wireless GSM
communications, the same standard used by mobile
telephones worldwide.

The Industrial IT System 800xA for process automation,
launched in early 2004, received strong market
acceptance from customers seeking to upgrade earlier
systems. Among the hundreds of new orders booked in
2004, many were to convert ABB and competitive control
systems installed ten or more years ago.

In the robotics area, the new IRCS controlier (see page 26)
broke new ground, letting customers synchronize the
movements of up to four robots working together.

The resulting mechanical “teamwork” allows the robots
to perform either sequential or parallel operations

on the same piece of work without danger of collision
and with maxirmum precision.

In services, the division continued its focus on
performance-based activities. A systems retrofit for a
European copper producer increased mine productivity
by nearly 15 percent. A major paper maker projected

annual cost savings of $18 million from its mill-wide
contract for ABB asset management services.

Market and regional characteristics

The Automation Technologies division continues to serve
a diverse range of both industry and geographic market
sectors. Regardiess of market, improving productivity
and reducing energy consumption are key among the
benefits our customers seek, and these are important
unifying themes for the division.

Sales to most industry markets developed favorably in
2004, with premium stand-alone products such as
drives, motors, control products and circuit breakers
enjoying particularly strong growth. These ABB products
are respected automation “building blocks” both for

end users and for channel partners such as Original
Equipment Manufacturers (OEMs) who integrate them
within larger systems.

For larger projects, ABB's proven expertise in application-
specific process solutions remains attractive to customers
whose own integration resources are stretched thin

by downsizing. Performance-based services from

ABB are another important component of solutions for
squeezing maximum value both from new systems and
installed assets.

Among specific end markets served by the division, the oil
and gas area experienced growth in 2004 as the U.S., China
and India strive to meet ever-increasing energy needs.

-Our instruments, control systems

of process chemicals and raw matenals .
Eog Theytzndetectlmpunu&sassmaﬂ g




The chemicals market continues to grow modestly, with
most activity focused on improving efficiency rather than
on new capacity. Pharmaceuticals show a similar pattern,
with most new automation activity due to regulatory needs
for better information management.

In metals and minerals, rising prices for commodities
such as cement, steel and aluminum are spurring new
capital investment, and ABB continued its success in
such projects as mining, smelting and rolling mills.
Investment in pulp and paper remained modest in 2004,

In the marine sector, the strong Eurc has accelerated the
move of many shipbuilding projects to Asia. The demand
for larger vessels, where ABB is well equipped to participate
with propulsion and automation solutions, is increasing.

In the automotive market, a key driver for ABB robcetics
systermns, demand has developed positively in North
America and Asia, while western Europe continues to be
flat or slightly negative. The construction sector, which
relies upon ABB automation products, shows continued
weakness, particularly in Germany, although China and
India registered robust growth.

Around the world, Autornation Technologies continues
to deploy its manufacturing resources to take advantage
of both proximity to key markets and competitive labor
costs. The division launched or expanded more than

20 factories in the high-opportunity markets of Asia,
Eastern Europe and Latin America during 2004.

“ABB motors and drives:provide correct
smotion and torqué:for rotating machinery
whileimproving energy efficiency.” -
“Our products help to reduce harmful
| remissions by. rilion:

f tonsannually::

As noted eartier, the division has also established key
centers of excellence for engineering and systems
integration to support regions. Within the past 18 months,
new project centers for cranes, electrification, metals

and robotics have been established in China. A cement
process center of excellence for Asia and an engineering
operations center with glebal reach were launched in India.

Looking ahead

Operational excellence and global sourcing, which have
contributed markedly to the division's results, will continue
to be critical focus areas. While improving the efficiency
of local operations, the division will increasingly implement
larger projects through a diverse "global value chain”
which integrates skills, components and services from
multiple locations.

Channel partners such as distributors, wholesalers,
and OEMs will handle an increasing share of stand-alone
product sales.

Innovation is a key element in the ongoing success of the
portfolio, distinguishing it from our competitors. The division
will focus on areas such as wireless communications,
remote asset management and smaller, smarter autormation
devices. Performance-based services that help customers
improve the efficiency of installed assets will represent

an increasing share of overall division volume.

- migasLrerment patents
- date'back 50 years, -




Moving' the nail more effi cnently :

ABB robots are-welt known for such tasks as weldlng palntlng and
heavy lifting, but few people realize these precision machlnes also
help dellver the mall.

The United States Postal Service (USPS ) ordered 67 robotlc
contalnerization systems from ABB in 2004 10 improve processing
faclities for the millions of pieces of mail the pcst office handles every
day across the U S. :

Each of ABB s systems mcludes wo robots that automatlcally sort,
mové and stack mail frays based on postal code tnformatlon
embedded in bar codes on the contalners ’

The Rew systems wil support the next phase of the USPS mall
proc%smg automa‘non program whi ch is: de5|gned to-
improve efﬁcxency

“Substanﬁal tlme ard effort is assocrated with venfylng. Ilfl:ng, !
stacklng, pushlng, unloadlng and re-verifying trays of mail across
sald Tom Day, USPS vice pre5|dent

fti |s the second such order for ABB from lhls customer Irvan earller
ABB supplled 100 similar robotlc contalnenzatlo syslems
to ASO drfferent USPS faciities,

ABB robots it heavy loads vmlh precision:for-:

_aterial handling, finishing and; assernbly
applications We have mare than: 120, OOO
dustnal robols lnstalled worldede )

Heavy llﬂmg hlgh performance
When'KGHM of Poland, one of the world’s largest producers of
copper and silver, chose ABB to upgrade a mine hoist, they got mcre

than they expected - including a record- -breaking installation time ‘and
a 15 percent i 1ncrease in productivity.

l_ocated at the Hudna mine in:southwesten Poland, the hOlST is.one
of KGHlvls most |mportam and one of the most productrve in Europe.

After 30 years of service, it was in need of modermization. KGHM
asked ABB to complete the upgrade in just. 16 days, which is-about
one-third the lndustry standard for an installation of this complexrty

As the recognlzed market and technology leader in mine h0|sts
ABB was able to mest this record-breaking deadiine. Key to'the
achigvement were détailed planning, excellent. organlzatlon and
round the clock work by the lnstallatlon and senvices team

But ABB did mmore then JUS'[ ﬁnlsh the prolect on time. it also lrnproved
hoist acceleration and: deceleration times by 25 and 20 percent.
respéctively; and these improvements cut overall cycle tifme from. .-
103 seconds 1088 seconds for the 1 053 -rmeter h0|st|ng dlstance

The rasultlng h0|st performance represents a sxgnrﬁcant |mprovement
on the'customer's speorﬁcanons and has enabled KGHM tai lncrease
productlon by14.5; percent

Our asset management software constantly
rnonitors plant devices for real-time +
“efficiency.and is in high demand across
automation technologies nstalled base:
worth-more than $100 bilfion globally:




Ralsmg productlvrty saving energy
ABB's Systemn B0OxA forextended automation, whlch was latinched
earlyin 2004, has in its first year proved highly successful among
customers inawide 1 range of industries.

Hundreds of. orders were reoerved in 2004 for e systern which

integrates ABB:and customer. platforms, and eriables industral plants:

to'raise produc‘uvrty wrth substannal cost and energy. savrngs

Just one example at.rtomanon solutions based on System BOOxA
are deliveringbig improvements in operational rehabllrty workrng
conditions safety ‘and sustainability for Finnish company Qutokumpu
Stainless Oy,:as.it seeks to become the wonds number one stanless
steel producer .

As Fnland S Iargest smgle energy user,. Outokumpu S Tornro facrlrty
has made improving environmental performance a key.issue:
Systemn 800xA is helping the company’s hot rolling.mill to become.
a nationalleader in-implementing hrgh efﬁctency electnﬁoanon
and autornatxon solu‘nons

ABB's wrde-ranglng soope of suppty C) Tom:o underhnes the RE
importance of high-quiality systemiintegration. For the hot rolling:mill,

it includes process electrification, power: drstnbunon and medrum- o

and low-voitage dnves with aJIY related servnces

Atthe acf acertt smemng plant,rABB systems manage ore than
8,000-input and output connections. Thisincludes. oontrol TOOMY
equrpment cornectioni stations for the control room: and process
plus pracess application design and. ‘software; ABB; aJso‘took e
responsibility: for: testing; start- up and trarnrng:servrces "and

- ABBH loglstus : <
help to minimize nventory and tr'ack the
movement of i
the value chain =
toendL

Ti e supplier. through -}

Leadershlp through partnershrp

ABB has become the Jeading supplier of AC drives in Chrna in the
past year,.capfuring a15 percent share:of the market despite strong -
competmon from.morg thén 50 local and 40 global rivals. Key to
suocess is Jocai partnershrp '

ABB. Be rng Dnve Systerns Co., Ltd. (China) celebrated its tenth -
anniversary during 2004, man<|ng a milestone in serving local
customeérs. The: Beurng factory manufactures ACS 400 and ACS 550
drives and rnstaJ\s vanous other drrve modules into cabrnets

A key 1ngredrent of the companys rapid growth and success
is a network of some 60 channel partners and 32 service partners
across China.

These partners stoc;k se1l dlstnbute and service ABB drives .
for custorners in a market where long distances and geographrcally
drspersed clients pose speoraJ ohaJIenges

ABB provrdes oomprehensrve support to these partners wrth sales
and ordenng. processes, and with training. This support, has helped
several partners grow from.one.or two person. operatlons lnto

full-service drive certters.

Vanable spe_ed‘ dnves Ve beoome a popular tool ln Chlnas dynamrc

systems Ongrnal qument makers ‘both’ domeshc and global
rnoorporate our dnves into pumps. fans oompressors and a wrde :

ABB low vollage devices' and SN
energy managemeént systems’ ens.lre s
¥ a-comfortable, energy-eficient: bliding " :
“environmert. Weshlpmovethanone
“rhilion products daily:to faciity. . :




ABB's solid technology base 18

tne result of 120 years of pioneering
research and development. Nearly
every ufility and grid operator inthe
world, as well as most of the 10p
500 industrial companies, use ABB
technology to serve customers
and ensure growth and profitability.
Dresented here are SOMe of ABB's
historical milestones from 2004.

Technology
\nnovation is our business

Busch-Jaeger
| idenscheid, Germany, 1879

125 years ago today
The Jaeger brothers open Busch-Jaeger 53 market leader in

a factory for the manufacture low-voltage automation products,
of wiring accessonies, merging supglying some 6,000 devices

the business with J. Bergmann and systems for commercial and
and FW. Buschin 1918, Busch- residential bulldings o more than

Jaeger becomes pert of ABB 60 countries worldwide.
in1963.

HVDC
Gotland, Sweden, 1054

50 years ago today

ABB delivers the world's first ABB has completed €0 percent
high vo'tage diract current of the world's HVDC projects,
{HVOC} link - 8 Q0-kilometer including record-breaking

fine from the Swedish mairtand instaliations like ftalpu in Brazil,
1o the island of Cotland. HVDC key links in the United States,

proves to be the most cost- india, Scandinavia and Australia,
_ affective and efficient means and power superhighways
1o transport large amounts of in Chira.

electric power Over long distances.

ABB Operational review 2004
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HVDC
ltaipu, Brazil, 1984

20 years ago

ABB delivers the world's
largest HVDC link, transmitting
6,300 megawatts of power

at 600 kilovolt from the

12.6 gigawatt ftaiou hydropower
plant to South America’s
largest city, Sdo Paulo.

Robots

Vasteras, Sweden,

30 years ago

ABB launches the world’s first
fully electrical, microprocessor-
controlled industrial robot. The
electrically-driven aluminum

arm and powerful new
microprocessor take industrial
robotics into a new dimension
of speed, accuracy and flexibility,

today

Twenty years on, ftaipu is stil

the world's largest HVDC fink,
the world's largest installation

of 550 kilovolt gas insulated
switchgear, and a milestore in
800 kilovolt series compensation
- all delivered by ABB.

1974

today

ABB has delivered scme 120,000
robots worldwide ~ more than any
other supplier - and pioneered
technologies like modular design,
simulation for offine programming,
and platforms for wireless
communication and wireless
power supply.

Force measurement

Vasteras, Sweden,

50 years ago

ABB launches Pressductor, the
first of many force measurement
innovations that enable stee! and
paper mills to measure and
control critical parameters like
flatness, tension, positioning, and
thickness - the keys 1o product
quality and process productivity.

1954

today

More than 50 percent of force
measurement products and
systems in the world's mills and
factories are made by ABB.
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Technology
Harnessing innovation

“ABB’s ieadership in power and automation
technologies springs from our ability to develop
innovative solutions for our customers that meet
current and future chailenges of improving energy
supply and industrial productivity,” says Markus
Bayegan, ABB’s chief technology officer.

Backed by 120 years of technology development,
innovation and our pioneering spirit ensure ABB’s
continued competitiveness. We hold some 16,000
patents, and between 30 and 80 percent of current
sales in our variocus businesses are based on product
innovations from the last five years.

The fruits of this technelogy focus are clear: more than
80 percent of all car manufacturers use ABB robots;
ABB has installed one-third of the world's $60 billion
process automation systems base; ABB has supplied
more than 60 percent of the equipment in North
American power grids.

Around the world, our customers rely on technology
made in ABB.

R&D spending on core businesses increases

R&D and order-related investments in the core divisions
amounted to $305 million in 2004, up 10 percent
compared to $826 milion in 2003. Expressed as a
percentage of core division revenues, total R&D and
order-related development in the core divisions was

4.6 percent in 2004 compared to 4.8 percent in 2003.

Strategy

Our research and development strategy for value creation

is three-fold;

« To monitor and develop emerging technologies and
create a pioneering, sustainable technology base for
the company

= To develop technology platforms that enable efficient
product design for our power and automation customers

= To create the next generation of power and automation
prcducts and systems that will be the engines
of profitable growth

Universities are the incubators of future technology, and

a central task of our R&D team is to transform university
research into industry-ready technology platforms.

24
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Recent technology highlights : R

w :{pgradesin flexible AC transmission systerns (FACTS)

®: Industrial [T System BOOxA sngnrﬁcamly improves
. plant productivity - : o

* " Wide area momtonng and control sys‘tem stabrllzes power

" transmission gricin Europe ‘

* ; Motors; drives and soft starters developed wrth rmproved

. functionality :

*: New software soluﬁo
robot programmmg O R

= For the third-year in a row MIT names an ABB researcher one

: of wortd s top 100 yo g mnovetors ‘ B WSS

4 srmplrfyand rmprove

ABB-university cooperation builds research networks to
foster new technologies. It shortens the time from basic
ideas to viable products and helps us recruit and train
new people.

We have built more than 50 university partnerships in

the U.S., Europe and Asia, including long-term, strategic
relationships with institutions like Stanford University,

the Massachusetts Institute of Technology, Camegie
Mellon University, Cambridge University and Imperial
College London.

Cur collaboerative projects include research on materials,
sensors/micro-engineered mechanical systems, robotics,
controls, manufacturing, software, distributed power
and communication.

Common platforms for automation and power
technologies are developed around advanced materials,
lean manufacturing, information technology and data
communication, as well as sensor and actuator
technology. Common applications of basic technologies
can also be found in power electronics, electrical
insulation, and control and optimization.

In power, ABB's insulation technologies, current intemuption
and limitation devices, power electronics, flow control
and power protection processes apply as much to large,
reliable, blackout-free transmission systems as they

do to everyday household needs.

ABB Operational review 2004

[x3




In automation, our control and optimization processes,
software technologies, power electronics, sensors and
microelectronics, mechatronics and wireless communication
are designed to improve efficiency in plants and factories
around the world — including our own.

Global laboratories

Group R&D is carried out in two global laboratories for
power and autcmation technologies, combining research
units in the U.S., Europe and Asia. The cultural diversity
and closeness to ABB's customers and the world's best
universities creates a breeding ground for success. ABB
continues to build up R&D activities in India, Singapore
and Ching, reflecting its growth strategy in Asia.

Our corporate research center in Bangalore, India was
faunched in earty 2002. As a focal point for software
research, it develops platforms for both automation and
power technologies.

In China - our fastest-growing market — R&D activity is
focused on power transmission and distribution,
manufacturing and robatics. It is centered in new facilities
in Beijing and Shanghai, where our researchers are in
close contact with Chinese universities and customers.

ABB researchers have been recognized in recent years
for contributions in areas like HC! (human-computer
interface); safeguarding power transmission systems;
faster and more efficient automation systems; improved
electrical insulation; and industrial applications of
nanotechnology and wireless technology.

To find out more visit: www.abb.com/technology

w
Cuitent research programs =~ ' B O TS
s Power device: technology

‘Power transmission and drstnbutlon appllcatlons
Power electronics -

Mechatronics and’ robotlcs applrcanon

Control and.optimization’
Autoration'nétworks and devices

Software architecture and processes

Advanced materials "7

Manufacturing technologies
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SWItchgear that i is at home everywhere

ABBhas developed an extremely versatile platform for medlum~voltage '
switchgear in the 12:24 Kilovolt (<) range. The. rew UniGear ZS1--
panel is unique becaiss it satisfies both the detailed specifications of )
local markets and the global customers demand for standardlzatlon :

The medium- voltage pnmary arr-rnsulated swrtchgear market is dlverse |
and highly fragmentsd, as each oountry tradmonally has unlque S
specrﬁcatrons for the product i :

ABB-once offered 18 produc'r platforms inthe 12-24 V. ratng
and manufactured NUMErous Versions:inino less than 32 oountnes

ABB now has a single can':meet |ndeual specrﬁcatro‘
ir‘each market, so-global operators. have a standardized product
of consistent qualrty sunable for all regrons

ABBS UniGear ZS1 panel
is an extremely versatile
platform for medium
vettage switchgear in the
12-24 kilovolt range.

ABB products 4re smaller, smarter, faster ;
ABBis the leadlng mandfacturer of variable speed AC drives, wrth a -
massive instaled base ~more:than-ong milion.in the past 20 years -
and a market share nearly twnce as blg as rts nearest rival. - . .

Vanable spesd: dnves can cut th average running speed of a pump 3
orfanin half, reducing energy consumption to ore-eighth the power i
used by machines runnln ) at top speed o

ABBS unique Direct Torque Control platform is the most rmportant
drive innovation in a decade; ensunng the fastest torque and speed )
response trmes for all ABB dnves !

Recent ABB lnnovatlons in power semroonductors andcooling ', .-
techniques have reduced the size of drives by as much as 80 percent,
and the number of _components,needed by up to 70 percent. a

ABB innovations in power
semiconductors and
cooling techniques have
" massively reduced the size
and number of parts
"needed in AC drives.

25



Technology
Harnessing innovation

m
Powérful semiconductors SR AT A
Power semiconductors are extremely compact electronlc swrtches
that.need-only microseconds to tum current on and off at hlgh

voltage levels with very low losses

Thls makes them the ideal component to transform the shape
of electrical current and vottage from alternatlng ‘Gurrent to. direct
current and vrce versa, and from one freq‘uency to: another

Power ‘sémiconductors are used'in power transml_ssmn stems
and in electncal dnves to make: motors unlversal and efficient.

Th types of power semlconductor = thynstors a su
gate bipolar ransistors (IGBTs):and lntegrated gate; commutated
thynstors {IGCTs) - dominate hlgh«power switching: Each ong
has been developed by ABB into unigue systems-that hav
revoltionized the transmission of electncrty in. the past
hah‘-century

Thynstor valves were first used by ABB for hlgh-vottage dlrect :
current (HVDC) converter stations in 1967, and thyristor technology o
is. the foundation of every HVDC project since, lncludlng the HVDC::
power superhlghways in China (see page. 14).: L

Comblnlng lnsulated gate bipolar transustors wrth voltage AR
source’ converter (VSC) technology, ABB was able to latinch even
more compact, environmentally-friendly versions.of hlgh-voltage :
dlrect currerit systems and static var oompensators {SV
Both technologies ~ HVDC Light and SVC nght rernal
unlque to ABB

The lnnovatlve ABB semiconductor. housmg called StakPakTM :
which- makes it possible to. connect IGBTs in‘series simply by
staoklng thern on top of each other = was.a key'leap forward

in compact design. This design was. selected forthe: . -

Swuss Technology Award in 2004, e .

ABB's power .
semiconductors have
revolutionized the
transmission of electncrty
inthe past half-century. -+
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IRCS controller builds robot teamwork .+
ABB is alréady well known for leading motion technologies such as
TrueMove and chkMove programmlng tools for robots.

With the lntroductton ofthe IRCS robot controller ABB takes the
lead‘again by combining.these strengths with another innovative
technology - MultiMove —to offer atue ofﬁlne programmlng process
based on Vlrtual robot technology R :

Multhove technology makes it possrble to control up to four
robots from-a single control:module. Previously, each robot required
its own:control unit, which made robot coord[natlon a tedlous and
dlfﬁcut task : : i

The IRC5 controller allows robots to work srmultaneously on:
an.object or task within the same produiction cell, which means
our second-genération virtua: robot technology ‘can take full
advaritage of new manufacturing solutlons that until now have
been technlc:ally |mpos3|ble : :

Faor lnstance .ong robot can: ln‘t and hold a car door, a second can
pick up a hinge; and a third'can weld it into place. Previously, .
this wollld have required three separate robot cells and three robot
contrailers. Now, they.can be combined in a single: manufactunng
step:with a single IRC5 controller moduls, which can be easily
programmed and validated without building a complete cell.

IRCS saves valuablé $pace; reduces ¢ycle times by at least -
15 percent and, as'a result; significanty increases production:

In other robotics breakthroughs, ABB created the first wireless
platform for industrial dutomation; elirinating the need for
communication and power cables that are time consumlng
to lnstall and vulnerable to. breakage

To sxrnpllty robot programmlng ABB has developed an “augmented
relity” process called ArtVis that lets robotic system engineers
see program input overlaid oh an actual object under development
using a wearable vision device (see page opposne)

The IRCS controller saves
valuable space, reduces
cycle times by at least

15 percent and significantly
increases production.

ABB Operational review 2004




ABB Group Operational review 2004 27



People
Building better business relationships

it takes time to develop a company culture that can
fully support the needs of a business, and ABB made
good progress towards that goal in 2004. We have
made employee training and development a key
element of our business, but still face challenges

in the area of health and safety performance.

One of the key achievements has been to embed our
people-development strategy in the business.

Our “people strategy” drives the development of
employees’ leadership potential and skills in a variety
of ways, and rewards them for positive behavioral
performance, as well as on the more traditional basis
. of financial results.

This commitment to behavior-related incentives is helping
to transform company culture, and reinforce our three
business principles — responsibility, respect and
determination — which we define as essential to underpin
ABB's healthy development.

Training is key: more than 2,000 people at all levels

of the company tock part in 56 leadership development
courses in 18 countries in 2004, By the end of 2005,
we plan 1o have trained a total of 10,000 people through
a further 200 courses.

Emphasis has also been placed on developing the
management tools and processes that ABB is now using
to assess and track talent within the organization around
the world.

ABB's decision to start an employee share acquisition
program in late 2004 was another way of linking personal
performance with business results, as well as increasing
employee identification with the company.

In the first part of the program, more than 13,000 people
in 11 countries opted into the program — some 23 percent
of those eligible. This is above the industry norm for

such schemes.
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There were downsides in 2004. We made good progress
on implementing and tightening health and safety plans
and procedures, and on training, but regrettably ABB still
had a number of incidents.

Every incident is one too many, and our record
is unacceptable.

A total of 21 people died and 47 were seriously injured
in 2004 as a result of our operations. Eleven employees
and eight contractors were killed in work-related
incidents, and another two employees died while
commuting by road.

Six of the victims were employees of ABB Lummus
Global who were killed in a terrorist attack while working
on a customer site in western Saudi Arabia. ABB publicly
deplored the attack, and evacuated remaining personnel
and their families from the area.

Training has been stepped up to improve health and
safety performance and strengthen leadership. ABB's top
100 managers received intensive training at five heatth
and safety workshops held in different parts of the world
in 2004.

A series of measures, such as safety management
systems, have been introduced in the countries where
ABB operates to strengthen responsibility and
accountability. The group executive committee
monitors performance.

ABB recognizes that considerable work lies ahead
to ensure that managers and employees, as well as
contractors and suppliers, are not only aware of all
the rules but also observe them rigorously.

ABB Operational review 2004



Another area where ABB is enforcing policy strictly is legal
compliance. ABB has a policy of zero tolerance of non-
compliance. Questionable integrity damages a company’s
reputation and harms business.

A total of 85 people were dismissed for non-compiiance
in 2004. Offences ranged from petty theft to taking part
in a price-fixing cartel for gas insulated switchgear and
iregularities at a plant in Italy.

These are isclated cases, but unacceptable. Customers,
employees, suppliers, authorities, the media — and our
shareholders — all have a right to expect that we conduct
our business with integrity, in strict accerdance with laws
and regulations.

ABB intends in 2005 to fulfill the terms of the Sarbanes-
Oxley Act, which is designed to strengthen corporate
governance in companies that do business or have
investors in the U.S. For ABB, this is another opportunity
to improve our processes and assure integrity.

Gary Steel, head of Human Resources
“ABB employees are building more productive
business relationships within the company
and with all of our stakeholders.”

Our 18-month Step change business improvement
program has provided further evidence that a change
in company culture has been taking place.

The program formally ended in 2004 with a reduction
In our cost base of more than $1 bilicn, but the changes
in behavior, increased discipline and cost consciousness
needed to support a pericd of transformation remain.
The company and our employees are benefiting from this.

ABB employees in general have a strong sense of pride
and job satisfaction. Through ongoing training and
application of the business principles cf responsibility,
respect and determination, they are building more
productive business relationships — both within the
company and with all of our stakeholders.

ABB Operational review 2004
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Sustainability
A competitive edge

ABB advanced its commitment to sustainable
development in a number of areas in 2004, ranging
from individual social and environmental projects and
work with multilateral organizations, to campaigns
within ABB to raise health and safety standards.

For the fourth year running, we have followed the Global
Reporting Initiative's triple bottom line approach, meaning
we report in detail on the economic, environmental and
social aspects of our business.

Sustainability is at the core of our busingss. Our
products and systems raise energy efficiency, reduce
environmental impact and costs (see examples on
opposite page), and help ABB and our customers
achieve lasting profitable growth.

Together with our customers, we seek to contribute
to economic growth, environmental stewardship
and societal development.

One area we are now assessing is what measures

ABB needs to take to become a carbon-neutral
company in the medium-term. We produce about 1.5
milion tons of COz per year, a relatively modest amount
for an international company, and we are looking for ways
to eliminate this output by cutting our emissions and
taking part in projects which offset our impact.

In 2004, we pursued a series of partnerships and
initiatives to raise awareness among businesses of
their role in achieving long-term progress on the issue
of COz production,

Two key initiatives (described on page 32) saw the first
concrete results in Africa from ABB's Access to Electricity
rural electrification program, and we developed and road
tested a human rights checklist for the Business Leaders
Initiative on Human Rights, which helps businesses find
pragmatic ways to protect and promote human rights.

One of our key areas of focus in 2004 was to ensure
the full implementation of our health and safety palicy,
making it an integral part of our working culture at
every level of the organization.
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Sustainability. hlghhghts o
s Health-and safety tramlng courses for top managers held
worldwide'in “campaign: o.improve group performance

" Assessment starts’ to determlne if ABB will becoms COz
neutral company fx-1 :
= “ABB:dsvelops and- road tests human rights checkhst aspart -
_ Of internation bu S inffiative to protect and promote o

&irarige of social programs - i

= More than 200 rs from ABB in Germany work at Specan
Olympies for. dlsabled héld iri Hamburg

» ABB receves’ en\nronmerrtal leadership. award from Ford Motor i
Company for product performance

Special empha3|s has been placed on leadership training.
Five health and safety workshops, designed to train our
top 100 managers, were held in 2004 in different parts

of the world. The process is ongoing and more training

is scheduled.

We also committed considerable resources in 2004
to implement the internationally recognized OHSAS
18001 management standard in all business units,
including manufacturing, office work, construction
projects and service.

Much remains to be done in different parts of our
business and sphere of influence, and we can no
doubt improve our record.

We are convinced that the sustainable approach to
business will continue to provide ABB with a significant
competitive edge. We will further sharpen our
sustainability focus.
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Energy efficient technology

S R T
Major energy savings with ABB drives L
ABB has the world's.|argest installed base of variable speed dnves
which red‘uce energy consumphon by adj ustmg the speed_of motors.

Our drives are-used in a wide range+of applications: from factory_ -
production lines, 1o-regulating air conditioningin buildings; and -+ ;
adjusting the speed of ski Irﬁs and baggage conveyor systerns

at arrports K :

In totel, ABB's drives fedlic GOz ermissioris by 68 i iidn tons it
per year, more than the annual emrssrons of, Fn!and .

An example Magnetto~Topy in the U K produoes up 10100, OOO
stes! wheels per.week for automotive customers:like Nrssan
Peugeot Vauxhall Opel LDV MGRover arid:Land Rover

ABB vanab!e speed drives'| reduoed energy consumptlon at the :
company's Coventry plant by 50 percent, ahd a'second ABB sclition
then cut energy.consumption i |n half agaln for a total energy sav\ng of
75 percent ' PR . :

i ABS's dives sharply reduce
‘energy consurnptxon and
cut costs,

Saving fuel.at sea .
The Azipod poddad propulsion
system, used in an increasing -
range of ships, feres and -
luxury cruise liners, increases
a vessel's maneuverabiity and
reduces fuel consumption

by up to 15 percent
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Power transmission with added benefits

ABB's high- voltage direct current (HVDC) technology — the most
efficient means for bulk pewer transmissicn over long.distances —
provrdes customers wrth economrc and en\nronmental beneﬁts

HVDC tansm1ssron on. Iand or under water has mrnrmal Iosses and rts
small footprint helps to. preserve farmiand and forests. Power. suppiy
to femote locations i is’ ‘also cost-effectrve because of low losses and

efﬁcrent transmrssron

HVDC Lrght also has ma;or beneﬁts it has no elect’omagnenc ﬁe!ds

t lowers transiission losses for linked AC grids, t uses envrronrnentally
friendly-cil-freé cables, ‘and becauss its lines can run underground-or::
derwater over longer dlstanoes it avords unsrghtly ovemead_ ‘nec j_ )

Anexample ABB sunderwater HVDC Irnk oonnechng the power gnds
of Norway and The Netherlands, which-was given the green fight -
in'2004; wil-lead to arricre ‘efficient use of renewable hydro: energy
producediin Norway: It may also boost the development of wind -
power in The Netherlands because the HVDC link should he!p 0
compensate the effect of wrnd ﬁuctuandns

.‘andtheenvirpnmental' ‘
o mpactofapopct.

Increasing power
plant efficiency
ABB'snew Lifecycle Optimizer”
solution evaluates the data
of & power plant's performance
during its lifetime to calculate
optimum levels of activity,
ensuring efficient operation

- .and low emissions.
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Sustainability
Supporting social progress

One village in Africa ~ two key initiatives

ABB is actively involved in a number of multilateral
intiatives to promote sustainable development and
greater awareness among international business of
its responsibilities in society.

Partnerships are key to achieving this. ABB works with
a wide range of organizations, ranging from the World
Business Council for Sustainable Development and the
Business Leaders Initiative on Human Rights (BLIHR)
to the World Wide Fund for Nature (WWF) and other
non-governmental organizations.

A remote and poor village in southern Tanzania became
the focal point in 2004 of two key ABB initiatives.

The 1,800-strong village of Ngarambe is the first to
receive power under ABB’s Access to Electricity
program. And ABB has also started road testing a new
checklist on human rights which it drew up for BLIHR,
a group of international businesses trying to develop
practical ways for companies to protect and promote
human rights.

In Ngarambe, power from a diesel-fired generator
supplied by ABB was turned on in 2004, sparking
immediate economic, environmental and sccial benefits
for the community.

The village school, medical dispensary, local government
office, mosque, small businesses and a number of
homes now have electrical power. The result; extra
teaching after nightfall, the dispensary can stay open
longer, and additional income for small shops and
restaurants at night.

ABB's Access to Electricity program is designed to
promote sustainable development in rural and semi-
urban communities in Africa and Asia. it was launched in
response to the United Nations Global Compact, which
urged companies and organizations to provide greater
assistance to the least developed countries.
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Apart from the generator, ABB provided cables,
low-voltage eguipment and training so villagers can
operate the machines. The WWF is ABB's partrer in
the project, and provides guidance on such issues
as reducing deforestation, improving health care
and environmental education.

Access to Electricity is a commercial, as well as a social
venture, so external financing is key. Partnership with
other stakeholders — governments, companies, non-
governmental organizations, aid agencies, civii society —
is also vital, with each partner bringing its complementary
skills to the project.

Ngarambe has been an early success. Further projects
are now being planned in other parts of Tanzania,
Senegal, Yemen and India.

The vilage is also the scene of another initiative. ABB
agreed in 2004 to road test proposed United Nations
human rights rules for business, known as the UN draft
norms, by developing a hurman rights checklist that
managers can use when preparing infrastructure projects.

The checklist mirrors the universally recegnized human
rights categeries that underpin the commitment of
companies that, ike ABB, have signed the UN Global
Compact. These categories are the rights of workers,
occupational health and safety, non-discriminatory
treatrment and the rights of local communities.

ABB recognizes that a business approach which is
aware of human rights benefits all stakeholders — the
villagers, local authorities, suppliers and the companies
and organizations.

Initial results from introducing the guestionnaire in
Ngarambe have been positive, and its use has now
been extended to other ABB projects in Africa. The
project will be evaluated and further developed in 2005.
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The triple bottom line in action

ABB Operational review 2004

Helping people help themselves

hard hit by an econormic down:lum. After
how G raise crops and rurt famms,
opie are now wWorking for themsehvas
and, In most cases, enjcying a higher
slarlard of Bving.

Cffering children a future
ABS suppons schodls for less privileged

chiidren in many parts of the world,
inchuding Brazd, Indis and Soulh Alrica,
In Indlia, ABS adopted a govemment

primary school in Vadodara in 2004,
and has provided clean drinking water,
renovaled washrooms, strengthened
walls and painted clasyooms.

Ships plug in to environmental success
Ships entering Sweden’s Gothenburg
harbor ~ Scandinavia’s fargest port - are
now connected o electricity onshore using
ABB high-voitage cables and technology,
instead of burning fuel to generate their
own power on board. The ship-to-shore
power link reduces harmiul emissions,
and won Gothenburg a 2004 European
Union Clean Marine Award.
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~ Corporate governance

. 1. Principle N
. ABBis committed to the hrghest international standards of corporate governance end supports the geheraJ principles as set forth in the
- .Swiss Code of Best Practice,-as.well as those of the capital markets where ABB is listed: the SWX Swiss Exchange and exchanges i rn
London Stockholm Frankfurt and New York (where its shares are traded in the form of American deposrtary shares)

"+ In addition to the provrsrons of the vass Code of Ob |gatrons ABBs pnncrples and rules on corporate govemance are laid down in its articles

. -of incorporation, its standards for. corporate governance, the: charters of the board commrttees the board membership gurdelrnes several
directives {.9. on insider informiation) and the code on business éthics. ft is the duty of ABB's board of directors 1o review and amend
propose amendments tothose documents from time to:time reﬁeot the most recent developments and practroes as well as to ensure
compl:ance wrth apphcable Iaws and regulatrons : : : .

10 Corporate Govemance pubhshed by the SWX vass
is erther ma,ophcable 10,01 rmmatenal for,. ABB S

compames) wortdede Beszdes ABB Ld; fisted on the SWX. vass .Exchange (virt-x) and’ e exchanges in: London Stockholm, Frankfurt and
New.) York Aheonly other hsted';company in the ABB Group is ABB errted aarrgaJore lndra whrch s lrsted on the Natonal Stock: Exchange

INE117A01014~§"‘ g

j_|NE117A01o1437” -

INE117AO1014. S

' INE117A01014 o

‘ABB Limited, Bangalore s 215b|]hon INR- ' INE117A01014 L

: Share
. ' Al data s of December 31, 2004, -~

LY ' ABB Operational review 2004



o The followxng table sets forth as'of December 31, 2004, the: name country of mcorporatlon ownersh|p mterest and share caprta! of ABB Ltd,

T o Zunch Swrtzerland andits S|gn|ﬁcant sub5|d|anes

a ABBSp z0.0, Warsaw

ARGENTINA
AUSTRALIA

178, 540

1,000,000

4,490

-, 418,006

208 843

. Contmued on the next page.

ABB Operational review 2004
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- ABB (anate) Ltd Harare -

Corporate governance

Luimmus-Global
Asea Browri Bover.S.A;; Caracas

‘ ABB
Jinterest %

4, 899 373
1,000

ZIMBABWE

o ABB s operatronal group structure is desonbed in the “Fnancral review’ par.t. of th|s annual report.

22 Slgnlﬁcant shareholders = L

. iAs of December 31, 2003; Investor AB,.StocIdtolm,--Sweden i
-'informed: ABB it held 204,115, 142 ABB shares, reflecting 9.9 peroent
" of the company’s share capital. This figure remained: unchanged.:
“Huring 2004. On March 8,:2005, Investor AB announced thatit
“reduced its holdings t0.187,374,142 ABB' shares; representing

- ’_9 1 percent of the oompanys shere capltal as of that date.
S The Caprta! Group Companres Inc Los Angeles CA us.,

- announced that as of April 23,-2004, it reduced its holdings for:-
Its clients in' ABB shares ~ which-as of Decernber 31, 2003 were
+:133,888,830 ABB shares, coresponding to-8.5 percent of ABBs
total share capital - to-a total whrch |s !ess than 5 percent of total

i ’caprta! and votes.

S B, Capltal structure o
. 3.1 Ordinary:share capital S '
- As of Décembar 31, 2004, ABB's ordtnary share capital ( including:
. treasury shares)-amounts.to CHF 5;175,787,367.50 divided.into

2,070,314,947 fully paid. regrstered shares with a par value of

'CHF 2 50 per share

“3. 2 Changes to the share caprta]
- At ABB Ltd's annual general meeting held 6n March 20, 2001 its:,
‘ shareholders approved‘a share spiit in a four-for-one ratio to-reduce
_ the par vallie of the shares from CHF 10 each to CHF 2:50 each.
Conseguently, the number of issusd shares changed from

300,002,358 to 1,200,009,432, whereas the shere capital
remained at CHF3,000,023,580. The share split was regrstered

-inthe commercral regrster onMay 7, 2001.

To the best of ABB's knowledge no other shareholder holds 5 percent .

or more of ABB's shares

;2 3 Cross- shareholdmgs

There aré no cross- shareholdrngs in excess of 5 percent of the share -

~capttal or the voting rights between ABB and another company.
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©On November 20; 20083, ABB's extraordinary shareholders’ mesting

" resolved to'increase ABB's share capital by CHF 2,100,016,505 by

issuing 840, 006 602 new shares.

Shareholders who did not want to exercise their rights to subscribe
for new shares could sell them. A total of 99.4 percent of the rights
were exercised. The shares related to unexercised rights were sold
in the market and the proceeds were received by ABB.
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ABB's new share caprtal of CHF 5,100,040,085, drvrded rnto a

2,040,016,034 shares; was regrstered inthe commercral reglster o

‘on December 9 2003

Subsequently ABB |ssued 30 298 313 shares out of rts authonzed
capital for purposes of fUifiling ABR's obligations under the pre-.:
packaged plan-of réorganization of Combustion Engrneerlng

In accordance with its then-current articles of incorporation, the pre
emptive rights.of: ‘the shareholders have been excluded.and allocated
to an ABB subsidiary, which'has subscribed for these sharesand
holds thefn until they. will.be contributed to the Asbestos Pt Thust, once
the pre-packaged plan of. reorganization of Combustion Engineering.
has become effective. ffor the:accounting treatment of these *Asbestos
shares” please refer 1o Notes 18 and 23 of the “Fi nancral revrevr/‘ part
of thrs annual repo . .

The new share caprtal of CHF 5 1 75 787 367 50 dlvrded rnto
2,070,314,947 sharés wés reglstered in the cornmercral register:
on December 15’ 200

33 Contlngent share caprtal

with-the isstiance ¢ y ‘national or international caprtal markets of newly
or aready issued’ bonds or other financial market instriments;:and..
(D) up.to the amount:of CHF 25,000,000 (equivalent to 10,000; OOO
shares) through the exercise of warrant rights granted to.its " :
shareholders.’ABB's board of dirsctors:may grant warrant rights’ not

The pre—emptrve rights of the shareholders are- excluded in connectlon
with the issuance of convertiole or warrant-bearing bonds or other © -
financial rnarket instrumentsior the grant of warant rignts. The then-
current owners of conversion rights and/or warrants. will be entitled. -

10 subscribe for the new shares. The conditions of the conversion
nghts and/or war ji i be determlned by ‘ABB's board of dlrectors

The acqursmon of shares through the exercise of conversion. nghts
and/or warrants and:sach subsequent transfer of the shares'will .

(see sectron 3. 5)

In connectlon with the issuance of convertible or warrant beanng

bonds or. cther-financial market instruments, the board of directors. .

is authorized to restrict or deny.the advance subscription rights

of sharsholdersif sch bonds or other financial market instruments

are for the purpose of ﬁnancrng or refinancing the acqwsrtlon ofan

enterprise; parts of an: enterpnse participations or new investrnents

or anissuance:on national o international capital markets. if the board

of directors denies advance subscription righits, the convertidle .

or warrant-bearing bonds or other financial markst instruments, will

be issued at the rélevant market conditions and the new shares.

will be issued pursuant to the relevant market conditions taking into

account the share price-and/or other comparable instruments having

a market price.- Conversion rights may be exercised during a maximum

ten-year period, and warrants may be exercised during a maximurm:
seven-year period, in each case from the date of the respective

issuance. The advance subscnptlon rights of the shareholders may

be granted rrldlrectly
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:' The board of dlrectors wil determ e the issue pnce

‘ABB's share capital may be increased by an amourt not to exceed

CHF 200,000,000 through'the issuance of up 10-80,000,C00 fully paid

‘shares to-employees. The pre-emptive and advance subscription

rights of ABB's. shareholders are excluded. The shares or rights

‘ to.subscribe for shares will be isstied'to employees pursuant to one
or more regulations to be issued:by the board of directors, taking into -
-+ account performance, functions, levels of responsibility and profitability

criteria. ABB may issue shares or subscription rights to employses. -
at a'price lower than that quoted-on the stock exchange. The -

' -acquisition of shares within.the-context of employee share ownershrp
and each subsequent.transfer of the:shares will be subject tothe
transfer restrictions of ABB’s articles of ir_\oorporaﬁon (see section 3,5). i

3.4 Authorized share caprtal

.-ABB's board of directors is. authonzed to increase ABBs share capltal :

in-an arhount not to exceed CHF 174,252,717.50- through the

+ issuance of up to.69;701,087 fully. paid shares with a par.value o
: iof CHF 2.50 per share by not later than May 19, 2005. Incresises. &% -
in-partial amounts 'shall be permrtted The'subscription and acquisition. . -
~.0f the shares issued under ABB's authorized capital, as'well as each.

- subsequent transfer of the shares, willbe subject to'the lransfer
. restnctrons of ABBs artrcles of 1ncorporatron (see secnon 3 5)

type
of payment, the date ofissue of new shares the oondrtrons for. the

- exercise of pre-emptrve rights;iand’the begrnnrng date for. any dividend ..

“entitlement. In this regard, the' board of directors may issue new

”shares by means of a firm underwriting through'a Banking institution, *

asyndicate or ancther third 'party and a subsequent offer of these
shares to current shareholders. ABB's board of directors may permit
pre-emptive rights that have not been exercised to expire or may
place these rights and/or shares as to which pre—emptrve nghtshave .
been granted but not exercised at market oondmons or.use them ‘
for other purposes in ABB's: lnterest .

The board of directors-is further authorized to restnct or deny the e

‘ -.pre~emptive rights of.the shareholders and to allocate such rights =
to'third parties if the-shares are.to.be used (a) for the acquisition

~ 6f an enterprise, parts of an enterpnse -participations or for new: -

“.investments, or, in case‘of a:share placement, for the financing

or refinancing of such transactions, (o) for the purpose of broadening

" ABB's shareholder constituency.in connection with afisting of shares
be subject.tothe transfer restrlctlons of ABBs artlcles of mcorporatlon )

on:domestic or foreign stock exchanges or (c).for employ_ee
partrcrpatlon plans )

3 5 lertatrons on h'ansferabrlrty of shar% and Nominee regrstratron
- ABB may decline a registration with voting rights if a shareholder does -

not declare that it has acquired_the shares in its own name and for

- its.own account. [f the shareholder refuses to make such declaration,’

it will be registered as a sharsholder wlthout voting rights.

“A person falling to expressly deciare in its registration applicatlon that -
it holds the shares for its own account (& “Nominee”), will be entered
in the share register with voting rights, provided that such Nominee.

" has entered into an agreemient with the board of directors concerning

its status, and further provided that the Nominee'is subject tc a
recognized bank or financial market supervision. In special cases the
board of directors may grant exemptions. There were no exemptions .
granted in 2004.
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.. "4.1 Shareholders’ dividend rights

- Corporate governance

3.6 Convertible bonds and walrants
- For information about outstanding convertible bends and options

: }‘on shares issued by ABB, please refer to Notes 15 and 22 of the -

o “Financial review” part of this annual report
4. Shareholders parllc:lpatlon

. _For shareholders who are residents-of Sweden ABB has establlshed

- a dividend access facility Under which'such shareholders have the

- - option to be registered with VPC AB.in Sweden-and to receive the .
‘dvidend.in Swedish.kroncr from ABB Partlolpatlon AB. For further

of lnoorpora’non :

T42 Shareholders votlng nghts
. ABB'has one dlass of shares.and’ each regrstered share cames one-

; vote at the general meetlng Votlng rights' may.be exercised only after ca Tl

. .a shiaréholder has'been registered in the share register of ABB

which malntalns a sub-reglster of the share reglster of ABB.

'hareholder may be represe ;
sharendlder with the nght to-vote; its/legal representative, a corporate’
body (Organverlreter) an: lndependent proxy (unathangiger ’

“ by one shareholder may be represented: by‘only one representatlve

- For prac'acal reasons. shareholders must be reglstered inthe share .
= ~register-no later than ten days before the general mesting in order to be
"+ entitied tovote.. Except for the cases described under section 3.5 there;

.-are ne votlng nghts restnctlons i |ng ABBs shareholders’ nghts

; Shareholders resoliitions at general meetlngs are approved wnh
“-an-absolute majority of the votes represented at the meeting, except .

. for thoss matters described n artidle 704 of the Siss Code of Obligations
-+ and for. resolutions with respéct to restrictionis on the exercise of the

.'...inght tovote and-the removal of such.restrictions, which all require the:

e '3"approval of two«thlrds ofthe votes represented at the mesting. -

Shareholders representnng shares ofa gar- value of at least
~CHF 1,000,000: may. request itemsto beincluded in the agenda..
ofa general meetlng Such requiest,must:be:made in writing at least
- 40 days prior to the date’ of the general: meetlng and specify the |terns

“. andthe motions of such shareholder(s) ABB's articles of mcorporatlon :

i .. donot contain provisions on the: ‘convocation ef the general meeting -
. “of shareholders which dfffer _from the applicable legal provisions.

as;a sharenolder with the right toivote; or with VPC AB in Sweden o

"ABBs board membershrp gwdelmes requnre 1hat the poard: i
;of dlrectors _oompnsed of a substantial malonty of blnde‘pendent “

at the general meeting by another,:-,-‘

" Stimmrechtsvertreter), or a: dep‘osrtary {Depotvertreter). All shares held‘_

‘ appornted CEO of GBS L.aboratories (U.S.)

5. Board of dlrectors

5.1 Responsrbllltles and organization

Thebdard of directors defines the uitimate drection.of the busnness

of ABB and issues the necessary instructions. 1t determines the
organization of the ABB Group and appaints, removes. and supervises

. e persons entrusled with the management and representaton of ABB.

- _uThe lnternal organlzatlonal structure and the deﬁnmon of the areas.
. of respon3|b|lrty ‘of the board of directors, as well as the information
- ~and’control instruments vis-a-vis the group executive oommlttee
, g ‘are s orth in: the regulatlons of the board of drrectors e
~“information on'the ‘dvidend access faollrty please refer to the articles "

Board meetlngs are convened by the ohalrman or upon request

o .; by a: dlrector or the chlef executlve ofﬁoer (CEO)

“independent directors (see also section 5. 4) with the exception.
of Jurgen Dérmann'who was also CEO untif December 31 2004
i addmon to hls ongomg function as chamnan :

o _Members of the board of directors of ABB

Jurge" :Dormann

. Chairman, board member since 1998; from September 5 2002 urt
Lo ‘Deoember 31 2004 also preSldent and CEQ ofABB -

Chalrman of Manager Technology (U Sy,

As announoed on October 28, 2004, Louis R. Hughes has 't'aken‘

_atemporary leave of absence from the board to serve the United States
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5. 3 Cross-involvement -
: Therais.no cross-involvement among ABB's- board members and :
. the boards of directors of other listed-companies.

Michel de Rosen L o
Charrman presudent and CEQ'of VroPhar'rna . S)

; . 5.4 Business retatlonshlps )
sory board:of Paul Capital Partners Royalty Fund .. This section describes business relaticnships between ABB andits -
: .., non-executive board members, or companies and organizations
"""" ; vrepresented by thern

Member of the adv
and the Global Business Coalition on HIV/AIDS (both Us) -

Ao November 17 2003, ABB entered into a new unsecured .
Chaiman of Encsson 'Electrolux and the Confederatlon of Swedlsh . syndicated $1 bilion three-year revolving credit facility, which became. .-
. Enterpnse (aJI Sweden). ) ... available in December 2003 after the fulfitrent of certain conditions
“inéluding the repayment and cancaliation of the-former $1.5:bilion .
! facllity. Each of Skandinaviska Enskida Banken (*SEB" and Dresdner
.- Bark Luxemboirg S.A. has committed to $70.8 millon out 6fthe .
$1 biliontotal. Jacob:Wallenberg is the chairman of SEB:and Bernd,
W, Voss is a mermiber.of the superwsory board of Dresdner Bank AG

n June 2003 ABB entered rnto a ten-year agreement wrth IBM i
pursiiant to which 1BM took: résponisibility for the operation and-
support ofiinformation:systems irifrastructure in: 15 countries: (status

i “approximately ¢ 90 percent of ABB's information systems infrastructtire:
The'agreeiment involecithe:transfer to 1BM of 800.4BB! employees

Non-execttive. board miber of ABB, since 1999

A,Vce«:harrman Ihvestor, Knut and Alice Wallenberg Foundatlon
Atlas Copco, SAS (all S\Neden)

Board riiember; Oonfederanon of Swedish Enterpnse Nobel »
- Foundation (both Sweden) and the Whartcn European Advrsory'

412008 The value of-the agreement will approach $1.7:billion over -

. ten years. Hans Ulrich- Mérki is chairman of IBM Europe, Middle East
..., and Africa. Jirgen ‘Domann has been appointed member of IBM S
oL »board of drrectors as of February 22, 2005:

: ’Dunng 2004 ABB ‘was party to séveral contracts with, Cornpanhla
"+ Vale do'Rio' Doce (CVRD) and its subsidiaries: The largest contracts. . .
- are for engineering services.and supply of electrical equipmerit for
- “generation and distibution of power energy with value of approxmatety

Other. than ‘Louxs Ft Hughes (see above) none of ABB's board‘ ‘
mempbers holds any official functions or political posts. Further;:

information on ABB's board members, including details about their - $1.7 milion and $1.6 milion; respectively. There are also various:
natlona“ty educaﬂon and- prOfeSSIOﬂa! expeﬂence as We" as Other ”purchase ‘orders for Spare pans and machlne(y n genera] amunhng )
mﬁgﬁgﬁ;ﬁ’/ﬂﬂs s avallable on ABB's Web site. under woaeto approx1mately $8 3 milion. Roger Agnelli is pr%ndent and CEO

of CVRD

s ABB rs a suppher of trafsmissionand distribution equnpment to
. ‘Duke Power. In.2004, ABB supplied turmkey installation support for -
both capital improvements and operation and maintenance: projects. .
‘Salesvolume in 2004 - was $10 milion with a tumkey circuit breaker -
replacement order fepresenting $3 million of that total: Roger Agnelli-
s amember of the board of directors of Duke Energy the parent
‘corporatron of Duke Power.

ABBs board of drrectors has determrned that these trensactaons

\.do not constitute material business relationships, comparing the ‘

*reveniues generated from the business described above to the annual

. revenues of SEB, Dresdner Bank, IBM, CVRD and Duke Energy.
1 ABB's-board of directors therefore considers Wallenberg, Voss, Marki

and-Agnelli — as well as the other board members, with the exception
of JUrgen Dormann as chairman and former CEO (until December 31,
2004) - to be independent directors. This determination was made-
in accordance with the Swiss Code of Best Practice and the
independence criteria set forth in the corporate governance rules
of the New York Stock Exchange
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:as of Decernber 31, 2004) in:Europe and North America, represent[ng L

~in.addftion to the 380 emp!oyees transferred under pilot. programs prior- EI o
. 10.2003. The final transfer of fesponsibilities took-place.in September S




Corporate governance

5.5 Board commrttees

The board of directors of ABB has appointed from among its members
three-bodrd committess: the nomination and compensation committes,
the finance ahd aldit committee and the strategy committee. The

duties:and: oblectrves of the board committees (except for the! strategy- .
and was then dlssolved

committes, dug 10 its-temporary nature) are set forth in'charters” issued
or approved byt thé board of directors. These: commrttees assistthe
board in.its tasks and report regularly tothe board

5. 5 1 Nommatlon and compensatron commrttee i

The nomination-and compensation committee: determlnes the selectlon St

of candrdates for the board of directors and its commrttees plans for

+Hans U|l’lCh Méarki: (chalrman}
: Mlchel de Rosen

- ) ] repomng
'processes and: accountrng practices, evaluates the indepandence,
objectlvny d eﬁ‘ ess of external and lnternal ‘auditors; reviews.:
g rs.compliance with the laws ‘and: regulatlons

govemrng the preparauon of ABB's financial statements-and-assesses: the _

processes: relatlng to nsk management and lnternal control systems

The: ﬁnance and audrt committee COMPrises | three or more mdependent
-directorsiwho-have a thorough understanding:of finance and :
accourting. As detérmined by the committee’s chaiman.for matters
related to their.fespective functions, the head of internal audit, a8: well
as the external auditors; may participate in-the finance:and audit
committee mestings-AS reguired by the U.S. Securities,and: Exchange
- Commission (SEC) thé board-of directors has determined-that . :
Mr. Bernd W, Voss i$ an audlt committee financial expert

: Members and secretary of the ﬁnance and audrt commrttee

Members: “Bernd W. Voss (chaimman)
* - Roger Agnelli
Jacob Wallenberg
Mlchel Demare

_ Secretary

Peter \Voser acted as secretary until his departure then Alfred Storck,
deputy CFO, on an interim basis until Michel Demaré joined ABB.

553 Strategy commlttee

. Dlring-a review of the group’s medium-term strategy.in 2003 and

'2004; the board's strategy committee worked in cooperation with the.
*ABB Group executive committee to discuss proposals for the group's:

futurefocus and difection. The committee completed its work i in 2004

.lts members and secretary ware:

Members: | Louis R: Hughes:(chairman)
e . Hans Ulrich:Mérki
R . Michael Treschow
fSecretary' : Peter Smrts

556 Meetrngs and: attendance :

“+ ~The table below shows the number of meetlngs held by the bcard

- of directors and-its committees; their average duration, as well :
as: the attendance of the' lndrvrdual board members! :

Mcst meetlngs of the strategy committee were also attendad by the oomple:e group
3 execulrve commmee

Louxs R. Hughes could only attend he first three meetings of the boarg of directors ‘

“and the slrategy commmee due lo his leave-of absence (see section 5.2).

5.7 Lead drrector IR
- Jacob Wallenberg held" the posrtron of lead director to address
-potential-confiict of interests, which Jiirgen Dormann in his dual
~role: as charrman of the board and CEQ could have expenenced

The additional tasks.of the lead drrector were to act as counselor

10 the.chairman and fadilitate the dialogue between the members

of the board and the chairman. He held special sessions without

. - ithe, chairman’s presence where the chaiman'’s role and performance

was dlscussed

“ The position of lead director ceased to exist as of January 1, 2005
" whén Fred Kindle took over the position of CEQ from. Jirgen
* ‘Dormann, who remgins chairman of the board of directors.
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| -US. American dépositary shares (ADS), held by e

1 he'gloup-executive committes is appointed: and disch

REST AVAILAB

:‘5 8 Ownersh‘p of ABB shares and options
.. The table below’shows the number.of ABB shares, o Lival

"asofDecember31 2004 o

iUpon proposa! by the nom:nahon and compénisation

~the boardand consists of the ‘CEO, the chief ﬁnanCLaJ
:and the other executwe vice presndents

" ABB Operational review 2004

"G 3 Management contracts '
“There ara o managemem‘»oontracts between ABB and oompames

\g COPY

" Fred xmdxem, .

or natura} perscns not Belorging to the ABB Group.

2Members ¢ . e ;- : 7\
~dirgenDomann-. - ¢ - et
PresderﬂardeEO’mh? December31 2004 d'amanofmeboa:d ‘
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Corporate goverhance

‘ : 6 4 Ownershrp of ABB sshares and. optlons

- As.of December 31, 2004, the members of the group executive commrttee held. (whxch does not necessariy equal the numbers granted
. if the vesting period has lapsed) the followrng numbers of shares and options:(based on the categorizations described in sections 7.8 and
7.9) provided in the table below. The:number of shares to be received urder the performance incentive share plan is condmonal on achrevlng

Sharas el ointy with his wie. n Jarivary 2005,

Other then as stated in the fabié abo
B or options in ABB sha

7. Compensatron :
-.-.+7.1.Principles of board compensatlon : o

.For the period from the annual general meeting of shareholders
*'in 2004 to the annual general mesting:of shareholders in 2005,
" the oornpensatron of the board of
years level, which is: ;

. CHF. 1@00”!
“CHF 250,000

Committee chairman:;, " CHF |

mittes member: = G

Payrnents to board members are- rnade |n May. and November‘

L (and may elect to receivé a highier ratro) of théir net compensation,
- iwe. after deduction of social security costs and withholding tax

. (where applicable), in ABB shares; WhICh they are' entitled to recerve

- -with a-discount of 10 percent of the average share price: during
~.a 30-day reference period. Buring the term of board rnembershrp,
" the ABB shares are kept in a blocked accolrt and may. only be

" disposed of after the respective. person has left the board of directors.
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= 'Dernaré rece)ved a oondmonal gram of 58, 001 shares under the 2004 !aunch of the per(ormanm ncentr\eshare plan

person ctosely hnked to any member of: the group executive committes ho!ds any shares

7.2 Details.of board compensatlon

‘ Jurgen Dorrnann

7 "in advance-of each term. Board'members recaive at least 50 percent '

i the cntena as summarized in sectlon 7 9:The exact nurmber will only be known in: March 2006

Number of options

‘Launch year
1999 (exercice Launch year Launch year Launch year
- price CHF 32.73) 2003

1,000,000

In 2004 the éuirent board members . recelyed 'rhe followrng ,.
oornpensa'ﬂon (the-calculation of the number of shares and the'cash

- amount varies according to whether the r%pec’cve person is subject
rectors was kept at the prevrous o

to taxatron at souroe)

Total annual

2

261802

240,004
. Jurgen Dormann received thrs cx;mpensauon in addmon to hns oompensamn as
CEQ (seé-section 7.4).

- - Louis R.:Hughes received compensation only for the first semester as thereaﬂer -
he took a'temporary leave of absence (see section 5.2).

2, 870000

With1 the exception of Jirgen Dormann while having been both

chairman of the board and CEO, board members do not receive
pension benefits and are not eligible to par‘nc:pate in any of ABB's
rncentrve programs. '

No compensatron was paid to former board members.
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7 3 Pnnc:ples of group executive commlttee compensatlon ) .
Members of:-the group-executive committee receive annual base compensatron They are further ehglble for annual bonus compensatlon :
e determrned in accordance wrth the pnndples explatned in.section 7:5. R

In addrtlon to reoezvrng annual base and bonus oompensahon members of the group execunve oommrttee may participate in the newly created
employee share-acquisition plan and performance:incentive share plan. Some Mmembers of the group executive committee have participated in -
the earfier launches of ABB's management incentive plan-(MIP). Group executive committee members receive customary addmonal beneﬁts
such as a-company c:ar and heafth i tnsurance compensatron which are not matena] in the aggregate b .

.7.4 Details of group executive commlttee compensatron . .
In applymg the “cash-out principle” the table:below shows the gross payments ( .- compensation before deduct|on of employee socnaJ
insurance and pénsion. contnbutrons) rhat were made to the members of the group exécLitive cornmittee, the bonuses ‘paidin. 2004 whtch are
- based on 2003 business performance; &s well'asthe employer's part of the: :ordinary: pension contributions. All members of the group exeoutrve, ‘
. ' committee are insured:inthe:ABB Pension:Fund, the ABB Supplementary. Insurance Plan and-the Tédi Foundation {the regulations are'avalable .
;under WWW. abbvorsorge chy; with-the exception.of Dinesh Paliwal, whois insured under the:U'S. _pension plan {see footnote below). Itie table
. also-shows the.numbers of oondmonalty granted shares uUnder the performance-incentive: share. plan (see section 7.9). The exact number, .
- of sharee tobe received will only be: known in arch 2008. In addition to the ﬁgures provided in the: teble below, Peter Smrts and G Steet

. ' The addnmat oompensanon of CHF 4284 000 is a pro- I en’ormance bonus for 2004
b For the purpose of caloulatmg the totat the u. S, do amounts relat:ng to Dinesh Pa!rwa! have been converted |nto CHF at a year end conversion rate of 1.1412.
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L -descnbed below

Corporate governance

7.5 Bonus deten‘mnatlon
In 2003, ABB introduced-a structUre-for aligning the: performance
‘ expectatlons of its senior managers

Group executrve commlttee members, corporate staff and country
manaders of the'19/largest Countries réceive tafgets andare
- measured on-ABB Group:results, rather than on'the basis of individual
‘businesses. Business area managers and-local country divisional
managers receive targets and are measured on ABB Group results
(B0 percent)-and:on thelr business area-or divisional results
(40 percent). At least: 20 percent of this “scorecard” must be:made- -
. up of qualitativé measLirerments.relating, for example to-customers, -
employees oran lssue of focus for the ABB Group :

In addmon ‘ro thls group of senlor managers all other pamcrpatrng

" managers ‘are measured with a Aipimum of 30:percent on ABB

" Group résutts? Resulnng bonuses are paid in'March each year after
.- full-year resuts are: ‘announced: In applyingthe. scorecard principles,
© -group executive committee’ members have a maximurm: bonus
. ‘opportunrty of. 100 per ent fthelr base salary

7. 6 Employ participation programs R B

" In‘order to afign its employees' interests’ wrth the busrness goals -
“and-finandial resuits of the cornpany, ABB'operates a: number o
of participation programs lrnked to ABBs shares, Wthh are. - f

e 7 Employee share acqursrtlon plan (ESAP).
To incentivize'employees, ABB granted stock options under an

the initial launch of the ESAP Plan, employees in 11.countries,

incluging the United States, were invited to participate. The ESAP Plan

is an.employee stock option plan with a-savings feature. Employess
save over atwelve-month savings peried, by way of monthly salary

- -dsductions. The maximim monthly savings amount is the lower of tenr

** percent of gross monthly salary-or the local currency equivalent of -
CHF 750 At theend.of the savings pericd, employees choose ™+~
whether to exerdise their. stock options using.their savings plus interest

- to-buy ABB Ltd shares {Américan Depositary Shares (ADS) in the case:

“of employees in the: United States ~ each ADS representmg one ..
registered share of the company) at the exercise-price set at the grant

date; or. have their savings returned with interest.. The savings.are. .+~
] accumulated:in.a bank account held by a third- party trustee on behalf

of the partrcrpants and eamn lnterest

The maximum: number of shares that each. employee can purchase
“has been determined based on the exercise price and the aggregate -
“ savings for'the 12-month pericd, increased by ten percent to aliow for

curency ﬂuctuaUQns if, at the exercise date, the balance of savings
- plus interest exceeds the maximum amourit of cash.the employee

. .must pay to fully.exercise his stock options, the-excess funds. will be

‘retumed to the employee. If the balance of savrngs and intefest is

insufficient to permit:the employee to fully exercise his-stock opticns,

the-employee has the choice but not the obligation, to make an
" additional payment so that the employee may fully exercise his stock
optlons )

ffan employee ceases to be employed by ABB, the accumulated
.savings as of the date of cessation of employment will be retumed to
- the employes and the employee’s right to exercise his stock options
will be forfeited. Employees can withdraw from the ESAP Plan at any
fime during the 'savings period and will be entitled to a refund of their
aocumulated savings. .

. Launch year

The exercise price per share and ADS of CHF 6.95 and $5.90,
respectively, was datermined using the respective closing price of the
ABBLid share on SWX Swiss Exchange {virt-x) and ADS on the

New York Stock Exchange on November 9, 2004, the grant date. The

. i Company granted stock options, such that; if fully exercised, the

Company would issue 7,548,360 registered shares (ncluding shares

“represerited by ADS). The aggregate fair value of the awards at
“date‘of grant was $5 million, assuming a zero percent dividend yield,

expected volatility of 28,25 percent, a risk-fres interest rate of

~ 0.97 percent and a life of one-year. from grant date Forfertures since
; gram date have been:insignificant. :

18 Management incentive ‘plan (MIP) v
- Under: this.program.approximately 1,200 key employees recerved
-warrants-and-warrant appreciation rights for no consideration over the:
©-colrse of eight launches from 1998:to 2004. The warrants are

exercisable for shares at a predetermined price, not less than the

' shares market price at date-of grant; Participants may aso sell the:

warrants rather than exercise the’ right to:purchase ‘shares. ‘Equivalent

-+ warrants'are listed on'the SWX'Swiss Exchange, which’ fac:llrtates
jvaluatlon and transferability of warrants-granted under-the ™

" management incentive plan Each warrant apprecratlon nght entrtles

- the holder to-an ‘amount in cash equal to the market pricé-of one -

el equrvalent warrant on the SWX Swiss Exchange onthe date of

. .exercise of the: warrant appreciation right. Warrant appreciation nghts

., are hot transferable Mernbers of the group executive comrmittee-
parncrpated in the management-incentive plan untrl the year 2003.

The detalls of the vanous unexprred launches are as follows
employee share acauiisition plan (ESAP Plan) in November. 2004..In,. :

Subscnpuon

' Vestlng period

“The 'su'bSCrlptlon ratios and exercise prices of MIP launches 1999 to
2001 were adjusted due 1o the-increase of ABB's share capltal in

December 2003 (see section 3.2). .
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- . 'CHE 7 68 for the purposes of companson with-peers was oa!cu]ated +-ABB has not granted: any loansi or guarantees to its. board members

79 Performance mcentlve share plan D . s+ 7In'2004, 443,430 shares were-conditionally granted to EC Members
In December 2004, ABB introduced a performance iRcentive share - (for details see section:7.4). in January 2005, a further 59,001 shares,
plan (Performance Plan) for group executive committeg members were conditionally granted under the 2004 leunch to Miche! Demare
{EC Members). EC-Members did not participate in: the management as anew EC Member )

incentive plan in 2004 (ses section 7. 8).

: . 710 Compensatlon to former members of the group

The Performance Plan 1nvolves annual condmor\al grams of ABB Ltd executive committee*

shares (or ADSs where desmed appropriate by-the:nomination.and In 2004, ABB made a-total payment of CHF 1,454, 722 gross to two
'oompensatlon committee). The number of sharés: conditionally: granted. former members-of- the group:execiitive-committee who departed

is dependent pon the base salary of the EC MemberiThe-actual .+ “before the calendar year 2004 in fulfilment of contractual pension -
number of shares.that the participants wil receive free of charge at s commitments (whereof CHF 589 592 was aJready reported in the .
& futuré date.isidependent on a) the performarice of ABB' Ltd shares 2003 annual report) : .
during-a defined period (Evaluation Period) compared 1o those of
a sélected;peer group of publicly-listed:multinational: oompanx% and 7.11 Additionat fees and- remuneratlon : RETER I
- b) the:term-of service of the respective EC memberinvthat capacity - -Other than as, dlsciosed hersin, none of ABB's members of the board:, Lo
dunng the Eveluatron Penod The actual numBer. of S ~of directors, the group exe_cutlve committes, or persons closely linked .
i . " to.them received: any ‘additionalifees and remunera‘uons for services . ..

~rendered to ABB ¥ o

the) : 8 ‘Loans and guarantee granted to the board of dlrectors
from March 15;, 2004 to March 15, 2006 The reference pnce of %", or group executive commlttee

=k ormembers of the group‘ sxecitive’

9. Duty to make a pubhc,. :
.Peri . ABB's articlés of incorpdration do-not contain: any provrsm)ns rarsung :
of the average percentage price development of the ABB-share price: * the threshold (opting-Up)-or-waiving (opting-out) the duty to. make S
over the Evallation:Period and an average annualdividend vield - - - & public tender offer. pursuant to article 32 of the Swiss StOCk
percentage (ABB's Performance). In‘erder for shares to.vest; ABB’ s - - Exchange and Securmes Tradmg Act.

Performanice over the:Evaluation Period must be posrbve and equal : e

to or better than half of the defined peers. The actudl’ numiber.of: shares*
to be delivered willbe dependent on ABB's fanking:in comparison:
with-the defined: peers.<The full. amount of the conditional grant will: -
vest when ABB's: Performanoe is berter than three—quarters of. the

defi ned peers..

* fanEC Member glves notrce of resngnanon or: under certarn
circumstances is given notice of termination; and the vesting' penod

" has not explred then the right to shares is forféited; In the-event”
of death or disability dunng the vesting pericd, the condmonal grant
size for-that participant is recuced: pro rata based:onithe remaining” -
vesting period: Ari evauation of ABB's Performande for the Evaluation
Period Up'1o/the date of death or disability.is madeto estadlish the.
number of shares that vest {f aPérformance Plan participant ceases . -
to be an EC Member for reasons other than déscrived above, the, .
conditional grarit size is reduced.pro rata based onthe; pomon
of the vesting period remaining-when the participant ceases: tobe
an EC Memiber. In respect-of a Performance Plan grant for which the
vesting period:has not expired, the nominaticn-and-compensation _

committee can invite a new EC Mémber to recsive a condmonal grant

adjusted to reﬁect the shorter service period.. RS :
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Corporate governance

10, Change of control provisions : -

ABB-does not offer “golden parachutes”to: its rembeérs of the.board
of directors or senior executives. Consequently none of ABB's board

members,: group executive committee members or members of senior
“ - management is.benefiting from: clauses on'changes of control.
Employment contracts normally contain notice periods of 12 months
" for group:executive committes-members and three to six. months

for members of senior management, dunng WhICh they are entrtled

to mnnlng salanes and bonuses. - : B

1. Audrtors ,
~11.1 Group: auditors and spemal audltors :

Ernst & Young,is the group.and statutory audltor of ABB OBT
-has been elected.as special auditor 1o issue: speCIal revrew reports
. requlred in. connection: wrth capftali mcreases

11 2 Duratlon of the mandate and term of ofﬁce :
-of the group’ audltor ‘

of the ABB Group in. 1994, The head audrtor reeponsble for the
date Charles Barone began semng in:this nctlon in: May 2003.

R E iting: and addrtronal fees paid | :
. The-audit fees charged by Emst & Young forthe. legally prescribed
“audit arnounted. to-$30 milion in 2004; Audit senvices are defined

a8 the standard audit work performed each-fiscal year necessary
o allow the: auditor torissue: an oplnlon on: the consoiidated financial

‘ statemerts. ‘of ABBand 10 issue an: oplruon on the Iocal statutory
iﬁnanoal statemerrts

fThls classification | may also mclude servtces that can ‘only be provided
- by the group auditor such.as assistance with: the application of neiw

i “accourting policies, pre-issuance reviews: of.quarterly financial results

and-comfort letters dellvered to underwnters |n connectron with debt
_and equrty offenngs

. ".lncluded in-2004 audrt fees is $6 mllllon related to the 2003 audit,
-which: fees were- not agreed.untl.after;the Company had publrshed fts
.- 2003 Annual Report to-Shareholders and lso feas-dssociated with
the Company’s restatenant, in 2004, of its: previously issusd
“'Consclidated Firiancial Statements'to ¢omect the effect of earnings
.. overstatements by the medlum-voltage busrness unlt ofour Power

S Technologles division in ltaly

In addition, Ernst & Young charged $8 milion for non-audit senvices
performed during 2004. Non-audit services include primarity
accourting consultations.and audits in connection-with divestments,
audits of pension and beneftt plans accounting advisory services, tax,
compliance and other.tax senvices. In accordance with the
requirements of the U.S. Sarbanes-Oxley Act and rules issued by the
U.S. Securities and Exchange Commission (SEC), ABB has, on.a -
global basis, a process for the review and pre-approval of audit and

‘non-audit ser_vicesto be performed by Emst & Young.

11.4 Supervisory and control instruments vis-a-vis

the group :auditors -

Ernst & Young. penodlcally reads the approved minutes of meetngs
of our board of diréctors. Erst & Young is present at the finance -

and audit committee meetings where audit planning.is. discussed - -
and the resuts of ol interrial audit department’s audit procedures
are presented: Emst & Young also periodically meets-with the finance
and audrt commlttee to dlscuss the results of its audrt procedures

12. lnformatlon pollcy e : Lo ’
ABB, as.a publicly raded company, is cornmrtted to communlcatrng
in:a timely. and-co erit way 1o shareholders, potential i nvestors
financial analysts; ‘customers; “suppfiers, the media'and’ other
interastéd parties, ABB ‘ensures that material information: pertaining -
toits busrnesses is® dlssemlnated in a manner that complles with its
obligations Under the rules of the stock exchanges whereiits shares
are listed!: the SWX Swiss Excharige (vut X) and exchanges In l_ondon
Stockholm; Frankfurt and New York

ABB publlshes an; annual report. consrstlng of an Operational review,

a Financial review and & Sustainability review. The Operational and
Financial reviews prow'de information on the results of ABB's businesses.
The Operational review also provides information on-human resources;
sustainability and corporate: governance. The Financial review provides
the atdited financial statémients for the reported year, aswell as
amanagement discussien and analysis of ABB's business results.

The Sustanability review:provides information on the company’s
performance in environmantal management, social responsrbrlrty

and employee health and safety .

Apart from this annual report,- ABB also submits an annual report

on Form 20-F 1o0.the U.S. stock exchange supervision authority,

the SEC..In addition, ABB publishes its results on a quartery basis
as press releases, distnbuted pursuant to the rules and regulations of
the stock exchanges.on which its shares are listed. Press releases
relating tofinancial resutts-and material events are afso fled with the
SEC on Form 6-K-An:archive containing annual reports, Form

20-F reports, quarterly results releases and related presentations .
and conference call webcasts can be found on the ABB Web site
(www.abb.comvinvestorrelations). These presentations are not
regularly updated but reflect developments within the company over
time. The quartedy results. press releases contain unaudited financial
statements in accordance witht U.S. GAARP.
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ABB's official means of communication is the Swiss Official Gazette

of Commerce (www.shab.ch):. The:dnvitation to the oompanys annual

general meeting:i is sent to registered shareholders by ma;l
Inquiries may also be made to ABB Investor Relatlons
Telephore:  +4143.317.71. 11", :

" Fax; +41443119817
ABB's Web site is wwwabb oom

13. Further| mformatcon on: corporate govemance 5

The list below contains:references to additiorial informati on concernmg

the corporate govemance of ABB Wthh can be aocessed at
wiww.abb.com- : ol e :

articles of mcorporatlon
--regulations:of the board: of. dlreciors
CVs of members of the board, of directors ,
CVs of members of the group executlve commrttee

“comparison of AB com
New York Stock Exchange rules :
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Management

Division management team
Automation Technologies

? )

Division management team
Power Technologies

Divisior head Dinesh Paliwal

Local division manager, China an
Division Operational excellence

Country manager, India. Ravi Uppal
Country manager, Ireland and
Head of Group Account Management Frank Duggan

Technology Peter Terwiesch

Group Functions reporting to CEO, Fred Kindle

Corporate Communications Bjorn Edlund

Research and Development

Markus Bayegan

[ e ]
Group Functions reporting to head of
Human Resources, Gary Steel

Executve Rermuneration Jmmy Yap
HROperations ] Paul Lewis.
Sustainability Affairs Bjorn Ediund
48

Division head and Business area
manager Power Technology Products

Gountry manager, ChIng. Peter Leupp
Local division manager, Gemmany Joachim Schneider
Locdl division manager, Noth America | Envique Sartacana
Local dvision managen, Sweden Per Haugland
Country manager, Switzerland Hanspeter Fassler

QUYL Steven Hegyl
Supply Management John Walker
Technology Georg Schett

R N
Group Functions reporting to CFO, Michel Demaré

Chigf Information Officer ~ HaiderRashid
Corporate FnanceandTexes  Alfred Storck.
Finance Advisory Johan Lowenhieim
Group Contrdlling . Ha’nuKasi
Investor Relations Michel Gerber
Merger and Acquisitions and New Ventures Eric Blzvik.
Risk Management Chearles Salek

R R N A T
Group Account Management*

Head of Group Account Management Frank Duggan

* Reporting to Dinesh Paliwal

ABB Lummus Global™
CEO
* Reporting to Gary Steet

Sarnir Brikho
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Region/Country managers
Americas

Region/Country managers
Eurcpe

Sub region Central America
andCarbbean . Victor Balivian
Sub region Scuthem Cone &
Andear/Argentina Ulises de fa Orden
Venezuela Carmine Tedino
Region/Country managers }*4
Asia !ﬁ' -
AUSTAIR e John Gaske!l
NI e e Peter Leupp.
G e Ravi Uppa)
INGONESA e Boonkiat Sim”
JERN e Isamu Suzuki.
Mdaysa Bengt Andersson.
United Kingdom Trevor Gregory  New Zealand John Gaskell
Phippres " MagwsWibing.
Fecion/Count Regon North and South East Ade/Singanore .. Boonklat Sm
egion/Lountry managers South Korea Yun-Sok Han
Middle East and Africa & Tajwan ................................................................................. Goran Sundin
T — R, T L ey e
Shrgon G Fars Aarba, 1O Sk Fydgen
Subregion Eastern Africakenya Martin De Grip  ~ "¢
SupregionEgypt ] Bassim Youssef
SubregonNear EastiJordan Hisham Othman
Sup region North Afice/Morrocco Jean-Claude Lanzi
Sup region Sahara Africa/South Afica Cartos Pone.
Supregon Seudi Al Mahmoud Shaban
Sub region Western Africa/Nigeria Paul Mair
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7Y Qurweb s:le serves every

c ;Thls Section offers a comprehensxve overwew of ABB."
products, services, systems and solutions, ‘and outhnes
' the ABB Group strategy, our. organlzatlonal structure,
business principles, corporate governance charter and::

© . 120- year history.

s ;Products andservices . oo :
£ Products, Systems' and setvices' are the essence of ABBs .
- ‘business. In this section, you will find-our: product guide ~ .
. anAto Zlist of the products; systems and services we*
" "have to.offer. Here you will also find our service' guide and
contactlist, with detailed |nformat|on regardlng the Upkeep

A j-wherever you may be.

‘ABB on the Web
www.abb.com

‘slakmolcer group, from
S customers and. suppiiers to
" NGCs, joumalsts: investors,
potential employess and
academics,

News center o

" This'section is forthe 1 medla and lncludes aJl press releases i

‘1 “=past and present, .news abott our products, systems

“ of power plants and factories, a section for suppllers and
~ sales contacts to help you get whatever you need

_ Sustamablllty
- -ABB follows the Sustalnablhty Reportlng Gundehnes ﬁrst
--published in mid-2000 by:the Global Reporting Initiative
(GRI) — an international, multi-stakéholder unclertaklng

- on.a “triple bottom line” report of ABB’s economic, -

environmental and soclal performance. The sectionhas finks
. to ABB Sustainapility Reports, from 1998 to the present.

50

: ‘.Z‘-and senvices; speeches and: presentatlons downloadable ;4
pictures of our people and technology, and an up-to-date. -

“liorary of ABB reports,; publlcatlons videos, andacalendar -

.of |mportant ABB dates '

e Technology
 ABB’S busmess is based on technology, and we run tvvo
".global research and.development labs and nine research

programs focused:on power and attomation. You can.

_watch streaming video: Intenviews:and listen to our experts
-explain' strategy and the future direction of R&D. Here you
‘will-also find links to-electronic versions of ABB research
:papers periodicals, technology reviews and reports:

* Careers : ‘ '
.. The careers sectlon on ABB s Web site offers a wealth

of information for students, recruits or professionals

-~ looking for new challenges You will find the most recent
‘job postings at ABB, background information on the

- company, interviews: plus videos-on-demand with current:

~employees. You can also- register your CV and apply for a

- supported by the United Natlons GRI guidelines are based

job with ABB online. For studerits and interns, ABB offers
a'variety of international ass1gnments for trainees.

Investor relations -

This section includes ABB's share price ticker, listings and
ticker symbols. It displays per share, dividend and stock

split history and has all of ABB'’s quarterly financial releases,
an information archive, outlook staterment, annual reports
and shareholder updates
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ABB Ltd

Corporate Communications
PO. Box 8131

CH-8050 Zurich
Switzerland

Tel: +41 (0)43 317 7111
Fax: +41 (0)43 317 7958

www.abb.com

ABB Ltd

Investor Relations

PO. Box 8131

CH-8050 Zurich
Switzerland

Tel: +41 (0143317 7111
Fax: +41(0)44 311 9817

ABB iInc.

Investor Relations

PO. Box 5308

Norwalk CT 06856-5308
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Tel: +1203 750 7743
Fax: +1 203 750 2262
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Caution conceming forward-looking statements

The ABB Annual Report 2004 includes “forward-looking
statements” within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. In the Operational review, such
statements are included in the sections entitled “Letter

to shareholders”, “Power Technologies”, “Autornaticn
Technologies” and “People”. In the Financial review, such
staternents are included in the section entitled “Management
discussion and analysis”. We have based these forward-
looking statements largely on current expectations, estimates
and projections about future events, financial trends and
economic conditions affecting our business. The words
“believe”, “may”, “will", “estimate”, “continue”, “target”,
“anticipate”, “intend”, “expect” and similar words and the
axpress or implied discussion of strategy, plans ar intentions
are intended to identify forward-ooking statements. These
forward-looking statements are subject to risks, uncertainties
and assumptions, including among other things, the
following: () the difficulty of forecasting future market and
economic conditions; (i) the effects of, and changes in, laws,
reguiations, governmental policies, taxation, or accounting
standards and practices; (iii) our ability to dispose of certain
of our non-core busingsses on terms and conditions
acceptable to us; (iv) our ability to further reduce our
indebtedness as planned; (v) the terms and conditions

on which asbestos claims can be resolved; {vi) the effects

of competition and changes in economic and market
conditions in the product markets and geographic areas

in which we cperate; (vil) our ability to anticipate and react to
technological change and evolving industry standards in the
markets in which we operate; (viil) the timely development
of new products, technologies, and services that are usefut
for our customers; (ix) unanticipated cyclical downturns in
the industries that we serve; (x) the risks inherent in large,
long-term projects served by parts of our business; {xi) the
difficulties encountered in operating in emerging markets;
{xii) the amount of revenues we are able to generate from
backiog and orders received; (xil) changes in interest rates
and fluctuations in currency exchange rates and (xiv) other
factors described in documents that we may furnish from
time to time with the U.S. Securities and Exchange
Commission, including our Annual Reports on Form 20-F.
Although we believe that the expectations reflected in any
such forward-iocking statements are based on reasonable
assumptions, we can give no assurance that they will be
achieved. We undertake no obligation to update publicly

or reviss any forward-looking statements because of new
information, future events or atherwise. In light of these risks
and uncertainties, the forward-looking information, events
and circumstances might not occur. Our actual results and
performance could differ substantially from those anticipated
in our forward-looking statements.
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Operating and financial review and prospects

You should read the following discussion of our financial
condition and results of operations in conjunction with our
Consolidated Financial Statements and the related notes
and other financial information contained elsewhere in this
annual report. This discussion contains forward-fooking
statements that involve risks and uncertainties. See “Forward-
looking statements” at the beginning of this annual report.
The financial statements and certain financial data set forth in
our Consolidated Financial Statements for the years ended
Decemnber 31, 2003 and 2002, refiect restaternents made in
September 2004 of our previously issued financial statements
for those periods. This restatement was intended to correct
the effect of eamings overstatements by the medium-voltage
business unit of our Power Technologies division (or PT-MV
BAU) in Italy on its previously reported financial statement
resufts.

About ABB

We are a leader in power and automation technologies that
enable utility and industry customers to improve performance
while lowering environmental impact. At December 31,
2004, we employed approximately 102,500 people.

Our business is international in scope and we operate in
approximately 100 countries. We generate revenues in
numerous currencies, principally in four main regions of the
world: Europe; the Americas; Asia; and the Middle East and
Africa (or MEA).

We are headquartered in Zurich, Switzerland, and our shares
are traded on the stock exchanges in Zurich, Stockholm,
New York (in the form of American Depositary Shares),
Frankfurt and London.

We were formed in 1988, when Asea AB of Sweden and
BBC Brown Boveri of Switzertand merged. We reorganized
our business in 1999 under a single parent holding company,
ABB Ltd. Asea AB'’s history dates back to 1883. BBC Brown
Boveri was founded in 1891.

Organizational structure

We manage our business based on a divisional structure.
Each of cur divisions manages several business areas, which
in turn are subdivided into business units.

Qur core business consists of two divisions, Power
Technologies and Automation Technologies and our
management intends to continue to focus its attention on,
and future investments in, these divisions. In addition, certain
of our operations are classified in Non-core activities and
Corporate/Other.

Non-core activities comprise businesses and activities that
are not integral to our focus on power and automation
technologies and that we are considering for sale, winding
down or otherwise exiting.

Effective January 1, 2003, some business areas within our
business divisions were reorganized or combined.
Consequently, the results of operations in 2002 for certain of
the affected business areas are not directly comparable to
our results in 2003. When our results of operations in 2003
on a business area basis are not directly comparable to our
results of operations in 2002, we combine the results of the
affected business areas to create an aggregated basis on
which we can compare and discuss our results of
operations.

Effective January 1, 2005, some business areas within our
business divisions were combined. These changes are
further discussed within the “Our business divisions” section
below.

Our business divisions

Power Technologies division

The Power Technologies division serves electric, gas and
water utilities, as well as industrial and commercial
customers, with a broad range of products, systems and
services for power transmission, distribution and power plant
automation. The division had approximately 40,500
employees at December 31, 2004. As of January 1, 2005,
our Power Technologies division reduced its five business
areas into two, organized around products and systems.

The businesses combined into our Power Technology
Products business area generated approximately $5.3 billion
in revenues during 2004 and had approximately 27,500
employees at December 31, 2004, This business area,
which incorporates the businesses previously held in the
former Medium-Voltage Products, High-Voltage Products
and Transformers business areas, develops, manufactures
and sells a wide range of products, such as high- and
medium-voltage switchgear, breakers for all current and
voltage levels, power and distribution, transformers and
cables, apparatus and sensors. The Power Technologies
Products business area sells primarily to utilities, distributors,
wholesalers, installers and original equipment manufacturers
in the utilities and the power generation industries. In 2004,
revenues from the businesses combined into this business
area were generated in roughly even proportions from
Europe, Asia and the Americas, with a slightly lower share
from the MEA.

The businesses combined into our Power Technology
Systems business area generated approximately $3.5 billion
in revenues during 2004 and had approximately 13,000
employees at December 31, 2004. This business area,
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which incorporates the businesses previously held in the
former Power Systems and Utility Automation Systems
business areas, offers automation, control and protection
systems and related services for power plants and power
transmission and distribution networks, as well as utility
communication systems and transmission and distribution
substations, flexible alternating current transmission systems
(FACTS) and high-voltage direct current (HVDC) systems.
Qur FACTS and HVDC business lines, which are based on
technologically advanced products designed to increase
transmission capacity and stability in power networks, are
supported by our in-house power semiconductor factory.
This business area sells primarily to the utilities and power
generation industries. In 2004, revenues from the businesses
combined into this area were generated primarily from
Europe followed by roughly equal proportions from Asia,
America and the Middle East.

Automation Technologies division

The Automation Technologies division provides products,
systems, software and services for the automation and
optimization of industrial and commercial processes. The
division had approximately 55,000 employees at December
31, 2004.

The Automation Products business area generated
approximately $5.2 billion in revenues in 2004 and had
approximately 28,500 employees at December 31, 2004.
Products in the Automation Products business area include
low- and medium-voltage drives, as well as low- and high-
voltage motors, that are used in the building automation,
marine, power, transportation, manufacturing and process
industries. This business area also offers power electronics
systems, which are sold to metals smelters, railway
manufacturers and power plants, and low-voltage devices
for power quality and protection, wire management,
switching and motor control. In addition, the Automation
Products business area sells instrumentation products,
including actuators and positioners, analytical instruments
and devices to measure flow, pressure, level, temperature
and similar process variables. Many of this business area’s
automation products are sold through distributors,
wholesalers, installers, and criginal equipment manufacturers.
Revenues of the Automation Products business area in 2004
were generated primarily in Western Europe, Asia and North
America.

The Process Automation business area generated
approximately $4.4 billion in revenues in 2004, and had
approximately 20,500 employees at December 31, 2004,
This business area includes contral, force measurement and
marine systems, including systems for control and plant
optimization in the process and utility industries and systems
for electric propulsion, power generation and distribution,
automation, heating, ventilation and air conditioning aboard
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cruise, cargo and other offshore vessels. Turbochargers sold
by the Process Automation business area add performance,
environmental and fuel efficiency to large gasoline and diesel
engines. In 2004, revenues for the Process Automation
business area were generated primarily in Western Europe
and Asia, followed by North America and the Middle East.

The Manufacturing Automation business area generated
approximately $1.4 billion in revenues in 2004, and had
approximately 6,000 employees at December 31, 2004. Our
Manufacturing Automation business has an installed base
of approximately 90,000 industrial robots, and sells robots
and related equipment and software to the automotive,
material handling, foundry and packaging industries. This
business area aiso develops standardized manufacturing
cells for machine tending, welding, cutting, painting and
finishing and provides packaged systems to automobile
manufacturers for press automation, paint process
automation and power train assembly. This business area’s
research and development and manufacturing locations are
focused near major automotive centers in the United States
and Sweden. Revenues for the Manufacturing Automation
business area in 2004 were generated primarily in Western
Europe, North America and China.

Non-core activities

These activities at December 31, 2004 constituted primarily
the Qil, Gas and Petrochemicals, Building Systems, New
Ventures, Equity Ventures and Structured Finance business
areas and a number of other activities, including Customer
Service Workshops and the Logistic Systems business
areas. Non-core activities generated revenues in 2004 of
approximately $1.7 billion, and had approximately 5,000
employees at December 31, 2004,

Qur Gil, Gas and Petrochemicals business is principally a full
senvice engineering company that serves the downstream
oil, gas and petrochemicals markets. The downstream
markets typically relate to the processing and transportation
of hydrocarbon raw materials in and through refineries,
petrochemicals and chemical plants and pipelines. In
addition to expertise in engineering, procurement and
construction (or EPC) projects to engineering and project
management services, this business also licenses process
technologies to the refining, petrochemicals and polymer
industries. In July 2004, we divested substantially alt of our
Oil, Gas and Petrochemicals business operating in the
upstream oil, gas and petrochemicals markets. We refer to
this divested portion as the Upstream Oil, Gas and
Petrochemicals business. In December 2004, we reclassified
our remaining Qil, Gas and Petrochemicals business into
continuing operations from discontinued operations as it did
not meet the accounting criteria required to be classified in
discontinued operations.




Our Building Systems business area designs, builds and
maintains installations for industrial, infrastructure and
commercial facilities. Following cur decision to divest our
Building Systems business area in 2002, we substantially
reduced the number of businesses held in the Building
Systems business area during 2003 and 2004. However, we
remain involved in a number of these divested businesses
through a combination of technology licenses, supplier
relationships and participation on such businesses’ board of
directors. In addition, in February 2004, we sold cur Building
Systemns business located in Switzerland, but retained a

10 percent equity interest. During 2004, we took steps to
close down the Building Systems businesses in the United
States and Egypt and to sell the business in Hong Kong.

In 2004, revenues for the Building Systems business area
were generated principally in Germany.

Cur New Ventures business area was established in 2001 as
a business incubator that would find, develop and invest in
new and mature business opportunities, both internally and
externally. New Ventures had three investment portfolios,
two of which focused on investment opportunities externally,
and one of which focused on opportunities internally. This
business area also directly managed several majority-owned
companies. Since October 2002, we have been
restructuring the New Ventures business area to transfer
core activities to other business areas and to dispose of the
remaining businesses. At December 31, 2004, this business
area principally consisted of the Distributed Energy business
and certain portfolio investments in emerging technology
businesses.

Our Equity Ventures business area focused its activities
on investments in and the operation of independent
power projects that would provide business opportunities
for our former power generation division or that would
develop opportunities to sell our equipment and systems.
At December 31, 2004, this business area managed
investments in power plants in Brazil, Colombia, India,
Morocco and the Ivory Coast and an airport in South Africa.
Our Equity Ventures business has not pursued further
project development or significant additional investments
since its classification to Non-core activities in 2002.

Qur Structured Finance business area provided financing,
including export, trade and project financing, and asset-
based leasing and lending. We sold a significant part of this
business area in 2002 and we continued our divestments in
2003 and 2004, including the sale of certain lease and loan
portfolios, ownership interests in infrastructure projects and
other financial assets. At December 31, 2004, the Structured
Finance business area consisted of a portfolic of loans,
leases and unfunded commitments which were available for
sale or run-off, with net operating assets of $524 milion and
off balance sheet instruments valued at $27 million.

Our Other Non-core activities principally consist of our
Customer Service Workshops and Logistic Systems
business areas. Qur Customer Service Workshops business
area overhauls, repairs, rewinds and lubricates rotating
machine products manufactured by the Automation
Technologies division as well as those from third-party
suppliers. Most of our Customer Service Workshops
businesses have been transferred to the core divisions,
closed or divested. The Logistic Systems business area
provides air traffic management, turnkey electromechanical
and airfield fighting systems, and information technology
packages and automation services for airport baggage and
material handling. Other Non-ccre activities also included
our Group Processes business area, which was responsible
for our shared services, common processes and [T
infrastructure. This business area generated revenue by
providing seliing, general and administrative services to our
other business areas, and by December 31, 2003 all Group
Processes operations had been transferred to other
business areas or closed.

Corporate/Other

Our Corporate/Other division comprises headquarters and
stewardship activities, research and davelopment activities
and other activities. The Corporate/Other division had
approximately 1,500 employees at December 31, 2004.

Headqguarters and stewardship activities include the
operations of our corporate headquarters in Zurich,
Switzeriand, as well as corresponding local holding
companies in approximately 65 countries. These activities
cover staff functions with group-wide responsibilities, such
as group accounting and consolidation, finance and
controliing, audit, tax, financial advisory, legal affairs, risk
management and insurance, communications, investor
relations and human resources.

Group Research and Development consists of two Group
R&D laboratories: Power Technologies and Automation
Technologies. Each laboratory collaborates with universities
and cother external partners to support our divisions in
developing cross-divisional technology platforms and
focusing on core areas of power, automation and emerging
technologies. The Global R&D laboratories have operations
in nine countries: the United States, Sweden, Switzerland,
Fintand, Poland, China, Germany, Norway and India.

Other activities include our Real Estate and Group Treasury
Operations. Our Real Estate business area principally
manages the use of our real estate assets and facilities.
Group Treasury Operations act as a cost center for internal
treasury activities.
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Application of critical accounting policies

General

We prepare our Consolidated Financial Statements in
accordance with United States generally accepted
accounting principles (U.S. GAAP).

The preparation of our financial statements requires us to
make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues and expenses, and
the related disclosure of contingent assets and liabilities. We
evaluate our estimates on an ongoing basis, including, but
not limited to, those related to: costs expected to be
incurred to complete projects; costs of product guarantees
and warranties; provisions for bad debts; recoverability of
inventories, investments, goodwill and intangible assets;
income tax related costs and accruals; provisions for
restructuring; gross profit margins on long-term centracts;
pensions and other post-retirement benefit assumptions;
and contingencies and litigation. We base our estimates on
historical experience and on various other assumptions that
we believe to be reasonable under the circumstances, the
results of which form the basis for making judgments about
the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from
these estimates under different assumptions or conditions.

We deem an accounting policy to be critical if it requires an
accounting estimate to be made based on assumptions
about matters that are highly uncertain at the time the
estimate is made, and if different estimates that reasonably
could have been used, or if changes in the accounting
estimates that are reasonably likely to occur periodically,
could materially impact our Consclidated Financial
Statements. We also deem an accounting policy 1o be
critical when the application of such policy is essential to our
ongoing operations. We believe the following critical
accounting policies reflect the accounting policies relating to
our more significant estimates and assumptions that we use
in the preparation to our Consolidated Financial Statements.
These policies should be considered in reviewing our
Consolidated Financial Statements.

Revenues and cost of sales recognition

We recognize revenues from the sale of manufactured
products when persuasive evidence of an arangement
exists, the price is fixed and determinable, collectibility is
reasonably assured and upon transfer of title, including the
risks and rewards of ownership, to the customer. When
multiple elements, such as products and services, are
contained in a single arrangement or in a series of related
arrangements with the same customer, we allocate revenue
to each element based on its relative fair value, provided that
such element meets the criteria for treatment as a separate
unit of accounting. The allocation of the sales price between
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delivered elements and undelivered elements might affect
the timing of revenue recognition, but would not change the
total revenue recognized on the contract. Revenues from
short-term or non customer specific contracts to deliver
products or services are recognized upon completion of
required services to the customer. Revenues from contracts
that contain customer acceptance provisions are deferred
until customer acceptance occurs, we have tested to the
level required to ensure that acceptance will occur or the
contractual acceptance period has lapsed. As a result,
judgment in the selection of revenue recognition methods
must be made.

These revenue recognition methods require the coliectibility
of the revenues recognized to be reasonably assured. When
recording the respective accounts receivable, allowances
are calculated to estimate those receivables that will not be
collected. These reserves assume a level of default based
on historical information, as well as knowledge about specific
invoices and customers. The risk remains that a greater
number of defaults will occur than originally estimated. As
such, the amount of revenues recognized might exceed that
which will be collected, resulting in a detericration of
earnings in the future. This risk is likely to increase during
periods of significant negative industry or economic trends.

Revenues under fong-term contracts are recognized using
the percentage-of-completion method of accounting. We
principally use the cost-to-cost or delivery events methods
to measure progress towards completion on contracts. We
determine the method to be used by type of contract based
on our experience and judgment as to which method best
measures actual progress towards completion.

The percentage-of-completion method of accounting
involves the use of assumptions and projections, refating to
future material, labor, construction and overhead costs.

As a consequence, there is a risk that total contract costs
will exceed those we originally estimated. This risk increases
if the duration of a contract increases or if the project is a
fixed price turnkey project, because there is a higher
probability that the circumstances upon which we originally
developed estimates will change, resulting in increased costs
that we will not recover. Factors that could cause costs to
increase include:

= unanticipated technical problems with equipment supplied
or developed by us which may require that we incur
additional costs to remedy;

= changes in the cost of components, materials or labor;

= difficulties in obtaining required governmental permits or
approvals;

® project modifications creating unanticipated costs;



= suppliers’ or subcontractors’ failure to perform;

m penalties incurred as a result of not completing portions of
the project in accordance with agreed upon time limits;
and

=B delays caused by unexpected conditions or events.

Changes in our initial assumptions, which we review on a
regular basis between balance sheet dates, may result in
revisions to total estimated costs, current earnings and
anticipated earnings. We recognize these changes in the
period in which the changes in estimate are determined. By
recognizing changes in estimates cumulatively, recorded
revenue and costs to date reflect the current estimates

of the stage of completion. Additionally, losses on long-term
contracts are recognized in the period when they are
identified and are based upon the anticipated excess of
contract costs over the related contract revenues. Any such
losses are recorded as a component of cost of sales.

We accrue anticipated costs for warranties when we
recognize the revenue on the related contracts. Warranty
costs include calculated costs arising from imperfections in
design, material and workmanship, performance guarantees
(technical risks) and defays in contract fulfillment. Although
we generally make assessments on an overall, statistical
basis, we make individual assessments on contracts with
risks resulting from order-specific conditions or guarantees,
such as plants or installations. There is a risk that actual
warranty costs may exceed the amounts provided for, which
would result in a deterioration of earnings in the future when
these actual costs are determined.

Revenues under cost-reimbursement contracts are
recognized as costs are incurred. Shipping and handling
costs are recorded as a component of cost of sales.

Accounting for discontinued operations

Our strategy is to focus on power and automation
technologies for utllity and industry customers. In
accordance with our strategy, we have sold and plan to sell
certain businesses that are not part of our core power and
automation technologies businesses. Statement of Financial
Accounting Standards No. 144 (SFAS 144), Accounting for
the Impairment or Disposal of Long Lived Assets, broadened
the presentation of discontinued operations to inciude
disposal transactions involving less than an entire reporting
segment, if certain criteria are met. The purpose of SFAS
144 is to allow for historically comparable data to be available
to investors without the distortions created by divestments
or the closure or abandonment of businesses, thereby
improving the predictive value of financial statements. SFAS
144 requires the revenues and associated costs, net of
taxes, of certain divestments and abandonments, to be
classified as discontinued operations, net of taxes, below
income from continuing operations in our Consolidated

Income Statement and requires the related assets and
liabilities to be classified as assets or fiabllities held for sale
and in discontinued operations in our Consolidated Balance
Sheet.

In order to classify a business as a discontinued operation,
SFAS 144 requires that certain criteria be met. In certain
cases, significant interpretation is required to determine the
appropriate classification. Changes in plans regarding the
sale of a business may change our interpretation as to
whether a business should te classified as a discontinued
operation. Any such reclassification may have a material
impact on our income from continuing operations and the
individual components thereof.

In the Consolidated Statement of Cash Flows, we have
included the businesses classified as discontinued
operations together with continuing operations in the
individual line items within cash from operating, investing and
financing activities, as permitted by U.S. GAAP.

For a description of our discontinued operations, see Note 3
to our Consolidated Financial Statements.

Goodwill and other intangible assets impairment

We review goodwill for impairment annually on October 1
and additionally whenever events or changes in
circumstances indicate the carrying value of an asset may
not be recoverable in accordance with Statement of
Financial Accounting Standards No. 142 (SFAS 142),
Goodwill and Other Intangible Assets. SFAS 142 requires
that a two-step impairment test be performed on goodwill. In
the first step, we compare the fair value of each reporting
unit to its carrying value. Qur reporting units are one level
below the reportable segments identified in Note 26 to our
Consolidated Financial Statements. We use a discounted
cash flow model to determine the fair value of reporting units
unless there is a readily determinable fair market value. If the
fair value of the reporting unit exceeds the carrying value of
the net assets assigned to that unit, goodwill is not impaired
and no further testing is performed. If the carrying value of
the net assets assigned to the reporting unit exceeds the fair
value of the reporting unit, then we must perform the second
step to determine the implied fair value of the reporting unit's
goodwill and compare it to the carrying value of the reporting
unit's goodwill. If the carrying value of a reporting unit's
goodwill exceeds its implied fair vaiue, then we must record
an impairment loss equal to the difference.
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The discounted cash flow medel, which we use to estimate
the fair value of our reporting units, is dependent on a
number of factors including estimates of futurs cash flows,
appropriate discount rates and other variables. Estimating
future cash flows requires us to make significant estimates
and judgments involving variables such as sales volumes,
sales prices, sales growth, production and operating costs,
capital expenditures, market conditions and other economic
factors. We base our fair value estimates on assumptions
we believe t0 be reasonable, but which are unpredictable
and inherently uncertain. Actual future results may differ from
those estimates.

We review intangible assets in accordance with SFAS 144,
and accordingly test for impairment upon the occurrence of
certain triggerning events, such as a decision to divest a
business or projected losses of an entity.

We record any related impairment charge in other income
(expense), net, in our Consolidated Income Statements,
unless it is related to a discontinued operation, in which case
the charge is recorded in loss from discontinued operations,
net of tax.

Pension and post-retirement benefits

As more fully described in Note 21 to cur Consolidated
Financial Statements, we operate pension plans that cover
the majority of our employees. We use actuarial valuations
to determine our pension and post-retirement berefit costs
and credits. The amounts calculated depend on a variety
of key assumptions, including discount rates and expected
return on plan assets. We are required to consider current
market conditions, including changes in interest rates,

in selecting these assumptions. The discount rates are
reviewed annually and considered for adjustment based on
changes in long-term, highly rated corporate bond yields.
Decreases in the discount rate result in an increase in the
projected benefit obligation and to pension costs.

The expected return on plan assets is reviewed annually
and considerad for adjustment based on current and
expected asset allocations and represents the long-term
return expected to be achieved. Decreases in the expected
return on plan assets result in an increase to pension costs.
An increase or decrease of 0.5 percent in the expected
long-term rate of asset return would have decreased or
increased, respectively, the net periodic benefit cost in 2004
by approximately $30 million.

Under U.S. GAAP, we accumulate and amortize over future
periods actual results that differ from the assumptions used.
Therefore, actual results generally affect our recognized
expense and recorded liabilities for pension and other post-
retirement benefit obligations in future periods.
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The “unfunded” balance, which can increase or decrease
based on the performance of the financial markets or
changes in our assumptions regarding rates, does not
represent a mandatory short-term cash obfigation. instead,
the unfunded balance of a pension plan is the difference
between the projected obligation to employess (PBO) and
the fair value of the plan assets. While we comply with
appropriate statutory funding requirements, at December 31,
2004, the unfunded balance of our pension plans was
$1,451 million. In accordance with Statement of Financial
Accounting Standards No.87 (SFAS 87), Employers’
Accounting for Pensions, we have recorded on the
Consolidated Batance Sheet a net liability of $410 million

in relation to this unfunded benefit balance. The difference
is primarily due to an unrecognized actuarial loss of
$1,019 million, which is amortized using the “minimum
corridor” approach as defined by SFAS 87.

In May 2003, the Emerging Issues Task Force of the
Financial Accounting Standards Board reached a consensus
on Emerging Issues Task Force No.03-4 (EITF 03-4),
Determining the Classffication and Benefit Attribution Method
for a “Cash Balance” Pension Plan, which requires the
“traditional unit credit method” to be used for the calculation
of the liability and attribution of the costs for pension plans
with certain characteristics. We determined that certain of
our pension plans covering the employees of Switzerland
had the characteristics described in EITF 03-4 and therefore
we changed the approach to calculating the PBO from the
prcjected unit credit method to the traditional unit credit
method. The change in cost attribution methods resulted in
an actuarial gain of $406 milion in 2003 that is included in
the unrecognized actuarial loss of $1,019 million and as
described above, will result in lower net pension costs in
future years.

We have mulitiple non-pension post-retirement benefit plans.
Our health care plans are generally contributory with
participants’ contributions adjusted annually. For purposes of
estimating our health care costs, we have assumed health
care cost increases per annum to be 11.76 percent for
2005, then gradually declining to 6.24 percent per annum in
2013, and to remain at that level thereafter.




Taxes

In preparing our Consolidated Financial Statements, we are
required to estimate income taxes in each of the jurisdictions
in which we operate. We account for deferred taxes by
using the asset and liability method. Under this method, we
determine deferred tax assets and liabilities based on
temporary differences between the financial reporting and
the tax bases of assets and liabilities. The differences are
measured using the enacted tax rates and laws that are
expected to be in effect when the differences are expected
to reverse. We recognize a deferred tax asset when it is
probable that the asset will be realized. We regularly review
our deferred tax assets for recoverability and establish a
valuation allowance based upon historical losses, projected
future taxable income and the expected timing of the
reversals of existing temporary differences. To the extent we
increase or decrease this allowance in a period, we
recognize the change in the allowance within provision for
taxes in the Consolidated Income Statement unless the
change relates to discontinued operations, in which case the
~ change is recorded in loss from discontinued operations, net
of tax. Unforeseen changes in tax rates and tax laws as well
as differences in the projected taxable income compared to
the actual taxable income may affect these estimates.

We operate in numerous tax jurisdictions and, as a result,
are regularly subject to audit by tax authorities. Although
we believe that our tax estimates are reasonable and that
appropriate tax reserves have been made, the final
determination of tax audits and any related litigation could
be different than that which is reflected in income tax
provisions and accruals.

Accounting for tax contingencies requires that an estimated
loss from a contingency such as a tax claim shouid be
accrued as a charge to income if it is probable that an asset
has been impaired or a liability has been incurred, and the
amount of the loss can be reasonably estimated. The
required amount of provision for contingencies of any type
may change in the future due to new developments.

Consolidation

We evaluate our investments in joint ventures and other
types of investments for purposes of determining whether
consolidation or the cost or equity method of accounting
is appropriate. This determination is based upon our ability
to retain and exercise control through our decision-making
powers and our ability to exercise significant influence over
the entity, as well as our ownership interests in the entity.

Material changes in our ability to retain control and exercise
significant influence over an entity could change the
accounting method between consolidation or the cost or
equity methods, which could have a material impact on our
Consolidated Financial Statements.

In January 2003 and December 2003, the Financial
Accounting Standards Board issued Interpretation No.46
(FIN 48) Censolidation of Variable Interest Entities — an
Interpretation of ARB No. 51 and revised Interpretation
No.46 (FIN 46(R)), respectively, requires variable interest
entities (VIEs) to be consolidated by their primary
beneficiaries. Accordingly, effective January 31, 2003, we
consolidate VIEs when we are considered the primary
beneficiary. Also effective January 31, 2003, previously
consolidated VIEs would be deconsolidated when a
triggering event, as defined by FIN 46(R), indicates we
are no longer the primary beneficiary. For those VIEs where
we are not the primary beneficiary, we apply our existing
consolidation pelicies in accordance with U.S. GAAP.

In determining the primary beneficiary of a VIE, we are
required to make projections of expected losses and
expected residual returns to be generated by that VIE. The
projected expected losses and expected residual returns
are critical to the identification of the primary beneficiary.
These projections require us to use assumptions, including
assumptions regarding the probability of cash flows.
Expected losses and expected residual returns materially
different from those projected could identify another entity
as the primary beneficiary. A change in the contractual
arrangements or ownership between the parties involved
in the VIE could have an impact on our determination of
the primary beneficiary, which In turn, could have a material
impact on our Consolidated Financial Statements.

Contingencies

As more fully described in Note 18 to our Consolidated
Financial Statements, we are subject to proceedings,
lawsuits and other claims related to asbestos, environmental,
labor, product and other matters. We are required to assess
the likelihocd of any adverse judgments or outcomes to
these matters, as well as potential ranges of probable losses.
A determination of the amount of provision required, if any,
for these contingencies is made after analysis of each
individual issue, often with assistance from both internal

and external legal counsel and technical experts. The
required amount of provision for a contingency of any type
may change in the future due to new developments in the
particular matter, including changes in approach to its
resolution.
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Restructuring

Certain restructuring provisions include estimates pertaining
to employee termination costs and the settlements of
contractual obligations resulting from our actions. Although
we do not anticipate significant changes, the actual costs
may differ from these estimates due to subsequent
developments such as voluntary retirement of employees
and other business developments. Restructuring costs

are recorded in other income (expense), net, in the
Consolidated Income Statements. However, restructuring
costs relating to discontinued operations are recorded
in-foss from discontinued operations, net of tax.

Insurance

In April 2004, we completed the sale of substantially

all of our business operating in the reinsurance industry.
We refer to the divested portion of this business as the
Reinsurance business. Consequently, we have reflected
the results of operations of the Reinsurance business

in loss from discontinued operations, net of tax, and the
assets and liabilities in assets and liabilities held for sale
and in discontinued operaticns for all periods presented.

We generally recognized premiums in earnings on a pro rata
basis over the period coverage was provided. Premiums
earned included estimates of certain premiums not yet
collected. These premium receivables included premiums
relating to retrospectively rated contracts. For such contracts,
"a provisional premium was collected that will eventually be
adjusted. We included an estimated value of the actual
premium in receivables. Uneamed premiums represented
the portion of premiums written that was applicable to the
unexpired terms of reinsurance contracts or certificates in
force. These unearned premiums were calculated by the
monthly pro rata method or were based on reports from
ceding companies that we reinsure.

Insurance liabilities were reflected in liabilities held for

sale and in discontinued operations, in our Consolidated
Balance Sheet and represented unpaid claims, losses,

and related loss expenses based upon estimates for losses
reperted, estimates received from ceding reinsurers, and
estimates of incurred but not reported losses related

to direct and assumed business, less amounts ceded to
reinsurers. Reserves for unreported losses were determined
by an estimate established using various statistical

and actuarial techniques reflecting historical patterns of
development of paid and reported losses adjusted for
current trends. The inherent variability of the estimate was
analyzed in order to ascertain whether it was reasonable
before application. We did not discount loss and loss
adjustment expense reserves.

ABB Financial review 2004

We developed our estimate considering a range of reserve
estimates bounded by & high and a low estimate. The high
and low ends of the range did not correspond to an absolute
best and worst case scenario of ultimate settlements
because such estimates may have been the result of unlikely
assumptions. Qur best estimate therefore did not include
the set of all possible outcomes but only those outcomes
that were considered reasonable. Those estimates were
subject to the effects of trends in loss severity and frequency.
Although considerable variability was inherent in such
estimates, we believed the reserves for losses and loss
adjustment expenses were adequate. The estimates were
continually reviewed and adjusted as necessary as
experience developed or new information became known;
such adjustments were included in discontinued operations.
Adjustments to reserves were reflected in the loss from
discontinued operations, net of tax, in the periods in which
the estimates were changed.

We reflected our liability for losses net of anticipated salvage
and subrogation recoveries. Salvage and subrogation
received and changes in estimates of future recoveries were
reflected in current year underwriting results. We believe

the liabilities for losses and loss adjustment expenses were
adequate to cover the ultimate liability; however, due to the
underlying risks and high degree of uncertainty associated
with the determination of the liability for losses, such
estimates may have been more or less than the amounts
ultimately paid when the claims were settled.

We sought to reduce the loss from our underwriting liabilities
by reinsuring certain levels of risks with other insurance
enterprises or reinsurers. We used recoverable amounts

for both paild and unpaid losses. We estimated these
recoverable amounts in a manner consistent with the claim
liability associated with the reinsurance policy. The risk of
collectibility of these reinsurance receivables arose from
disputes relating to the policy terms and the ability of the
reinsurer to pay.

New accounting pronouncements .

In December 2004, the Financial Accounting Standards
Board issued Statement No. 123R (SFAS 123R), Share-
Based Payment, which replaces Statement No. 123,
Accounting for Stock Based Compensation, and APB
Opinion No. 25 (APB 25), Accounting for Stock Issued to
Employees, and requires us to measure compensation cost
for all share-based payments at fair value. We plan to adopt
SFAS 123R as of July 1, 2005. We will recognize share-
based employee compensation cost from July 1, 2005 as if
the fair-value-based accounting method had been used to
account for all employee awards granted, modified, or
settled after the effective date and for any awards that were
not fully vested as of the effective date. Based on currently
existing share-based compensation plans, we do not expect



the adoption of SFAS 123R to have a material impact on our
financial position or results of operations.

In January 2003, the Financial Accounting Standards Board
issued Interpretation No. 46 {(FIN 48), Consolidation of
Variable Interest Entities — an Interpretation of ARB No. 51,
FIN 48 requires variable interest entities (VIES) to be
consolidated by their primary beneficiaries. During 2003, we
adopted the reguirements of FIN 46 and applied the
guidance to VIEs in which we have an interest. See Note 8
to the Consolidated Financial Statements for information
relating to the impact of adopting FIN 48. FIN 46 was revised
in December 2003. We adopted the December revision (FIN
46(R)) effective March 31, 2004. The adoption of FIN 46(R)
did not have a material impact on our financial position or
resutts of operations.

Restructuring expenses

We have implemented several major restructuring programs
during the past three years (see Note 25 to the Consolidated
Financial Statements).

2001 program

Our restructuring program announced in July 2001 (the 2001
program) was substantially completed at September 30,
2002. Restructuring charges relating to workforce
reductions, lease terminations and other exit costs
assoclated with the 2001 program, along with changes in
estimates accrued for any of these charges, are included

in other income (expense), net. Termination benefits were
paid to approximately 100, 2,270 and 4,000 employees in
2004, 2003 and 2002, respectively. As a result of the 2001
program, certain assets, inventories and property, plant

and equipment were identified as being impaired or would
no longer be used in continuing operations. We recorded in
2002 a charge of $18 million to write down these assets to
their fair values, and such costs are included in cost of sales
and other income {expense), net.

Step change program

In October 2002, we announced the Step change program.
The goals of the Step change program were o increase
competitiveness of our core businesses, reduce overhead
costs and streamline operations. At June 30, 2004, the Step
change program was substantially complete.

10

Restructuring charges relating to workforce reductions,
lease terminations and other exit costs associated

with the Step change program are included in other income
(expense), net. Termination benefits were paid to
approximately 950, 1,500 and 200 employees in 2004,
2003 and 2002, respectively. Workforce reductions occurred
principally from production, managerial and administrative
employees. Changes in management’s original estimate of
the amounts accrued for workforce reductions, lease
terminations and other exit costs were included in other
income (expense), net.

As a result of the Step change program, certain assets,
inventories and property, plant and equipment were identified
as being impaired or would no longer be used in continuing
operations. We recorded $0 milion, $3 milion and $2 million
in 2004, 2003 and 2002, respectively, to write down these
assets to their fair value, and such costs were included in
cost of sales and other income (expense), net.

Other

Certain restructuring programs were initiated primarily

during 2003 at specified locations not included in the Step
change program. The goals of these pregrams are to
increase efficiencies by reducing headcount and streamiining
operations. These programs are expected to increase
productivity of the non-core businesses. Anticipated savings
will be recognized through the strategic divestment of these
operations.

Restructuring charges related to workforce reductions,

lease terminations and other exit costs associated with these
other programs are included in other income (expense), net.
Termination benefits were paid to approximately 1,280 and
1,300 employees in 2004 and 2003, respectively. Workforce
reductions occurred principally from production, managerial
and administrative employees. Changes in management’s
original estimate of the amounts accrued for workforce
reductions, lease terminations and other exit costs have
been included in other income (expense), net.

As a result of other restructuring programs, certain assets,
inventories and property, plant and equipment have

been identified as being impaired or would no longer be
used in continuing operations. We recorded $5 million and
$11 million in 2004 and 2003, respectively, to write down
these assets to fair value and such costs are included in cost
of sales and other income (expense}, net.
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Restructuring liabilities
Restructuring liabilities consist of the following:

2001 program

Workdorce  Lease terminations
reductions  and other exit costs

Step change Other Total

Workiorce
reductions  and other exit costs

Lease terminations Workforce  Leass terminations

reductions  and other exit costs

We expect that we will continue to expend cash and incur
restructuring expenses. In particular, we expect that we wil
pay in 2005 a significant portion of our total restructuring
liabilities at December 31, 2004. We also expect to incur
restructuring expenses in an amount equal to approximately
0.5 10 0.7 percent of our revenues in each year as part of
our routine assessment of our business practices and
strategy. These expenses will be recorded in cost of sales,
selling, general and distribution expenses and other income
(expense), net, in the Consolidated Income Statements
according to the nature of the expenses, except for
restructuring expenses incurred by businesses classified in
discontinued operaticns, which will be recorded in income
(loss) from discontinued operations. We expect to fund our
cash expenditures under our restructuring programs through
cash generated from our continuing operations. The benefits
of these restructuring programs are expected to be realized
through reductions in selling, general and administrative
expenses and cost of sales in the subsequent years. These
benefits, however, may be offset by increases in cost of

sales, selling, general and administrative expenses and other

income (expense), net, due to various other factors, which
cannot be predicted in advance.

Cumulative

The cumulative amounts at December 31, 2004, for each
plan are given below:
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2001 Step

........................................................ program  change Other Total
ettt SinmilioRS)
Restructuring charge for

workforce reduction 282 2r4 228 784
Restructuring charge for

lease terminations and other - LU 99 ] 68 . 278
Changesinestmate (@49 01 25 (89
Total restructuring charges 344 362 271 977

Division information
Restructuring charges by division and business activity
consist of the following:

Year ended December 31, 2004 2003 2002
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Acquisitions, investments and divestitures

Acquisitions and investments

In 2004, 2003 and 2002, we paid aggregate consideration
of $24 million, $55 million and $154 million, respectively,
related to acquisitions and investments in new businesses,
joint ventures and affilated companies.

Divestitures of businesses, joint ventures and affiliated
companies

In 2004, 2003 and 2002, we received cash, net of cash
disposed, from sales of businesses, joint ventures and
affiiated companies of $1,182 million, $543 million and
$2,509 million, respectively. In refation to these dispositions
we recognized net gains in 2004, 2003, and 2002 within
other income (expense), net, of $52 million, $43 million

and $98 million, respectively. We also recognized net losses
in 2004, 2003, and 2002 within loss from discontinued
operations, net of tax, of $63 million, $38 million and

$194 milion, respectively.

Our material and certain other dispositions are described
below.

Divestitures in 2004

in December 2004, we sold our entire 15.7 percent equity
interest in IXYS Corporation for approximately $42 million
and recorded a gain, before tax, of $20 milion in other
income (expense), net.

In July 2004, we sold the Upstream Oil, Gas and
Petrochemicals business to a consortium of private equity
investors (collectively, the Purchasers). We received net cash
proceeds of approximately $800 million, which reflects an
initial sales price of $925 million adjusted for approximately
$85 million of unfunded pension liabilities and changes in
net working capital. We recognized in 2004 a loss on
disposal of $26 million in loss from discontinued operations,
net of tax. On February 9, 2005, we and the Purchasers
entered into a Settlement Agreement and Amendment (the
Settlement Agreement) finalizing the sales price. This
Settlement Agreement contains provisions to indemnify the
Purchasers with respect to certain incomplete projects. We
believe the provisions we have accrued for such indemnified
projects are adequate.

In June 2004, we sold a business in the Automation
Technologies division operating in Sweden, for gross and net
proceeds of approximately $11 million, and recorded a gain
on disposal of $7 million, before tax, in other income
(expense), net.

in April 2004, we completed the sale of our Reinsurance
business to White Mountains Insurance Group Limited, a
Bermuda based insurance holding company, receiving gross
cash proceeds of $415 milion and net proceeds of
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approximately $280 million. [n anticipation of the sale of this
business, we recorded in 2003 an impairment charge of
$154 million in loss from discontinued operations, net of tax.
We recognized in 2004 a net loss of $41 million in loss from
discontinued operations, net of tax, that related primarily

to currency translation effects from December 2003 through
the date of sale in Apri{ 2004 (as explained in “Note 2
Significant accounting policies - Translation of foreign
currencies and foreign exchange transactions” to our
Consolidated Financial Statements).

In February 2004, we sold our Swiss Building Systems
business to a Swiss private equity company, for gross cash
proceeds of approximately $39 million, but retained a

10 percent ownership interest. We recognized in 2004 a net
gain on disposal of $12 million, before tax, in other income
(expense), net.

In January 2004, we sold our MDCV (Mitsubishi-Dainichi
Continuous Vulcanization) Cables business. We recorded in
2003 asset write-downs of $10 million in anticipation of the
sale of this business in loss from discontinued operations,
net of tax.

Divestitures in 2003

In December 2003, as part of the divestment of our
Structured Finance business, we sold ABB Export Bank.
We received cash proceeds of approximately $50 million
from the sale and recorded in 2003 a loss on disposal of
$12 million, in loss from discontinued operations, net of tax.

In December 2003, as part of the divestment of the Wind
Energy business (which was held in the New Ventures
business area prior to its classification to discontinued
operations), we sold the majority of the tusiness for total
consideration of $35 million, which included a vendor
note of $10 milion. We recognized in 2003 a loss on
disposal from this sale of approximately $25 million in loss
from discontinued operations, net of tax.

In August 2003, as part of the divestment of our Building
Systems businesses, we sold to YIT Corpoeration of Finland
our Building Systems businesses located in Sweden,
Norway, Denmark, Finland, Russia and the Baltic states for
consideration of $213 million. We recorded a gain on
disposal of approximatety $124 million, before tax, in other
income (expense), net. Additionally, throughout 2003, we
sold other Building Systems businesses in a number of
countries, including Belgium, the Netherlands, Austria,
Hungary and the United Kingdom, for aggregate proceeds
of $21 million. We recorded in 2003 a loss on disposal from
the sale of these businessss of approximately $41 million,
before tax, in other income (expense), net.
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In June 2003, we sold our entire 35 percent interest in the
Swedish Export Credit Comporation to the government of
Sweden for net proceeds of approximately $149 million, and
recorded a loss on disposal of approximately $80 million,
before tax, included in other income (expense), net.

Also in June 2003, we sold our interests in certain equity
investments in Australia for cash proceeds of approximately
$90 million, and recorded in 2003, a gain on disposal of
approximately $28 million, before tax, in other income
{expense), net.

In March 2003, we sold our aircraft leasing business for
approximately $30 milion. This business consisted of a
portfolio of loans and leases related to commuter aircraft and
helicopters used primarily in Northern Europe. We provided
significant financial support to the entity formed by the buyer
for the acquisition. Following the introduction of FIN 46 in
2003, we determined that this entity should be treated as a
variable interest entity and, as a result of the financial support
we provided, that we are the primary beneficiary of this
entity. Accordingly, we consolidated this entity in our
Censolidated Financial Statements.

Divestitures in 2002 )

in December 2002, we completed the sale of our Metering
business to Ruhrgas Industries GmbH for consideration of
approximately $223 million. We recorded in 2002 a loss on
disposal of approximately $48 million from this sale in loss
from discontinued operations, net of tax. Cash held in
escrow of $15 million was released after resolution of certain
disputed items in 20083.

In November 2002, we completed the sale of most of our
Structured Finance business to General Electric Capital
Corporation (GE) and received cash proceeds of
approximately $2.0 billion, including a contingent payment of
$20 million to be released to us should amounts ultimately
collected by GE, from a portfolio transferred by us to GE,
reach specified targets. Collection of the last portion of the
contingent payment, which culminated our collection of
substantially all of the contingent payment, took place on
August 3, 2004. We recorded in 2002 a loss on disposal
from this sale of approximately $146 milion in loss from
discontinued operations, net of tax. Pursuant to the sale and
purchase agreesment for this transaction, we provided GE
with cash collateralized letters of credit in the aggregate
amount of $202 million as security for certain performance-
related obligations retained by us, of which approximately
$63 million were outstanding as of December 31, 2004. The
remaining cash collateralized letters of credit will further

be reduced as our performance related obligations expire.
The sale and purchase agreement also provided GE with

" the option to require us to repurchase designated financial
assets transferred to GE. The fair value of GE’s right to
require us to repurchase the designated assets was
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$11 milion at December 31, 2003. On January 26, 2004,
we repurchased the designated financial assets for
approximately $28 million. No further obligation exists for us
to repurchase any assets under the sale and purchase
agreement.

In January 2002, we sold our Air Handling business for cash
proceeds of $113 miliion, which was the sales price of

$147 million less a vendor note of 38 million euro principal
value {approximately $34 million at the date of issuance)
issued by the purchaser, Global Air Movement (Luxembourg)
Sarl. We recognized in 2002 a gain on disposal from this sale
of $74 miflion, before tax, in other income (expense), net.

Other divestitures

In May 2003, we sold our interest in China National
Petrochemical Corporation (Sinopec Corp.) for
approximately $82 million and recorded in 2003 a loss on
disposal of $40 million, before tax, in interest and other
finance expense, net.

During 2004, 2003 and 2002, we sold several operating
units and investments not described above for total
proceeds of $39 milion, $31 milion and $209 million,
respectively, and recognized net gains, before tax, on
disposal of $13 million, $12 million and $24 million,
respectively, in other income (expense), net. Net income from
these businesses and investments was not significant in
2004, 2003 and 2002.

In addition, throughout 2003, we engaged in a number of
sales and terminations of lease portfolios and individual
financing receivables resulting in cash proceeds of
approximatety $400 milion. These disposals continued in
2004, generating cash proceeds of approximately

$180 million. The gains (osses) on such disposals were
not material.

Exchange rates

We report our financial results in U.S. dollars. A significant
amount of our revenues, expenses, assets and liabilities are
denominated in other currencies due to our global
operations. As a conseqguence, movements in exchange
rates between currencies may affect:

m our profitability,
m the comparability of our results between periods, and

m the carrying value of our assets and liabilities.
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We must translate non-U.S. dollar denominated results of
operations, assets and liabilities to U.S. dollars in our
Consolidated Financial Statements. Balance sheet items are
translated to U.S. dollars using year-end currency exchange
rates. Income statement and cash flow items are translated
to U.S. dollars using the average currency exchange rate
over the relevant period. As a conseguence, increases and
decreases in the value of the U.S. dollar against other
currencies will affect our reported results of operations in our
Consolidated Income Statement and the value of certain of
our assets and liabilities in our Consolidated Balance Sheet,
even if our results of operations or the value of those assets
and liabilities have not changed in their original currency.
Because of the impact foreign exchange rates have on our
reported results of operations and the reported value of our
assets and liabilities, changes in foreign exchange rates
could significantly affect the comparability of our reported
results of operations between periods and result in significant
changes to the reported value of our assets, liabilities and
shareholders’ equity, as has been the case during the period
from 2002 through 2004.

While we operate globally and report our financial results in
U.S. dollars, because of the location of our significant
operations and because our headquarters are in
Switzerland, exchange rate movements between the U.S.
dollar and both the euro (EUR) and the Swiss franc (CHF) are
of particular importance to us. The decline in the vaiue of the
U.S. dollar against the euro and Swiss franc between 2002
and 2004 has had a material impact on our financial
statements.

The exchange rates between the U.S. dollar and the EUR
and the U.S. dollar and the CHF at December 31, 2004,
2008, and 2002, are as follows.

December 31

EUR1.00
CHF 1.00

The average exchange rates between the U.S. dollar and the
EUR and the U.S. dollar and the CHF for the years ended
December 31, 2004, 2003 and 2002, are as follows.

December 31

Exchange rates into $

EUR 1.00 1.13 0.94
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When we incur expenses that are not denominated in the
same currency as the related revenues, foreign exchange
rate fluctuations could adversely affect our profitability. To
mitigate the impact of exchange rate movements on our
profitability, it is our policy to enter into forward foreign
exchange contracts to manage the foreign exchange risk of
our operations.

In 2004, approximately 84 percent of our consolidated
revenues were reported in currencies other than U.S. doliars.
Of that amount, the following percentages were reported in
the following currencies:

m Euro, approximately 37 percent,

= Chinese renminbi, approximately 6 percent,
m Swedish krona, approximately 6 percent,

® Swiss franc, approximately 5 percent, and
®m Pound sterling, approximately 3 percent.

In 2004, approximately 83 percent of our consolidated cost
of sales and selling, general and administration expenses
were reported in currencies other than U.S. dollars. Of that
amount, the following percentages were reported in the
following currencies:

® Euro, approximately 37 percent,

® Chinese renminbi, approximately 5 percent,
m Swedish krona, approximately 6 percent,

® Swiss franc, approximately 5 percent, and
m Pound sterling, approximately 4 percent.

Foreign exchange rate changes resulted in an increase in our
reported revenues and EBIT by 6 percent and 18 percent in
2004 and 12 percent and 42 percent in 2003, respectively.

We also incur expenses other than cost of sales and selling,
general and administration expenses in various currencies.

The results of operations and financial position of most of our
non-U.S. subsidiaries are reported in the currencies of the
countries in which those subsidiaries reside. We call these
“local currencies.” That local currency financial information is
then translated into U.S. dollars at applicable exchange rates
for inclusion in our Consolidated Financial Statements.
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The discussion of our results of operations below provides
certain information with respect to orders, revenues, EBIT
and other measures as reported in local currencies (as well
as in U.S. dollars). We measure period-to-period variations in
local currency results by using a constant foreign exchange
rate for all periods under comparison. Differences in our
results of operations as reported in local currencies as
compared to our results of operations as reported in U.S.
dollars are caused exclusively by changes in currency
exchange rates.

While we consider our results of operations as measured in
local currencies to be a significant indicator of business
performance, local currency information should not be relied
upon to the exclusion of U.S. GAAP financial measures.
Instead, local currencies reflect an additional measure of
comparability and provide a means of viewing aspects of
our operations that, when viewed together with the U.S.
GAAP results and our reconcifiations, provide a more
complete understanding of factors and trends affecting the
business. Because local currency information is not
standardized, it may not be possible to compare our iocal
currency information with other companies’ financial
measures having the same or a similar name. Management
strongly encourages investors to review our financial
statements and publicly-filed reports in their entirety, and
not to rely on any single financial measure.

Orders

We book and report an order when a binding contractual
agreement has been concluded with the customer covering,
at a minimum, the price and scope of products or services
to be supplied, the delivery schedule and payment terms.
The reported value of an order corresponds to the
undiscounted value of revenues that we expect to recognize
following our delivery of the goods or services subject to the
order, less any trade discounts and excluding any value
added or sales tax. The value of orders received during a
given period of time represents a sum of the value of all
orders received during the period, adjusted to reflect the
aggregate value of any changes to the value of orders
received during the period and orders existing at the
beginning of the period. These adjustments, which may in
the aggregate increase or decrease the orders reported
during the period, may include changes in the estimated
order price up to the date of contractual performance,
changes in the scope of products or services ordered,
cancellations of orders, returns of delivered goods, and the
recognition of operating or financial services income relating
to the order (except that the cancellation of orders with an
expected revenue value of over $10 million that were
received in a previous periocd are not deducted from the
value of orders received during the present period, and
instead, are balanced against order backiog only).
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The undiscounted value of revenues we expect to generate
from our orders at any point in time is represented by our
order backlcg. Approximately 12 percent of the value of the
orders we booked in 2004 were “large orders,” which we
define as orders from third parties involving at least

$15 milion worth of products or systems. Of the total value
of orders in the Power Technologies and Automation
Technologies divisions in 2004, approximately 11 percent
and 7 percent, respectively, represented large orders. Within
Non-core activities, large orders represented 49 percent of
total orders in 2004, as large orders accounted for

68 percent of the value of orders received by the Oil, Gas
and Petrochemicals business.

The level of orders fluctuates from year to year.
Arrangements included in particular orders can be complex
and unique to the order. Portions of our business involve
orders for long-term projects that can take months or years
to complete and many large orders result in revenues in
periods after the order is booked. However, the level of large
orders, and orders generally, cannot be used to accurately
predict future revenues or operating performance. Orders
that are placed can be cancelled, delayed or modified by the
customer. These actions can reduce or delay any future
revenues from the order, or may result in the elimination of
the order. ‘

Performance measures

We evaluate the performance of our divisions based on
orders received, revenues, earnings before interest and
taxes (or EBIT), EBIT as a percentage of revenues (or EBIT
margin) and net cash provided by (used in) operating
activities. The orders, revenues and EBIT of our divisions
include interdivisional transactions. In 2004, approximately
95 percent of cur core divisions’ orders and revenues were
from third-party customers. EBIT, which is commonly
referred to as operating profit, is the amount resulting from
the subtraction of our cost of sales, selling, general and
administrative expenses, amortization expense and other
income (expense), net, from our revenues. EBIT margin is the
percentage amount resulting from the division of EBIT by
revenues. Net cash provided by (used in) operating activities
represents the cash provided by or used in a business
before cash inflows and outflows from investing and
financing activities, and, as relates to our divisions, includes
interdivisional transactions.
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Restatement

The financial statements and other financial data included in
this report reflect restatements we made in September
2004, when we restated certain financial statements
contained in our annual report for the year ended December
31, 2003 as published in our Form 20-F filed with the U.S.
Securities and Exchange Commission in April 2004. The
amendments reflected restatements of our consolidated
financial statements at December 31, 2003 and 2002 and
for each of the years in the three-year period ended
December 31, 2003, and of certain financial data at
December 31, 2001, 2000 and 1989 and for each of the
years in the two-year period ended December 31, 2000.
These changes were intended to correct the effect of
earnings overstatements by the PT-MV BAU in Italy on its
previously reported financial statement resuits.

The cumulative effect of these overstatements on our EBIT
and net income was approximately $73 million and

$89 million, respectively, from the first quarter of 1998
through the end of March 2004. The negative impact on
income tax expense results from the inability to ¢laim tax
benefits under ltalian tax law for adjustments made to
improperly filed tax returns for the years 1998 through 2002,
as well as a reassessment of the probability of realization of
our deferred tax assets due to a cumulative loss position
after the restatement. As compared with financial data
originally published, the corrections increased net loss by
$12 million ($0.01 per share basic and diluted), $36 million
(30.04 and $0.03 per share basic and diluted, respectively)
and $14 million {$0.02 per share basic and diluted) in 2003,
2002 and 2001, respectively, decreased net income by

$17 million ($0.01 and $0.02 per share basic and diluted,
respectively) and $8 million ($0.01 per share basic and
diluted) in 2000 and 1999, respectively, and decreased
stockholders' equity by $109 million at December 31, 2003,

Differences from preliminary earnings announcement
On February 17, 2005, we announced, in an unaudited
earnings release, net income for the year ended December
31, 2004 totaling $201 million. Following extensive
negotiations between various representatives of asbestos
claimants and us, on March 21, 2005, we announced that
we reached an agreement with those parties on the basic
terms of an amended plan of recrganization for Combustion
Engineering and ABB Lummus Global to resolve the
asbestos claims against both companies.

This event, and the resuiting change in estimate relating to
our potential asbestos-related fiabilities, is required under
accounting rules to be recorded in our results for the year
ended December 31, 2004. As a result of the changes
required to reflect that change in estimate, our Consolidated
Financial Statements included in this report differ in certain
respects from the financial information stated in the February
17, 2005 earnings release.
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in the Consolidated Financial Statements, we have adjusted
the preliminary amounts announced in the earnings release
as follows:

Selected Financial Data
Year ended December 31, 2004

As reported on
February 17,
2005  Adjustments(® As adjusted

Loss from discontinued
operations, net of tax

M Adjustments due to changes in asbestos related cost provision.

Analysis of results of operations

Consolidated
Our results from operations were as follows:

Year ended December 31,

Selling, general and
administrative expenses

Interest and other finance

expense, net

Loss from discontinued
operations

Income (loss) from
continuing operations

Diluted earnings (loss) per

O N SO
Income (loss) from . -

..continuing operations . (022 ©30) .. (.27)

CNetloss ] ©02) .. 084 .. (0.86)

{1 at December 31
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A more detailed discussion of the orders, revenues, cost of
sales, selling, general and administrative expenses and EBIT
for each of our individual divisions and segments follows in
sections entitled “Power Technologies,” “Automation
Technologies,” “Non-core activities” and “Discontinued
cperations” below.

Orders

Year ended December 31, 2004 2003 2002

Automation Technologies
Total Core Divisions

Corporate/Cther and inter-
division eliminations

In 2004, orders increased by $1,988 million, or 10 percent
(3 percent in local currencies), to $21,689 million.

Orders received by the core divisions increased by

19 percent in 2004 (12 percent in local currencies), with
orders received by the Power Technologies and Automation
Technologies divisions increasing 22 percent and 17 percent
(15 percent and 9 percent in local currencies), respectively.
Orders received by Non-core activities decreased by

50 percent (53 percent in local currencies) in 2004 as
compared to 2003. Orders valued at approximately

$92 million, or 0.4 percent of 2004 orders, were received
prior to 2004 and were cancelled, but not deducted from
the reported value of orders received, during 2004.

In 2003, orders increased by $548 million, or 3 percent
{decreased by 9 percent in local currencies), to

$19,701 million from $18,153 milion in 2002. This smal
increase in orders was due to a 40 percent (43 percent in
local currencies) decline in orders received by Non-core
activities that substantially offset increases in orders
received by each of the Power Technologies and Automaticn
Technologies divisions of 15 percent (5 percent and

1 percent, respectively, in local currencies). Orders valued at
approximately $136 million, or 0.7 percent of 2003 orders,
were received prior to 2003 and were cancelled, but not
deducted from the reported value of orders received, during
2003. Orders valued at approximately $644 million, or

3.4 percent of 2002 orders, were received prior to 2002 and
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were cancelled, but not deducted from the reported value
of orders received, during 2002.

Year ended December 31,

Orders from Europe remained flat in 2004 and 2003, but
declined 8 percent and 12 percent in local currencies,
respectively. Changes in our orders from Europe from 2002
to 2004 were primarily the result of divestments from the
Building Systems business and a shift to reimbursable
contracts in the Oil, Gas and Petrochemicals business.
Orders from the Americas increased 18 percent (15 percent
in local currencies) during 2004, driven largely by automotive
industries after a decline of 16 percent (18 percent in local
currencies) during 2003.

Asian orders increased 45 percent and 23 percent

(38 percent and 15 percent in local currencies) in 2004 and
2003, respectively, principally resulting from an increase in
orders from China in the same respective periods driven by
economic growth and infrastructure development. South
Asian orders were predominantly from India, where orders
grew in 2004 and 2003, following the Indian government’s
economic liberalization and initiatives. In 2004, orders

from the MEA declined by 6 percent (14 percent in local
currencies) in 2004 compared to 2003, which included
several large orders received by the Power Technologies
division’s Power Systems business area thereby resulting in
an increase of 28 percent (20 percent in local currencies)

in 2003 as compared to 2002.

Order backlog

Year ended December 31, 2004 2003 2002

Corporate/Other and ‘
inter-division eliminations (385) - (415)
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Order backiog increased by $1,058 million, or 9 percent

(3 percent in local currencies), to $12,364 million in 2004 as
an increase in order backlog in the core divisions exceeded
an 18 percent decline (24 percent in local currencies) in the
order backlog in Non-core activities. In 2003, order backlog
decreased by $821 million, or 7 percent (17 percent in local
currencies), to $11,306 milion from $12,127 million in 2002,
as an increase in order backlog in the core divisions was
more than offset by a 48 percent (53 percent in local
currencies) decline in order backlog in Non-core activities.

Revenues
Year ended December 31, 2004 2003 2002

Power Technologies

Corporate/Other and inter-
division eliminations

Revenues increased in each of 2004, 2003 and 2002, driven
by growth in our core divisions partially offset by declines in
Non-core activities.

Revenues increased by $284 milion, or 1 percent (decreased
by 5 percent in local currencies), to $20,721 million in 2004
from $20,427 million in 2003. The relatively flat revenue
growth in 2004 was due to a 61 percent decrease (63
percent in local currencies) in revenues generated by Non-
core activities that substantially offset revenue increases

of 15 percent and 15 percent (9 percent and 7 percent in
local currencies) in the Power Technologies and Automation
Technologies divisions, respectively. In 2003, revenues
increased by $955 million, or 5 percent (decreased by

7 percent in local currencies), to $20,427 million from
$19,472 million in 2002. The increase in revenues in 2003
was due to increases in revenue of 12 percent and

17 percent (2 percent and 3 percent in local currencies) in
the Power Technologies and Automation Technologies
divisions, respectively, partially offset by a 23 percent
decrease (36 percent in local currencies) in revenues in
Non-core activities.
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Year ended December 31,

European revenues decreased 2 percent (10 percent in local
currencies) in 2004 after increasing 5 percent (declining

10 percent in local curencies) in 2003. These changes were
primarily the result of revenue reductions associated with
the Building Systems divestments in the Nordic countries,
Switzerland and in the United Kingdom, substantially offset
by exchange rate effects related to the declining value of

the U.S. dollar over this period. Within Europe, Central and
Eastern European revenues decreased in 2004 after
increasing substantially in 2003. improvement by the core
divisions in this region was more than offset in 2004 by the
shift to reimbursable contracts in cur Oil, Gas and
Petrochemicals business and the sale of businesses from
the Building Systems business. Revenues from the Americas
decreased 7 percent in both 2004 and 2003 (9 percent and
8 percent in local currencies respectively) across all divisions,
primarily reflecting the relatively weak markets in the previous
periods. North American revenues declined in 2003 reflecting
a decline in sales of distribution transformers by the Power
Technologies division. Revenues from Asia increased 22
percent and 23 percent {17 percent and 15 percent in local
currencies) in 2004 and 2003, respectively, primarily
reflecting growth in China. Revenues from India almost
doubled in 2004, after a small decline in 2003. The increase
in Indian revenue in 2004 was across all business areas,
whereas the decline in 2003 reflects the revenues pertaining
to an oil and petrochemicali refinery project in India that
stalled during 2003 due to complications encountered by
the customer in obtaining necessary additional financing.
Revenues in the MEA remained flat (decline of 6 percent in
focal currencies) in 2004 after a period of growth in 2003,
principally due to higher revenues from an Angolan oil and
gas project completed in 2008 resulting in an increase

of MEA revenues in 2003 of 4 percent (2 percent in local
currencies) as compared to 2002.

Cost of sales

Cost of sales decreased by $171 million, or 1 percent

(7 percent in local currencies), to $15,757 million in 2004
after increasing by $830 million, or 5 percent (decreased
7 percent in local currencies), to $15,928 milion from
$15,098 million in 2002,
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Cost of sales consists primarily of labor, raw materials and
related components. Cost of sales also includes provisions
for warranty claims, contract losses and project penalties,
as well as order-related development expenses incurred in
connection with projects for which we have recognized
corresponding revenues. Order-related development is
recorded in cost of sales, and amounted to $727 million,
$886 miflion and $719 million in 2004, 2003 and 2002,
respectively. Order-related development amounts are initially
recorded in inventories as works in progress, and reflected
in cost of sales at the time revenue is recognized.

The gross profit margin on a consolidated basis and for each
core division and Non-core activities, calculated as gross
profit divided by revenues, were as follows:

Year ended December 31,
Power Technologies

22.5%

1 Excludes revenues of $O mition, $421 million and $758 million and gross profit
of 30 million, 3378 million and $707 million of the Group Processes business area in
2004, 2003 and 2002, respectively.

The gross profit margin improved in 2004 as compared to
2003, principally due to an improvement in gross profit
margin in the in the Oil, Gas and Petrochemicals business
area from negative 9.5 percent in 2003 to 9.9 percent in
2004 following a $1,103 million reduction in costs of sales
related to the winding down or culmination of long-term fixed
price contracts.

Selling, general and administrative expenses

Selling, general and administrative expenses decreased by
$131 million, or 3 percent (10 percent in local currencies), to
$3,786 million in 2004 from $3,917 milion in 2003. In 2003,
selling, general and administrative expenses decreased by
$133 milfion, or 3 percent (15 percent in local currencies), to
$3,917 miliion from $4,050 million in 2002.

The components of selling, general and administrative
expenses were as follows: .

Yearsnded December 31, LB 008 002
............................................................ @inmilions) ..
Selingexpenses 1910 | 1830 1815
General and administrative B

EXPeNSes ol 1876 . 2087 2,235
Total selling, general and

administrative expenses 3,786 3,917 4,050

Total seliing, general and
administrative expenses as
a percentage of revenues
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Selling, general and administrative expenses as a percentage
of revenues have decreased in Power Technologies,
Automation Technologies and Non-core activities in each of
the past two years as compared to the previous period.

Selling expenses increased 4 percent and 1 percent
{decreased 3 percent and 11 percent in local currencies)
in 2004 and 2003, respectively. The increase in 2004

was due to growth in selling expense in each of the Power
Technologies and Automation Technologies divisions of

13 percent (6 percent and 5 percent in local currencies,
respectively), partially offset by business divestments and
closures in Non-core activities.

General and administrative expenses decreased by

10 percent and 7 percent (16 percent and 17 percent in
local currencies) in 2004 and 2003, respectively. General
and administrative expenses decreased in 2004 as a

result of business sales and closures in Non-core activities,
partially offset by increases of 2 percent and 15 percent

(a decrease of 5 percent and an increase of 5 percent in
local currencies) in the Power Technologies and Automation
Technologies divisions, respectively. General and
administrative expenses decreased in 2003 as a result of
business sales and closures in Non-core activities, as well as
a decrease of 3 percent (13 percent in local currencies)

in the Power Technologies division and partially offset by

an increase of 6 percent (@ decrease of 10 percent in local
currencies) in the Automation Technologies division. |

General and administrative expenses include non-order
related research and development not related to a specffic
order or project, which increased 9 percent and 11 percent
{(decreased 1 percent and 1 percent in local currencies)

in 2004 and 2003, respectively. Research and development
costs not related to a specific order or project were

$690 million, $635 million and $572 million in 2004, 2003
and 2002, respectively.

General and administrative expenses in 2002 additionally
include the recovery of payments to two former chief
executive officers.

Amortization expense

Amortization expense of other intangibles was $45 million,
$31 million and $45 million in 2004, 2003 and 2002,
respectively. Amortization expense of other intangibles
primarily reflects the amortization of intellectual property
related to an acquisition made in 1999 and the amortization
of patents and other intangible assets from acquisitions held
by the Oil, Gas and Petrochemicals business. The increase
in amortization expense in 2004 was primarily due to the
reclassification of the Oil, Gas and Petrochemicals business
in 2004, and the related recognition of amortization expense
not recorded while this business was classified in
discontinued operations. Amortization of assets ceases
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when the assets meet the criteria to be classified as held for
sale. Amortization expenses for businesses classified in
discontinued operations are not recorded as an amortization
expense in our consalidated results of operations. When a
business is reclassified from discontinued operations, we
recognize in the period of reclassification all amortization
expense that would have been recognized by the reclassified
business during the period of time the business was
classified in discontinued operations as long as this amount
is less than the fair value of the assets on the date the
business is reclassified into continuing operations.

Other income (expense), net

Other income (expense), net, typically consists of:
restructuring expenses; gains or losses from the sale of
businesses, gains or losses from the sale or disposal of
property, plant and equipment; asset write-downs; our share
of income or loss from equity accounted companies,
principally from our Equity Ventures business; and license
income.

Year ended December 31,

Restructuring expenses

Capital gains, nst

Income from licenses,
equity accounted
companies and other

...........................................

Restructuring expenses are described above in
“Restructuring expenses.”

Capital gains, net in 2004 included gains of $33 million on
the sale of land and buildings, $20 million on the sale of our
shares of IXYS Corporation and lesser amounts from a
number of smaller transactions. Capital gains, net in 2003
included gains of $83 milion from the sale of businesses
from the Building System business area, $28 million from the
sale of equity investments in Australia, $26 miflion from the
sale of land and buildings and lesser amounts from a number
of smaller transactions, partly offset by an $80 million loss on
the sale of our equity interest in the Swedish Export Credit
Corporation. Capital gains in 2002 included a $74 mifion
gain on the sale of our Air Handling business, a $22 million
gain from the sale of machinery, land and buildings and a
number of smaller gains.
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Asset write-downs in 2004 included charges of $21 milion

in respect of goodwill, $14 million in respect of an e-business
investment, $8 million in respect of property impairments,

$2 million in respect of machinery and equipment,
approximately $20 million in & write-down of notes receivable
in the Power Technologies division and a number of smalier
write-downs. Asset write-downs in 2003 related to software,
several equity investments, impairments of property and a
number of smaller write-downs. Asset write-downs in 2002
included $25 million in respect of software, $30 million in
respect of a number of equity investments, approximately
$30 million in respect of impairments of property and a
number of smaller write-downs.

License income was $24 million, $25 milion and $14 million
in 2004, 2003 and 2002, respectively, primarily reflecting
income from liquid crystal display licenses.

Income from equity accounted companies was $87 million,
$96 milion and $220 million in 2004, 2003 and 2002,
respectively. Included in these values is income from our
investment in Jorf Lasfar, which operates a power plant in
Morocco, of $68 millicn, $62 milion and $73 milion in

2004, 2003 and 2002, respectively. The decline in 2003 of
incoma from equity accounted companies is primarily

due to the sale of our investment in tha Swedish Export
Credit Corporation, which we divested in the second quarter
of 2003.

Earnings before interest and taxes
Cur EBIT for the years ended December 31, 2004, 2003
and 2002 was as follows:

Year ended Decernber 31,

Oil, Gas and Petrochemical

Building Systems

Corparate/Other and inter- :
division efiminations (507)-

EBIT increased by $727 milion, or 204 percent (186 percent
in local currencies), to $1,084 million in 2004 and by

$158 million, or 79 percent {37 percent in local currencies),
to $357 million in 2003.
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The EBIT margin for our core divisions and on a
consolidated basis for the years ended December 31, 2004,
2003 and 2002, are as follows:

Year ended Decernber 31, 2004 2003 2002

The 2004 EBIT margin decline in the Power Technologies
division principally reflected a $26 million (of which
approximately $20 million was included in cther income
(expense), net) write-down of notes receivable, the increase
in raw materials costs (especially for steel, copper, aluminum
and transformer oif) during the vear, $14 million in project-
related hedging costs incurred following our decision to
cease accounting for certain hedges under Statement of
Accounting Financial Standards No. 133 (or SFAS 133),
Accounting for Derivative Instruments and Hedging Activity
and lower margin turnkey projects in the Utility Automation
Systems business area including, in certain instances, cost
overruns, Lower margin levels in the Power Systems
business area due to continued low capacity utifization also
contributed to the declining EBIT margin in 2004, caused
principally by a lack of large orders received by the high-
voltage direct current business unit and a related declining
order backlog refating to our performance in China and Brazil
of orders with a combined value of approximately $553
million received in 2001. These developments were partially
offset by strong, productivity-driven margin improvements in
the Medium-Voltage Products business area. The EBIT
margin increased in 2003 as compared to 2002, primarily
due to the elimination of overlapping product lines and
production sites, as well as productivity improvements.

The EBIT margin in the Automation Technologies division
increased in 2004 due to increases in EBIT in all business
areas resulting from productivity improvements and
operational excellence initiatives along with a decrease in
restructuring costs in 2004 from 2003. The EBIT margin
increased in all Automation Technologies business areas in
2003 as compared to 2002, primarily due to productivity
improvements and cost savings programs, partially offset
by higher restructuring expenses in 2003 than 2002.

The EBIT margin in Non-core activities improved in 2004 as
compared to 2003, primarily due to charges and losses
realized in 2003 relating to certain large projects in the Qll,
Gas and Petrochemicals business, the $80 millicn loss

on the sale of our investment in the Swedish Export Credit
Corporation and the cessation or transfer of the Group
Processes business. Non-core activities EBIT margin
declined in 2003 due to the aforementioned items in the
Cit, Gas and Petrochemicals business and the Structured
Finance business.
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Net interest and other finance expense

Net interest and other finance expense consists of

interest and dividend income and interest and other finance
expense. Interest and other finance expense includes
expenses associated with the change in fair value of the
embedded derivative that was in our $368 million convertible
bonds, the amortization of costs associated with our credit
facility, the issuance of our debt securities, gains (losses) on
marketable securities and interest expense on our
borrowings.

Year ended December 31, 2004 2003 2002

{$ in millions)

Interest and other finance

BXPRNSe i WO (569) ... (327)
Net interest and other finance
expense 417) (133)

Net interest and other finance expense decreased by
47 percent in 2004 after rising 214 percent in 2003.

Interest and dividend income increased in 2004 due to
higher average balances of cash and marketable securities
in 2004 compared to 2003, as well as higher average market
interest rates. Interest and dividend income decreased in
2003 because market interest rates were lower than those

in 2002 and because our divestments reduced our previous
sources of dividend income.

Interest and other finance expense decreased in 2004 due
to lower average debt levels in the period, partially offset by
higher average interest rates on our borrowings. The debt
repaid in 2004 was largely debt that had been swapped into
floating interest rates. Consequently, fixed rate debt, with
higher average interest rates than our floating rate debt
during 2004, represented an increased proportion of our
total debt balance. Interest and other finance expense in
2004 also included a $43 milion non-cash gain on available
for sale marketable securities contributed to our German
pension funds in 2004 and a $20 million expense relating
to our securitization programs. In 2003, these expenses
included a $40 million loss on the sale of our shares in the
China National Petrochemical Corporation (Sinopec), a

$36 million impairment charge for available-for-sate
marketable securities in Germany and a $21 million expense
relating to our securitization programs. The change in fair
value of the embedded derivative and the amortization of
the related discount on issuance from our $968 million
convertible bonds resulted in an expense of $52 miflion in
2004, as compared to an expense of $84 million in 2003
and a decrease in expense of $215 milion in 2002.
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Provision for taxes

Yearended December 31, . 2004 2008 2002
............................................................................. @inmitons) .
Income (loss) from continuing

operations, before taxes and . :
minorityinerest . .o...861 €0 66,
Provisionfortexes . M) . (248) .. (1)
Effective tax rate for the year . 368.1% (408.3%}) 122.7%

The provision for taxes in 2004 was $311 miliion,
representing an effective tax rate for the year of 36.1 percent.
The provision for taxes in 2004 includes an expense relating
to a valuation allowance of $107 million, predominantly
relating to our operations in certain countries including
Canada and France, and a benefit of approximately $45
million from the losses of a post divestment reorganization
and of $39 million relating to the favorable resolution in

2004 of certain prior year tax matters.

In 2003, the loss from continuing operations before taxes
and minority interest of $60 million included an $84 million
expense comprising the change in fair value of the
embedded derivative and the amortization of the related
discount on issuance from our $988 million convertible bonds
combined with the continued amortization of the discount
on issuance of these bonds. Furthermore, the provision for
taxes includes the release of an approximately $38 million
tax provision related to a tax case ruled in our favor, an
expense of approximately $16 million related to a tax claim
filed in Central Europe. In addition, the provision for taxes
includes a valuation allowance of approximately $258 million
on deferred tax assets as a result of the determination that it
was more likely than not that such deferred tax assets would
no longer be realized within our Oll, Gas and Petrochemicals
business. The effective tax rate in 2003 applicable to income
from continuing operations excluding the tax effect of these
items would have been 37.5 percent.

The effective tax rate in 2002 was 122.7 percent, in part as
a result of a valuation allowance of approximately $33 million
on deferred tax assets in the Oil, Gas and Petrochemicals
busingss. Furthermare, the provision for taxes in 2002
includes a valuation allowance of $17 million on deferred tax
assets and an increased tax expense of $7 million related

to non-deductible expenses under Italian tax law as a result
of the overstatement within the PT-MV BAU in ltaly. The
effective tax rate in 2002 applicable to income from
continuing operations excluding the tax effect of these items
would have been 36.4 percent.

Income (loss) from continuing operations

income (loss) from continuing operations increased by
$819 million to an income of $448 million in 2004 compared
to a loss of $371 million in 2003. The increase reflects
improved EBIT and reduced net interest and other finance
expense in 2004.

Income (loss) from continuing operations deteriorated by
$245 million to a loss of $371 million in 2003 compared
to a loss of $126 million in 2002. The deterioration reflects
increased net interest and other finance expense and
increased tax expense in 2003.

Loss from discontinued operations, net of tax
The loss from discontinued operations, net of tax, are as set
forth below:

Discontinued operations

Combustion Engineering
(Asbestos)

Upstream Oil, Gas and
Petrochemicals

Cther abandoned or sold

Dusinesses ... o) 8 8)
Loss from discontinued o
operations, net of tax - {483) (408) (693)

Tax expense, net, in discontinued operations was $41
million, $42 million and $31 million in 2004, 2003 and 2002,
respectively.

A detailed discussion of the results of the significant
discontinued businesses follows in the section entitled
“Discontinued operations.”

Net loss

As a result of the factors discussed above, net loss improved
by $744 million to a loss of $35 million in 2004 from a loss

of $779 million in 2003. The net loss in 2003 decreased by
$40 million to a net loss of $779 million in 2003 from a net
loss of $818 million in 2002.
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Earnings (loss) per share

Basic and Diluted earnings (loss) per share

Income (loss) from continuing
operations

Loss from discontinued
operations

Basic earnings (loss) per share is calculated by dividing
income {loss) by the weighted-average number of shares
outstanding during the year. Diluted earnings (loss) per share
is calculated by dividing income (loss) by the weighted-
average number of shares outstanding during the year,
assuming that all potentially dilutive securities were
exercised, if dilutive. Potentially dilutive securities comprise:
outstanding written call options, if dilutive; the securities
issued under our employee incentive plans, if dilutive; and
shares issuable in relation to our convertible bonds, if dilutive.

Basic loss per share was $0.02 in 2004 compared to $0.64
in 2003. Basic loss per share was $0.64 in 2003 compared
to $0.74 in 2002.

The difference between the basic and diluted earnings per
share in 2002 primarily reflects the effect of the gain of $215
million recognized in 2002 under SFAS 133 with respect to
changes in the fair value of the embedded derivative and the
amortization of the related discount on issuance from our
$968 million convertible bond.

Power Technologies

Effective January 1, 2005, the business areas within the
Power Technologies division were recrganized into two
businesses areas. The Transformers, Medium-Voitage
Products and High-Voltage Products business areas were
combined to form the Products business area, while the
Power Systems and Utility Automation Systems business
areas were combined to form the Systems business area.
We expect to report future financial results for the Power
Technologies business area based on the Products and
Systems business areas.
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The financial results of the Power Technologies division were
as follows:

Power Technologies

Yearended December 31, o200 2003 e 2002,
............................................................................. Binmllions)
Orders 9,372 7,682 6,686

Selling, general and
administrative expenses

Orders

Orders increased by $1,690 million, or 22 percent

(15 percent in local currencies), to $9,372 million in 2004,
Orders in 2004 grew at a rate between 18 percent and

27 percent (11 percent and 19 percent in local currencies) in
all business areas except for Utility Automation Systems,
where orders increased approximately 12 percent (6 percent
in local currencies). Both base and large orders improved in
2004, with the large order growth driven by an order for the
Three Gorges project in China of approximately $390 million.
Orders from other divisions were $500 million in 2004 as
compared to $435 million in 2003, representing 5 percent
and 6 percent of division orders, respectively.

The proportionate geographic distribution of orders of
the Power Technologies division {(based on the location of
the customer, which may be different from the ultimate
destination of the products’ end use) were approximately
as follows:

Year ended December 31,

Order growth in 2004 was particularly strong in Asia, led by
China where orders almost doubled, making Asia the Power
Technologies division’s second largest regional source of
orders. Orders also grew in Europe in 2004, which continued
to be the division’s largest regional socurce of orders. Orders
in North America increased significantly while orders from
South America decrsased slightly. Orders from MEA were
down due mainly to a lower level of large orders in 2004 than
in 2003.
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in 2003, orders increased by $396 miliion, or 15 percent

(5 percent in local currencies), to $7,682 million. Orders
increased in all business areas, with increases of 30 percent
(20 percent in local currencies) in our Medium-Voltage
Products business area following growth in our base crders,
and 26 percent and 16 percent (13 percent and 8 percent
in local currencies) in the Utility Automation Systems and
Power Systems business areas, respectively. Orders grew
by 13 percent (flat in local currencies) in our High-Voltage
Products business area as large orders from Eastern Europe
and the MEA were partially offset by a decrease from the
United States. Orders in our Transformers business area
increased by 5 percent (decreased by 5 percent in local
currencies).

Order growth in 2003 was driven by growth in the MEA,
Asia and Europe, moderated by a decrease in the Americas.
Orders from other divisions were $435 million in 2003
compared to $433 million in 2002, representing 6 percent
of division orders in both the periods.

Order backiog

Order backlog increased by $844 million, or 14 percent

(6 percent in local currencies), to $6,874 million as at
December 31, 2004 from $8,030 million as at December 31,
2003.

Order backlog increased by $348 milion, or 6 percent
(decreased by 6 percent in local currencies), to $6,030
million as at December 31, 2003 from $5,682 millicn as at
December 31, 2002.

Revenues

The distribution of revenues of the Power Technologies
division by business area for the years ended December 31,
2004 and 2003, were approximately as follows:

Business area

Percentage of revenues
for the Year ended December 31,

High-Voltage Products - 7A7%. L 18%
Utility Auto : 16%

Revenues increased by $1,157 million, or 15 percent

(9 percent in local currencies), to $8,755 miliion in 2004 from
$7,598 million in 2003, princioaly reflecting a 22 percent

(18 percent and 15 percent in local currencies, respectively)
revenue growth in the Medium-Voltage Products and High-
Voltage Products business areas, and a 19 percent

{13 percent in local currencies) increase in the Transformers
business area. Revenues in the Utifity Automation Systems
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business area increased by 11 percent (5 percent in locat
currencies), whereas ravenues in the Power Systems
business area increased by 1 percent (down 5 percent in
local currencies), reflecting a lower level of order backlog of
large projects than in 2003.

Revenues increased by $784 million, or 12 percent

(2 percent in local currencies), to $7,598 million in 2003 from
$6,814 million in 2002. Revenues from our Medium-Voltage
Products business area increased 30 percent (20 percent in
local currencies) in 2003, based mainly on growth in China
and Eastern Europe, while revenues from the High-Voltage
Products business area decreased by 8 percent (4 percent
in local currency terms), as a result of lower order backlog at
the beginning of 2003. Revenues in our Power Systems and
Utility Automation Systems business areas decreased by

8 percent and 10 percent (1 percent and 1 percent in local
currencies), respectively, due to a reduced number of short-
term orders received in the second half of 2002. Revenues
for the Power Technologies division were also negatively
affected by the loss of revenues from three businesses that
were divested in each of the United States, Poland and italy.

The proporticnate geographic distribution of revenues of
the Power Technologies division (based on the location

of the customer, which may be different from the ultimate
destination of the products’ end use) were approximately
as follows:

Year ended December 31, 2004 2003

Regionally, revenues were higher in Europe, MEA and Asia.
Asian revenues in 2004 reflected relatively modest growth in
China, where revenues from the Power Systems business
area declined from a peak in 2003. Revenue growth in the
Americas in 2004 was flat, principally resulting from a decline
in revenues in the United States.

Regionally, in 2003 revenues from Asia and the MEA
significantly increased primarily driven by increased revenues
in China and Saudi Arabia. Revenues from Europe increased
in U.S. dollar terms but decreased slightly in local currencies.
These increases in revenues for 2003 were partly offset

by decreases in the Americas, with the Americas revenues
decline in 2003 reflecting a decline in sales of distribution
transformers by the Power Technologies division.

Revenues from other divisions were $4389 million in 2004
{representing 8 percent of the Power Technologies division’s
revenues), $476 milion in 2003 {representing 6 percent of
division revenues) compared to $298 million in 2002
{representing 4 percent of division revenues).
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Cost of sales

Cost of sales increased by $1,049 million, or 18 percent

(11 percent in local currencies), to $6,976 milion in 2004
from $5,927 million in 2003. The Power Technologies
division’s gross profit margin decreased from 22.0 percent in
2003 to 20.3 percent in 2004, reflecting higher input prices
of raw materials, particularly steel, copper, aluminum and
transfer oil, that principally impacted the Transformers
business area, low capacity utilization of the Power Systems
business area and project-related hedging costs incurred
following our decision to cease accounting for certain
hedges under SFAS 133, offset in part by savings in supply
chain management and productivity improvements.

Cost of sales increased by $621 miillion, or 12 percent

(2 percent in local currencies), to $5,927 million in 2003
from $5,306 million in 2002. The Power Technologies
division’s gross profit margin decreased from 22.1 percent
in 2002 to 22.0 percent in 2003. Despite difficult markets
in 2003 characterized by a less favorable product mix and
price level erosion, most noticeably in our High-Voltage
Products and Transformers business areas, gross profit
margin remained relatively flat mainly due to ongoing
productivity improvements and cost savings.

Selling, general and administrative expenses

Selling, general and administration expenses increased

by $77 million, or 8 percent (flat in local currencies), to
$1,097 million in 2004 from $1,020 miflion in 2003.
Expressed as a percentage of revenues, selling, general and
administration expenses decreased to 12.5 percent in 2004
from 13.4 percent in 2003, reflecting productivity gains
from improved sales and administrative processes and our
restructuring under the Step Change program.

Selling, general and administration expenses increased

by $31 million, or 3 percent (decreased by 8 percent in local
currencies), to $1,020 million in 20083 from $989 million

in 2002. Expressed as a percentage of revenues, selling,
general and administration expenses decreased to

13.4 percent in 2003 compared to 14.5 percent in 2002,
reflecting the benefits of restructuring and efficiency
improvement programs,

Earnings before interest and taxes

EBIT grew $15 million, or 3 percent (2 percent in local
currencies) to $610 million in 2004. EBIT reflected
restructuring expenses of $51 million and $61 milion in 2004
and 2003, respectively.
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EBIT margin for the Power Technologies division was

7.0 percent in 2004 compared to 7.8 percent for 2003. The
decrease in EBIT margin in 2004 principally reflected the
increase in raw materials costs (especially for steel, copper,
aluminum and transformer oil) during the year, a $26 miflion
(of which approximately $20 milion was included in other
income (expense), net) write-down of notes receivable,

$14 milion in project-related hedging costs incurred following
our decision to cease accounting for certain hedges under
SFAS 133, lower margin levels in the Power Systems
business area due to continued low capacity utilization and
lower margin turnkey projects in the Utility Automation
Systems business area including, in certain instances, cost
overruns. These decreases were partially offset by strong,
productivity-driven margin improvements in the Medium-
Voltage Products business area.

EBIT increased by $144 million, or 32 percent (28 percent

in local currencies), to $595 million in 2003 from $451 miltion
in 2002. EBIT margin increased from 6.6 percent in 2002

to 7.8 percent in 2003, caused principally by comparatively
significant improvements from the Medium-Voltage Products,
Utility Automation Systems and Power Systems business
areas due to the elimination of overlapping product lines and
production sites, as well as productivity improvements. EBIT
margin in the Transformers business area remained flat.

Automation Technologies
The financial results of the Automation Technologies division
were as follows:

Automation Technologies

Selling, general and
administrative expenses

EBIT

Orders

Orders increased by $1,643 million, or 17 percent (9 percent
in local currencies), from $9,691 million in 2003 to $11,334
million in 2004. Orders received by the Automation Products
business area increased by 21 percent (13 percent in local
currencies) in 2004 led by an increase in orders from process
industries and building installations customers. Orders
received by the Process Automation business area grew at
11 percent (3 percent in local currencies) in 2004, as growth
in orders from the mining, cement, metals, the cruise and
ferry and oil and gas industries exceeded declining orders
from businesses operating in the chemicals, pharmaceuticals
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and pulp and paper markets. Orders received by the
Manufacturing Automation business area increased by

23 percent (16 percent in local currencies), primarily driven
by orders for automotive systems from North America

and China. Orders from other divisions were $355 million
in 2004, compared to $344 miilion in 2003 representing

3 percent and 4 percent of the division orders, respectively.

The proportionate geographic distribution of orders of the
Automation Technologies division (based on the location of
the customer, which may be different from the ultimate
destination of the products’ end use) were approximately
as follows:

Year ended December 31,

The ultimate destination of our products’ end use is relevant
for the Automation Technologies division as some global
distributors and wholesalers in Europe sell our products in
Asia, the Americas, and MEA. We estimate this volume to be
approximately 10 percent of the division orders, divided
between the ultimate destinations of Asia, the Americas, and
MEA.

In 2004, orders from Asia increased faster than in any

other region. Orders from the Americas also grew, driven by
a large order from the United States automotive sector.
European orders grew in 2004, as increases in orders from
Western Europe, which accounted for more than 90 percent
of European crders, more than offset a reduction in orders
from Eastern Europe following the receipt of a large order in
Poland during 2003. Orders from the MEA increased
moderately.

Orders increased by $1,263 million, or 15 percent (1 percent
in local currencies), to $9,681 million in 2003 compared

to $8,428 million in 2002. Over this period, the Automation
Products business area experienced significant growth in
Asia, which was partially offset by lower orders from Europe
and America. The Process Automation business area
increased the volume of large orders during 2003 by
approximately 87 percent (59 percent in local currencies),
led by a large order for $173 million in the fourth quarter

for turnkey gas compressors for a pipsline project in Poland.
This increase in large orders, however, could not offset a
lower volume of base orders from the paper and minerals
industries. Orders in the Manufacturing Automation business
area decreased on lower orders from the autormotive
industries in North America and Europe. Orders from other
divisions were $344 miliion in 2003 compared to $311
million in 2002.
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European orders increased, reflecting strong order increases
in Eastern Europe moderated by the slower growth in
Western Europe. Orders from the Americas declined in 2003,
primarily reflecting lower orders from the automotive and
other industrial sectors. Orders from Asia increased
significantly in 2003, driven by China and India. Orders from
the MEA in 2003 increased in U.S. dollar terms but
decreased slightly in focal currencies.

Order backlog

Order backlog increased by $496 million, or 13 percent

(7 percent in local currencies), to $4,322 million as at
December 31, 2004 from $3,826 million as at December 31,
2003, principally as a result of increased corder intake during
2004.

Order backlog increased by $340 million, or 10 percent
(decreased by 4 percent in local currencies), to $3,826
milion as at December 31, 2003 from $3,486 million as at
December 31, 2002.

Revenues
The distribution of revenues of the Automation Technologies
division by business area were approximately as follows:

Business area

Percentage of revenues
for the Year ended December 31,

Revenues increased by $1,402 million, or 15 percent

(7 percent in local currencies), to $11,030 million in 2004
from $9,628 million in 2003, principally due to 17 percent

(9 percent in local currencies) revenue growth in the
Autornation Products business area. Revenues in 2004 for
the Process Automation business area increased by

13 percent (5 percent in local currencies), reflecting growth
in the Cil and Gas, Minerals, Turbocharging and Control
Products business units moderated by declines in the Pulp
and Paper and Marine business units. Our Manufacturing
Automation business area, which accounted for 13 percent
of Automation Technologies’ 2004 revenues, grew more
slowly at 4 percent (decreased 4 percent in local currencies)
as a result of a weak backlog of system orders. Revenues
from other divisions were $391 million in 2004 compared to
$356 million in 2003 representing 4 percent of the division
orders for both periods.
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Revenues in the Automation Technologies division increased
by $1,427 million, or 17 percent (3 percent in local
currencies), to $9,628 million in 2003 compared to $8,201
million in 2002. Revenues increased 14 percent (flat in local
currencies) in 2003 in the Manufacturing Autoration
business area. Revenues in the businesses now constituting
the Automation Products and Process Automation business
areas increased 17 percent (2 percent in local currencies), as
sales of products and services increased and despite
declining revenues generated from the paper industry.
Revenues from other divisions were $356 million in 2003
compared to $328 milion in 2002, representing

approximately 4 percent of division revenues in both periods. '

The proportionate geographic distribution of revenues of
the Automnation Technologies division (pased on the location
of the customer, which may be different from the ultimate
destination of the products’ end use) were approximately as
follows:

Year ended December 31, 2004 . 2003

The ultimate destination of our products’ end use is relevant
for the Automation Technologies division as some global
distributors and wholesalers in Europe sell our products in
Asia, the Americas, and MEA. We estimate this volume to be
approximately 10 percent of the division revenues, divided
between the ultimate destinations of Asia, the Americas, and
MEA.

Revenues generated in Asia grew significantly in 2004,
reflecting sales growth in China and india, with the result that
Asia became Automation Technologies’ second largest
regional source of revenues. Revenues increased in Europe,
which remained Automation Technologies’ largest revenue
contributor. Revenues from the Americas fell slightly in 2004
due to lower orders in 2003, principally from the automotive
industry. Revenues from the MEA increased following the
receipt of several large orders in 2003.

In 2003, revenues from Europe increased, as increases in
Eastern Europe were tempered by slower growth in Western
Europe due to lower order backlog at the beginning of 2003.
The Americas increased slightly as compared to 2002, while
revenues from Asia and the MEA increased significantly,
driven by higher revenues in 2003 from Ching, India, Algeria
and the United Arab Emirates.
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Cost of sales

Cost of sales increased $950 million, or 14 percent

(6 percent in local currencies), to $7,785 million in 2004
from $6,835 mitlion in 2003. The Automation Technologies
division's gross profit margin increased to 29.4 percent in
2004 from 29.0 percent in 2003 following cost reduction
and productivity gains from the Step Change program and
operational excellence initiatives, offset in part by increasing
costs for raw materials, particularly steel, copper and oil.

Cost of sales increased $1,075 million, or 19 percent

{4 percent in local currencies), to $6,835 million in 2003 from
$5,760 million in 2002. The Automation Technologies
division’s gross profit margin decreased to 29.0 percent in
2003 from 29.8 percent in 2002. Gross profit margin in 2003
decreased as savings in supply chain management and
manufacturing and engineering activities were more than
offset by increased input prices from our suppliers following
the strengthening of the euro against the U.S. dollar and
price reductions on certain of our products. In 2003, the
gross profit margin remained flat in the Manufacturing
Automation business area, as operational improvements
were offset by an increase in material costs. For the
businesses now constituting the Process Automation and
Automation Products business areas, gross profit margin
declined following cost increases related to systems
projects, despite the declining percentage of revenue
represented by such projects.

Selling, general and administrative expenses

Selling, general and administration expenses increased by
$258 million, or 14 percent (5 percent in local currencies), to
$2,147 million in 2004 from $1,889 million in. 2003.
Expressed as a percentage of revenues, selling, general and
administration expenses decreased to 19 percent in 2004
from 20 percent in 2003, reflecting cost reductions primarily
from the Step change program.

Selling, general and administration expenses increased

by $103 million, or 8 percent (decrsased 8 percent in local
currencies), to $1,889 million in 2003 compared to
$1,786 milion in 2002. Expressed as a percentage of
revenues, selling, general and administration expenses
decreased to 20 percent in 2003 from 22 percent in 2002,
reflecting the impact of the various restructuring and
efficiency improvement programs.

Earnings before interest and taxes

EBIT grew $289 million, or 39 percent (30 percent in local
currencies) to $1,027 million in 2004. EBIT margin increased
to 9.3 percent in 2004 from 7.7 percent in 2003. EBIT
margin increased in all business areas reflecting productivity
improvements, benefits from operational excellence initiatives
and a decrease in restructuring costs in 2004 to $72 million
from $139 million in 2003.
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EBIT increased by $243 million, or 49 percent (30 percent in
local currencies), to $738 million in 2003 compared to $495
million in 2002. All business areas improved in operating
income in 20083, mainly due to productivity improvements
and our cost savings programs. The increase in operating
income was partially offset by higher restructuring costs in
2003, at $139 milion, as compared to $126 million during
2002. As a result, the EBIT margin increased to 7.7 percent
in 2003 compared to 6.0 percent in 2002.

Non-core activities

Orders
Orders received by Non-core activities were as follows:

Year ended December 31,

Orders received declined by 50 percent and 40 percent
(53 percent and 43 percent in local currencies) in 2004 and
2003, respectively. The reductions in orders over these
periods were primarily due to ongoing divestments,
declining orders in the Building Systems business area, the
discontinuation and reduction of activities in the Group
Processes business area and a shift in our Oll, Gas and
Petrochemicals business away from entering into long-term
fixed price contracts toward reimbursable contracts. Non-
core activities orders from other divisions amounted to
$36 million in 2004 (representing 2 percent of the division
orders in 2004), $445 million in 2003 (representing
13 percent of the division orders in 2003} and $980 million
in 2002 (representing 17 percent of the division orders in
2002). The orders received by the Group Processes
business area, which only received internal orders from
other divisions, constituted $413 million and $755 million of
Non-core activities orders received in 2003 and 2002,
respectively.

In 2004, orders for Oil, Gas and Petrochemicals business
area increased mainly through base orders (orders below
$15 million). Large orders in 2004, 2 percent below 2003,
included major projects in Sweden, Russia, China, Poland
and Middle East. Orders increased in all regions during
2004 compared to 2003.

Within the Building Systems business area, 81 percent of
the orders in 2004 were received by our German business
and 6 percent by the now-sold Swiss business.
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In 2004, Non-core activities orders predominantly came from
Europe, with approximately 50 percent of our orders from
Western Europe and approximately 20 percent from Eastern
Europe. The remaining orders were received in roughly equal
proportions from the Americas {principally from the United
States), Asia (principally from China) and the MEA.

In 2003, orders decreased by $2,240 milion, or 40 percent
(43 percent in local currencies), to $3,360 million. This
reduction in orders is partially due to the divestment of
businesses, the performance of the remaining businesses in
the Building Systems business area and the discontinuation
and reduction of activities in the Group Processes business
area. Additionally, this reduction resulted in part from a
decrease in large orders in our Oil, Gas and Petrochemical
business, mainly attributable to our strategic decision to
de-emphasize fixed priced EPC contracts in favor of lower-
risk reimbursable contracts (which generally have lower
order values) and to more selectively tender for project work.

Order backlog
Order backlog in Non-core activities was as follows:

Year ended December 31,

Revenues
Revenues from Non-core activities were as follows:

Year ended December 31,

Revenues decreased by 61 percent and 23 percent

(63 percent and 36 percent in local currencies) in 2004 and

2003, raspectively. Revenues from other divisions amounted
to $52 million, $476 million and $882 million (representing

3 percent, 11 percent and 15 percent of Non-core activities
revenues) in 2004, 2003 and 2002, respectively.
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Oil, Gas and Petrochemicals revenues in 2004 were

43 percent (46 percent in local currencies) lower than 2003,
primarily due to the winding down and reduced scope of
large projects. Revenues from the licensing of process
technologies significantly increased, led by revenues from
the licensing of ethylene and novolen technologies.
Revenues decreased by 18 percent (28 percent in local
currencies) in 2003 compared to 2002, primarily due to the
tower volume of order backlog going into 2003 as a
consequence of aur focus in pursuing reimbursable EPC
projects. In an effort to reduce our exposure 1o risks
associated with long-term fixed price contracts, particularly
in our Oil, Gas and Petrochemicals business, we have been
pursuing instead long-term reimbursable contracts in which
we charge our customers the sum of our materials,
production, logistics, administrative and financial costs,
together with a negotiated operating profit. We believe that
long-term reimbursable contracts, while not eliminating the
risk of loss completely, should generally enable us to recover
from the customer costs relating to contract delays or cost
increases more easily than we can with fixed price contracts,
where we generally must demonstrate that the delays and
increased costs were a direct result of the customer’s action
or omission. Despite our strategy of focusing on
reimbursable contracts, we may continue to experience
losses on our contracts.

Building Systems revenues decreased by 72 percent and
23 percent (74 percent and 34 percent in local currencies) in
2004 and 2003, respectively, primarily resulting from the
sale of businesses. Building Systems revenues in 2004 were
primarily generated in Germany, with 79 percent of 2004
business area revenues, the United States (which we plan to
close} with 10 percent, and Switzertand (sold in February
2004) with 6 percent.

New Ventures revenues came from distributed energy
operations in Europe.

Equity Ventures includes mainly equity accounted companies,
the income from which are recorded in cther income
{expense), net.

Structured Finance revenues decreased in each of 2004 and
2003 due to the ongoing portfolio reduction.

Other Non-core activities include Group Processes,
Customer Service Workshops and Logistic Systems
business areas. Group Processes revenues decreased by
$421 million, or 100 percent, to $0 million in 2004. In 2003,
Group Processes revenues decreased by $183 million, or
44 percent (51 percent in local currencies), to $421 million
in 2003 from $758 million in 2002. This business area
does not generate revenue from third-party sales, with all
the revenues of this business area resulting from internal
charges to other divisions. These decreases were due
principally to the transfer of activities to the other business
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areas or cessation of activities. Of the remaining businesses,
revenues decreased by $6 million and $129 million in

2004 and 2003, respectively, due to the ongoing divestment
and related closing processes in our Customer Service
Workshop and Logistic Systems business areas.

Earnings before interest and taxes
EBIT for Non-core activities was as follows:

Year ended December 31, 2004 2003 2002

The Qll, Gas and Petrochemicals business area in 2004
improved as compared to 2003, reflecting better project
execution capabilities across the organization as well as a
significant reduction in project-related write-offs in 2004.
Stronger performance following the winding down or
culmination of unprofitable long-term, fixed price EPC
projects and increased revenue related to the licensing of
process technologies was partially offset by under
absorption of operating costs by the Floating Production
Systems business. EBIT in 2004 was also negatively
impacted by a charge to depreciation and amortization of
$26 milion for the years 2003 and 2004, This charge was
required in 2004 following the reclassification of this business
area from discontinued operations to continuing operations
(see the section entitled “Discontinued operations” below).

EBIT losses generated by the Qil, Gas and Petrochemicals
business area increased in 2003 compared to 2002, primarily
due to charges in 2003 of approximately $393 million relating
to four large, long-term fixed price projects booked prior

to the implementation of our current bidding strategy that
focuses on reimbursable contracts. The customers and
countries in which these four projects were located are
unrelated. The charges are related 1o delays, project cost
overruns and write-downs of assets that we no longer
considered recoverable.
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EBIT losses generated by the Bullding Systems business
area decreased by $34 million in 2004 as compared to
2003, primarily due to operational improvements and a
reduction in restructuring expenses, primarily in Germany,
partially offset by losses in the United States and the loss of
income from the profitable Nordic businesses sold in 2003
and the Swiss business sold in February, 2004. In 2003,
EBIT losses decreased by $9 million as compared to 2002.
EBIT for 2003 included the gain on sale cf the Nordic
businesses for approximately $124 million, partially offset by
a loss on sale of businesses located in several other
countries, principally Belgium, the Netherlands, Austria and
the UK, of approximately $41 million.

EBIT losses in the New Ventures business area decreased
by $16 million in 2004 compared to 2003. This improvement
resulted partly because in 2004 this area no longer included
the income from our investment in Turbec AB, which
generated negative earnings recognized in 2003. Turbec
was sold in the fourth quarter of 2003. The 2004 operating
loss also includes a $20 million gain on the divestment of
our equity interest in IXYS Corporation. In 2003, EBIT losses
decreased by $16 milion as compared to 2002, largely due
to restructuring activities leading to a significant reduction

in selling, general and administrative expenses and lower
asset write-downs, offset in part by negative earnings from
equity accounted companies related to our investment in
Turbec AB.

EBIT generated by the Equity Ventures business area
decreased by $7 million in 2004 as compared to 2003. The
decline from the EBIT generated in 2003, which included a
$28 million gain on the sale of investments in Australia, was
offset in part by an increase in EBIT from savings in sales,
general and administrative expenses following the cessation
of development activities and from a gain on the sale of an
investment in Oman. In 2003, EBIT increased by $33 million
as compared to 2002, due to the gain realized from
divestments in Australia and savings in sales, general and
administrative expenses.

EBIT losses in the Structured Finance business area
decreased by $51 million in 2004 as compared to 2003,
princioally because 2003 included a loss of $80 million on
the disposal of our investment in the Swedish Export Credit
Corporation (which was offset in part in 2003 by income
from Swedish Export Credit Corporation of $13 million
recognized in other income (expense), net). In 2003, EBIT
decreased by $161 million as compared to 2002 due to the
loss on disposal of our investment in the Swedish Export
Credit Corporation and a reduction in income from the
Swedish Export Credit Corporation of $112 million.
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EBIT generated by the businesses in Other Non-core
activities increased by $35 milion in 2004 as compared to
2003. This improvement was due to the dissolution of

the Group Processes business area, which represented
30 million and $42 million of the losses in 2004 and 2003,
respectively. EBIT generated by the Customer Service
Workshops business arsa improved in 2004 due to a
reduction in restructuring expenses and improved operational
performance by the few remaining units. The Logistic
Systems business area recognized an operating loss of
$24 million in 2004 due to issues relating to the Harare
airport project compieted in 2001, In 2003, EBIT losses in
Other Non-core activities decreased by $100 million as
compared to 2002. Group Processes represented
approximately $42 million and $105 million of the losses in
2003 and 2002, respectively.

Corporate/Other

Corporate and other activities comprise headquarters and
stewardship, research and development and other activities.
EBIT for Corporate and other activities are as follows:

Year ended December 31,

Headquarters and stewardship operating costs increased by
$68 million and $150 million in 2004 and 2003, respectively.
The 2004 expense included a $14 million write-down in
2004 of an e-business investment. The increase in 2003 as
compared to 2002 was mainly due to events in 2002, such
as the recovery of payments from two former chief executive
officers, that did not recur in 2003.

Other operating costs (including Real Estate, Group Treasury
Operations and consolidation} decreased by $70 million and
$77 million in 2004 and 2003, respectively. The improvement
in 2004 occurred in each of Real Estate, Group Treasury
Operations and consolidation. Real estate improved in 2004
as compared to 2003 due to reduced restructuring
expenses. Group Treasury Operations improved in 2004 due
to a reduction in the level of general and administrative
expenses.

Other operating costs improved in 2003 mainly due to lower
costs following the cessation of proprietary trading in 2002
and the consequent reduction in empiloyees in Group
Treasury Operations, as well as a reduction in earnings from
certain intra-company transactions as compared to 2002.
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Discontinued operations

Loss from discontinued operations, net of tax, in our
Consclidated Income Statement reflects primarily the
following.

8 Our Upstream Oil, Gas and Petrochemicals business,
whose sale was completed in July 2004. The remaining
portions of our oil, gas and petrochemicals business
owned by us as at December 31, 2004 do not meet the
accounting critetia required to be classified in
discontinued operations.

= Provisions and other expenses incurred in connection with
asbestos-related claims, including those against our U.S.
subsidiary, Combustion Engineering Inc. An overview of
our potential asbestos-related obligations is contained in
“Contingencies and retained liabilities” below, as weli as in
Note 18 “Commitments and contingencies” of the
Consolidated Financial Statements.

s QOur Reinsurance business, which was sold in Aprit 2004.

u Most of our Power Lines business area, including
operations in Brazil, which were abandoned in 2004,
Nigeria, which were sold in January 2005, Italy, which
were sold in February 2005, and Germany.

= Qur foundry business, which was part of our Automation
Technologies division.

& Qur Wind Energy business in Germany and Greecs, the
majority of which was sold in December 2003.

& Most of our Structured Finance business, which we sold
in November 2002.

& QOur MDCV Cable business located in Germany, which we
sold in January 2004.

® ABB Export Bank, which we sold in December 2003.
® Qur Metering business, which we sold in December 2002.

® | egal, professional and other fees related to the above
disposals.

Loss from discontinued operations, net of tax, was

$483 million, $408 million and $693 million in 2004, 2003 and
2002, respectively. The loss from discontinued operations,
net of tax, and including operational results, accumulated
foreign currency translation adjustments, allocation of
interest in accordance with Emerging Issues Task Force
No.87-24 (EITF 87-24), Allocation of Interest to Discontinued
Qperations, capital gains and losses on sale, impairment
charges, goodwill write-offs and other costs for businesses
classified in discontinued operations for the years ended
December 31, 2004, 2003 and 2002 are as set forth below.
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Discontinued operations

Year ended December 31,

Combustion Engineering
{Asbestos)

Upstream Oil, Gas and
Petrochemicals

Other abandoned or sold T
businesses < {19) @8) (88)

oo '(‘|46§§) D
discontinued operations,
net of tax

In addition to the businesses already classified in
discontinued operations, we may from time to time dispose
of or close businesses that are not integral to our core
divisions. If such a business meets the criteria of SFAS 144,
we will reflect the results of operations from the business as
discontinued operations in our Consolidated Income
Statement and as assets and liabilities held for sale and in
discontinued operations in our Consolidated Balance Sheet.
We will reclassify the prior years' presentation to reflect any
disposals or closures on a comparable basis.

Asbestos

Loss from discontinued operations, net of tax, includes costs
and provisions related to asbestos-related claims, including
those against our U.S. subsidiary, Combustion Engineering
Inc., of approximately $262 million, $142 mitlion and $395
million in 2004, 2003 and 2002, respectively.

An overview of our potential asbestos-refated obligations is
included separately in “Contingencies and retained liabilities.”

Powerlines

Our Powerlines business is a construction business that
operates in a market with very low barriers to entry. This has
resufted in increasing price-based competition with local
competitors in the various countries in which we operate.
The business has consequently experienced declining
revenues, and net losses.
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At the time we decided to exit the Powerlines business, this
business operated in Austria, Germany, ltaly, Saudi Arabia,
Brazil, Venezuela, South Africa and Nigeria. The Nigerian and
ttalian businesses were sold in January 2005 and February
2005, respectively. The Brazilian business was abandoned in
the fourth quarter of 2004. We expect the German business
to be sold during 2005. In the fourth quarter of 2004, we
reclassified the Nigerian, talian, Brazilian and German
businesses to discontinued operations. This reclassification
has been reflected in the financial statements for 2004, 2003
and 2002 and the results of the reclassified businesses are
discussed below. We intend to exit our remaining Powerlines
businesses, although we have not classified them in
discontinued operations.

Revenues were $117 milion, $187 milion and $254 million
in 2004, 2003 and 2002, respectively. We recorded net
losses of $75 million, $10 milion and $17 million in 2004,
2003 and 2002, respectively. The increase in losses in 2004
relates to reducing the book value of net assets to fair

value less costs to sell the operations in ftaly, Germany and
Nigeria, costs related to the abandonment in Brazil and
operational losses.

Upstream Qil, Gas and Petrochemicals

In July 2004 we closed the sale of the Upstream Oil, Gas
and Petrochemicals business to a consortium of private
equity investors, Candover Partners, JP Morgan Partners
and 3i Group, for an initial sale price of $325 million. We
received net cash proceeds from the sale of approximately
$800 million after adjustments for approximately $85 million
of unfunded pension liabilities and changes in net working
capital.

The Upstream Cil, Gas and Petrochemicals business
generated ravenues of $855 million (up to the date of salg),
$1,499 million and $1,535 million in 2004, 2003 and 2002,
respectively.

Revenues declined in 2004 as compared to 2003 due to the
sale of the business in July 2004. Revenues decreased in
2003 as compared to 2002 due to a large project in the
Floating Production Systems unit nearing completion and
the smaller value of new orders due to our pursuit of long-
term reimbursable contracts, rather than long-term fixed
price contracts.

We recorded net losses for the Upstream Qil, Gas and
Petrochemicals business of $70 million and $44 million in
2004 and 2003, respectively, and a net income of $14 million
in 2002. The 2004 net loss of $70 million includes a loss on
disposal of approximately $26 million and compliance costs
relating to violations of the Foreign Corrupt Practices Act,
including aggregate fines of $10.5 million and a $5.8 milion
payment to the United States Securities and Exchange
Commission as a disgorgement of unlawful profits and in
resolution of civil charges, as well as other related costs.
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In 2003, this business generated a net loss of $44 million, a
$58 million decline from net income in 2002 of $14 million.
This decline was primarily due to certain lcss order
provisions in Brazil and the settlement of a project-related
dispute that resulted in an asset write-down in 2003.

Reinsurance business

in April 2004 we sold our Reinsurance business to White
Mountains Insurance Group Limited of Bermuda for gross
cash proceeds of $415 million.

Reinsurance revenues were $138 million, $782 million and
$644 million in 2004, 2003 and 2002, respectively.
Reinsurance revenues decreased in 2004 due to the sale of
the business in April 2004. The increase in revenuss in 2003
as compared to 2002 was primarily due to higher premium
income from increased volumes and higher insurance
premium rates compared to the rates for comparable
products and risks in 2002.

We recorded net losses for our Reinsurance business of

$41 milion and $97 million in 2004 and 2003, respectively,
and a net income of $22 million in 2002. The 2004 net

loss was primarily a result of currency translation effects (as
explained in Note 2 “Significant accounting policies —
Translation of foreign currencies and foreign exchange
transactions” to our Consolidated Financial Statements) of
$32 milion, transaction costs, and price adjustments (as part
of the sales agreement all operational risks and results in
2004 were transferred to the purchaser). The 2003 net loss
includes a $154 million impairment charge, income from
operations of approximately $72 million (resulting from higher
technical insurance results and improved investment income)
in the major operating units and an allocation of interest of
$15 million in accordance with EITF 87-24. The impairment
charge of $154 million recorded in 2003 related to the
anticipated disposal of the Reinsurance business and
principally consisted of impairment charges to assets of

$48 million, to goodwill and other intangible assets of

$89 million and to deferred tax assets of approximately

$16 milion, and selling costs of $25 miliion, offset in part by
an accumulated foreign currency translation gain of

$24 million. The 2002 net incormne of $22 million reflects the
normal operating results of the Reinsurance business.

Wind Energy

Our Wind Energy business primarily focused on the
development and operation of wind parks located mainly in
Europe. While this business purchased equity interests in a
number of established wind park companies, its main focus
remained general wind park construction contracting.
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In December 2003, we sold most of our Wind Energy
business to Gl Ventures AG of Munich, including the majority
of our investment in Windpark Dahme. As part cf this sale,
Gl Ventures also took over most of the projects under
development in our German Wind Energy business and all
the employees. The wind energy business has, since that
time, been non-operative. We also sold one of our equity
participations in Greece as part of a management buy-out in
February 2004 and we intend to sell the remaining Greek
equity participation during 2005. Once this sale is complete
there will be nc other projects or participations in respect of
our Wind Energy business remaining.

Revenues were $0 million, $16 million and $48 million in
2004, 2003 and 2002, respectively.

We recorded net losses of $25 miliion, $42 million and

$1 million in 2004, 2003 and 2002, respectively. The 2004
net loss of $25 million was principally caused by asset
impairment charges relating to the remaining windpark in
Rhodes. The 2003 net loss of $42 milion was comprised
principally of a $25 million loss from disposal (net of a

tax benefit of $10 million), impairment charges to assets
of $9 million and loss from operations of $8 million.

Foundry

Our Foundry business provides furnace systems, pouring
systems, forging systems and related services in Germany,
Sweden, the United States, Brazil and Thailand. We expect
to sell this business in 2005.

Revenues were $41 million, $45 million and $49 million in
2004, 2003 and 2002, respectively. We recorded net losses
of $17 million, $0 million and $0 million in 2004, 2003 and
2002, respectively. The 2004 net loss includes an anticipated
capital loss on divestment and the operational resuits, which
included restructuring costs.

MDCYV Cable business

In January 2004, we sold our MDCV (Mitsubishi-Dainichi
Continuous Vulcanization) cable business. This business was
located in Germany and manufactured medium and high-
voltage cables, cable-systems and accessories for power
suppliers and network operators.

Revenues were $0 million, $74 million and $78 million in
2004, 2003 and 2002, respectively. MDCV Cable business
revenues were $0 million in 2004 due to the sale of the
business. The decrease in 2003 was mainly due to the loss
of important projects. We recorded net losses of $0 miliion,
$24 miflion and $1 million in 2004, 2003 and 2002,
respectively. The net loss was $0 million in 2004 due to the
sale of the business. The 2003 net loss of $24 milion was
comprised principally of impairment charges to assets of
$10 million and a loss from operations of $14 million.
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ABB Export Bank

In December 2003, we completed the sale of ABB Export
Bank, which was part of our Structured Finance business
area and arranged export, trade and project financing.
Revenues were $0 million, $9 million and $17 million in 2004,
2008 and 2002, respectively. Revenues declined in 2003
due to lower business volumes, the sale of assets following
our decision to divest the business and lower interest rates.

We recorded a net loss of $0 million and $9 million in 2004
and 2003, respectively, and a net income of $10 million in
2002. The 2003 net loss of $3 million includes a $12 million
loss on disposal, income from operations of $6 milion and
the allocation of interest expense of $3 million in accordance
with EITF 87-24. The loss on disposal of $12 million for the
sold business was principally comprised of an asset write-
down of $20 million, transaction costs of $1 million, capital
tax expense associated with the disposal of $4 million

and an accumulated foreign currency transiation gain of
approximately $13 million. The 2002 net income of

$10 miltion consisted of normal operational income and the
release of approximately $8 million of excess bad debt
provisions.

Metering

In December 2002, we sold our Metering business. This
business produced electricity, water, energy and gas meters,
metering systems and load control systems.

We recorded net income of $12 million in 2004 and net
losses of $3 million and $54 milion in 2003 and 2002,
respectively. The 2004 net income of $12 million resulted
from the release of provisions originally made at the date
of sale for certain price and net equity adjustments.

The 2003 net loss of $3 million refates to transaction costs
and price adjustments relating to the divestment in 2002.
The 2002 net loss of $54 million included a $48 million loss
on disposal, loss from operations of $3 million and the
allocation of interest expense of $3 miilion in accordance
with EITF 87-24. The loss on disposal of $48 milion
principally consisted of impairment charges in respect

of goodwill and other intangibles of $65 million, transaction
costs and other provisions of $46 million, tax expense
associated with the disposal of $21 million and an
accumulated currency translation loss of $35 million, offset
in part by a gain of $119 million recognized in disposal

of the business.
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Structured Finance

Qur Structured Finance business provided debt capital

for projects and eguipment, and asset-based financing
such as leasing. In November 2002, we completed the
sale of most of our Structured Finance business to General
Electric Capital Corporation (GE) and received cash
proceeds of approximately $2.0 billion. The divestrment
included a put right in favor of GE regarding certain
desigrated assets which was exercised in January 2004
for $28 million as well as some letters of credit for certain
performance related obligations retained by us, of which
approximately $63 million were outstanding at December 31,
2004.

We recorded net income of $14 million in 2004 and net
losses of $29 milion and $183 million in 2003 and 2002,
respectively. The 2004 net income of $14 milion relates

to the settlement of some outstanding matters with GE and
resulted from the release of excess provisions. The 2003

net loss of $29 million primarily relates to a provision taken
with respect to these outstanding matters that were finalized
in 2004. The 2002 net loss of $183 million included a

$146 million loss on disposal, loss from operations of $22
million and the allocation of interest expense of $15 million in
accordance with EITF 87-24. The loss on disposal of

$148 million for the sold business was principally comprised
of an asset write-down of $15 million, goodwill and cther
intangible write-offs of $2 million, transaction costs of

$27 miliion, the fair value for GE's right to require us to
repurchase certain designated assets for $38 million, capital
tax expense associated with the disposal of $10 million and
an accumulated foreign currency translation loss of $54
million.

Liquidity and capital resources

Principal sources of funding

In 2004, 2003 and 2002, we met our liquidity needs using
cash from operations, bank borrowings, the proceeds
from the issuance of debt securities, divestment proceeds,
as well as the sales of receivables under our securitization
programs. The reductions in our credit rating during 2002
{see "Credit Ratings") restricted our access to the capital
markets during 2002 and the first half of 2003. As a result,
we relied increasingly on proceeds from divestments, bank
borrowings, cash from operations, and cash raised from
our capital strengthening program in 2003. Also, in the first
guarter of 2003, we raised approximately $156 million from
the sale of 80 million treasury shares irf two transactions.

During the second half of 2003, we completed a number
of steps to strengthen our Consolidated Balance Sheet and
to improve our liquidity. In September 2003, we issued
convertible unsubordinated bonds of an aggregate principal
amount of 1,000 million Swiss francs, due 2010. See
“Bonds and Notes.” In October 2003, we announced a
three-component capital strengthening program, consisting
of a rights issue providing net proceeds of approximately
$2.5 bilion, a new $1 billion unsecured revolving credit
facility to replace our $1.5 billion credit facility and a bond
offering of 650 million euro (equivalent to approximately
$769 million at the date of issuance). This program has
provided a stronger financial base for the growth of our core
operations, has deleveraged our balance sheet by reducing
our gearing from 87 percent at December 31, 2002 to

71 percent at December 31, 2003 (see “Financial Position”)
and has given us more financial flexibility.

During 2004, our financial position was further strengthened
by the positive cash flow from operating activities of

$962 milion and the proceeds from sales of businesses

(net of cash disposed) of $1,182 million. The cash generated
allowed us to repay maturing debt, repurchase debt

(see "Bond Repurchases”) and further reduce gearing to

64 percent at December 31, 2004 (see “Financial Position”).

We believe that our ability to obtain funding from the
sources described above will continue to provide the cash
flows necessary to satisfy our working capital and capital
expenditure requirements, as well as meet our debt
repayments and other financial commitments for the next
twelve months. Due to the nature of our operations, our
cash flow from cperations generally tends to be weaker in
the first half of the year than in the second half of the year.

Rights issue

On November 20, 2003, our shareholders approved the
issuance of 840,006,602 new shares pursuant to a fully
underwritten rights issue. For each share that they owned,
holders of existing shares were allocated one right to
purchase the offered shares. For every 10 rights, holders of
existing shares were entitled to purchase seven offered
shares. The banks agreed to underwrite 840,006,602 shares
at an issue price of 4.00 Swiss francs per share,
representing an approximate 50 percent discount on the
share price at the time and providing for net proceeds of
$2,487 million. The rights issue was completed on
December 12, 2003 when the cash was received together
with the net proceeds of the bonds of 650 millicn euro
aggregate principal amount (see "Bonds and Notes™). Of
these funds, approximately $1.2 bilion was used to repay
debt maturing in December 2003 and repurchase bonds
with a face value of $94 million, while the remainder was
placed on deposit with banks to be used to repay debt
maturing in 2004,
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Interest rates

We have obtained financing in a range of currencies and
maturities and on various interest rate terms. We use
derivatives to reduce the interest rate and/or foreign
exchange expasures arising on our debt. For example, to
reduce our exposure to interest rates, we use interest rate
swaps to effectively convert fixed rate borrowings into floating
rate liabilities and we use cross currency swaps to effectively
convert foreign currency denominated bonds into U.S. dollar
liabiliies. At December 31, 2004, after considering the
effects of interest rate swaps, the effective average interest
rate on our floating rate long-term borrowings (including
current maturities) of $1,950 milion and our fixed rate long-
term borrowings (including current maturities) of $1,625
million was 5.8 percent and 5.5 percent, respectively. This
compares with an effective rate of 3.2 percent for floating
rate long-term borrowings and 5.8 percent for fixed-rate long-
term borrowings as of December 31, 2003. A discussion

of our use of derivatives to modify the characteristics of our
long-term borrowings is contained in Note 15 to our
Consolidated Financial Statements.”

Bond repurchases

During the first six months of 2004, through open market
repurchases, we repurchased a portion of our public bonds
with a total equivalent face value of $458 milion. These
repurchases included 107 million euro (approximately

$131 miliion) of the 475 million euro 5.125 percent bonds
due 2008, and 26,500 milion Japanese yen (approximately
$243 million) of 50,000 million Japanese yen 0.5 percent
bonds due 2005. The 26,500 million Japanese yen bonds
and the 107 million euro bonds were subsequently cancelled
at the end of July and mid-September 2004, respectively.
During the second half of 2004, a further 6,075 million
Japanese yen 0.5 percent bonds (approximately $55 million)
were repurchased on the open market and were not
cancelled. The open market repurchases resulted in a gain
on extinguishments of debt of approximately $6 milion.
During 2003, we repurchased outstanding bonds with a face
value of $94 million and recorded an insignificant gain on
extinguishments of debt in connection with the repurchases.

On July 28, 2004, we announced tender offers to
repurchase all of the outstanding 300 million euro 5.375
percent bonds due 2005 and 475 million euro 5.125 percent
bonds due 2008, being approximately 275 million euro and
approximately 368 million euro, respectively. In conjunction
with the tender offers, we convened bondholders’ meetings
to vote on amendments to these bonds to allow us to call
and redeem those bonds that were not tendered under the
respective tender offer. Bonds validly tendered and accepted
under the tender offers were settled on September 14,
2004. On September 9, 2004, bondholders approved the
resolutions, which gave us the option to redeem the
outstanding instruments. We exercised our option to redesm
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early the remaining outstanding 2005 and 2006 bonds that
were not tendered and set the redemption date as
September 29, 2004. The open market repurchases,
combined with the tender offers and calls, resulted in a
decrease in total borrowings during 2004 of $1,330 million.

Bonds and notes
In 2004, we did not issue any bonds.

In 2003, we completed two note issuances, including the
issuance of bonds convertible into our shares, as sources of
funding.

In September 2003, we issued convertible unsubordinated
bonds of an aggregate principal amount of 1,000 million
Swiss francs (approximately $722 million at the date of
issuance), due 2010. This transaction lengthened the maturity
profile of our debt, thereby reducing our dependence on
short-term funding. We used the proceeds, net of expenses
and fees, to reduce our drawing under our $1.5 billion

credit facility (see “Credit Facllities”). The convertible bonds
pay interest annually in arrears at a fixed annual rate of

3.5 percent. On issuance, each 5,000 Swiss francs principal
amount of bonds was convertible into 418.41004 fully paid
ABB ordinary shares at an initial conversion price of 11.85
Swiss francs. The conversion price is subject to adjustment
provisions to protect against dilution or change in control. As
a result of the rights issue discussed above, the conversion
price and conversion ratio of the bonds were adjusted to
9.53 Swiss francs and 524.65897 shares, respectively,
effective December 12, 2003, representing 104,931,794 fully
paid ordinary ABB shares if the bonds are fully converted.

The bonds are convertible at the option of the bondholder

at any time from October 21, 2003 up to and including

the tenth business day prior to September 10, 2010. We
may at any time on or after September 10, 2007 redeem the
outstanding bonds at par plus accrued interest if, for a
certain number of days during a specified period of time, the
official closing price of our ordinary shares on the relevant
exchange has been at least 150 percent of the conversion
price. In addition, at any time prior to maturity, we can
redeem the outstanding bonds at par plus accrued interest,
if at least 85 percent in aggregate of the principal amount of
bonds originally issued have been redeemed, converted or
purchased and cancelled. We have the option to redeem the
bonds when due in cash, ordinary shares or any .
combination thereof.




In November 2003, as part of our three-component capital
strengthening program, we issued bonds of an aggregate
principal amount of 850 million euro (approximately

$769 million at the time of issuance), due 2011. These
bonds pay interest semi-annually in arrears at a fixed annual
rate of 8.5 percent. in the event of a change of control of
ABB Ltd, the terms of the bonds require us to offer to
repurchase the bonds at 101 percent of the principal amount
thereof, plus any accrued interest.

In May 2002, we issued $968 million aggregate principal
amount of convertible unsubordinated bonds due 2007. The
bonds pay interest semi-annually in arrears at a fixed annual
rate of 4.625 percent. On issuance each $1,000 principal
amount of bonds was convertible into 87.7489 fully paid
ABB ordinary shares at an initial conversion price of 18.48
Swiss francs (converted into U.S. dollars at a fixed
conversion rate of 1.6216 Swiss francs per U.S. dollar). The
conversion price is subject to adjustment provisions to
protect against dilution or change in control. As a resuft of
the rights issue and resulting increase in our share capital
discussed above, the conversion price of the bonds was
adjusted, effective November 21, 2003, to 14.64 Swiss
francs {converted into U.S. dollars at the fixed exchange rate
of 1.6216 Swiss francs per U.S. dollar), representing a total
of 107,220,546 shares if the bonds were fully converted. As
a result of the amendment to the bonds in May 2004,
described below, the conversicn price of the bonds was
amended to $9.03, representing 107,198,228 shares if the
bonds are fully converted.

The $968 milion bonds are convertible at the option of

the bondholder at any time from June 26, 2002 up to and
including May 2, 2007. We may, at any time on or after

May 16, 2005, redeem the outstanding bonds at par plus
accrued interest if (1) for a certain number of days during

a specified period of time, the official closing price of

our American Depositary Shares on the New York Stock
Exchange exceeds 170 percent of the conversion price

or (2) at least 85 percent in aggregate principal amount of
bonds originally issued have been exchanged, redeemed or
purchased and cancelled. We have the option to redeem the
bonds when due, in cash, American Depositary Shares or
any combination thereof.
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Under Statement of Financial Accounting Standards

No. 133, Accounting for Derivative Instruments and Hedging
Activities, as amended, a component of the convertible
bonds due 2007 had to be accounted for as an embedded
derivative as the shares to be issued upon conversion were
denominated in Swiss francs, while the bonds are
denominated in U.S. dollars. A portion of the issuance
proceeds was deemed to relate to the value of the derivative
on issuance and subsequent changes in value of the
derivative were recorded through eamings and as an
adjustment to the carrying value of the bonds. The aliocation
of a portion of the proceeds to the derivative created a
discount on issuance that was being amortized to earnings
over the life of the bonds. On May 28, 2004, bondholders
voted in favor of our proposed amendment to the terms of
the bonds whereby, if the bonds are converted, we will
deliver U.S. dollar-denominated American Depositary Shares
rather than Swiss franc-denominated ordinary shares.

The conversion price was set at $9.03. As a result of the
amendment, we are no longer required to account for a
portion of the bonds as a derivative. Consequently, on

May 28, 2004, the value of the derivative was fixed and the
amount previously accounted for separately as an
embedded derivative was considered to be a component of
the carrying value of the bonds. This carrying value is being
accreted to the $968 million par value of the bonds as an
expense in interest and other finance expense over the
remaining life of the bonds. The amortization of the discount
on the bonds will be between $7 million and $9 million per
quarter unti! the bonds mature in May 2007.

Also in May 2002, we issued 200 million pounds sterling
(approximately $292 milion at the time of issuance)
aggregate principal amount of bonds due 2009 (sterling-
denominated bonds), which pay interest semi-annually

in arrears at 10 percent per annum. We also issued in May
2002, 500 million euro (approximately $466 million at the
time of issuance) aggregate principal amount of bonds, due
2008 (euro-denominated bonds), which pay interest annually
in arrears at 9.5 percent per annum.

The sterling-denominated bonds and the eurc-denominated
bonds contain certain clauses linking the interest paid on the
bonds to the credit rating assigned to the bonds. If the rating
assigned to these bonds by both Moody’s and Standard

& Poor’s remains at or above Baa3 and BBB-, respectively,
then the interest rate on the bonds remains at the level at
issuance, that is 10 percent and 9.5 percent, for the sterling-
denominated and euro-denominated bonds, respectively. If
the rating assigned by either Moody's or Standard & Poor's
decreases below Baa3 or BBB-, respectively, then the
annual interest rate on the bonds increases by 1.5 percent
per annum to 11.5 percent and 11 percent, for the sterling-
denominated and eurc-denominated bonds, respectively. If
after such a rating decrease, the rating assigned by both
Moody's and Standard & Poor’s returns to a level at or above
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Baa3 and BBB-, respectively, then the interest rates on the
bonds return to their original levels. As a result of the
downgrade of our long-term credit rating by Moody's to Ba2
on QOctober 31, 2002, this step-up clause in interest was
triggered on both bonds. The increase in interest costs is
effective for interest periods beginning after the payment of
the coupon accruing at the date of the downgrade. This
increase in interest rates had no significant impact on 2002
interest expense. The total impact on 2004 and 2003 was
an increase in interest expense of approximately $15 milion
and $13 million, respectively. Future years will also be
affected if our credit ratings do not return to at least both
Baa3 and BBB- from Moody’s and Standard & Poor's,
respectively.

A cross-currency swap has been used to maodify the
characteristics of the sterling-denominated bonds and an
interest rate swap has been used to modify the euro-
denominated bonds. After considering the impact of the
cross-currency and interest rate swaps, the sterling-
denominated bonds effectively became a floating rate U.S.
dollar obligation, while the euro-denominated bonds became
a floating rate euro obligation. In both cases, the floating rate
resets every three months. See Note 15 to our Consolidated
Financial Statements.

Almost all of our publicly traded bonds contain cross-default
clauses which would allow the bondholders to demand
repayment if we were to default on certain borrowings at or
above a specified threshold amount.

Credit facilities

On November 17, 2003, as part of our threg-component
capital strengthening program, we entered into a unsecured
syndicated $1 billion three-year revolving credit facility which
became availabie in December 2003 after the fulfiliment of
certain conditions including the repayment and cancellation
of the previous $1.5 billion facility and the raising of specified
minimum levels of gross proceeds from the rights issue

(see “Rights Issue”) and from the bonds denominated in
euros which were issued in November 2003 (see “Bonds and
Notes"). The $1 billion facility is for general corporate
purposes. At December 31, 2004 and 2003, nothing was
outstanding under the facility and although we currently do
not intend to draw on it, it provides us with additional
financial flexibility.

In November 2004, the facility was amended. The
amendments included a reduction in the level of commitment
fees and the removal of restrictions on us to redeem earty
capital market instruments, such as bonds, having a maturity
date beyond that of the facility.
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The facility contains certain financial covenants in respect

of minimum interest coverage, maximum net leverage and

a minimum level of consclidated net worth. We are required
to meet these covenants on a quarterly basis. Should our
unsecured long-term debt ratings reach certain defined
levels (basically investment grade), these covenants will only
have to be calculated as of June and December of each
year. The facility also contains provisions for the mandatory
prepayment and cancellation of the facility upon a change of
control of ABB Ltd.

The facility imposes restrictions on the amount of third party
indebtedness in subsidiaries other than in the obligors
under the facility, subject to certain exceptions. The facility
also contains certain other undertakings including certain
limitations on disposals of assets, certain restrictions on
mergers and acquisitions and negative pledges.

The facility contains cross-default clauses whereby an event
of default would occur if we were to default on
indebtedness, as defined in the facility, at or above a
specified threshold.

The facility replaced a $1.5 billion 364-day revolving facility
entered into in December 2002 and secured by a package
of assets with & net carrying value of $3.5 billion at
December 31, 2002 and by certain intra-group loans.

The $1.5 billion facility contained certain stringent financial
covenants in respect of minimum interest coverage, total
gross debt, a maximum level of debt in subsidiaries other
than those specified as borrowers under that facility, a
minimum level of consolidated net worth, as well as specific
negative pledges. We were required to meet these financial
covenants at each guarter-end commencing December 31,
2002. in addition, in order to ensure the continued availability
of the $1.5 billion facility until its cancellation in December
2003, we were required to obtain minimum levels

of proceeds from the disposal of specified assets and
businesses and/or equity issuances during 2003.

Securitization programs

In addition to the aforementioned primary sources of
liquidity and capital resources, we also sell certain trade
receivables to Qualifying Special Purpose Entities (“QSPES”),
unrelated to us, primarily through two revolving-period
securitization programs. Solely for the purpose of credit
enhancement from the perspective of the QSPEs, we retain
an interest in the sold receivables. Retained interests at
December 31, 2004 and 2003 amounted to $373 milion
and $320 million, respectively. The fair value of the retained
interests at December 31, 2004 and 2003 was
approximately $349 million and $367 million, respectively.
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The net cash received from (paid to) QSPEs during 2004,
2003 and 2002 was $130 milion, $(119) milion and
$(384) million, respectively, as follows.

Year ended December33. 2004 2008 2002
............................................................................ (inmilions) .
Gross trade receivables

sold to QSPEs R

($25,$505and $832) . 5846: . 5861 5972
Collections made on behalf v

of and paid to QSPEs Sl

($(23), $(696) and $(753))(" . (B,713) . 5,883) (6,074)

Purchaser, liquidity and
program fees

(30, $(2) and $(5)

Decrease (increase) in
retained interests
(30, $117 and $@B7) M

Net cash received from
{paid to) QSPEs during the
year ($2, $(76) and ${(13)}(1

(! Related to assets held for sale and in discontinued operations for 2004, 2003 and
2002, respectively.

At December 31, 2004 and 2003, of the gross trade
receivables sold, the total trade receivables for which

cash has not been collected at those dates amounted to
$1,083 million and $898 million, respectively. Of these
amounts, $54 million and $34 milion at December 31, 2004
and 2003, respectively, was more than 90 days past due.

In addition, we transfer receivables outside of the above
described securitization programs. These transfers were
sales, made without recourse, directly to banks or pursuant
to factoring or similar type arrangements. Total sold
receivables included in these transactions during 2004 and
2003 were approximately $902 milion and $1,400 miliion,
respectively, of which, sales of $159 million and $594 million,
respectively, related to assets held for sale and in
discontinued operations. During 2004 and 2003, the related
costs, including the associated gains and losses, were

$10 million and $12 million, respectively, of which, costs of
$1 million and $3 million, respectively, related to assets

held for sale and in discontinued operations.

For further discussion of our securitization programs, see the
section entitled “Off-balance sheet arrangements” below and
Notes 2 and 7 to our Consolidated Financial Statements.

Credit ratings

Debt ratings are an assessment by the rating agencies of the
credit risk associated with our company and are based on
information provided by us or other sources that the rating
agencies consider reliable. Lower ratings generally result in
higher borrowing costs and reduced access to capital
markets.

At December 31, 2002, after a series of rating downgrades
during 2002, our long-term company ratings were Ba3 and
BBB- (our long-term unsecured debt was rated B1 and
BB+) from Moody's and Standard & Poor’s, respectively. On
January 13, 2003, Standard & Poor’s further lowered our
long-term company rating to BB+ and our long-term
unsecured debt to BB-. In late October 2003, both rating
agencies changed the outlook on these ratings to positive
from negative. On May 18, 2004, Moody's increased our
long-term company rating from Ba3 to Ba2 and our long-
term unsecured debt from B1 to Ba2, both with stable
outlook. On December 6, 2004, Standard & Poor’s changed
the outlook on these ratings from positive to stable. Our
ratings are currently below “investment grade” that would be
represented by Baa3 (or above) and BBB- (or above) from
Moody's and Standard & Poor’s, respectively. A rating below
investment grade is reflected in higher interest costs on
borrowings. Until our credit rating has returned to investment
grade, we do not anticipate having the ability to access the
commercial paper markets.

Restrictions on transfers of funds

We face restrictions on the transfer of funds in various
countries due to local regulations and foreign exchange
restrictions. Funds, other than regular dividends, fees or loan
repayments, cannot be transferred offshore from these
countries and are therefore deposited locally. As a
consequence, these funds are not available within our Group
Treasury Operations to meet short-term cash obligations.
These funds are reported as cash on our Consolidated
Balance Sheet, but we do not consider these funds as
available for the repayment of debt outside the respective
countries where the cash is situated, including those
described below.

Currency and other local regulatory restrictions exist in a
number of countries where we operate, including: Brazil,
China, Egypt, India, Korea, Malaysia, Russia, Saudi Arabia,
South Africa, Taiwan, Thailand, Turkey and Venezuela.

Furthermore, restricted cash amounting to $452 milion and
$433 million at December 31, 2004 and 2003, respectively,
is not included in cash and equivalents but is reflected in
long-term assets on our Consolidated Balance Sheet.

Financial position

Balance sheet

During 2004 and 2003, the divestments and
discontinuations of certain businesses were recorded as
discontinued cperations pursuant to SFAS 144, as
discussed in detail under “Application of Critical Accounting
Policies — Accounting for discontinued operations” above.
Accordingly, the balance sheet data for all periods presented
have been restated to present the financial position and
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results of operations of the businesses meeting the criteria
of SFAS 144 as assets and liabilities held for sale and in
discontinued operations.

Qperating assets

Marketable securities and short-term
investments

QOur operating assets, at December 31, 2004, increased by
5 percent, compared to operating assets at December 31,
2003. Operating assets include marketable securities,
receivables, inventories and prepaid expenses, and exciude
cash and equivalents and assets held for sale and in
discontinued operations.

Our Group Treasury Operations invest the surplus cash
avallable from time to time in time deposits and marketable
securities, with varied maturities based on defined
investment guidelines and the liquidity requirements of the
business. investments which are less than three months in
duration are classified as part of cash equivalents, and those
of more than three months in duration are classified as part
of marketable securities and short term investments.
Receivables, net, as at the end of 2004 increased from the
end of 2003, primarily as a resutt of a decline in the value of
the U.S. dellar, which we use for reporting purposes, against
local currencies. A reduction in receivables, particularly from
Nen-core activities is primarily due to collections from the
contracts completed over the same period, was more than
offset by increases in receivables in the core divisions
resulting from higher volume of revenues. Inventories, net,
increased by 5 percent in local currencies reflecting a higher
order backlog at the end of 2004 compared to the end of
2003.

Operating liabilities

Short-term borrowings and current maturities .-+~
of long-term borrowings -
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Total operating liabilities as at the end of December 2004
decreased by 2 percent compared to operating liabilities at
the end of 2003. Operating liabilities, excluding liabilities held
for sale and in discontinued operations, include accounts
payable, short-term borrowings including current maturities
of long-term borrowings and accrued liabilities and other.

Total accounts payable increased at December 31, 2004
compared to December 31, 2003, as increases in this
account from the core divisions were partially offset by
reductions, primarily from the Qil, Gas and Petrochemicals
business.

Our short-term debt was lower at the end of 2004 than at
the end of 2003, reflecting our debt repayments during the
year (see “Liquidity and capital resources”).

Accrued liabilities and other increased primarily as a result of
higher volume of advances received from customers and
additional provisions in respect of asbestos-related fiabilities,
recorded at December 31, 2004 (see “Asbestos liability”).

Non-current assets

Financing receivables at December 31, 2004, which include
receivables from leases and loans receivable, decreased
compared to December 31, 2003, as we continue to
terminate our lease portfolios and loan receivables within our
Structured Finance business area.

The increase in the value of property, plant and equipment,
net, at December 31, 2004, mainly reflects the decline

in the value of the U.S. dollar, which we use for reporting
purposes, against local currencies. Expressed in local
currency terms, property, plant and equipment decreased
by 3 percent primarily as a result of the sale of real estate
properties, mainly in Switzerland, and normal levels of
depreciation, Capital expenditure during 2004 increased,
with major investments in the core divisions in machinery
and equipments in Germany, italy, Finland and Sweden
partially offset by reduced investments in Non-core activities,
particularly in the Equity Ventures business area.

The reduction in other intangible assets, net mainly reflects
amortization on capitalized software and other intangible
assets.
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During 2004, goodwill increased principally due to a decline
in the value of the U.S. dollar, which we use for reporting
purposes, partly offset by a write-off of $21 million goodwil
related to the sale of businesses.

investments and other decreased, mainly due to write-down
of certain deferred tax assets created in the previous years
as we did not believe the tax assets were more likely than
not to be realized and to a lesser extent due to the sale of
our shares and participations during 2004.

Non-current liabilities

Pensionand o
Deferred taxes

Other liabilities

Total Non-current liabilities

During 2004, long-term borrowings were significantly
reduced through the repayment of maturing bonds, open
market repurchases of public bonds, the tender offer for
certain of our bonds and the call of those bonds not
tendered. Our gearing ratio (defined as total borrowings
divided by the sum of total borrowings and the stockholders
equity including minority interest), excluding the borrowings
in the discontinued operations, was 64 percert at December
31, 2004, compared to 71 percent at December 31, 2003,
reflecting the reduction of our total debt. The reduction in the
value of pension and other employee benefits at December
31, 2004, was mainly due to our contribution of $549 million
of available-for-sale debt securities to certain of our pension
plans in Germany, offset in part by an increase in liabilities
related to the decline in value of the U.S. dollar, our use of a
fower discount rate compared to 2003 and lower
performance of existing plan assets, along with the normal
increase in the pension liabilities during the year.

Other liabilities include non-current provisions of $433 miftion
and $441 millicn, deferred income of $143 million and $158
million, and non-current derivative liabilities of $53 milion and
$40 miillion at December 31, 2004 and 2003, respectively.
included in non-current provisions are amounts accrued for
the estimated environmental remediation costs related to
our former Nuclear Technology business (see Note 18 to our
Consolidated Financial Statements) of $266 million and
$276 million at December 31, 2004 and 2003, respectively.

We entered into certain leasing transactions with U.S.
investors prior to 1899. Prepaid rents that have been received
on these transactions are $314 mitlion and $312 million

at December 31, 2004 and 2003, respectively, and have
been recorded as deposit liabilities. Net gains on these
transactions are being recognized over the lease terms.
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Cash flows

In the Consolidated Statements of Cash Flows, the effects
of the discontinued operations are not segregated, as
permitted by Statement of Financial Accounting Standards
No.95 (SFAS 95), Statement of Cash Flows. The
Consolidated Statements of Cash Flows can be summarized
into main activities as follows:

Year ended December,

Cash flows provided by
{used in) operating activitie

Cash flows provided by
investing activities

Cash flows provided by
{used in) financing activities :

Effects of exchange rate
changes

Adjustment for the net change
in cash and equivalents in
assets held for sale and in
discontinued operations

Net change in cash and
equivalents -~ continuing
operations

150 141

Cash flows provided by (used in) operating activities
Operating assets and liabilities include marketable securities
held for trading purposes, trade receivables, inventories,
payables and other assets and liabilities. Debt and equity
securities that are purchased and held principally for the
purpose of sale in the near term are classified as trading
securities. Cash flows from marketable securities classified
as available-for-sale are reflected in investing activities. Cash
flows from discontinued operations are included in the table
below in the respective divisions in which these businesses
were formerly classified.

Year ended December 31, 2004 2003 2002

Netloss, net of adjustments .
for non-cash items v 9420

Sub-total: Cash flows
provided by {used in) ]
operating activities .. 0962

W Including the entire Oil, Gas and Petrochemicals, Wind Energy, Reinsurance and
Export Bank businesses.
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In 2004, as compared to 2003, cash from operations from
the Power Technologies division decreased, primarily
influenced by lower advances from customers and increased
volume of project receivables. Over the same period, cash
from operations provided by the Automation Technologies
division increased, mainly through higher earnings, higher
advances from customers and the increase of trade
payables. Cash used in Non-core activities was lower
compared to 2003 primarily from the improvements in our
Qil, Gas and Petrochemicals business due to a stronger
focus on cash management and improved collection of
receivables from customers as a result of completion of
several large projects. These factors more than offset the
cash outflows from the Upstream Oil, Gas and
Petrochemicals business due to the cancellation of
securitization programs and other activities involved in the
preparation for the sale of this business. Other cash inflows
in Non-core activities mainly represented the dividend
received from Jorf Lasfar by our Equity Ventures business
area in 2004. Cash used in corporate was lower in 2004
compared to 2003, influenced primarily by lower cash
payments to the Combustion Engineering settlement trust.
Cash inflows from operating activities improved by $1,135
million over 2003.

During 2003, higher earnings and working capital
improvements contributed to increased cash in 2003 as
compared to 2002 from the operating activities of the Power
Technologies and Automation Technologies divisions. These
cash flows were more than offset by cash used in corporate,
which included cash payments of $388 million towards the
settlement of asbestos-related issues as well as cash used
in corporate overheads and interest payments. In addition,
losses from Building Systems and New Ventures business
areas mainly contributed to cash outflows in Non-core
activities during 2003. The net cash used in operating
activities during 2003 was $173 million, compared to a break
even level of cash during the year 2002.

During 2002, net cash provided by operating activities of the
Power Technologies and Automation Technologles divisions
primarily resulted from improved earnings and a reduction of
net working capital. Net cash provided by Non-core
activities, excluding the Oll, Gas and Petrochemicals
businesses, mainly consisted of net cash proceeds from the
sale of marketable securities (trading) of $498 million. The
Qil, Gas and Petrochemicals businesses had an operating
cash outflow due to project losses and higher working
capital levels. Corporate cash outflows were influenced by
increased costs in respect of the credit facility and other
financing arrangements, and included cash payments
related to asbestos-related claims of $246 milion. These
resufted in a break-even level of cash from operations for
2002.
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Cash flows provided by (used in} investing activities

Year ended December 31, 2004 2003 2002

Acquisitions, investments,

divestitures,net . 1158 . 483 | .2365
Asset purchases, net .

ofdisposals ... (@20) . ©92) ... (126)
Otherinvesting activities ©84). 658 . 412,
Sub-total: Cash flows

provided by investing )

activities 354 754 2,651

Investing activities include: accounts receivable from leases
and third party loans (financing receivables); net investments
in marketable securities that are not held for trading
purposes; purchases of property, plant and equipment, net
of disposals; and acquisitions of, investments in and
divestitures of businesses. Net cash provided by investing
activities was $354 milion during 2004, a decrease of $400
million from $754 million during 2003. '

We continued our program of divesting non-core businesses
and other assets during 2004. For 2004, cash inflows from
acquisitions, investments and divestitures, net, were higher
by $670 milion compared to 2003. Significant divestitures
during 2004 were the sale of our Upstream Oll, Gas and
Petrochemicals business ($800 million), the sale of our Re-
insurance business (approximately $280 million) and the sale
of our participations in IXYS Corporation ($42 million).

During 2003, we received cash proceeds of approximately
$149 million from the sale of our 35 percent stake in
Swedish Export Credit Corporation and approximately $90
million from the sale of our investments in two projects in
Equity Ventures business area in Australia. Cash proceeds of
approximately $213 million were received through the sale
of our Building Systems businesses in Sweden, Norway,
Denmark, Finland and Russia. In addition, the sale of the
ABB Export Bank for approximately $50 million, and the sale
of part of our Wind Energy business, part of the New
Ventures business in Non-core activities, were completed
during the fourth quarter of 2003. As a result of these
significant divestitures and net cash outflows of $24 million
for certain smaller investments and disposals, net cash
inflows from purchases of, investments in and divestitures of
businesses was $488 milion during 2003.
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The net cash outflows from the purchase and sale of
property, plant and equipment was higher in 2004 as
compared to 2003, reflecting fewer properties sold in 2004.
Cash outflow for capital investment in property, plant and
equipment remained at the same level for 2004 compared to
2003. Major capital expenditures on investment in machinery
and equipment during 2004 occurred in Germany, ltaly,
Finland and Sweden. For 2004, proceeds of $123 million
were received on the sale of property, plant and equipment
compared to $155 million in 2003. Significant asset sales
during 2004 included the sale of real estate properties in
Switzerland, Germany and Italy.

Cash used for purchases of property, plant and equipment,
net of disposals, was $392 million during 2003, an increase
of $266 million compared to $126 milion during 2002. While
investment in property plant and eguipment remained at
nearly the same level in both 2003 and 2002, proceeds of
approximately $300 million from the sale of our real estate
properties in Sweden in 2002, substantially offset the
outflows of investment in property, plant and equipment.

During 2004, we contributed $549 million of available-for-
sale debt securities to certain of our pension plans in
Germany. A significant portion of these securities was
purchased during 2004, which significantly increased net
cash used in other investing activities. Additionally, cash
outflows in investing activities for 2004 represents the net
investment of cash in marketable securities by Group
Treasury Operations and our Group captive insurance
companies, partly offset by cash inflows from the termination
of lease portfolios and loan receivables from our remaining
Structured Finance business.

Cash provided by other investing activities increased to
$658 million in 2003 from $412 milion in 2002. The cash
provided by other investing activities largely resulted from
cash proceeds of $380 million from the sale of financing
receivables related to our Structured Finance business and
net cash proceeds of $268 million from the sale of
marketable securities that were not held for trading
purposes, primarily relating to the Reinsurance business
which we sold in April 2004 and the sale of our shares in the
China National Petrochemical Corporation (Sinopec Corp.)
for approximately $80 million. The increase in cash provided
by other activities in 2002 was primarily due to a reduction in
investrments in financing receivables.
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Cash flows provided by (used in) financing activities

Yearended December 31, 2008 2008 ....2002
......................................................................... Sinmilions)
Change in borrowings,

netofrepayment .72 (1,018) .. 2799
Treasury and capital stock

tansactions .. @6 2675 g,
Cther financing activities an .88 3.
Sub-total: Cash flows

provided by financing _

activities {2,805) 1,603 (2,793)

Our financing activities primarily include borrowings, both
from the issuance of debt securities and directly from banks,
treasury and capital stock transactions.

Significant cash outflow from financing activities during the
year 2004 included the repayment of maturing bonds, open
market repurchases of public bonds, the tender offer for
certain of our bonds and the call of those bonds not
tendered. See “Liquidity and Capital Resources” for a
detailed discussion on the nature of borrowings. The cash
outflow for the treasury and capital stock transactions
represented payments made in 2004 in respect of certain
tax and other liabilities incurred in connection with the rights
issue carried out during the fourth guarter of 2003.

During 2003, as part of our strategy to lengthen our debt
maturity profile, we replaced maturing short-term borrowings
with long-term borrowings. Cash outflows in connection with
borrowings reflected the repayment of short-term (including
current portion of long-term) borrowings as they fell due,
partially offset by cash inflows from the proceeds of the
1,000 million Swiss francs convertible bonds and 850 million
euro aggregate principal of bonds issued in September and
November 2003, respectively. The net proceeds of the rights
issuance of $2.5 billion, completed in December 2003, and
the proceeds from the sale of treasury shares during the first
quarter of 2003 for $156 million contributed to the overall
net cash inflow of $2,675 million during 2003.

During 2002, net cash outflows from borrowings reflected
our strategy to reduce our overall leve! of borrowings,
particularly in respect of borrowings with maturities of

90 days or less. There were no treasury and capital stock
transactions or dividends paid in 2002.
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Disclosures about contractual obligations and
commitments

Contractual obligations

The following table summarizes certain of our contractual
obligations and principal payments under our debt
instruments and leases at December 31, 2004:

Less than 1-3 3-5 After
Total 1 year years years 5 years

Long-term debt

opligations .. 5350 449 1040 1854 2,007
Capital (finance)
lease obligations 254 25 42 28 .89
Operating lease
obligations 1,924 347 538 389 852

Off-balance sheet arrangements

Commercial commitments

Certain guarantees issued or modified after December 31,
2002 are accounted for in accordance with Financial
Accounting Standards Board Interpretation No.45 (FIN 45),
Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness
of Others. Upon issuance of certain guarantees, a liability,
equal to the fair value of the guarantee, is recorded.

FIN 45 requires that we disclose the “maximum potential
exposure” of certain guarantees, as well as possible
recourse provisions that may allow us to recover from third
parties amounts paid out under such guarantees. The
“maximum potential exposure” as defined by FIN 45 does
not allow any discounting of our assessment of actual
exposure under the guarantees. The information below
reflects our maximum potential exposure under the
guarantees, which is higher than our assessment of the
expected exposure.

Guarantees

The following table provides quantitative data regarding our
third-party guarantees. The maximum potential payments
represent a “worst-case scenario,” and do not reflect our
expected results.

The carrying amount of liabilities recorded in the
Consclidated Balance Shests reflects our best estimate of
future payments we may incur as part of fuffiling our
guarantee obligations.
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December 31, 2004 2003

Maxdmum  Carrying Maximum  Carrying
potential amountof  potential amount of
payments  liabilities payments  fiabilities

Third-party performance

guarantees . 2 1,200 -
Financial guarantees 298 12207 T
Indemnification guarantees 198 - LI . LT
Total ' N 19 1407 -

Guarantees related to third-party performance
Performance guarantees represent obligations where we
guarantee the performance of a third party’s product or
service according to the terms of a contract. Such
guarantees may include guarantees that a project will be
completed within a specified time. If the third party does not
fulfill the obligation, we will compensate the guaranteed
party in cash or in kind.

We retained obligations for guarantees related to the Power
Generation business contributed in mid-1998 to the former
ABB ALSTOM POWER NV joint venture. The guarantees
primarily consist of performance guarantees, advance
payment guarantees and other miscellaneous guarantees
under certain contracts such as indemnification for personal
injuries and property damages, taxes, and compliance with
labor laws, environmental laws and patents. The guarantees
are related to projects that are expected to be completed
by 2015, but in some cases the guarantees have no definite
expiration. In May 2000, we sold our interest in the ABB
ALSTOM POWER NV joint venture to ALSTOM SA
(ALSTOM). As a result, ALSTOM and its subsidiaries have
primary responsibility for performing the obligations that are
the subject of the guarantees. Further, ALSTOM, the parent
company, and ALSTOM POWER NV, formerly ABB ALSTOM
POWER NV, have undertaken jointly and severally to fully
indemnify and hold us harmless against any claims arising
under such guarantees. Our best estimate of the total
maximum potential exposure of quantifiable guarantees
issued by us on behalf of the Power Generation business is
approximately $875 million and $1,200 million at December
31, 2004 and 2003, respectively. We have not experienced
any losses related to guarantees issued on behalf of the
Power Generation business.

We have retained obligations for guarantees related to the
Upstream Oil, Gas and Petrochemicals business sold in
July 2004. The guarantees primarily consist of third-party
performance guarantees, advance payment guarantees and
other miscelianeous guarantees. The guarantees have
maturity dates ranging from one to five years. The maximum
amount payable under the guarantees is approximately
$650 million at December 31, 2004, We have the ability to
recover potential payments under these guarantees through



certain backstop guarantees. The maximum potential
recovery under these backstop guarantees is approximately
$148 million at December 31, 2004,

Guarantees relating to financial obligations

Financial guarantees represent irrevocable assurances that
we wilt make payment to a beneficiary in the event that a
third party fails to fuffill its financial obligations and the
beneficiary under the guarantee incurs a loss due to that
failure.

At December 31, 2004 and 2003, we had $253 milion

and $207 million, respectively, of financial guarantees
outstanding. Of those amounts, $123 million and

$188 million, respectively, were issued on behalf of
companies in which we currently have or formerly had an
equity interest. The guarantees have original maturity dates
ranging from one to thirteen years. Also included in the
$253 million are financial guarantees we retained refated

to the Upstream Qil, Gas and Petrochemicals business sold
in July 2004. The maximum amount payable under these
guarantees is approximately $101 million and the guarantees
have original maturity dates ranging from one to six years
and in some cases have no time-related expiry as they are
contingent on future events.

Guarantees relating to indemnification

We delivered to the purchasers of the Upstream Oil, Gas
and Petrochemicals business and Reinsurance business
guarantees related to assets and liabilties divested in 2004.
The maximum liability at December 31, 2004, of
approximately $49 million and $149 million, relating to the
Upstream Oil, Gas and Petrochemicals business and
Reinsurance business, respectively, will reduce over time,
pursuant to the agreements. The fair value of these
guarantees is not material.

We have indemnified certain purchasers of divested
businesses for potential claims arising from the operations of
the divested businesses, including for asbestos-related
claims arising from the operations of Combustion
Engineering and its predecessors and affiliates. Such
indemnifications have not been fair valued to the extent they
were issued prior to the effective date of FIN 45. Additionally,
in cases where we could not calculate the maximum loss
related to such indemnifications, no amounts have been
included under maximum potential payments in the table
above. Indemnifications for which maximum losses could not
be calculated include indemnifications for legal claims.

Other commitments

We have granted lines of credit and have committed to
provide additional capital for certain equity accounted
companies. At December 31, 2004, the total unused lines of
credit amounted to $78 million and capital commitments
amounted to $24 million.

Securitization programs

In addition to the primary sources of liquidity and capital
resources described in the section entitled “Liquidity and
Capital Resources”, we also sell certain trade receivables to
Qualifying Special Purpose Entities (*QSPESs"), unrelated to
us, primarily through two revolving-period securitization
programs. Under the two securitization programs, neither
QSPE commits to purchase our trade receivables, and the
QSPEs may at any time refuse to continue purchasing our
trade receivables. If both QSPEs simultanecusly refuse to
purchase additional receivables, then we would experience
a temporary loss of cash flow from the sale of trade
receivables over a period of several weeks until new trade
receivables generated by us began to convert to cashin
the normal course of our business.

Solely for the purpose of credit enhancerment from the
perspective of the QSPEs, we retain an interest in the sold
receivables. Pursuant to the requirements of the revolving-
period securitizations, we effectively bear the risk of potential
definquency or default associated with trade receivables
sold or interests retained. Retained interests included in other
receivables at December 31, 2004 and 2003 amounted to
$373 million and $390 million, respectively. The decrease in
the retained interest during 2004 of $17 million was mainly
due to a change in terms of one program, resulting in a
reduction in the level of reserves required. In the normal
course of servicing the assets sold, we evaluate potential
collection losses and delinquencies and update the
estimated fair value of our retained interest. Pursuant to the
terms of the securitization programs, receivables more than
90 days overdue are considered delinquent. An increase in
delinquency rates compared to historic levels will cause an
increase in retained interests, while a decrease in
delinguency rates compared to historic levels will cause a
corresponding decrease in retained interests. Ultimately, if
the customer defaults, we will be responsible for the
uncollected amount up to the amount of cur retained interest
relating to the relevant securitization program. The fair value
of the retained interests at December 31, 2004 and 2003
was approximately $349 milion and $367 million,
respectively.
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We retain servicing responsibility relating to the sold
receivables. Net cash settlements on both programs take
place twice per month. However, in one of the programs
there is, in addition, the daily transfer of collections of sotd
receivables. Under the terms of the latter program, if our
rating falls below BB+ (Standard & Poor’s) or Ba3 (Moody's)
then we may be required to relinquish the right to collect the
sold receivables on behalf of the QSPE, and instead the
cash collection of such sold receivables would be made
directly to the accounts of the QSPE rather than via us.

The net cash received from (paid to) QSPESs during 2004,
2003 and 2002 was $130 million, ${119) million and
$(384) million, respectively, as follows:

Year ended December 31, 2004 2003 2002

Gross trade receivables
sold to QSPEs

($25,8505and $832) - 5846 5,861 5,972
Collections made on behaif

of and paid to QSPEs R T i

($(23), $(696) and $(753) CeRB,713) 7 (5,883) (6,074)

Purchaser, liquidity and
program fees

(80, $(2) and $(&)
Decrease (increase) in
retained interests

($0, $117 and $(87) (1
Net cash received from
(paid to) QSPEs duringthe ~ .. || .
year ($2, $(76) and $(13)) (¥ 1380 . {119) (384)

1 Related to assets held for sale and in discontinued operations for 2004, 2003 and
2002, respectively.

The increase in gross receivables sold in 2004 compared to
2003, is due primarily to an increase in the programs’ size,
a change in the definition of receivables eligible to be sold in
one program and the addition of new sellers to one of the
programs. The decrease in gross receivables sold in 2003,
as compared to 2002, is due primarily to the fact that
businesses which were either classified as discontinued
operations or which we sold were phased out of the
securitization programs during 2003.

We pay purchaser, liquidity and program fees on our
securitization programs. Purchaser and program fees are
based on the amount of funding that we receive, while
liquidity fees are based on the programs’ size. These costs
of $20 million, $21 million and $37 miflion in 2004, 2003 and
2002, respectively, are included in interest and other finance
expense.

At December 31, 2004 and 2003, of the gross trade
receivables sold, the total trade recsivables for which cash
has not been collected at those dates amounted to

$1,083 million and $898 million, respectively. Of these
amounts, $54 million and $34 million at December 31, 2004
and 2003, respectively, was more than 90 days past due.
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In addition, we transfer receivables outside of the above
described securitization programs. These transfers were
sales, made without recourse, directly to banks and/or sales
pursuant to factoring or similar type arrangements. Total sold
receivables included in these transactions during 2004 and
2003 were approximately $302 million and $1,400 million,
respectively, of which, sales of $159 million and $594 million,
respectively, related to assets held for sale and in
discontinued operations. During 2004 and 2003, the related
costs, including the associated gains and losses, were

$10 million and $12 miliion, respectively, of which, costs of
$1 million and $3 million, respectively, related to assets

held for sale and in discontinued operations. The reduction
in the amount of receivables transferred outside of the
securitization programs in 2004 compared to 2003 was
mainly the result of the sale of a business classified in
discontinued operations that had in 2003 generated
significant sales of receivables.

For a further discussion of our securitization programs, see
Notes 2 and 7 to our Consolidated Financial Statements.

Pension and other post-retirement obligations

At December 31, 2004 and 2003, our pension liabilities
exceeded plan assets by $1,451 million and $1,680 million,
respectively. Our other post-retirement plan liabilities
exceeded plan assets by $369 million and $397 million at
December 31, 2004 and 2003, respectively. This
underfunding is not a short-term obligation for us as the
settlement of the pension liability will take place as the
covered employees draw benefits from the plans in the
future.

Variable interests

We are a party to certain off-balance sheet arrangements
including variable interests in unconsolidated entities. See
Note 8 to the Consolidated Financial Statements for
additional information on variable interests.

Related and certain other parties

In the normal course of our activities, we sell products and
derive certain other revenues from companies in which we
hoid an equity interest. The revenues derived from these
transactions are not material for us. In addition, in the normal
course of our activities, we purchase products from
companies in which we hold an equity interest. The amounts
involved in these transactions are not maternial for us. Also,

in the normal course of our activities, we engage in
transactions with businesses that we have divested on terms
that we believe are negotiated on an arm’s length basis.



We have participations in joint ventures and affiliated
companies, which are accounted for using the equity
method. Many of these entities have been established to
perform specific functions, such as constructing, operating
and maintaining a power plant. In addition to our
investments, we may provide products to specific projects,
may act as contractor of such projects or may operate

the finished products. We may also grant lines of credit to
these entities or for specific projects and guarantee their
obligations, as discussed under the section entitled “Off-
balance sheet arrangements” above. These joint ventures,
affiliated companies or project-specific entities generally
receive revenues either from the sale of the final product or
from selling the output generated by the product. The
revenue usually is defined by a long-term contract with the
end user of the output.

Our risk with respect to these entities is substantially
limited to the carrying value of the companies on our
Consolidated Balance Shests. The carrying value for the
equity accounted companies at December 31, 2004 and
2003, was $596 milion and $642 million, respectively.

Our 2004 and 2003 Consolidated Financial Statements
include the following aggregate amounts related to
transactions with equity accounted investees and other
related parties, including related party transactions, that are
recorded in loss from discontinued operations, net of tax,
and assets and liabilities held for sale and in discontinued
operations:

Contingencies and retained liabilities

Environmental

All of our operations, but particularly our manufacturing
operations, are subject to comprehensive environmental
laws and regulations. Violations of these laws could result in
fines, injunctions (including orders to cease the violating
operations) or other penalties (including orders to improve
the condition of the environment in the affected area or to
pay for such improvements). [n addition, environmental
permits are required for our manufacturing facilities (for
example, with respect to air emissions and wastewater
discharges). In most countries in which we operate,
environmental permits must be renewed on a regular basis
and we must submit reports to environmental authorities.
These permits may be revoked, renewed or modified by the
issuing authorities at their discretion and in compliance with
applicable laws. We have implemented formal environmental
management systems at nearly all of our manufacturing sites
in accordance with the international environmental
management standard ISO 14001, and we belisve that we
are in substantial compliance with environmental laws,
regulations and permit requirements in the various
jurisdictions in which we operate, except for such instances
of non-compliance that, in the aggregate, are not reasonably
likely to be material.

In a number of jurisdictions, including the United States, we
may be liable for environmental contamination at our present
or former facilities, or at other sites where wastes generated
from our present or former facilities were disposed. In the
United States, the Environmental Protection Agency and
various state agencies are responsible for regulating
environmental matters. These agencies have identified
certain of our current and former U.S. based companies as
potentially responsible parties in respect to a number of such
sites under the Comprehensive Environmental Response,
Compensation, and Liability Act, the Resource Conservation
and Recovery Act and other federal and state environmental
laws. As a potentially responsible party, we may be liable for
a share of the costs associated with cleaning up these sites.
As of December 31, 2004, there were approximately 25
sites, at which our companies have, or may be potentially
responsible for, environmental clean up costs. These 25 sites
include several of our current or former facilities where we
have undertaken voluntary corrective actions. The clean up
of these sites involves primarily soil and groundwater
contamination. We do not believe that our aggregate liability
in connection with these sites will be material.
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Generally, our liability with regard to any specific site will
depend on the number of potentially responsible parties,
their relative contributions of hazardous substances or
wastes to the site and their financial resources, as well as on
the nature and extent of the contamination. Nevertheless,
such laws commonly impose strict liability jointly and
severally on the parties involved, so that any one party may
be liable for the entire cost of cleaning up a contaminated
site.

In addition, we retained liability for certain specific
environmental remediation costs at two sites in the United
States that were operated by our Nuclear technology
business, which has been sold to British Nuclear Fuels PLC
(BNFL) in April 2000. Pursuant to the purchase agreement
with BNFL, we have retained all of the environmental liabilities
associated with our subsidiary Combustion Engineering
inc.’s {(Combustion Engineering) Windsor, Connecticut facility
and a portion of the environmental liabilities associated with
our ABB C-E Nuclear Power Inc. subsidiary’s Hematite,
Missouri facility. The primary environmental liabilities
associated with these sites relate to the costs of remediating
radiological and chemical contamination at these facilities.
Such costs are not payable until a facility is taken out of use
and generally are incurred over a number of years. Although
it is difficult to predict with accuracy the amount of time

it may take to remediate radiological contamination upon
decommissioning, based on information that BNFL has
made pubiicly available, we believe that it may take until 2013
to remediate the Hematite site. With respect to the Windsor
site, we believe the remediation may take until 2008. At the
Windsor site, a significant portion of the contamination is
related to activities that were formerly conducted by or for
the United States government. We believe that a significant
portion of the remediation costs for this facility will be covered
by the United States government under the government's
Formerly Utilized Sites Remedial Action Program. As a result
of the sale of the Nuclear Technology business, in 2000 we
established in other liabilities a reserve of $300 million in
connection with our estimated remediation costs related to
both facilities. We have estimated the total contingent liability
in a range of loss from $266 million to $447 million. As such,
at December 31, 2004, we have recorded in other liabilities a
reserve of $266 million, net of payments since inception of
$34 million. Expenditures charged to the remediation reserve
were $10 million, $6 million and $12 million during 2004,
2003 and 2002, respectively. In connection with the Chapter
11 filing by Combustion Engineering discussed below, we
will assume any and retain all remaining environmental
liabilities of Combustion Engineering in respect to the
Windsor and Hematite sites.
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Estimates of the future costs of environmental compliance
and liabilities are imprecise due to numerous uncertainties.
Such costs are affected by the enactment of new laws and
regulations, the development and application of new
technologies, the identification of new sites for which we
may have remediation responsibility and the apportionment
of remediation costs among, and the financial viability of,
responsible parties. In particular, the exact amount of the
responsibility of the United States government for the
Windsor site cannot be precisely estimated. It is possible
that final resolution of environmental matters may require us
to make expenditures in excess of our expectations, over
an extended period of time and in a range of amounts that
cannot be reasonably estimated. Although final resolution
of such matters could have a material effect on our
Consolidated Income Statement in a particular reporting
pericd in which the expenditure is incurred, we believe that
these expenditures will not have a material adverse effect
on our Consolidated Financial Statements.

Ashestos liability

Summary

Our Combustion Engineering subsidiary has been a co-
defendant in a large number of lawsuits claiming damage for
personal injury resulting from exposure 1o asbestos. A
smaller number of claims have also been brought against
two other subsidiaries, ABB Lummus Global Inc. (“Lummus”)
(which is part of our Oil, Gas and Petrochemicals business
and was formerly a subsidiary of Combustion Engineering)
and Basic Incorporated (*Basic”) (which was a subsidiary

of Combustion Engineering and of Asea Brown Boveri Inc.
(“Asea Brown Boveri") and is now a subsidiary of ABB
Holdings Inc. (*Holdings”) following the merger in December
2004 of Asea Brown Boveri into Holdings), as well as
against other ABB group entities. In late 2002, taking into
consideration the growing number and cost of asbestos-
related claims, Combustion Engineering and we determined
that Combustion Engineering’s asbestos-related liability
should be resolved through a comprehensive settlement
that included a plan of reorganization for Combustion
Engineering under Chapter 11 of the U.S. Bankruptcy Code.

In November 2002, Combustion Engineering and the
representatives of various asbestos claimants entered into a
Master Settlement Agreement which settled the value of
approximately 154,000 open asbestos-related claims
against Combustion Engineering. Under that agreement,
Combustion Engineering established and funded a trust {the
“CE Settlement Trust”) to provide for partial payment on
such settled claims. '
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In January 2008, Combustion Engineering reached
agreement with various creditors (including representatives of
the asbestos claimants who participated in the Master
Settlement Agreement and a representative of future
claimants) on the terms of a proposed “Pre-Packaged Plan
of Reorganization for Combustion Engineering” under
Chapter 11 of the U.S. Bankruptcy Code (as amended
through June 4, 2003, the “CE Plan”). The CE Plan provided
for a “channeling injunction” to be issued, under which
asbestos-related claims related to the operations of
Combustion Engineering, Lummus and Basic could only be
brought against a trust (separate from the CE Settlement
Trust established under the Master Settlement Agreement)
to be established and funded by Combustion Engineering,
ABB Ltd and other ABB group companies. This channeling
injunction was intended to free Combustion Engineering,
ABB Ltd and affiiates, as well as certain former direct or
indirect owners, joint venture partners and affiliates of
Combustion Engineering, including ALSTOM and ABB
ALSTOM POWER NV, from further liability for such claims.

The CE Plan was filed with the U.S. Bankruptcy Court

on February 17, 2003, and confirmed by the District Court
on August 8, 2003. However, on December 2, 2004,

the Court of Appeals for the Third Circuit effectively reversed
the District Court's confirmation order. The Court of
Appeals remanded the CE Plan to the District Court for a
determination of whether, in light of the pre-petition
payments made by Combustion Engineering to the CE
Settlernent Trust under the Master Settiement Agreement
and the fact that claimants who received partial payments
of their claims under the Master Settlement Agreement
participated in the approval of the plan, the treatment of
asbestos-related personal injury claims against Combustion
Engineering under the CE Plan was consistent with the
requirements of the Bankruptcy Code. Combustion
Engineering and we have been reviewing the Court of
Appeals’ decision and considering various options to resolve
the asbestos-related fiability of Combustion Engineering,
Lummus and Basic.

In March 2005, following extensive discussions with certain
representatives of various parties, including the Creditors
Committee and the Future Claimants Representative
appointed in the Combustion Engineering case, we reached
an agreement on certain "settlement points” for modifying
the CE Plan with a view to bringing it into conformity with the
Court of Appeals’ decision and for providing a mechanism
for resolving finally Lummus’ potential asbestos liability. The
settlement points contemplate, that the modified plan will
continue to reflect the CE Plan’s fundamental approach of
channeling asbestos-related claims against Combustion
Engineering to a trust funded in part by other entities of the
ABB group of companies. The settlement points provide for
us to make an additional contribution of approximately

$232 miliion to pay present and future asbestos claimants of

Combustion Engineering and Lummus. in addition, the
settlement points provide that we will pay directly or indirectly
up to $8 million in respect of certain approved legal fees in
the Chapter 11 case of Combustion Engineering. The
settlement points contemplate that the modified CE Plan will
become effective under the Bankruptcy Code concurrently
with a separate Chapter 11 plan of reorganization for
Lummus. The parties are now working to reach agreement
on other issues relating to, and details of, the proposed
modiified plan and related proceedings involving Lummus
and to prepare the related documentation. Each of the
proposed plans will require approval of creditors and be
subject to court review.

One of the holdings of the Court of Appeals was that the
asbestos-related claims against Basic that are not related
to Combustion Engineering’s operations could not be
“channeled” to the proposed trust under the CE Plan.

The proposed plans do not address Basic, and we expect
that Basic’s asbestos-related liabilities will have to be
resolved through its own bankruptcy or similar U.S. state
court liquidation proceeding, or through the tort system.

Background

When we sold our 50 percent interest in the former ABB-
ALSTOM POWER NV joint venture to ALSTOM in May 2000,
we retained ownership of Combustion Engineering, a
subsidiary that had conducted part of our former power
generation business and that now owns commercial real
estate that it leases to third parties. Combustion Engineering
is a co-defendant, together with other third parties, in
numerous lawsuits in the United States in which the plaintiffs
claim damages for personal injury arising from exposure

to asbestos in equipment or materials that Combustion
Engineering allegedly supplied or was responsible for,
primarlly during the earty 1970s and before.

From 1989 through February 17, 20083 (the date that
Combustion Engineering filed for Chapter 11 as described
below), approximately 438,000 asbestos-related claims were
filed against Combustion Engineering. On February 17,
2003, there were approximately 164,000 asbestos related
personal injury claims pending against Combustion
Engineering. There were approximately 138,000 such claims
pending against Combustion Engineering on December 31,
2002, and approximately 94,000 such claims were pending
on December 31, 2001. Of the approximately 164,000 claims
that were pending on February 17, 2003, approximately
154,000 are claims by asbestos claimants who participated
in the Master Settlement Agreement. Approximately

23,000 new claims were made in the perod from January 1,
2003, to February 17, 2003 (all but 111 of which agreed to
participate in the Master Settlement Agreement).
Approximately 34,500 claims were resolved in 2002 and
approximately 27,000 claims were resolved in 2001.
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Other entities of ours have sometimes been named as
defendants in asbestos-related claims, including Lummus
and Basic. At December 31, 2004 and 2003, there were
approximately 11,000 claims pending against Lummus and
4,300 and 4,200 claims, respectively, pending against Basic.

Additionally, at December 31, 2004 and 2003, there were
approximately 12,400 and 8,700 asbestos-related claims
pending against our entities other than Combustion
Engineering, Lummus and Basic. These claims are unrelated
to Combustion Engineering and will not be resolved in the
Combustion Engineering bankruptcy case. Of the 12,400
claims outstanding at December 31, 2004, approximately
3,660 are claims that were brought in the state of Mississippi
in the United States, in 7 cases that include muitiple plaintiffs
and hundreds of co-defendants and make no specific
allegations of any relationship between any entity of ours and
the plaintiffs. Approximately 4,240 of such claims have been
brought in the state of Chio in the United States by claimants
represented by a single law firm in cases that typically name
50 to 60 co-defendants and do not allege any specific
linkage between the plaintiffs and any entity of ours.
Approximately 2,700 such claims are pending in the state of
West Virginia in the United States. The remaining such
claims are pending in various jurisdictions. We generally seek
dismissals from claims where there is no apparent linkage
between the plaintiffs and any entity of ours. To date,
resolving claims against our entities other than Combustion
Engineering, Lummus and Basic has not had a material
impact on our consolidated financial position, results of
operations or cash flows.

Negotiations with representatives of asbestos
claimants and pre-packaged Chapter 11 filing

During 2001 and 2002, Combustion Engineering
experienced a significant increase in the level of new claims
and higher total and per-claim settlement costs as compared
to prior years. In October 2002, Combustion Engineering
and we determined that it was likely that the expected
asbestos-refated costs of Combustion Engineering would
exceed the value of its assets (3812 million at September 30,
2002 and $828 million at December 31, 2002) if its historical
settlement patterns continued into the future. In October
2002, Combustion Engineering and we determined to resolve
the asbestos-related liability of Combustion Engineering and
its affiliates by reorganizing Combustion Engineering under
Chapter 11, the principal business reorganization chapter of
the U.S. Bankruptcy Code. Combustion Engineering and we
determined to structure the Chapter 11 reorganization as a
“pre-packaged plan,” in which Combustion Engineering
would soficit votes from asbestos claimants to approve the
plan before the Chapter 11 case was filed with the
Bankruptey Court.
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Beginning in October 2002, Combustion Engineering and
we conducted extensive negotiations with representatives of
certain asbestos claimants with respect to a pre-packaged
plan. On November 22, 2002, Combustion Engineering
and the asbestos claimants’ representatives entered into a
Master Settlement Agreement for settling open asbestos-
related personal injury claims that had been filed against
Combustion Engineering prior to November 15, 2002.
Combustion Engineering also agreed, pursuant to the
Master Settlement Agreement, to form and fund the CE
Settlement Trust to administer and pay the asbestos-related
personal injury claims settled under the Master Settlement
Agreement. Under the terms of the Master Settlement
Agreement, efigible claimants who met all criteria to qualify
for payment were entitled to receive a percentage of the
value of their claim from the CE Settiement Trust and retain
a claim against Combustion Engineering for the unpaid
balance (the “stub claim”). The Master Settlement
Agreement divides claims into three categories based on
the status of the claim at November 14, 2002, the status of
the decumentation relating to the claim and whether or not
the documentation establishes a valid claim eligible for
settlement and payment by Combustion Engineering. The
Master Settlement Agreement was supplemented in January
20083 to clarify the rights of certain claimants whose right to
participate in a particular payment category was disputed.
The Master Settlement Agreement, as supplemented, settles
the value of and provides for the partial payment on
approximately 154,000 open asbestos-related personal
injury claims that had been lodged against Combustion
Engineering.

The Master Settlement Agreement, as supplemented,
provided that the CE Settlement Trust was tc be funded by:

® cash contributions from Combustion Engineering in the
amount of $5 million;

® cash contributions from ABB Inc., a subsidiary of ABB
Ltd, in the amount of $30 million; :

® 3 promissory note from Combustion Engineering in the
principal amount of approximately $101 million
(guaranteed by Asea Brown Boveri, now merged into
Holdings); and

® an assignment by Combustion Engineering of the
$311 million unpaid balance of principal and interest due
to Combustion Engineering from Asea Brown Boveri,
now merged into Holdings, under a loan agreement dated
May 12, 2000 (guaranteed by ABB Ltd).
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Approximately 154,000 eligible claimants have entered into
the Master Settlement Agreement or adopticn agreements
with Combustion Engineering and the CE Settlement Trust
and have received partial payment on their claims.

Pre-packaged plan of reorganization _

On January 17, 2003, we announced that Combustion
Engineering and we had reached an agreement on a
proposed Pre-Packaged Plan of Reorganization for
Combustion Engineering under Chapter 11 of the U.S.
Bankruptcy Code. The agreement was reached with
representatives of certain asbestos claimants with existing
asbestos-related personal injury claims against Combustion
Engineering (encompassing both claimants who had lodged
claims prior to November 15, 2002, and ¢laimants who

had filed claims on or after that date and were not eligible to
participate in the Master Settlement Agreement) and with
the proposed representative of persons who may be entitled
to bring asbestos-related personal injury claims in the future.

As proposed, the CE Plan provided for the creation of

the Asbestos Pl Trust, an independent trust separate and
distinct from the CE Settlement Trust, and addressed
Asbestcos Pl Trust Claims, which consist of present and
future asbestos-related personal injury claims (including the
stub claims of claimants who previously settled pursuant

to the Master Settlement Agreement) that arise directly or
indirectly from any act, omission, products, or operations of
Combustion Engineering, Lummus or Basic. The CE Plan
provided that, if it were to become effective, a channeling
injunction would be issued under Section 105 of the U.S.
Bankruptcy Code pursuant to which the Asbestos P! Trust
Claims against ABB Ltd and certain of its affiliates (including
Combustion Engineering, Lummus and Basic) would be
channeled to the Asbestos Pl Trust. The effect of the
channeling injunction contemplated by the CE Plan would
be that the sole recourse of a holder of an Asbestos Pi
Trust Claim would be to the Asbestos Pl Trust and such
holder would be barred from asserting such a claim against
ABB Ltd and the affiliates covered by the injunction
{including Combustion Engineering and, under the CE Plan
as proposed, Lummus and Basic).

As proposed, the CE Plan provided that on its effective date,
the Asbestos Pl Trust would be funded with the following:

m 2 $20 milion 5 percent term note (the “CE Convertible
Note”} with a maximum term of ten years from the
effective date of the CE Plan, to be issued by Combustion
Engineering and secured by its Windsor, Connecticut real
estate and real estate leases (under certain specified
contingencies, the Asbestos Pl Trust may have the right to
convert the term note into ownership of 80 percent of the
voting securities of the reorganized Combustion
Engineering);

m excess cash held by Combustion Engineering on the
effective date of the CE Plan (the "Excess CE Cash™);

® anon-interest bearing promissory note (the "ABB
Promissory Note”) to be issued by ABB Inc. and ABB Lid,
and guaranteed by certain ABB Ltd subsidiaries, in
an aggregate amount of up to $350 million payable in
instafiments (including two $25 million payments
contingent upon ABB Ltd generating an earnings before
interest and taxes margin of 12 percent in 2007 and
2008);

® a non-interest bearing promissory nate to be issued on
behalf of Lummus (the “Lummus Note”) in the amount of
$28 million payable in relatively equal annual instaliments
over 12 years;

® 3 non-interest bearing promissory note (the “Basic Note”)
to be issued on behalf of Basic in the aggregate
amount of $10 million payable in relatively equal annual
installments over 12 years;

m 30,298,913 shares of ABB Ltd (the “CE Settlement
Shares”), which had a fair value of $170 million,
$154 million and $86 million at December 31, 2004, 2003
and 2002, respectively; and

® an assignment by Combustion Engineering, Lummus,
and Basic to the Asbestos PI Trust of any proceeds
under certain insurance policies. As of December 31,
2004, aggregate unexhausted product fiability limits under
such policies were approximately $200 million for
Combustion Engineering, approximately $43 milion for
Lummus and approximately $28 million for Basic,
although amounts ultimately recovered by the Asbestos Pl
Trust under these policies may be substantially different
from the policy limits. in addition, Combustion Engineering
would assign to the Asbestos Pl Trust scheduled
payments under certain of its insurance settlement
agreements ($78 million at December 31, 2004). (The
proceeds and payments to be assigned are together
referred to as “Certain Insurance Amounts”).

In addition, the CE Plan as proposed provided that if
Lummus were sold within 18 months after the CE Plan’s
effective date, ABB Inc. would contribute $5 millicn to the
CE Settlement Trust and $5 million to the Asbestos P!l Trust
(together, these payments are referred to as the “Lummus
Sale Payments”). If the CE Settlement Trust has ceased to
exist at that time, both $5 million payments would be
made to the Asbestos Pl Trust, but in no event would this
contribution exceed the net proceeds from the sale of
Lummus.
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Upon the effective date under the CE Plan, ABB Inc. would
indemnify the Combustion Engineering estate against up to
$5 milion of fiability on account of certain contingent claims
held by certain indemnified insurers. Further, on the effective
date, Asea Brown Boveri (now merged into Holdings) would
provide for the benefit of Combustion Engineering a nuclear
and environmental indemnity with regard to obligations
arising out of Combustion Engineering’s Windsor,
Connecticut, site. The two indemnities described in this
paragraph are referred to as the “Related Indemnities.”

Judicial review process

The solicitation of votes to approve the CE Plan began on
January 19, 2003. Combustion Engineering filed for Chapter
11 in the U.S. Bankruptcy Court in Delaware on February 17,
20083, based on the terms previously negotiated in
connection with the CE Plan. On June 23, 2003, the
Bankruptcy Court issued its Order Approving the Disclosure
Statement but Recommending Withholding of Cenfirmation
of the Plan of Reorganization for Combustion Engineering
for Ten Days (the “Initial Ruling”) and related findings of fact.
The Inttial Ruling approved the disclosure statement that was
the document used as the basis for soliciting approval of

the CE Plan from asbestos claimants and verified the voting
results that approved the CE Plan and indicated that the
Bankruptcy Court would recommend that the CE Plan be
confirmed if Combustion Engineering and we could establish
to the court’s satisfaction certain specified information. We
then submitted the additional information for the court’s
consideration.

On July 10, 2003, the Bankruptcy Court issued a
Supplemental and Amendatory Order Making Additional
Findings and Recommending Confirmation of Plan of
Reorganization (the "Supplemental Ruling”). The
Supplemental Ruling recommended to the U.S. District
Court, among other things, that the CE Plan be confirmed.

Following the issuance of the Supplemental Ruling,
interested parties had a period during which they could
appeal the Initial Ruling and the Supplemental Ruling. This
appeal period expired on July 24, 2003. A number of
interested parties, including a small number of asbestos
claimants and certain insurance companies which historically
have provided insurance coverage to Combustion
Engineering, Lummus and Basic filed appeals based on
various objections to the CE Plan. The District Court held a
hearing on July 31, 2003, with respect to the appeals and
entered its confirmation order on August 8, 2003.

Various parties appealed the District Court's confirmation
order to The United States Court of Appeals for the Third
Circuit, which granted a motion for expedition of appeals
and ordered that all briefs were to be filed by October 7,
2003. On June 3, 2004, the Court of Appeals held a hearing
with respect to the appeals of the confirmation order of the
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District Court. On December 2, 2004, the Court of Appeals
issued its decision ({the “Third Circuit Decision”).

The effect of the Third Circuit Decision was to reverse the
District Court’'s confirmation order in respect of the CE Plan.
The Third Circuit Decision focused on three issues raised by
the appealing parties which relate to the ultimate terms of
the CE Plan: () whether the Bankruptcy Court had “related
to” jurisdiction over the claims against the non-debtors,
Lummus and Basic, that do not arise from any products or
operations of Combustion Engineering (the “non-derivative
claims”); (ii) whether the non-debtors, Lummus and Basic,
could avail themselves of the protection of the channeling
injunction by invoking Section 105 of the Bankruptcy Code
and contributing assets to the Asbestos Pl Trust; and (i)
whether the two-trust structure and use of stub claims in the
voting process comply with the Bankruptey Code. The Court
of Appeals held that there were insufficient factual findings to
support “related-to” jurisdiction and that Section 105 of the
Bankruptcy Code could not be employed to extend the
channeling injunction to the non-derivative claims against
nondebtors, such as Lummus and Basic. With regard to the
two-trust structure, the Court of Appeals remanded the CE
Plan to the District Court to determine whether creditors
received fair treatment in light of the pre-petition payments
made to the CE Settlement Trust participants and the use of
stub claims in the voting process. Among other things, the
Court of Appeals instructed the lower courts to consider
whether payments under the CE Settlement Trust
constituted voidable preferences that were inconsistent with
the fair distribution scheme of the Bankruptcy Code.

On December 15, 2004, Combustion Engineering filed a
petition seeking a rehearing en banc by the Court of Appeals.
Specifically, Combustion Engineering and its immediate
parent, Asea Brown Boveri, now merged into Holdings,
challenged the holding in the Third Circuit Decision that the
Bankruptcy and District Courts did not have “related to”
jurisdiction over the non-derivative claims against Lummus
and Basic and that Section 105 of the Bankruptcy Code
could not be used to extend the channeling injunction to such
claims. On January 19, 2005, the Court of Appeals denied
the petition for rehearing en banc.

Notwithstanding the Third Circuit Decision, the Master
Settlement Agreement, which settles the amount of and
provides for partial payment on approximately 154,000
asbestos-related claims, remains effective. Early in the
Combustion Engineering bankruptcy case, an asbestos
claimant commenced an action against the trustee of the
CE Settlement Trust and individuals who had received
distributions from such trust, asserting that further
distributions by the CE Settlement Trust should be enjoined
because the transaction that created the CE Settlement
Trust was a voidable preference. The Bankruptcy Court ruled
that it would not dismiss that action for lack of standing.
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On October 22, 2004, the trustee of the CE Settlement Trust
moved to dismiss the complaint in that action. This matter is
pending and no decision has been rendered by the Court.

Following the Third Circuit Decision, the lower courts
assumed jurisdiction over further confirmation proceedings
in respect of the CE Plan. On January 27, 2005, the
Bankruptcy Court authorized the Future Claimants
Representative and the Creditors Committee to file any
available bankruptcy-related and simitar claims against
third parties, including preference claims against certain
claimants that did not participate in the CE Settlement Trust,
and any potential bankruptcy related claims against us.
The Bankruptcy Court further stated that if Combustion
Engineering and we cannot agree on modifications to the
CE Plan with the Future Claimants Representatives and
Creditors Committee, and the representative of Combustion
Engineering claimants who opposed the confirmation order,
the Bankruptcy Court would appoint an independent
representative to prosecute all of the foregoing preference
claims and bankruptcy related claims asserted against us.
We also entered into a toling agreement to extend the time
period within which bankruptcy related claims against us
could be brought.

Since February 17, 2003, a stay and preliminary injunction
have barred the commencement and prosecution of certain
asbestos-related claims against Combustion Engineering,
Lummus, Basic, certain other ABB group entities and certain
other parties, including parties indemnified by us. The barred
claims include, among others, claims arising from asbestos
exposure caused by Combustion Engineering, Lummus or
Basic and claims alleging fraudulent conveyance, successor
liability and veil piercing. We do not know the number or
nature of claims that would now be pending against the
protected entities if those legal measures had not been in
place.

Modified CE Plan

In March 2005, following extensive discussions with

certain representatives of various claimants, the Creditors
Committee and the Future Claimants Representative,

we reached an agreement on certain “settlement points”

for modifying the CE Plan with a view to bringing it into
conformity with the Third Circuit Decision and for providing a
mechanism for resolving finally Lummus’ potential asbestos
liability.

The settlement points contemplate the following elements for
finally resolving both Combustion Engineering’s and
Lummus' potential asbestos liability:
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® The modified plan for Combustion Engineering (the
“Modified CE Plan”) would continue to reflect the CE
Plan’s fundamental approach of channeling claims against
Combustion Engineering to a trust funded, in part, by
other entities in the ABB group of companies.

Confirmation and effectiveness of the Modified CE Plan
would be obtained concurrently with a Chapter 11 Plan
for Lummus (the “Lummus Plan”), acceptances to which
would be obtained from voting Lummus asbestos
claimants prior to Lummus commencing a Chapter 11
case.

We would contribute to the Asbestos Pl Trust the CE
Convertible Note, the ABB Promissory Note, the Excess
CE Cash and the CE Settlement Shares and would
provide the Related Indemnities and assign the Certain
Insurance Amounts, as contemplated by the CE Plan,
subject to any modifications that may be agreed.

We would make an additional contribution {the “Additional
Contribution”) of $232 million. The Additional Contribution
will be used as follows: (i) up to $28 million will be used to
fund payment of all current and future asbestos claims
against Lummus by a trust created under §524(g) of the
Bankruptcy Code pursuant to the Lummus Plan; and (i)
the remaining amounts will be used to provide additional
funding under the Modified CE Plan to pay CE's asbestos
creditors through the Asbestos PI Trust. Under the
Modified CE Plan, the Lummus Sale Payments would not
be required and the Lummus Ncte would be replaced by
contributions to a separate Lummus §524(g) trust as
discussed below.

® Lummus has retained a person to act as a representative
for future Lummus asbestos personal injury claimants
{the “Lummus FCR"). The parties to the settlement points
have agreed that the Lummus FCR will have determined
by April 15, 2005, the appropriate funding to pay in
full alt current and future Lummus asbestos claims. In the
event the Lummus FCR concludes that such amount
exceeds $28 million, we will increase the amount of our
contribution for the benefit of such Lummus claims by
the amount in excess of $28 million, up to an additional
$5 million. tf the Lummus FCR concludes that such
amount exceeds $33 million, we will have the option to
terminate the settlement with no further obligations under
the settlement points.

= We will directly or indirectly pay up to $8 million in respect
of certain approved legal fees in the Chapter 11 case of
Combustion Engineering.

w The Modified CE Plan would provide for a settiement of all
pending preference claims and related claims, including
any claims against us, our affiliates, and our and their
officers, directors and employees, being asserted in the
CE case.
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® The scope of the channeling injunction to be issued under
the Modified CE Plan would be the same as under the CE
Plan, except that non-derivative claims against Basic
would not be subject to the injunction.

B Basic would not be addressed in the Modified CE Plan
and would therefore not contribute the Basic Note.

» The Modified CE Plan would also involve certain other
adjustments, including certain changes in the relative
amounts to be paid by the CE Asbestos Pl Trust to
different categories of claimants and changes in the
administration of the trust.

In a status conference on April 5, 2005, the Bankruptcy
Court instructed the Company to submit the documentation
relating to the Modified CE Plan and the Lummus Plan to the
Bankruptcy Court within 60 days. We and various other
interested parties are now working to reach agreement on
open issues, details relating to the Mcdified CE Plan and the
Lummus Plan and the form and substance of the operative
documents and related Bankruptcy Court motions and other
pleadings. We cannot be certain when those negotiations
will be concluded or whether or on what terms the parties
will resolve outstanding issues. The Modified CE Plan and
the Lummus Plan will become effective only if different
classes of their respective creditors vote in favor of the
respective plans. The Modified CE Plan and the Lummus
Plan will be subject to the approval of the Bankruptcy and
District Courts, as well as to further judicial review if appeals
are made. While we believe that the Modified CE Plan and
the Lummus Plan are consistent with the Third Circuit
Decision and other applicable laws and precedents, we
cannot be certain whether the courts will approve the plans,
nor can we predict whether the plans will receive the needed
creditor votes.

We do not know whether any plan of reorganization for
Combustion Engineering or Lummus will ultimately be
confirmed or whether asbestos-related liabilities of any other
ABB group entities would be resolved by any such plan. If for
any reason a Chapter 11 plan relating to Combustion
Engineering is not eventually confirmed, Combustion
Engineering could be required to enter a Chapter 7
proceeding. If for any reason a Chapter 11 plan relating to
Lummus is not eventually confirmed, we expect that
Lummus' asbestos-related liabilities wil have to be resolved
through the tort system.

Because the Third Circuit Decision held that non-derivative
claims cannot be subject to the CE Plan’s proposed
channeling injunction, Basic will not be included in the
Modified CE Plan. We expect that Basic's asbestos-related
liabilities will have to be resolved through its own bankruptcy
or similar U.S. state court liquidation proceeding or through
the tort system.
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If any ABB group entities are not included in the protection
offered by the channeling injunction entered pursuant to any
Combustion Engineering plan that is confirmed, such entities
could be required to resolve in the tort system, or otherwise,
current and future asbestos-related claims that are asserted
against such entities. Such events would be subject to
numerous uncertainties, risk and expense.

If U.S. federal legislation addressing asbestos personal injury
claims is passed, which is speculative at this time, such
legislation may affect the amount that will be required to
resolve the asbestos-related claims against ABB group
entities.

Effect on our financial position

Expenses. We recorded expenses related to asbestos of
$262 milion, $142 million and $3985 million in loss from
discontinued operations, net of tax, and $1 milion, $3 million
and $25 million in income from continuing operations,

net of tax, for 2004, 2003 and 2002, respectively. Loss from
discontinued operations, net of tax, for 2004 reflects a
charge of $232 million taken in connection with the
agreement we reached in March 2005 on the basic terms
of the Modified CE Plan, $17 million resuiting from the mark-
to-market adjustment relating to the CE Settlement Shares,
a credit of $6 million resulting from adjustment of the
provision for the estimated liability of Basic as described
below, and other costs of $19 milion. Loss from
discontinued operations, net of tax, for 2003 includes a
charge of $68 million, net of tax, resulting from the mark-to-
market adjustment relating to the CE Settlement Shares, a
provision of $41 million, representing the present vaiue of the
first two $25 million payments under the ABB Promissory
Note, which were previously considered contingent, as well
as $33 miliion of other costs. The 2002 amount reflected
our estimate of incremental total costs to be incurred based
upon the terms of the CE Plan.

Cash Payments. Cash payments, before insurance
recoveries, related to Combustion Engineering's asbestos-
related claims were $56 million (including $49 million
contributed to the CE Settlement Trust, described above),
$391 million (including $365 million contributed to the CE
Settlernent Trust), and $236 million (including $30 million
contributed into the CE Settlement Trust), in 2004, 2003 and
2002, respectively. Administration and defense costs were
$10 million, $36 million and $32 million in 2004, 2003 and
2002, respectively.



Cash payments related to asbestos-related claims against
Lummus and Basic made through December 31, 2004 were
approximately $3 million and $3 million, respectively. Cash
payments to resolve asbestos-related claims against entities
other than Combustion Engineering, Lummus and Basic
have been immaterial to date, totaling less than $1 million in
the aggregate. We have not maintained a reserve for the
claims pending against entities other than Combustion
Engineering, Lummus and Basic.

Provisions. At December 31, 2004, 2003 and 2002, we
recorded total provisions on a consolidated basis of
$1,023 million, $815 million and $1,095 million in respect of
asbestos-related claims and defense costs related to
Combustion Engineering, Lummus and Basic. Our provisions
in continuing operations for asbestos-related liabilities at
December 31, 2003 and 2002, now include $2 million and
$4 million, respectively, previously classified in liabilities held
for sale and in discontinued operations. Based upon the
expected implementation of the Modified CE Plan and the
Lummus Plan, we recorded provisions of $985 million and
$33 million, respectively, at December 31, 2004, in accrued
liabilities and other. If the Modified CE Plan and Lummus
Plan become effective, certain amounts will be reclassified
as of the effective date to other long-term liabilities based
on the timing of the future cash payments to the Asbestos
P! Trust or any similar trust created under the Lummus
Plan. Future earnings will be affected by mark-to-market
adjustments relating to the CE Settlement Shares through
the effective date of the Plan, as well as contingent
payments when they become probable of payment. The
provisions as of December 31, 2003 and 2002, were based
on our obligations under the CE Plan and assumed that
the CE Plan would be confirmed and become effective as
proposed.

in light of the decisicn of the Court of Appeals, we have
made a separate provision as of December 31, 2004 with
respect to Basic in accordance with Financial Accounting
Standard Board Statement-No. 5, Accounting for
Contingencies, and Financial Accounting Standards Board
Interpretation No. 14, Reasonable Estimation of the Amount
of a Loss: an interpretation of FASB Statement No. 5.

With respect to Basic, we have established a provision of
$5 million relating to its asbestos-related liabilities based on
analysis of historical claims statistics and related settlement
costs and a projection of such claims activity over the next
several years.

Management believes that it is probable that the fufl amount
of the relevant provisions will be required to settle the
respective asbestos-related liabilities of Combustion
Engineering, Lummus and Basic. We may incur liability
greater than the existing provisions, whether in connection
with a modified plan of bankruptcy or otherwise, but
management does not believe that the amount of any such
incremental liability can be reasonably estimated or that there
is a better estimate of these liabilities than the amounts that
are provided for.

Our provisions in respect of asbestos-related claims include,
as stated above, amounts for each of Combustion
Engineering, Lummus and Basic. The assets of Combustion
Engineering include amounts receivabie of approximately
$221 miflion, $232 million and $241 milion at December 31,
2004, 2003 and 2002, respectively, for probable insurance
recoveries, which were established with respect to asbestos-
related claims.

The ultimate outcome of our efforts to resolve the asbestos-
related personal injury claims against Combustion
Engineering and other entities of ours (including any such
claims against third parties indemnified by entities of ours)
remains uncertain. The related costs may be higher than our
provisions reflect and could have a material adverse impact
on our consclidated financial position, resuits of operations
and cash flows. In the event the Modified CE Plan or
Lummus Plan do not become effective, the ultimate cost for
the resolution of asbestos-related personal injury claims
against Combustion Engineering and Lummus may be
significantly higher and could have a material adverse impact
on our consclidated financial position, results of operations
and cash flows.
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Consolidated Financial Statements

Consolidated Income Statements

‘Year ended December 31 (in millions, except per share data)

See accompanying Notes to the Consolidated Financial Statements.
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Consolidated Balance Sheets

at December 31 (in millions, except share data) 2004 2003

See accompanying Notes to the Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

Year ended December 31 {in milions)

Proceeds from sales of property, plant and equipment
Proceeds from sales of businesses (net of cash disposed)

Net cash provided by investing activities

Adjustment for the net change in cash and equivalents in assets
held for sale and in discontinued operations

See accompanying Notes to the Consolidated Financial Statements.
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Consolidated Statements of Changes in Stockholders’ Equity

For the years ended December 31, 2004,
2003 and 2002 (in milions}

Capital

stock and

additional
paid-in  Retained
capital earnings

Balance at January1, 2002 $2,028 $3,358 .

Comprenensiveloss: T

NetIoSS 819
Foreign currency

translation adjustments

Accumulated foreign currency
translation adjustments allocated
to divestments of businesses

Effect of change in fair value
of available-for-sale securities,
net of tax of $1

Minimum pension liability
adjustments, net of tax of $30

Change in derivatives qualifying
as cash flow hedges,
net of tax of $52

accumulated
other
comprehensive
loss

soe sen s e s sue
1
OSSO -
e S e 3.
SRR (07) i 11070
131 131

Total

Treasury  stockholders’

stock

$(1,750) $1,938

.............. Vessasensraneas

Foreign currency
translation adjustments

Accumulated foreign currency
translation adjustments allocated
to divestments of businesses

Effect of change in fair value
of available-for-sale securities,
net of tax of $18

Minimum pension liability
adjustments, net of tax of $5

Change in derivatives qualifying
as cash flow hedges,
net of tax of $13

Capital stock issued in connection
with rights offering, net

Foreign currency
translation adjustments

Accumulated foreign currency
translation adjustments allocated
to divestments of businesses

Effect of change in fair value
of available-for-sale securities,
netof tax of $6

Minimum pension liability
adjustments, net of tax

as cash flow hedges,
net of tax of $16

I L <=1
SO 4 (@87,
e U =0
e, 1 19,
41 41

R 2 e .
e B0 2O
(1) (15)

See accompanying Noies to the Consolidated Financial Statements.
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Notes to the Consolidated Financial Statements

(U.S. dollar amounts in millions, except per share amounts)

Note 1 The company

ABB Ltd and its subsidiaries (collectively, the “Company”) is a leading global company in power and automation technologies that enable utility and
industry customers to improve performance while lowering environmental impact. The Company works with customers to engineer and install
networks, facilities and plants with particular emphasis on enhancing efficiency and productivity for customers that source, transform, transmit and
distribute energy.

Note 2 Significant accounting policies
The following is a summary of significant accounting policies followed in the preparation of these Consolidated Financial Statements.

Basis of presentation
The Consolidated Financial Statements are prepared in accordance with United States generally accepted accounting principles and are presented
in United States dollars ($) unless otherwise stated. Par value of capital stock is denominated in Swiss francs.

Scope of consolidation

The Consolidated Financial Statements include 100 percent of the assets, liabilities, revenuss, expenses, income, loss and cash flows of ABB Ltd
and companies in which ABB Ltd has a controliing interest (subsidiaries), asif ABB Ltd and its subsidiaries were a single company. Intercompany
accounts and transactions have been eliminated. Minority interest is calculated for entities fully consolidated but not wholly owned. The components
of netincome and equity attributable to the minority shareholders are presented in the minaority interest line items included in the Consclidated Income
Statements and Consolidated Balance Shests, respectively.

Effective January 31, 2003, variable interest entities (VIEs) are consolidated when the Company is considered the primary beneficiary. Also, effective
January 31, 2003, previously consolidated VIEs would be deconsolidated when a triggering event, as defined by Financial Accounting Standards
Board Interpretation No. 46(R) (FIN 46R), Consolidation of Variable interest Entities ~ an Interpretation of ARB No. 51, indicates the Company is no
longer the primary beneficiary. For those VIEs where the Company is not the primary beneficiary, existing consolidation policies are applied. See Note 8
for information relating to the impact of adopting FIN 46R.

Investments in joint ventures and affiiated companies in which the Company has significant influence, but not a controlling interest, are accounted
for using the equity method. This is generally presumed to exist when the Company owns between 20 percent and 50 percent of the investee. In
certain circumstances, the Company's ownership is between 20 percent and 50 percent of the investee but it consolidates the investment because
the Company participates in significant operating and financial decisions of the investee.

Under the equity method, the Company's investment in and amounts due to and from an equity investee are included in the Consolidated Balance
Sheets; the Company’s share of an investee’s earnings is included in the Consolidated Income Statements; and the dividends, cash distributions,
loans or other cash received from the investes, additional cash investments, loan repayments or other cash paid to the investes, are included in the
Consolidated Balance Sheets and the Consolidated Statements of Cash Flows. Additionally, the carrying values of investments accounted for using
the equity method of accounting are adjusted downward to reflect any other-than-temporary declines in value.

Investments in non-public companies in which the Company does not have a controlling interest or significant influence are accounted for at cost. This
is generally presumed to exist when the Company owns less than 20 percent of the investee. Dividends and other distributions of earnings from these
investments are included inincome when received. The carrying value of investments accounted for using the cost method of accounting are adjusted
downward to reflect any other-than-temporary declines in value.

Reclassifications .

Amounts reported for prior years in the Consolidated Financial Statements and Notes have been reclassified to conform to the current year's
presentation, primarily as a result of the application of Statement of Financial Accounting Standards No. 144 (SFAS 144), Accounting for the Impairment
or Disposal of Long-Lived Assets, in reflecting assets and fiabilities held for sale and in discontinued operations.

Operating cycie
A portion of the Company’s operating cycle, including long-term construction activities, exceeds one year. For classification of current assets and
liabilities related to these types of construction activities, the Company elected to use the duration of the contract as its operating cycle.

Use of estimates
The preparation of the Consolidated Financial Statements requires management to make estimates and assumptions that affect reported amounts
and related disclosures. Actual results could differ from those estimates.

Concentrations of credit risk

The Company sells a broad range of products, systems and services to a wide range of industrial and commercial customers throughout the world.
Concentrations of credit risk with respect to trade receivables are limited, as the Company’s customer base is comprised of a large number of individual
customers. Ongoing credit evaluations of customers' financial positions are performed and, generally, no collateral is required.

Subseqguent to the sale of a significant portion of the Company’s Structured Finance business during 2002, the Financial Services activities of the
Company were substantially reduced. As a consequence of this divestment, the credit risk of the Company’s remaining Financial Services activities is
primarily concentrated in the remaining lease and loan portfolio. Policies and procedures to control the remaining credit risks include measurements to
develop and ensure the maintenance of a diversified portfolio through the active monitoring of counterparty, country and industry exposure.
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Note 2 Significant accounting pelicies, continued
The Company maintains reserves for potential credit losses and such losses, in the aggregate, are inline with the Company's expectations.

itis Cormpany palicy to invest cash in deposits with banks throughout the world with certain minimum credit ratings and in high quality, low risk, fiquid
investments. The Company actively manages its credit risk by routinely reviewing the creditworthiness of the banks and the investments held, as well
as maintaining such investments in deposits or liquid investments. The Company has not incurred significant credit losses related to such investments.

The Company’s exposure to credit risk on derivative financial instruments is the risk that a counterparty will fail to meet its obligations. To reduce this
risk, the Company has credit policies that require the establishment and periodic review of credit limits for individual counterparties. In addition, the
Company has entered into close-out netting agreements with most counterparties. Close-out netting agreements provide for the termination, valuation
and net settiement of some or all outstanding transactions between two counterparties on the occurrence of one or more pre-defined trigger events.

Cash and equivalents
Cash and equivalents include highly liquid investments with criginal maturities of three months or less. Cash and equivalents does not include restricted
cash of $452 miflion and $433 million at December 31, 2004 and 2003, respectively, which are reflected as long-term assets.

Marketable securities and short-term investments

Dett and equity securities are classified as either trading or available-for-sale at the time of purchase and are carried at fair value. Debt and equity
securities that are purchased and held principally for the purpose of sale in the near term are classified as trading securities and unrealized gains
and losses thereon are included in the determination of earnings. Unrealized gains and losses on available-for-sale securities are excluded from the
determination of earnings and are instead recognized in the accumulated other comprehensive loss component of stockholders’ equity, net of

tax {accumulated other comprehensive loss) untit realized. Realized gains and losses on available-for-sale securities are computed based upon the
historical cost of these securtties applied using the specific identification method. Declines in fair values of available-for-sale securities that are
other-than-temporary are included in the determination of earnings.

The Company analyzes its available-for-sale securities for impairment during each reporting period to evaluate whether an event or change in
circumstances has occurred in that pericd that may have a significant adverse effect on the fair value of the investment. The Company records an
impairment charge through current period earnings and adjusts the cost basis for such other-than-temporary declines in fair value when the
fairvalue is not anticipated to recover above cost within a three-month period after the measurement date unless there are mitigating factors that
indicate an impairment charge through earnings may not be required. If an impairment charge is recorded, subsequent recoveries in fair value are
not reflected in earnings until sale of the security.

Revenue recognition

The Company recognizes revenues from the sale of manufactured products when persuasive evidence of an arrangement exists, the price s fixed

or determinable, collectibility is reasonably assured and upon transfer of title, including the risks and rewards of ownership to the customer, or upon the
rendering of services. If contracts for sale of manufactured products require installation that can only be performed by the Company, revenues are
deferred until installation of the products is complete. In accordance with Emerging Issues Task Force No. 00-21, Revenue Arrangements with Multiple
Deliverables, when multiple elements such as products and services are contained in a single arangement or in related arrangements with the same
customer, the Company allocates revenues to each element based on its relative fair value, provided that such element meets the criteria for treatment
as a separate unit of accounting. Revenues from contracts that contain customer acceptance provisions are deferred until customer acceptance
occurs, the Company has tested to the level reguired to ensure that acceptance will occur or the contractual acceptance period has lapsed.

Revenues under long-term contracts are recognized using the percentage-of-completion method of accounting. The Company principally uses the
cost-to-cost or delivery events methods to measure progress towards completion on contracts. Management determines the method to be used by
type of contract based on its judgment as to which method best measures actual progress towards completion. Revenues under cost-reimbursement
contracts are recognized as costs are incurred.

Product-related expenses and contract loss provisions

Anticipated costs for warranties are recorded when revenues are recognized. Losses on product and maintenance-type contracts are recognizedin the
period when they are identified and are based upon the anticipated excess of contract costs over the related contract revenues. Shipping and handling
costs are recorded as a component of cost of sales.

Receivables

The Company accounts for the securitization of trade receivables in accordance with Statement of Financial Accounting Standards No. 140 (SFAS140),
Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. SFAS 140 reguires an entity to recognize the financial

and servicing assets it controls and the fiabilities it has incurred and to derecognize financial assets when control has been surrendered, as evaluated in
accordance with the criteria provided in SFAS140.

The Company accounts for the transfer of its receivables to Qualifying Special Purpose Entities (QSPEs) as a sale of those receivables to the extent
that consideration other than beneficial interests in the transferred accounts receivable is received. The Company does not recognize the transfer as a
sale unless the receivables have been put presumptively beyond the reach of the Company and its creditors, even in bankruptcy or other receivership.
In addition, the QSPEs must obtain the right to pledge or exchange the transferred receivables, and the Company cannot retain the ability or obligation
to repurchase or redeem the transferred receivables.

At the time the receivables are sold, the balances are removed from trade receivables and a retained interest or deferred purchase price component
is recorded in other receivables. The retained interest is recorded at its estimated fair value. Costs associated with the sale of receivables are included in
the determination of earnings.
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Note 2 Significant accounting policies, continued
The Company, in its normal course of business, sells receivables outside its securitization programs without recourse (see Note 7). Sales or transfers
that do not meet the requirements of SFAS 140 are accounted for as secured borrowings.

Inventories

inventories are stated at the lower of cost (determined using either the first-in, first-out or the weighted-average cost method) or market. Inventoried
costs relating to percentage-of-completion contracts are stated at actual production costs, including overhead incurred to date, reduced by amounts
recognized in cost of sales. For inventory relating to long-term contracts, inventoried costs include amounts refating to contracts with long production
cycles, a portion of which is not expected to be realized within one year.

Impairment of long-lived assets and accounting for discontinued operations

Long-lived assets that are "held and used” are assessed for impairment when events or circumstances indicate the carrying amount of the asset

may not be recoverable. If the asset's net carrying value exceeds the asset's net undiscounted cash flows expected to be generated over its remaining
useful life, the carrying amount of the asset is reduced to its estimated fair value, pursuant to the measurement criteria of Statement of Financial
Accounting Standards No. 144 (SFAS 144), Accounting for the Impairment or Disposal of Long-Lived Assets. The Company adopted SFAS 144

as of January 1, 2002. In the Consolidated Statements of Cash Flows, the amounts related to businesses with assets and liabiltties held for sale and

in discontinued operations are not segregated, as permitted by Statement of Financial Accounting Standards No. 95, Stafement of Cash Flows.

in accordance with SFAS 144, the Company includes in assets and liabilities held for sale and in discontinued operations the assets and fiabilities that
meet certain criteria with respect to the Company's plans for their sale or abandonment. Depreciation and amortization cease when the asset meets
the criteria to be classified as held for sale. if (1) a planned or completed disposal involves a component {disposal group) of the Company whose
operations and cash flows can be distinguished operationally and for financial reporting purposes; {2) such operations and cash flows will be {or have
been) eliminated from the Company’s ongoing operations; and (3) the Company will not have any significant continuing involvernent in the disposal
group, then the disposal group's results of operations are presented as discontinued operations for all periods. Operating losses from discontinued
operations are recognized in the period in which they occur. Long-lived assets (or groups of assets and related liabilities) classified as held for sale, are
measured at the lower of carrying amount or fair value less cost to sell.

In addition to the interest expense contained within businesses classified as discontinued operations, a portion of the Company’s interest expense is
reclassified from interest and other finance expense to loss from discontinued operations, net of tax, in accordance with Emerging Issues Task Force
No.87-24 (EITF 87-24), Allocation of Interest to Discontinued Operations. Such amounts were $20 milion, $33 million and $41 million in 2004, 2003
and 2002, respectively. These amounts were calculated based upon the ratio of net assets of the discontinued business less debt that is required to be
paid as a result of the disposal, divided by the sum of total net assets and total debt (other than the portion of debt directly attributable to other
operations of the Company, debt of the discontinued operation that will be assumed by the buyer and debt that is required to be paid as a result of the
disposal transaction). This ratic was multiplied by the portion of total interest expense not directly attributable to other operations of the Company to
arrive at allocable interest attributable to businesses reflected as discontinued operations.

Goodwill and other intangible assets

The excess of cost over the fair value of net assets of acquired businesses is recorded as goodwill. The Company accounts for its goodwill in
accordance with Statement of Financial Accounting Standards No. 142 (SFAS 142), Goodwill and Other Intangible Assets. Under SFAS 142, effective
January1, 2002, the Company ceased amortizing goodwill. In accordance with SFAS 142, goodwill is tested for impairment annually, and also

upon the occurrence of a triggering event requiring the re-assessment of a business’ carrying value of its goodwill. The Company performs its
annualimpairment assessment on October 1. A fair value approach is used to identify potential goodwill impairment and, when necessary, measure
the armount of impairment. The Company uses a discounted cash flow model to determine the fair vaiue of reporting units, unless there is a readily
determinable fair market value.

The cost of acquired intangible assets is amoertized on a straight-line basis over their estimated useful lives, typically ranging from 3 to 10 years.
Intangible assets are tested for impairment upon the occurrence of certain triggering events.

Capitalized software costs

Capitalized costs of software for internal use are accounted for in accordance with Statement of Position 98-1, Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use, and are amortized on a straight-line basis over the estimated usefut life of the software, typically
ranging from 3 to 5 years. Capitalized costs of a software product to be sold are accounted for in accordance with Statement of Financial Accounting
Standards No.86, Accounting for the Costs of Computer Software to Be Sold, Leased, or Otherwise Marketed, and are carried at the lower of
unamortized cost or net realizable value until the product is available for general release to customers, at which time capitalization ceases and costs
are amortized on a straight-line basis over the estimated life of the product. The Company expenses costs incurred prior to technological feasibility, and
thereafter capitalizes costs incurred in developing or obtaining software for internal use and for software products to be sold.

Property, plant and equipment !
Property, plant and equipment is stated at cost, less accumulated depreciation, and is depreciated using the straight-line method over the estimated
useful lives of the assets as follows: 10 to 50 years for buildings and leasehold improvements and 3 t0 15 years for machinery and equipment.

Derivative financial instruments
The Company uses derivative financial instruments to manage interest rate and currency exposures, and to a lesser extent commodity exposures,
arising from its global operating, financing and investing activities. The Company's policies require that its industrial entities hedge their exposure from
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Note 2 Significant accounting policies, continued

firm commitments denominated in foreign currencies, as well as at least fifty percent of the anticipated foreign currency dencminated sales volume of

standard products over the next twelve months. In addition, derivative financial instruments were also used for proprietary trading purposes within the
Company's former Financial Services division and within limits determined by the Company's Board of Directors until June 2002, when the Company

ceased entering into new positions.

The Company accounts for its denivative financial instruments in accordance with Statement of Financial Accounting Standards No. 133, Accounting
for Derivative Instruments and Hedging Activities, as subseguently amended (SFAS 133). SFAS 133 requires the Company to recognize all derivatives,
other than certain derivatives indexed to the Company's own stock, on the Consolidated Balance Sheets at fair value. Derivatives that are not
designated as hedges must be adjusted to fair value through earnings. If the denivatives are designated as a hedge, depending on the nature of the
hedge, changes in the fair value of the derivatives will either be offset against the change in fair value of the hedged item through earnings or recognized
in accumulated other comprehensive loss until the hedged item is recognized in earnings. The ineffective portion of a derivative’s change in fair value is
immediately recognized in earnings.

Forward foreign exchange contracts are the primary instrument used to manage foreign exchange risk. Where forward foreign exchange contracts are
designated as cash flow hedges under SFAS 133, changes in their fair value are recorded in accumulated other comprehensive loss until the hedged
item is recognized in earnings. The Company also enters into forward foreign exchange contracts that serve as economic hedges of existing assets and
liabilities. These are not designated as accounting hedges under SFAS 133 and, conseguently, changes in their fair value are reported in earnings where
they offset the translation gain or loss on the foreign currency denominated asset or liability.

To reduce its interest rate and currency exposure ansing from its funding activities and to hedge specific assets, the Company uses interest rate and
currency swaps. Where interest rate swaps are designated as fair value hedges, the changes in fair value of the swaps are recognized in earings, as
are the changes in the fair value of the underlying assets or liabilities. Where such interest rate swaps do not qualify for the short cut method as defined
under SFAS 133, any ineffectiveness is included in earnings. Where interest rate swaps are designated as cash flow hedges, their change in value is
recognized in accumulated other comprehensive loss untit the hedged item is recognized in earnings.

All other swaps, futures, options and forwards that are designated as effective hedges of specific assets, liabilities or committed or forecasted
transactions are recognized in earnings consistent with the effects of the hedged transactions.

If an underlying hedged transaction is terminated early, the hedging derivative financial instrument is treated as if terminated simuttaneously, with any
gain or foss on termination of the derivative immediately recognized in earnings. Where derivative financial instruments have been designated as
hedges of forecasted transactions, and such forecasted transactions become probable of not occuring, hedge accounting ceases and any derivative
gain or oss previously included in accumulated other comprehensive loss is reclassified into earnings.

Certain commercial contracts may grant rights to the Company or other counterparties, or contain other provisions considered to be derivatives under
SFAS 133. Such embedded derivatives are assessed at inception of the contract and depending on their characteristics accounted for as separate
derivative instruments pursuant to SFAS 133.

Sale-leasebacks

The Company periodically enters into transactions accounted for as sale-leasebacks, in which fixed assets, generally real estate and/or equipment,
are sold to athird party and then leased for use by the Company. Under certain circumstances, the necessary criteria to recognize a sale of the assets
may not occur, and the transaction is reflected as a financing transaction, with the proceeds received from the transaction reflected as a borrowing

or as a deposit liability. When the necessary criteria have been met to recognize a sale, gains or losses on the sale of the assets are generally deferred
and amortized over the term of the transaction, except in certain imited instances when a portion of the gain or loss may be recognized. The lease

of the assets is accounted for as either an operating lease or a capital lease depending upon its specific terms, as required by Statement of Financial
Accounting Standards No. 13, Accounting for Leases. By their nature, sale-leaseback transactions are generally highly structured and complex
transactions, which therefore require detailed analyses to be made by the Company in determining the appropriate accounting treatment.

Insurance

The following accounting policies apply specifically to the Reinsurance business. In April 2004, the Company completed the sale of its Reinsurance
business and reflected the results of operations in loss from discontinued operations, net of tax, and the assets and liabilities in assets and liabilities held
for sale and in discontinued operations for alt periods presented.

Premiums and acquisition costs

Premiums were generally earned pro rata over the period coverage was provided. Premiums earned included estimates of certain premiums due,
including adjustments on retrospectively rated contracts. Premium receivables included premiums related to retrospectively rated contracts that
represented the estimate of the difference between provisional premiums received and the ultimate premiums due. Unearned premiums represented
the portion of premiums written that was applicable to the unexpired terms of reinsurance contracts or certificates in force. These unearned premiums
were calculated by the monthly pro rata method or were based on reports from ceding companies. Acquisition costs were costs related to the
acquisition of new business and renewals. These costs were deferred and charged against earnings ratably over the terms of the related policy.

Profit commission
Certain contracts carried terms and conditions that resulted in the payment of profit commissions. Estimates of profit commissions were reviewed
based on underwriting experience to date and, as adjustments become necessary, such adjustments were reflected in earnings.
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Note 2 Significant accounting policies, continued

Loss and loss adjustment expenses

Loss and loss adjustment expenses were charged to operations as incurred. The liabilities for unpaid loss and loss adjustment expenses were
determined on the basis of reports from ceding companies and underwriting associations, as well as estimates by management and in-house actuaries,
including those for incurred, but not reported, losses, salvage and subrogation recoveries. Inherent in the estimates of losses were expected trends

of frequency, severity and other factors that could vary significantly as claims were settled. The Company estimated expected trends using actuarial
methods widely used in the insurance industry, such as the Bornhuetter-Ferguson method, utilizing the Company's historically paid and incurred losses.

Fees

Contracts that neither result in the transfer of insurance risk nor the reasonable possibility of significant loss to the reinsurer were accounted for as
financing arrangements rather than reinsurance. Consideration received for such contracts was reflected as accounts payable, other, and was
amortized on a pro rata basis over the life of the contract.

Funds withheld
Under the terms of certain reinsurance agreements, the ceding reinsurer retained a portion of the premium to provide security for expected loss
payments. The funds withheld were generally invested by the ceding reinsurer and earn an investment return that became additional funds withheld.

Reinsurance

The Company sought to reduce the loss that may have arisen from catastrophes and other events that may have caused unfavorable underwriting
results by reinsuring certain levels of risks with other insurance enterprises or reinsurers. Reinsurance contracts were accounted for by reducing
premiums eamed by amounts paid to the reinsurers. Recoverable amounts were established for paid and unpaid losses and loss adjustment expense
ceded to the reinsurer. Amounts recoverable from the reinsurer were estimated in a manner consistent with the claim liability associated with the
reinsurance policy. Contracts where it was not reascnably possible that the reinsurer would realize a significant loss from the insurance risk generally
did not meet the conditions for reinsurance accounting and were recorded as deposits. The Company assessed probability of risks transferred in
significant loss realization based on the terms in the reinsurance contract that impact the timing and amount of reimbursement under the contract

and the present value of all cash flows without regard to how cash flows are characterized, in accordance with Statement of Financial Accounting
Standards No. 113, Accounting and Reporting for Reinsurance of Short Duration and Long Duration Contracts,

Translation of foreign currencies and foreign exchange transactions

The functional currency for most of the Company’s operations is the applicable iocal currency. The translation from the applicable functional currencies
into the Company's reporting currency is performed for balance sheet accounts using exchange rates in effect at the balance sheet date, and for
income statement accounts using average rates of exchange prevailing during the year. The resulting translation adjustments are excluded from the
determination of earnings and are recognized in accumulated other comprehensive loss until the entity is sold, substantially liguidated or being
evaluated for impairment in anticipation of disposal. )

Foreign currency exchange gains and losses, such as those resufting from foreign currency denominated receivables or payables, are included in the
determination of earnings, except as they relate to intra-Company loans that are equity-like in nature with no reasonable expectation of repayment,
which are recognized in accumulated other comprehensive loss.

In highly inflationary countries, monetary balance sheet positions in local currencies are converted into U.S. dollars at the year-end rate. Fixed asssts
are kept at historical U. S. dollar values from acquisition dates. Sales and expenses are converted at the exchange rates prevailing upon the date of the
transaction. All translation gains and losses resulting from the restatement of balance sheet positions are included in the determination of earnings.

Taxes

The Company uses the asset and liability method to account for deferred taxes. Under this method, deferred tax assets and liabilities are determined
based on temporary differences between the financial reporting and the tax bases of assets and liabilities. Deferred tax assets and liabilities are
measured using enacted tax rates and laws that will be in effect when the differences are expected to reverse. For financial statement purposes the
Company records a deferred tax asset when it determines that itis probable that the deduction will be sustained based upon the deduction’s technical
merit. Deferred tax assets are reduced by a valuation allowance to reflect the amount that is more likely than not to be realized.

Generally, deferred taxes are not provided on the unremitted earnings of subsidiaries to the extent it is expected that these earnings are permanently
reinvested. Such earnings may become taxable upon the sale or iquidation of these subsidiaries or upon the remittance of dividends. Deferred taxes
are provided in situations where the Company’s subsidiaries plan to make future dividend distributions.

The Company operates in numerous tax jurisdictions and, as a result, is regularly subject to audit by tax authorities. The Company provides for tax
contingencies relating to audits by tax authorities based upon its best estimate of the facts and circumstances as of each reporting period. Changes in
the facts and circumstances could result in a material change to the tax accruals. The Company provides for contingencies whenever itis deemed
probable that a tax asset has been impaired or a tax liability has been incurred for events such as tax claims or changes in tax laws.

Research and development
Research and development expense was $680 million, $635 million and $572 million in 2004, 2003 and 2002, respectively. These costs are included
in selling, general and administrative expenses.
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Note 2 Significant accounting policies, continued

Earnings per share

Basic earnings (loss) per share is calculated by dividing income (loss) by the weighted-average number of shares outstanding during the year.

Diluted earnings (loss) per share is calculated by dividing income (loss) by the weighted-average number of shares outstanding during the year,
assuming that all potentially dilutive securities were exercised, if dilutive. Potentially dilutive securities comprise: outstanding written call options, if
dilutive; the securities issued under the Company’s employee incentive plans, if dilutive; and shares issuable in relation to outstanding convertible bonds,
if difutive (see Notes 15, 22 and 24).

Stock-based compensation
The Company has certain employee incentive plans under which it offers stock-based securities to employees. The plans are described more fully

in Note 22. The Company accounts for such stock-based securities using the intrinsic value method of APB Opinion No. 25 (APB 25), Accounting for
Stock Issued to Employees, as permitted by Statement of Financial Accounting Standards No. 123 (SFAS 123), Accounting for Stock Based
Compensation. All such securities were issued with exercise prices greater than or equal to the market prices of the stock on the dates of grant.
Accordingly, the Company has recorded no compensation expense related to these securities, except in circumstances when a participant receives
appreciation rights or ceases to be employed by a consolidated subsidiary, such as after a divestment by the Company. The following table illustrates
the effect on net loss and on loss per share (see Note 24) if the Company had applied the fair value recognition provisions of SFAS123 to stock-based
employee compensation. Fair value of these securities offered to employees was determined on the date of grant by using a dynamic proprietary
option-pricing model (see Note 22).
Year ended December 31,

Net loss, as reported

Less: Total stock-based employee compensation expense dstermined
under fair value based method for all awards, net of related tax effects

New accounting pronouncements

In January 2003, the Financial Accounting Standards Board issued Interpretation No. 46 (FIN 48), Consofidation of Variable interest Entities — an
Interpretation of ARB No.51. FIN 46 requires variable interest entities (VIES) to be consolidated by their primary beneficiaries. During 2003, the
Company adopted the requirements of FIN 46 and applied the guidance to VIEs in which the Company has an interest. See Note 8 for information
relating to the impact of adopting FIN 46. FIN 46 was revised in December 2003. The Company adopted the Dacember revision (FIN 48R} effective
March 31, 2004. The adoption of FIN 46R did not have a material impact on the Company’s financial position or resuits of operations.

in Decernber 2004, the Financial Accounting Standards Board issued Statement No. 123R (SFAS 123R), Share-Based Payment, which replaces
SFAS123 and APB 25 and requires the Company to measure compensation cost for all share-based payments at fair value. The Company plans

to adopt SFAS 123R as of July 1, 2005. The Company will recognize share-based employee compensation cost from July 1, 2005, as if the fair-value-
based accounting method had been used to account for all employee awards granted, modified, or settled after the effective date and for any
awards that were not fully vested as of the effective date. Based on cumrently existing share-based compensation plans, the Company does not
expect the adoption of SFAS 123R to have a material impact on its financial position or results of operations.

Note 3 Discontinued operations

In December 2002, the Company’s Board of Directors approved management's plans to sell the Company's Oil, Gas and Petrochemicals business.

As discussed below, the Company completed the sale ¢f the upstream part of the Oil, Gas and Petrochemicals business (Upstream business) in July
2004. In December 2002 management did not believe the divestment of the remaining Oil, Gas and Petrochemicals business would be contingent

on the resolution of the asbestos litigation facing Combustion Engineering, Inc, a subsidiary of the Company, as described in Note 18, Subsequently,
after discussions with potential purchasers, management determined the divestment would likety only occur upon a pre-packaged plan of
reorganization for Combustion Engineering, Inc becoming effective. Following the U.S. Third Circuit Court’s decision in December 2004 that effectively
reversed the District Court's confirmation order regarding the reorganization under the U.S. Bankruptcy Code of Combustion Engineering, Inc, the
Company determined it no longer met the criteria required to continue to classify the remaining Oil, Gas and Petrochemicals business in discontinued
operations. Therefore, as of the fourth guarter of 2004, the results of operations of the remaining Oil, Gas and Petrochemicals business were reclassified
to continuing operations for all periods presented. Additionally, the assets and liabilities of the remaining Oil, Gas and Petrochemicals business are no
longer included in assets and liabilities held for sale and in discontinued operations but have been reclassified to the appropriate asset and liability lines
in the Consolidated Balance Sheet for all periods presented. The remaining Oil, Gas and Petrochemicals business had revenues of $1,076 million,
$1,876 milion and $2,314 million and losses before interest and taxes of $4 million, $296 milion and $142 million in 2004, 2003 and 2002, respectively.

The following are divestments of businesses no longer pursued for strategic reasons and which are in line with the Company’s strategy to focus on
Power Technologies and Automation Technologies as described in Note 26.
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Note 3 Discontinued operations, continued

During the fourth quarter of 2004, the Company reclassified most of its Power Lines business, part of the Power Technologies division, to discontinued
operations. The businesses that have been reclassified are in Brazil, which was abandoned in the fourth quarter of 2004, and Nigeria and Italy, whose
sales were completed in January and February 2005, respectively. Also reclassified is the business in Germany, which the Company plans to sell
during 2005. These reclassified businesses had revenues of $117 million, $187 million and $254 million and net losses of $75 milion, $10 million and
$17 million for the years ended December 31, 2004, 2003 and 2002, respectively. The net loss related to these businesses in 2004 relates to operational
losses of $46 million and costs to sell these businesses of $29 million. Losses recorded in 2003 and 2002 relate to operational losses incurred in such
years.

During the fourth quarter of 2004, the Company reclassified its Foundry business, part of the Automation Technologies division, to discontinusd
operations. The Company plans 1o sell this business in 2005. The Foundry business had revenues of $41 milion, $45 million and $49 million and net
losses of $17 milion, $0 million and $0 million for the years ended Decamber 31, 2004, 2003 and 2002, respectively. The net loss recorded in 2004
includes $10 million related to costs to sell the Foundry business.

In January 2004, the Company agreed to sell the Upstream business to a consortium of private equity investors consisting of Candover Partners
Limited, JP Morgan Partners LLC and 3i Group PLC (collectively, the “Purchasers”). In July 2004, the Company completed the sale of the Upstream
business for an initial purchase price of $925 million. Net cash proceeds from the sale were approximately $800 million, reflecting the initial sales price
adjusted for unfunded pension liabilities and changes in net working capital. The Upstream business had revenues of $855 million, $1,499 million

and $1,535 millionin 2004, 2003 and 2002, respectively, and net iosses of $70 million and $44 million in 2004 and 2003, respectively, and netincome
of $14 million in 2002. Included in the $70 million net loss recorded in 2004 is the loss on sale of approximately $26 milion which includes goodwill and
other intangible assets of approximately $350 million. On February 3, 2005, the Company and the Purchasers entered into a Settlement Agreement
and Amendment (Settlement Agreement) finalizing the sales price. The Settlement Agreement also contains provisions to indemnify the Purchasers
with respect to certain incomplete projects (see Note 18). The Company believes the provisions recorded for such indemnified projects are adequate.

In Aprii 2004, the Company completed the sale of its Reinsurance business to White Mountains Insurance Group Limited, a Bermuda-based insurance
holding company, receiving gross cash proceeds of $415 million and net cash proceeds of approximately $280 million. As a resutt of the anticipated
sale, the Company recorded an impairment charge of $154 million in the fourth quarter of 2003. The Company recorded losses totaling $41 million

and $97 million in 2004 and 2003, and net income of $22 millionin 2002 and revenues of $139 million, $782 milion and $644 million in 2004, 2003 and
2002, respectively. The $41 million net loss related primarily to foreign exchange effects of the business in 2004 through the date of sale. The 2003

net loss of $97 million includes a $154 million impairment charge, income from operations of approximately $72 million and an allocation of interest

of $15 million in accordance with EITF 87-24. The impairment charge recorded in 2003 from the anticipated disposal of the Reinsurance business of
$154 million was principally comprised of an asset write-down of $48 million, goodwill and other intangible write-offs of $89 milion, selling costs

of $25 million, deferred tax write-offs of approximately $16 million, offset in part by an accumulated foreign currency translation gain of $24 million.

in November 2002, the Company compieted the sale of most of its Structured Finance business to General Electric Capital Corporation (GE) and
received cash proceeds of approximately $2.0 billion, including a contingent payment of $20 million to be released to the Company should amounts
ultimately collected by GE, from a portfolio transferred by the Company to GE, reach specified targets. The Company received the last portion of

the contingent payment amount in August 2004. The Company’s Structured Finance business had revenues of $262 million in 2002, and a net loss
of $183 million in 2002. The 2002 net loss of $183 million included a $146 million loss on disposal, loss from operations of $22 million and the
allocation of interest expense of $15 million in accordance with EITF 87-24, The loss on disposal of $146 million was principally comprised of asset
write-downs of $15 million, goodwill and other intangible write-offs of $2 million, transaction costs of $27 miliion, the fair value for GE's right to
require the Company to repurchase certain designated assets of $38 million, capital tax expense associated with the disposal of $10 million and an
accumulated foreign currency transiation loss of $54 million. Upon final setlement in 2004 of a purchase price dispute with GE, the Company
recorded a net gain of $14 million.

Pursuant to the sale and purchase agreement, the Company provided GE with cash collateralized letters of credit totaling $202 million as security
for certain performance-related obligations retained by the Company, of which approximately $63 million were outstanding at December 31, 2004. The
remaining cash collateralized letters of credit will further be reduced as the performance-related obligations of the Company expire.

The sale and purchase agreement provided GE the option to require the Company to repurchase certain designated financial assets transferred to GE
upon the occurrence of certain events, but in any event no later than February 1, 2004. In January 2004, the Company repurchased the financial assets
for approximately $28 million. No further obligation exists for the Company to repurchase any assets under the sale and purchase agreement with GE.

As a continuation of the Company's divestment of its Structured Finance business, the Company completed the sale of ABB Export Bank in
December 2003 for approximately $50 million. ABB Export Bank had revenues of $9 million and $17 million in 2003 and 2002, respectively, and a net
loss of $9 million in 2003 and net income of $10 million in 2002. The 2003 net loss of $9 million in loss from discontinued operations, net of tax, includes
a$12 million loss on disposal, income from operations of $6 million and the allocation of interest expense of $3 million in accordance with EITF 87-24,
The loss on disposal of $12 million was principally comprised of an asset write-down of $20 million, transaction costs of $1 milion, capital tax expense
associated with the disposal of $4 million offset by an accumulated foreign currency translation gain of approximatety $13 million.

In December 2002, the Ccmpany completed the sale of its Metering business to Ruhrgas Industries GmbH of Essen, Germany, for $223 million,
including $15 million held in escrow untit certain disputed items were resolved. The cash held in escrow was released after the resolution of these items
in 2003. The Metering business sold to Ruhrgas industries GmbH had revenues of $372 million and a net loss of $54 milion in 2002, The 2002 net
loss of $54 miliion included a $48 million loss on disposal, loss from operations of $3 million and the allocation of interest expense of $3 million in
accordance with EITF 87-24. The loss on disposal of $48 million for the sold business was principally comprised of goodwill and other intangible write-
offs of $65 million, transaction costs and other provisions of $46 million, tax expense associated with the disposal of $21 million and an accurulated
foreign currency translation loss of $35 million, offset in part by a gain of $118 million, being the difference between the proceeds received and net
assets of the business. Upon final settlement in 2004 of a purchase price dispute with Ruhrgas Industries GmbH, the Company recorded a net gain

of $12 million.
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Note 3 Discontinued operations, continued

During the fourth quarter of 2002, the Company reclassified its Wind Energy business to discontinued operations. In Decembear 2003, the Company
sold a portion of its Wind Energy business in Germany to Gl Ventures AG of Munich, Germany, for proceeds of approximately $35 million including

a vendor note of approximately $10 milion. The Wind Energy business had revenues of $0 million, $16 million and $48 milion and net losses of

$25 million, $42 million and $1 million in 2004, 2003 and 2002, respectively. The 2003 net loss of $42 million was comprised principalty of a $25 million
loss from disposal {net of a tax benefit of $10 million), asset write-downs of $9 million and a loss from operations of $8 million. The 2004 net loss of
$25 million consisted of an additionalimpairment charge related to a portion of the unsotd Wind Energy business.

In January 2004, the Company completed the sale of its MDCV cable business based in Germany to the Wilms Group of Menden, Germany. This
business was part of the Power Technologies division. It had revenues of $74 million and $78 million and net losses of $24 milion and $1 million in 2003
and 2002, respectively. The 2003 net loss of $24 million was comprised principally of asset write-downs of $10 million and a loss from operations of
$14 million,

Loss from discontinued operations, net of tax, also includes costs related to the Company's potential asbestos obligation of the Company's U.S.
subsidiary, Combustion Engineering Inc., of approximately $262 million, $142 million and $3986 million in 2004, 2003 and 2002, respectively

(see Note 18).

Operating resutts of the discontinued businesses are summarized as follows:

Year ended December 31,

Net loss from disc tmued operatlons

Loss from dispositions, net of a tax benefit {expense) of $(25) million,
$6 million and $(31) million in 2004, 2003 and 2002, respectively

Loss from discontinued operations, net of tax

Included in the table above are the assets and the liabilities held for sale of the Building Systems businesses of approximately $81 million and $42 million,
respectively, at December 31, 2003. In accordance with SFAS 144, certain Building Systems businesses met the criteria for the classification of assets
and liabilities as held for salg, but did not meet the additional criteria for its results of operations to be classified as discontinued operations (see Note 4).

At December 31,2004 and 2003, the Consolidated Balance Sheets included $18 million and $79 million of pledged cash balances, respectively.
Approximately $0 milion and $44 million related to the Company’s Reinsurance business and $0 milion and $8 million related to the Upstream
business and, as such, were included in assets held for sale and in discontinued operations in 2004 and 2003, respectively.
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Note 4 Business combinations and other divestments

Acquisitions and investments

During 2004, 2003, and 2002, the Company invested $24 milicn, $55 million and $154 million, in 24, 24 and 32 new businesses, joint ventures or
affiliated companies, respectively. The aggregate excess of the purchase price over the fair value of the net assets acquired totaled $15 million,

$2 million and $93 miliion, in 2004, 2003 and 2002, respectively, and has been recorded as goodwill. Assuming these acquisitions had occurred on
the first day of the year prior to their purchase, the pro forma Consolidated Income Statements for those years would not have matenially differed
from reported amounts efther on an individual or an aggregate basis.

Other divestitures

In addition to the sold businesses described under discontinued operations, the Company periodically divests businesses and investments not
considered by management to be aligned with its focus on Power Technologies and Automation Technologies as described in Note 26. The results of
operations of these divested businesses are included in the Company’s Consclidated income Statements in the respective line items of income from
continuing operaticns, through the date of disposition.

Divestment of Building Systems businesses

In April 2002, the Company decided to dispose of its Building Systems businesses. The gradual disposal process was envisaged to extend over
anon-defined period of time preceded by restructurings in several locations. The disposal of the Building Systems businesses contemplated that the
Company would retain an involvement in the disposed operations through a combination of technotogy license agreements, supplier relationships,
retention of certain orders and participation on the Board of Directors of some of the disposed companies. As a result of these factors, the Company
concluded that classification of the Building Systems businesses as discontinued operations in accordance with SFAS 144 was not appropriate.

In August 2003, the Company completed the sale of its Building Systems businesses located in Sweden, Norway, Denmark, Finland, Russia and
the Baltics to YIT Corporation of Helsinki, Finland, for consideration of approximately $213 million. The Company recognized a net gain on disposal of
$124 million, which is included in other income (expense), net.

During 2003, the Company completed, in a series of transactions, the sale of its Building Systems businesses located in several other countries,
principally Belgium, the Netherlands, Austria, and the UK for aggregate procesds of approximatety $21 million. The Company recognized a net loss
on disposal of $41 million, which is included in other income (expense), nat.

In February 2004, the Company completed the sale of its Building Systems business located in Switzerland to CapVis Equity Partners AG, a Swiss
private equity company, for a purchase price of approximately $39 milion. The Company retained a 10 percent ownership interest in the sold business
and recognized a net gain on disposal of $12 million, which is included in other income (expense), net.

Divestment of Air Handling business

In January 2002, the Company sold its Air Handling business to Global Air Movement (Luxembourg) Sarl for proceeds of $147 million, including a
vendor note of 38 million euro principal value, issued by the purchaser. The Company recognized a net gain on disposal of $74 million, which is included
in other income {expense), net.

Other divestitures
In June 2003, the Company sold its interests in certain equity investees in Australia for approximately $90 million, resutting in & gain on disposal of
$28 million recorded in other income {expense), net.

In June 2003, the Company sold its entire 35 percent interest in Swedish Export Credit Corporation to the Government of Sweden for 1,240 million
Swedish krona (3159 million), resutting in net proceeds of approximately $149 million and a loss on disposal of $8C million recorded in other income
(expense), net.

In June 2004, the Company sold a business in Sweden, formerly part of the automation technologies division, for $11 miflion, resutting in a gain on
disposal of $7 million recorded in other income (expense), net.

in December 2004, the Company sold its entire 15.7 percent interest in IXYS Corporation, Santa Clara, California, mainly to in'stitutional investors, for
approximately $42 million and recorded a gain on disposal of $20 million in other income (expense), net.

During 2004, 2003 and 2002, the Company sold several operating units and investments, excluding the divestments disclosed above, for total
proceeds of $32 million, $31 milion and $209 million, respectively, and recognized net gains on disposal of $13 million, $12 million and $24 million,
respectively, which are included in other incormne (expense), net. Revenues and net income from these businesses and investments were not
significant in 2004, 2003 and 2002.

Note 5 Marketable securities and short-term investments
Marketable securities and short-term investments consist of the following:

December 31,
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Note 5 Marketable securities and short-term investments, continued

To hedge its exposure to fluctuations in fair value of the Company’s warrant appreciation rights (WARs) issued under the Company's management
incentive plan, the Company purchases cash-settled call options, which entitle the Company to receive amounts equivalent to its obligations under
the outstanding WARs. In accordance with Emerging Issues Task Force No. 00-19 (EITF 00-19), Accounting for Derivative Financial Instruments
Indexed to, and Potentially Settled in, a Company’s Own Stock, the cash-settled call options have been recorded as asssts measured at fair value,
with subseguent changes in fair value recorded through earnings as an offset to the compensation expense recorded in connection with the WARs.

Available-for-sale securities classified as marketable securities consist of the following:

Unrealized Unreafized
At December 31, 2004: Cost gains losses Fair value

Gross realized gains on available-for-sale securities were $85 million, $8 milion and $11 million in 2004, 2003 and 2002, respectively. The $85 million
gain included a realized gain of $43 million refating to the non-cash contribution of $549 million of marketable securities to the Company’s German
pension plans as described in Note 21. Gross realized losses on available-for-sale securities were $5 million, $2 million and $9 million in 2004, 2003 and
2002, respectively. Additionally, in 2004, 2003 and 2002, the Company recorded charges of $0 million, $36 million and $6 million, respectively, related
to the impairment of available-for-sale securities. The charges recorded in 2003 and 2002 are included in interest and other finance expense and other
income (expense), net, respectively. In 2003, the Company sold available-for-sale securities in a strategic investment included ininvestments and other
resulting in realized loss of $40 million, which was recorded in interest and cther finance expense.

The following table reflects gross unrealized losses and the fair value of those available-for-sale securities, aggregated by investment category, that at
December 31,2004, have been in a continuous unrealized loss position.

Securities with unrealized losses Securities with unrealized losses
for a period less than 12 months for a period greater than 12 months

Unrealized losses on equity and debt securities held and classified as available-for-sale are judged to be only temporary based on the creditworthiness
of the obligors as it relates to debt securities and as it relates to afl corporate securities held, the financial position of the underlying companies, the
significance of the unrealized losses relative to the asset cost and the duration that the securities have been in an unrealized loss position.

The net change in unrealized gains and losses in fair values of trading securities was not significant in 2004, 2003 or 2002.

At December 31,2004 and 2003, the Company pledged $51 million and $41 million, respectively, of marketable securities as collateral for issued letters
of credit and other security arrangements.
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Note 6 Financial instruments

Cash flow hedges

The Company enters into forward foreign exchange contracts to manage the foreign exchange risk of its operations. To a lesser extent the Company
also uses commodity contracts to manage its commodity risks. Where such instruments are designated and qualify as cash flow hedges, the changes
intheir fair value are recorded in accumulated other comprehensive l0ss, until the hedged item is recognized in earnings. At such time, the respective
amount in accumulated other comprehensive loss is released to earnings and is shown in either revenues or cost of sales consistent with the
classffication of the earnings impact of the underlying transaction being hedged. Any hedge ineffectiveness is included in revenues and cost of sales
but was not significant for 2004 or 2003.

The amount of derivative financial instrument net gains or losses reclassified from accumulated other comprehensive loss to earnings was a net gain
of $31 million (excluding the $14 million loss described below) and $58 million in 2004 and 2003, respectively. it is anticipated that during 2005,

$30 million of net gains included in accumulated other comprenensive loss at December 31, 2004, will be reclassified to earnings when the underlying
hedged transactions impact earnings. Derivative financial instrument gains and losses reclassified to earnings offset the losses and gains on the items
being hedged.

While the Company’s cash flow hedges are primarily hedges of exposures over the next twelve months, the amount included in accumulated other
comprehensive loss at December 31, 2004 includes hedges of certain exposures maturing up to 2009.

During 2004, the Company reclassified losses of $14 million from accumulated other comprehensive loss to earnings as a resutt of the discontinuance
of certain cash flow hedges as it became probable that the original forecasted transactions related to these hedges would not occur within the
forecasted time period.

Fair value hedges

To reduce its interest rate and foreign currency exposures arising primarily from its funding activities, the Company uses interest rate and cross-currency
swaps. Where such instruments are designated as fair value hedges, the changes in fair value of these instruments, as well as the changes in fair value of
the underlying liabilities, are recorded as offsetting gains and losses in the determination of earnings. The hedge ineffectiveness in both 2004 and 2003
resulted in a gain of $11 million.

Disclosure about fair values of financial instruments
The Company uses the following methods and assumptions in estimating fair values for financial instruments:

Cash and equivalents, receivables, accounts payable, short-term borrowings and current maturities of long-term borrowings. The carrying amounts
approximate the fair values.

Marketable securities and short-term investments. Fair values of marketable securities are based on quoted market prices, where available. If quoted
market prices are not available, fair values are based on quoted market prices of comparable instruments. The carrying amounts of short-term
investments approximate the fair values.

Financing receivables and foans (non-current portion): Fair values are determined using a discounted cash flow methodology based upon loanrates of
similar instruments. The carrying values and estimated fair values of long-term loans granted at December 31, 2004 were $337 million and $337 million,
respectively, and at December 31, 2003 were $437 million and $424 million, respectively.

Long-term borrowings (non-current portion): Fair values are based on the present value of future cash flows discounted at estimated borrowing rates
for similar debt instruments or in the case of bond or note issuances, using the relevant borrowing rates derived from interest rate swap curves.

Such swap curves are composed of interest rates guoted by market participants for the relevant maturities, excluding any component associated with
the credit risk of counterparties. As these bonds or note issuances reflect liabilities of the Company, if the Company's credit rating were reflected in
these discount rates, the present value calculation would result in a lower fair value liability. The carrying values and estimated fair values of long-term
borrowings at December 31, 2004, were $4,901 million and $5,533 million, respectively, and at December 31, 2003, were $8,290 milion and $6,938
million, respectively.

Derivative financial instruments: Fair values are the amounts by which the contracts could be settled. These fair values are estimated by usinga
discounted cash flow methodology based on available market data, option pricing models or by obtaining quotes from brokers. At December 31, 2004
and 2003, the carrying values equal fair values. Current derivative assets are recorded in prepaid expenses and other, and non-current derivative
assets are recorded in investments and other. Current derivative liabilities are recorded in accrued liabilities and other, and non-current derivative
liabilities are recorded in other ligbilities. Current derivative assets and current derivative liabilities in 2003 have been reclassified to conform with the
current year's presentation. The fair values are:

December 31, 2004 2003
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Note 7 Receivables
Receivables consist of the following:

Trade receivables include contractual retention amounts bilied to customers of $124 million and $101 million at Decermber 31, 2004 and 2003,
respectively. Management expects the majority of related contracts will be completed and substantially ali of the bifled amounts retained by the
customer will be collected within one year of the respective balance sheet date. Other receivables consist of value added tax, claims, employee and
customer related advances, the current portion of direct finance and sales-type leases and other non-trade receivables, including the retained
interests on sold receivables under the Company's securitization programs.

Costs and estimated profits in excess of billings represent sales earned and recognized under the percentage-of-completion method. Amounts are
expected to be collected within one year of the respective balance sheet date.

During 2004 and 2003, the Company sold trade receivables to two separate QSPEs, unrelated to the Company, in revolving-period securitizations.
The Company retains servicing responsibility relating to the sold receivables. Solsly for the purpose of credit enhancement from the perspective

of the QSPEs, the Company retains an interest in the sold receivables (retained interests). These retained interests are initially measured at estimated
fair values, which the Company believes approximate historical carrying values, and are subsequently measured based on a periodic evaluation of
collections and delinquencies.

Given the short-term, lower-risk nature of the assets securitized, market movements in interest rates would not significantly impact the carrying
value of the Company’s retained interests. An adverse movement in foreign currency rates could have an impact on the carrying value of these
retained interests as the retained interests are denominated in the original currencies underlying the sold receivables. While such remeasurements
are recognized in earnings, the impact has histerically not been significant due to the short-term nature of the receivables and economic hedges
in place refating to foreign currency movement risk.

The Company routinely evaluates its portfolio of trade receivabiles for risk of non-collection and records an allowance for doubtful debts to reflect
the carrying value of its trade receivables at estimated net realizable value. Pursuant to the requirements of the revolving-period securitizations
through which the Company securitizes certain of its trade receivables, the Company sffectively bears the risk of potential delinquency or default
associated with trade receivables sold up to the amount of its retained interest relating to the relevant securitization program. Accordingly, in the
normal course of servicing the assets sold, the Company evaluates potential collection losses and delinquencies and updates the estimated fair
value of the Company’s retained interests. An increase in delinquency rates compared to historic fevels would cause an increase in the retained
interest. Ultimately, if the customer defaults, the Company will be responsible for absorbing the amount. The fair value of the retained interests at
December 31, 2004 and 2003, was approximately $349 milion and $367 million, respectively.

In accordance with SFAS 140, the Company has not recorded a servicing asset or liability as management believes it is not practicable to estimate
this value given that verifiable data as to the fair value of the compensation and/or cost related to servicing the types of the assets soid are not readlily
cbtainable nor reliably estimable for the multiple geographic markets in which the entities selling receivables operate.

During 2004, 2003 and 2002, the following cash flows were received from and paid to QSPEs:

M Related to assets held for sale and in discontinued operaticns for 2004, 2003 and 2002, respectively

Net cash settlements on the Company’s programs take place twice per month. However, in one of the programs there is, in addition, the daily transfer
of collections of sold receivables. Under the terms of the latter program, if the Company's rating falls below BB+ (Standard & Poor's) or Ba3 (Moody’s)
then the Company may be required to relinguish its right to collect the sold receivables on behalf of the QSPE, and instead the cash collection of such
sold receivables would be made directly to the account of the QSPE.

The Company records a loss on sale at the time of sale of the receivables to the QSPEs and subsequently records purchaser’s, liquidity and program
fees. The total cost of $20 million, $21 million and $37 million in 2004, 2003 and 2002, respectively, related to the securitization of trade receivables, is
included ininterest and other finance expense.
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Note 7 Receivables, continued

The increase in gross trade receivables sold in 2004 compared to 2003 is due primarily 1o an increase in the programs'’ size, a change in the definition
of receivables eligible to be sold in one program and the addition of new sellers to one of the programs. The decrease in gross receivables sold in 2003
compared to 2002 is due primarily to the fact that businesses which were either classified as discontinued operations or which were sold by the
Company were phased out of the securitization programs during the year.

The fellowing table reconciles total gross receivables to the amounts in the Consolidated Balance Sheets after the effects of securitization at
December 31,2004 and 2003:

The increase in the portion derecognized at Decernber 31, 2004, compared to December 31, 2003, is due primarily to an increase in the programs’ size,
achange in the definition of receivables eligible to be sold in one program and the addition of new sellers to one of the programs.

At December 31, 2004 and 2003, of the gross trade receivables sold, the total trade receivables for which cash has not been collected at those dates
amounted to $1,083 milicn and $898 million, respectively. At December 31, 2004 and 2003, an amount of $54 million and $34 million, respectively,
was more than 90 days past due which s considered delinquent pursuant to the terms of the programs.

In addition, the Company transfers receivables outside of the above described securitization programs. These transfers were sales, made without
recourse, directly to banks and/or sales pursuant to factoring or similar type arrangements. Total sold receivables included in these transactions

during 2004 and 2003 were approximately $302 million and $1,400 million, respectively, of which sales of $159 million and $594 million, respectively,
related to assets held for sale and in discontinued cperations. During 2004 and 2003, the related costs, including the associated gains and losses,
were $10 million and $12 million, respectively, of which costs of $1milion and $3 million, respectively, related to assets held for sale and in discontinued
operations.

Note B Variableinterest entities

The following VIEs are consolidated, as the Company is the primary beneficiary as defined by FIN 46R.

In March 2003, the Company sold its aircraft-leasing portfolio in Sweden to a third party. Subsequent to divestment, the Company continued its
involverent in this business by providing significant financial support in the form of mezzanine and subordinated financing of approximately $30 million
to the VIE formed by the buyer upon acquisition, exclusively for the purpose of servicing the aircraft leasing portfolio. As the primary beneficiary of the
VIE, the Company retained approximatety $148 million of assets and acquired approximately $84 million of third party long-term borrowings provided to
the VIE at December 31, 2004. All of the VIE's assets serve as collateral for the senior debt provided by third parties. The Company has no ownership
interest and there is no recourse to the general credit of the Company.

The Company alsc has interests in other VIEs which are consolidated as the Company is considered the primary beneficiary. These VIEs are immaterial
both individually and in the aggregate.

The following VIEs are not consolidated, as the Company is not the primary beneficiary as defined by FIN 46R.

The Company maintains a combined equity and financing interest of approximately $354 million in six VIEs that were established as joint ventures to
develop power plants in various countries. The Company’s involvement with these VIEs began between 1995 and 2000 at the dates of inception

of the VIEs, The purpose of the VIEs is to contract the engineering, procurement, commissioning and financing of the power plants. At and for the year
ended December 31,2004, these VIEs have combined total assets of approximately $2,920 million and reported combined total revenues and
earnings before interest and taxes of $749 million and $308 milion, respectively. The exposure to loss as a result of involvement with the VIEs is limited
to the Company's equity and financing interests.

The Company maintains a 50 percent equity interest in two VIES that were established to build four transmission power lines and 22 substations in
Mexico. The equity interests are not significant in value. The Company's involvement with these VIEs began in September and November 1997,
respectively, when the VIEs were formed. The purpose of the VIES is to contract the engineering, procurement, commissioning and financing of these
projects. At and for the year ended December 31, 2004, these VIES have total assets of approximately $85 million, and reported insignificant combined
total revenues and earnings before interest and taxes. The exposure 1o loss as a result of involvement with the VIEs is limited to the Company’s

equity interest.

The Company maintains a combined equity and financing interest of $8 million in two VIES that were established to execute a project in London,
England. One VIE was established to serve as a consortium among two third parties and the Company. The purpose of this VIE is to operate, maintain
and finance the power distribution project. The second VIE is the financing vehicle for the project. The Company’s involvernent began at the inception
ofthese VIEs in August 1998, At and for the year ended December 31, 2004, these VIEs have total assets of approximately $449 million and reported
combined total revenues and earnings before interest and taxes of $125 million and $18 miliion, respectively. The Company's exposure to loss as a result
of involvement with the VIEs is limited to the Company’s equity and financing interest.
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Note 8 Variable interest entities, continued

The Company has an equity interest of approximately $0.4 million in four VIEs that were established for developing, holding and leasing real estate in
Germany. The Company's involvement with these VIEs began when they were established in 1893 and 1995, respectively. At and for the year ended
December 31, 2004, these VIEs have total assets of approximately $102 milion and earnings before interest and taxes of the VIES is approximately
break-even. The Company’s exposure to loss as a resuit of involvement with the VIEs is limited to the Company’s equity interest.

The Company also has interests in other VIEs which are net consolidated as the Company is not considered the primary beneficiary. These VIEs are
immateriat both individually and in the aggregate.

Note 9 Inventories
inventories, including inventories related to long-term contracts, consist of the following:

Contract costs subject to future negotiation are deemed probable of recovery through changes in the contract price and are deferred until the parties
have agreed on these changes.

Note 10 Prepaid expenses and other
Prepaid expenses and other current assets consist of the following:

December 31,
Prepai

Advances to suppliers and contractors
Derivatives

Note 11 Financing receivables
Financing receivables consist of the following:

Loans receivable primarily represent financing arrangements provided to customers under long-term construction contracts and other activities,
including financing relating to a divestment in 2002 as described in Note 4.

Included in finance leases at December 31, 2004 and 2003, are $7 milion and $8 million, respectively, of assets pledged as security for other liabilities.
Additionally, $204 million and $246 million of finance lease receivables were pledged as security for long-term borrowings at December 31,2004 and
2003, respectively.

Cther financing receivablas at December 31, 2004 and 2003, include $314 milion and $312 million, respectively, of assets plediged as secunity for other
liabilities. Of these amounts, $58 milfion and $54 miliion, respectively, are marketable securities.

During 2004 and 2003, the Company sold or transferred to financial institutions various portfolios and individual financing receivables (see Note 17).
These transfers included sales of finance lease receivables and loan receivables. Financing receivables sold or transferred and derecognized from the
Consolidated Balance Sheets in accordance with SFAS 140 totaled $57 milion and $338 million in 2004 and 2003, respectively.
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Note 12 Property, plant and equipment
Property, plant and equipment consist of the following:

December 31, 2004 2003

At Dacember 31, 2004 and 2003, the Company had $85 million and $150 million, respectively, of property, plant and equipment pledged as security or
collateral for certain liabilities or other obligations of the Company.

Note 13 Goodwill and other intangibie assets
The changes in the carrying amount of goodwill for the year ended December 31,2004, are as follows:

Automation Power Non-core Corporates

.......................................................................................................... Technologies Teohnologies actities . Other ..o
Balance atJanuaryl,2004 $1816 $43% ...%201 . 872 %2528
Goodwill acquired duringtheyear L oo e -3
Goodwill written offrelated to sale of businesses B @  om R
O T e T L B -
Reallocations 8B M8 8T
Foreigncurrency translation MBS LI - N .4
Balance at December 31,2004 ! $ 561

The changes in the carrying amount of goodwill for the year ended December 31, 2003, are as follows:

Automation Power Non-core Corporate/
Technologies Technologies activities Other Total

The Company'’s presentation of goodwill by division has been corrected and restated for all periods presented to adjust amounts of goodwill related
to Automation Technologies previously reflected under Non-core activities. Such goodwill was tested for impairment in 2004, 2003 and 2002, as a
component of the Company's Automation Technologies division. At December 31, 2004 and 2003, the $225 million and the $201 million of goodwill,
respectively, in Non-core activities was principally related to the Company's remaining Oil, Gas and Petrochemicals business. The reaifocations inthe
table above relate to Company internal reorganizations. During 2004, the reallocations are principally dus to the Substation Automation business
formerty in the Automation Technologies division that was integrated in to the Power Technologies division. The goodwill realfocated for the Substation
Automation business was $107 million based on fair value. During 2004, the Company also reallocated goodwill from the Corporate/Other division to
the Automation Technologies and Power Technologies division as the expected benefit of goodwill resides in these divisions.

Other intangible assets consist of the following:

Oecember 31, 2004 2003

Gross carrying Accumulated Net carrying Gross carrying Accumutated Net carrying
amount amortization amount amount amortization amount

Amortization expense of intangible assets for 2004 and 2003 amounted to $212 million and $177 million, respectively.
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Note 13 Goodwill and other intangible assets, continued
Amortization expense of intangible assets is estimated to be as follows: 1

{1} The estimated amortization expense is calculated as if no future expenditures would be made.

In 2004 and 2003, the Company did not identify any intangible assets not subject to amortization with the exception of $11 million and $2 million,
respectively, related to an intangible pension asset (see Note 21).

Other intangible assets primarily include intangibles created through acquisitions, such as trademarks and patents.

For the years ended December 31, 2004 and 2003, the Company acquired intangible assets of $75 million ($65 million of software and $10 million of
other intangible assets) and $32 million ($85 million of software and $7million of other intangible assets), respectively. For items capitalized in 2004 and
2003, amortization expense is calculated using a weighted-average fife of 4 years for capitafized software and of 5 years for other intangible assets.

The Company recorded impairment charges to intangible assets of $3 million, $11 million and $25 milion, in 2004, 2003 and 2002, respectively, related
to software developed for internal use. These charges are included in other income (expense), net, in the Consolidated Income Statements.

Note 14 Equity accounted companies

The Company recorded earnings of $87 million, $96 million and $220 million in 2004, 2003 and 2002, respectively, in investments and other, and other
income (expense), net, representing the Company's share of the pre-tax earnings of investees accounted for under the equity method of accounting.
The Company has recorded, at December 31, 2004, and 2003, $596 million and $842 million, respectively, in investments and other, representing the
Company's investment in thase equity investees. Significant companies accounted for using the equity method of accounting included: Jorf Lasfar
Energy Company S.C.A. (JLEC), Morocco (the Company owns 50 percent) and Swedish Export Credit Corporation (SECC), Sweden {the Company
owned 35.4 percent). In June 2003, the Company sold its entire interest in SECC to the Government of Sweden.

The Company’s share of the pre-tax earnings
Investment Investment of equity-accounted investees
balance 2004 balance 2003 003

The Company’s share of earnings
of equity-accounted investees

M Encompasses additional investments, none of which are individually significant

As reflected in its audited financial statements, SECC's total net income for the year ended December 31, 2002, was $254 million.
The following table represents selected financial information for JLEC and not the Company’s share in this equity accounted company.

As security for repayment by JLEC of certain of its loans, the Company, JLEC and the other 50 percent shareholder in JLEC have entered into various
pledge agreements with several banks and other secured parties. The Company has pledged all of its shares, claims, rights and interest in JLEC in
accordance with the pledge agreements. Such security shall continue in effect until the repayment in full of all outstanding principal and interest and
other fees, which is scheduled to oceur in February 2013.
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Note 14 Equity accounted companies, continued

The Company has entered into other similar pledge agreements for certain other equity accounted for companies. The Company has also granted lines
of credit and has committed to provide additional capital for certain equity accounted companies. At December 31, 2004, the total unused fines of credit
amounted to $78 million and the capital commitments amounted to $24 mition.

The Company’s 2004 Consolidated Financial Statements include the following aggregate amounts related to transactions with equity accounted
investees and other related parties, including related party transactions that are recorded in loss from discontinued operations, net of tax, and assets
and liabilities held for sale and in discontinued operations:

Note 15 Borrowings
The Company’s total borrowings at Decermnber 31, 2004 and 2003, were $5,534 million and $7,934 million, respectively.

Short-term borrowings
The Company's short-term borrowings consist of the following:

DT B e e e e e, 2008 2003
Other short-term borrowings i
(weighted-averageinterestrate Of 6.8% and3.79%) e $ 184, .8 2%
Current portion of long-term borrowings o
(weighted-average interest rate of 3.9% and 4.8%) 449 1,351

Other short-term borrowings primarily represent short-term loans from various banks.

On Novermber17, 2003, the Company entered into an unsecured syndicated $1.0 billion three-year revolving credit facility, which became available in
December 2003 after the fulfilment of certain conditions, including the repayment and cancellation of the previous facility and the raising of a specified
minimum level of gross proceeds from the rights issue (see Note 23) and from the euro denominated bonds issued in November 2003.

In November 2004, the facility was amended. The amendments included a reduction in the level of commitment fees and the removal of restrictions on
the Company to redeem early capital market instruments, such as bonds, having a maturity date beyond that of the facility.

No amount was drawn under the facility at December 31, 2004 and 2003. The interest costs of borrowings under the facility are LIBOR (or EURIBOR in
the case of drawings in euro) plus 0.8 percent to 2.25 percent, depending on the Company's senior unsecured long-term debt rating. Commitment
fees are paid on the unused portion of the facility and a utilization fee is payable when borrowings are equal to or greater than 33 percent of the facility;
the level of these fees is linked to the ratings of the Company's senior unsecured long-term debt.

The facility contains certain financial covenants in respect of minimum interest coverage, maximum net leverage and a minimum level! of consolidated
net worth. The Company is required to meet these covenants on a quarterly basis. Should the Company’s senior unsecured long-term debt ratings
reach certain defined levels, these covenants will only have to be calculated at June and December of each year. The facility also contains provisions
for the mandatory prepayment and cancellation of the facility upon a change of control of the Company.

The facility imposes restrictions on the amount of third party indebtedness in subsidiaries other than in the obligors under the facility, subject to certain
exceptions. The facility also contains certain other undertakings including limitations on disposals of assets, restrictions on mergers and acquisitions
and negative pledges.

The facility contains cross-default clauses whereby an event of defautt would occur if the Company were to defautt on indebtedness, as defined in the
facility, at or above a specified threshold.

Long-term borrowings

The Company utilizes a variety of derivative products to modify the characteristics of its long-term borrowings. The Company uses interest rate

swaps to effectively convert certain fixed-rate long-term borrowings into floating rate obligations. For certain non-U. S. doltar denominated borrowings,
the Company utilizes cross-currency swaps to effectively convert the borrowings into U.S. dollar obligations. As required by SFAS133, borrowings
designated as being hedged by fair value hedges are stated at their fair values.
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Note 15 Borrowings, continued
The following table summarizes the Company’s long-term borrowings considering the effect of interest rate and currency swaps. Conseguently, a fixed
rate borrowing subject to a fixed-to-floating interest rate swap is included as a floating rate borrowing in the table below:

...................................................................... December31,200¢ . . Pecember 31,2003
Nominal Effective Neminal Effective
Balance rate rate Balance rate rate

Fixed rate 1,825 LB1% 5.5% 1,754 5.8% 5.8%

At December 31, 2004, maturities of long-term borrowings were as follows:
Duein 2005 $ 448

Bond repurchases

During the first six months of 2004, through open market repurchases, the Company repurchased a portion of its public bonds with a total eguivalent
face value of $458 miliion. These repurchases included 107 million eurc (approximately $131 million) of the 475 million euro 5.125 percent bonds

due 2006, and 26,500 million Japanese yen (approximately $243 million) of the 50,000 million Japanese yen 0.5 parcent bonds due 2005. The
26,500 mifion Japanese yen bonds and the 107 million euro bonds were subsequently cancelled at the end of July 2004 and mid-September 2004,
respectively. During the second half of 2004, a further 6,075 milion Japanese yen 0.5 percent bonds (approximately $55 miflion) were repurchased
on the open market and were not cancelled. As a result of the repurchases of these Japanese yen bonds, the total principal amount outstanding

at December 31,2004, was 17,425 million Japanese yen (approximately $171 million), which is included in floating rate borrowings in the table of long-
term borrowings above. The open market repurchases resutted in a gain on extinguishments of debt of approximately $6 milion. During 2003, the
Company repurchased outstanding bonds with a face value of $94 million and recorded an insignificant gain on extinguishments of debt in connection
with the repurchases.

On July 29, 2004, the Company announced tender offers to repurchase all of the outstanding 300 million euro 5.375 percent bonds due 2005 and

475 million euro 5.125 percent bonds due 2008, being approximately 275 million euro and approximately 368 million euro, respectively. In conjunction
with the tender offers, the Company convened bondhelders’ meetings to vote on amendments 1o these bonds to allow the Company to call and redeem
those bonds that were not tendered under the respective tender offer. Bonds validly tendered and accepted under the tender offers were seftled on
September 14, 2004. On September 9, 2004, bondholders approved the resolutions, which gave the Company the option to redeem the outstanding
instruments. The Company exercised its option to redeem earty the remaining outstanding 2005 and 2006 bonds that were not tendered and set the
redemption date as September 29, 2004. The open market repurchases, combined with the tender offers and calls, resulted in a decrease in total
borrowings during 2004 of $1,330 million. At December 31, 2003, the bonds tendsred and called in 2004 were included as floating rate borrowings in
the table of long-term borrowings above.

Bondissuances
The Company did not issue any bonds during 2004.

In November 2003, the Company issued bonds of an aggregate principal amount of 650 million euro, or approximately $769 milion at issuance, due
2011. These bonds pay interest semi-annually in arrears at a fixed annual rate of 6.5 percent and are included as fixed rate borrowings in the table of
long-term borrowings above. In the event of a change of control of the Company, the terms of the bonds require the Company to offer to repurchase
the bonds at 101 percent of the principal amount thereof, plus any accrued interest.

In September 2003, the Company issued convertible unsubordinated bonds of an aggregate principal amount of 1,000 million Swiss francs, or
approximately $722 million at issuance, due 2010. The bonds pay interest annually in arrears at a fixed annual rate of 3.5 percent. On issuance, each
5,000 Swiss francs of principal amount of bonds was convertible into 418.41004 fully paid ordinary shares of the Company at an initial conversion
price of 11.95 Swiss francs. The conversion price is subject to adjustment provisions to protect against difution or change in control. As a result of
the decision at the extraordinary general meeting of shareholders on November 20, 2003, to increase the share capital of the Company by issuing a
further 840,006,602 shares, the conversion price and conversion ratio of the bonds were adjusted to 9.53 Swiss francs and 524.65897 shares
respectively, effective December 12, 2003, representing a total of 104,931,794 shares if the bonds were fully converted. '
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Note 15 Borrowings, continued

The bonds are convertible at the option of the bondholder at any time from October 21, 2003 up to and including the tenth business day prior to
September10, 2010. The Company may at any time on or after September 10, 2007 redeem the outstanding bonds at par plus accrued interest if, for

a certain number of days during a specified period of time, the official closing price of the Company's ordinary shares on the relevant exchange has
been at least 150 percent of the conversion price. In addition, at any time prior to maturity, the Company can redeem the outstanding bonds at par plus
accrued interest, if at least 85 percent in aggregate of the principal amount of bonds originally issued have been redeemed, converted or purchased
and cancelled. The Company has the option to redeem the bonds when due in cash, ordinary shares or any combination thereof,

In May 2002, the Company issued $968 million aggregate principal amount of convertible unsubordinated bonds due 2007. The bonds pay interest
semi-annually in arrears at a fixed annual rate of 4.625 percent. The bonds were initialty convertible into 84,840,935 fully paid ordinary shares of the
Company at an initial conversion price of 18.48 Swiss francs (converted into U.S.dollars at a fixed conversion rate of 1.6216 Swiss francs per U.S.dollar).
The conversion price is subject to adjustment provisions to protect against dilution or change in control. As a result of the rights issue and resuiting
increase in the share capital of the Company, the conversion price of the bonds was adjusted, effective November 21, 2003, to 14.64 Swiss francs
{converted into U.S. doliars at the fixed exchange rate of 1.6216 Swiss francs per U.S. dollar), representing a total of 107,220,546 shares if the bonds
were fully converted. As a result of an amendment to the bonds in May 2004, described below, the conversion price of the bonds was amended to
$9.03, representing a total of 107,198,228 shares if the bonds were fully converted.

The $968 million bonds are convertible at the option of the bondholder at any time from June 26, 2002 up to and including May 2, 2007. The Company
may, at any time on or after May 16, 2005, redeem the outstanding bonds at par plus accrued interest if (1) for a certain number of days during a specified
period of time, the official closing price of the Company’s American Depositary Shares on the New York Stock Exchange exceeds 170 percent of the
conversion price, or (2) at least 85 percent in aggregate principal amount of bonds criginally issued have been exchanged, redeemed or purchased and
cancelled. The Company has the option to redeem the bonds when due in cash, American Depositary Shares or any combination thereof.

Under SFAS 133, a component of these convertible bonds had to be accounted for as an embedded derivative as the shares to be issued upon
conversion were denominated in Swiss francs, while the bonds are denominated in U.S. dollars. A portion of the issuance proceeds was deemedto
relate to the value of the derivative on issuance and subsequent changes in value of the derivative were recorded through earnings and as an
adjustment to the carrying value of the bonds. The aliocation of a portion of the proceeds to the derivative created a discount onissuance, which was
being amortized to earnings over the life of the bonds. On May 28, 2004, bondholders voted in favor of the Company’s proposed amendment to the
terms of the bonds whereby, if the bonds are converted, the Company will deliver U.S. dollar-denominated American Depositary Shares rather than
Swiss franc-dencminated ordinary shares. The conversion price was set at $9.03. As a result of the amendment, the Company was no longer required
to account for a portion of the bonds as a derivative. Consequently, on May 28, 2004, the value of the derivative was fixed and the amount previously
accounted for separately as an embedded derivative was considered to be a component of the carrying value of the bonds at that date. This carrying
value is being accreted to the $968 milion par value of the bonds as an expense in interest and other finance expense over the remaining life of the
bonds.

As to the embedded derivative, the Company recorded an expense of $16 million from the increase in fair value of the derivative from January 1, 2004,
up to the date of the bond amendment, related among other factors, to the increase in the Company'’s share price since December 31, 2003. When
added to the accretion of the discount on the bonds for 2004 of $36 million, this resulted in aggregate expense of $52 million in 2004, reflected in
interest and other finance expense and a corresponding increase in borrowings when compared to December 31, 2003. As a result of an increase in
fair value of the derivative (related among other factors, to the increase in the Company's share price since December 31, 2002), combined with the
accretion of the discount onissuance, there was a charge to interest and other finance expense of $84 million in 2003, and a corresponding increase
in long-term borrowings at December 31, 2003, when compared to December 31, 2002. Through December 31,2002, primarily as a result of the
decline in the Company’s share price since issuance of the bonds, the Company recorded a gain from the change in fair value of the derivative, partially
offset by amortization of effective discount, resulting in a net decrease to interest and other finance expense of $215 million.

In May 2002, the Company issued bonds due in 2009 with an aggregate principal amount of 200 miliion pounds sterling, or approximately $292 million
at the time of issuance, which pay interest semi-annually in arrears at 10 percent per annum. The Company also issued in May 2002 bonds due in 2008
with an aggregate principal amount of 500 million euro, or approximately $466 million at the time of issuance, which pay interest annually in arrears at
9.5 percent per annum.

The 200 million pounds sterling bonds and the 500 million eurc bonds contain certain clauses finking the interest paid on the bonds to the credit rating
assigned to the bonds. If the rating assigned to these bonds by both Moody’s and Standard & Poor's remains at or above Baa3 and BBB-, respectively,
then the interest rate on the bonds remains at the level at issuance, thatis 10 percent and 8.5 percent for the sterling and euro bonds, respectively.

If the rating assigned by either Moody’s or Standard & Poor’s decreases below Baa3 or BBB-, respectively, then the annual interest rate on the bonds
increases by 1.5 percent per annum to11.5 percent and 11 percent for the stering and euro bonds, respectively. If after such a rating decrease, the
rating assigned by both Moody's and Standard & Poor's returns to a level at or above Baal and BBB-, respectively, then the interest rates on the bonds
return to the interest level at issuance. As a result of the downgrade of the Company’s long-term credit rating by Moody’s to Ba2 on October 31,2002,
this step-up clause in interest was triggered on both bonds. The increase in interest costs is ffective for interest periods beginning after the payment of
the coupon accruing at the date of the downgrade.

in line with the Company's policy of reducing its interest and currency exposure, a cross-currency swap has been used to modify the characteristics
of the 200 million pounds sterling bonds and an interest rate swap has been used to modiify the 500 million euro bonds. After considering the
impact of the cross-currency and interest rate swaps, the 200 million pounds sterling bonds effectively became a floating rate U.S. dellar obligation,
while the 500 million euro bonds became a floating rate euro obligation. In both cases, the floating rate resets every three months. Accordingly, both
the 200 million pounds sterling bonds and the 500 million euro bonds are included as “floating rate” in the table of long-term borrowings above.

In September1999, the Company issued bonds of an aggregate principal amount of 500 million Swiss francs, or approximately $334 mitlion at
issuance, due 2009. These bonds pay interest annually in arrears at a fixed annual rate of 3.75 percent and are included in fixed rate borrowings in
the table of long-term borrowings above.
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Note 15 Borrowings, continued
Almost all of the Company’s publicly traded bonds contain cross-default clauses which would aflow the bondholders to demand repayment if the
Company were to defauft on any borrowing at or above a specified threshold.

In addition to the publicly issued bonds described above, included in long-term borowings at December 31, 2004 and 2003, are private placements,
lease obligations, bank borrowings of subsidiaries, obligations in the Company’s remaining Structured Finance business and other long-term
borrowings.

Note 16 Accrued liabilities and other
Accrued liabilities and other consists of the following:

December 31, 2004 2003

Advance from customers in 2003 have been reclassified from other liabilities to conform with the current year's presentation.

Note 17 Leases

Lease obligations

The Company's lease obligations primarily relate to real estate and office equipment. in the normal course of business, management expects most
leases to be renewed or replaced by other leases. Minimum rent expense under operating leases included in the income from continuing operations
was $371 million, $392 million and $340 million in 2004, 2003 and 2002, respectively. The sub-lease income received by the Company was $33 million,
$18 million and $14 million in 2004, 2003 and 2002, respectively.

At December 31, 2004, future net minimum lease payments for operating leases having initial or remaining non-cancelable lease terms in excess of
one year consist of the following:

Investments in leases
The Company retained some leasing assets including investments in sales-type leases, leveraged leases and direct financing leases that are included in
financing receivables (see Note 11), subsequent to the divestment of most of its Structured Finance business to GE in November 2002 (see Note 3).

78 ABB Financial review 2004




(U.S. doltar amounts in millions, except per share amounts)

Note 17 Leases, continued
The Company's non-current investments in direct financing, sales-type and leveraged leases, including $37 million and $54 million in 2004 and 2003,
respectively, of net investments in an aircraft leasing portfolio, reported by a VIE in Sweden (see Note 8), consist of the following:

December 31,

Note 18 Commitments and contingencies

Earnings overstatement in an ltalian subsidiary

During the second quarter of 2004, the Company received information regarding earmings overstatements by the medium-voltage business unit of the

Company's Power Technologies division {the "PT-MV BAU") in Italy. An investigation performed by the Company, with the assistance of outside counsel
and forensic accountants, has shown that from the first quarter of 1998 through the first quarter of 2004, the PT-MV BAU overstated its sarnings before
interest and taxes and net income through the earty recognition of certain revenue from incomplete projects, improper capitalization of costs on certain

projects, unrecorded liabilities and borrowings, and other improper journal entries.

The cumulative effect of these overstatements on the Company’s earnings before interest and taxes and net income was approximately $70 milion and
$87 million, respectively, from the first quarter of 1998 through the end of 2003. The negative impact on income tax expense results from the inability to
claim tax benefits under ltalian tax law for adjustments made to improperly filed tax returns for the years 1988 through 2002, as well as a reassessment
of the realizability of the Company's deferred tax assets due to a cumulative loss position after the adjustment for the overstatements. The Company
restated its financial statements for all prior periods as a result of these overstatements, The restated presentation forms the basis for the 2004 financial
statements before reclassifications as described in Note 3. The impact of the restatement in 2003 and 2002 was to increase net loss by $12 milion and
$36 million, respectively. The cumnulative impact on stockholders’ equity as a result of the restatement was $106 million at December 31, 2004.

The Company has undertaken measures, including termination of employment, with respect to the personnel involved in the earnings overstatement

to address the matters identified by the Company’s investigation. Additional remedial measures may be considered by the Company in light of this
investigation. In addition, the Company's investigation revealed that certain employees of ABB Power Technologies S.p.A. participated in arranging
improper payments to an employee of an ftalian power generation company in order to abtain a contract. The Company has reported this matter

to the ftalian Public Prosecutor’s Office, which is conducting its own investigation, as well as to the United States Securities and Exchange Commission.
The Company cannot be certain as to the outcome of the Italian Public Prosecutor’s Office investigation. The Company has terminated employees
determined to be involved in arranging such improper payments.

Gas Insulated Switchgear business

In May 2004, the Company announced that it had undertaken an internal investigation which uncovered that certain of its employees —together with
employees of other companies active in the gas insulated switchgear business - were involved in anti-competitive practices. The Company has
reported promptly such practices to the appropriate authorities including the European Commission. The Company has received an amnesty decision
from the European Commission and is cocperating with it in the investigation that the European Commission has faunched.

Vetco Gray

During 2003 and 2002 the Company undertook an investigation of potentially improper business conduct within the Company's Oil, Gas and
Petrochemical business which the Company had voluntarily disclosed to the U.S. Department of Justice and the U.S. Securities and Exchange
Commission. The investigation uncovered a limited number of improper payments in certain countries in the Company's Upstream business.
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Note 18 Commitments and contingencies, continued

ABB Vetco Gray Inc. and ABB Vetco Gray UK Lid., two of the Company’s subsidiaries that were sold in 2004 as part of the Upstream business
pleaded guitty in July 2004 to violation of the Foreign Corrupt Practices Act (FCPA) and paid an aggregate fine to the U.S Department of Justice totaling
$10.5 miflion. In addition, in July 2004, the Company agreed with the United States Securities and Exchange Commission to resolve civil charges
relating to the FCPA, including the payment of $5.9 million to disgorge allegedly untawful profits and to retain an independent consultant to review the
Company’s FCPA compliance policies and procedures.

|BM Outsourcing Agreement

In 2003, the Company entered into a 10-year global framework agreement with International Business Machines Corporation (1BM) to outsource the
Company's information systems infrastructure services to IBM. This global framework agreement forms the basis for country agreements entered into
between the Company and I1BM in 15 countries in which the Company operates as well as Company headquarters. Pursuant to these agreements,
the Company'’s information technclogy (IT) personnel were transferred and certain IT equipment was sold to IBM. Costs associated with the transfer of
employees have been recognized in 2003 and were not significant. The IT equipment was sold to IBM at its net book value resulting in no gain or loss
ondisposal.

Pursuant to the global framework agreement, the Company is permitted to terminate an individual country agreement, upon providing to IBM three
months notice, Upon termination, charges which are within standard commercial terms are payable to 1BM. Such termination charges decline
over the term of the global framework agreement and are based on the preceding 12-month period's costs and the number of years remaining on
the agreement.

The global framewcrk agreement also includes an obfigation for IBM to lease new personal computers and other IT equipment to the Company as
older equipment is retired. The Company accounts for these items as capital leases or operating leases based on the terms of the leases.

Further, pursuant to the global framework agreement, IBM will receive monthly payments from the Company’s subsidiaries in the respective countries
related to information systems infrastructure services. Expected annual costs during the 10-year term of the global framework agreement approximate
$223 million based on the current leve! of usage of the services.

While the above agreement was negotiated and transacted at arms-length between 1I8M and the Company, it should be noted that Jirgen Dormann,
the Company's Chairman, was a member of the Board of Directors of IBM until Aprit 29, 2003, and has been elected again to the Board of Directors
of IBM effective February 22, 2008, and Hans-Ulrich Mérki, a director on the Company’s Board of Directors, is chairman and general manager of IBM
Europe/Middle East/Africa.

Contingencies - general

The Company is subject to various legal proceedings and claims that have arisenin the ordinary course of business that have not been finally
adjudicated. Itis not possible at this time for the Company to predict with any certainty the outcome of such litigation. However, except as stated
below, management is of the opinion, based upon information prasently available and on advice of external counsel, that it is unlikely that any

such liability, to the extent not provided for through insurance or otherwise, would have a material adverse effect on the Company's financial position,
results of operations or cash flows.

Contingencies ~ environmental

The Company is a participant in several legal and regulatory actions, which resuft from various U.S. and other federal, state and local environmental
pretection legistation as well as agreements with third parties. While the Company cannot estimate the impact of future regulations affecting these
actions, management believes that the uttimate resolution of these matters will not have a material impact on the Company's financial position, resutts
of operations or cash flows.

Provisions are recorded when it is probable that losses will result from these actions and the amounts of losses can be reasonably estimated.
Estimated losses for environmental remediation obligations are not discounted to their present value. In respect to these matters, the Company may be
able to recover a portion of the costs from insurers or other third parties. Receivables are recorded when it is probable that recoveries will be collected.

Guarantees - general

Certain guarantees issued or modified after December 31, 2002 are accounted for in accordance with Financial Accounting Standards Board
Interpretation No.45 (FIN 45), Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness
of Others. Upon issuance or modification of certain guarantees, a liability, equal to the fair value of the guarantee, is recorded.

The following table provides quantitative data regarding the Company’s third-party guarantees. The maximum potential payments represent a “worst-
case scenario,” and do not reflect the Company’s expected results.
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Note 18 Commitments and contingencies, continued
The carrying amount of liabilities recorded in the Consclidated Balance Sheets reflects the Company's best estimate of future payments it may incur as
part of fulfilling its guarantee obligations.

Maximurm potential Carrying amount  Maximum potentiad  Carrying amount
payments of liabilities of liabilities

Guarantees-third-party performance

Performance guarantees represent obligations where the Company guarantees the performance of a third party’s product or service according to the
terms of a contract. Such guarantees may include guarantees that a project will be completed within a specified time. if the third party does not fuffill

the obligation, the Company will compensate the guaranteed party in cash or in kind. Performance guarantees include surety bonds, advance payment
guarantees, and performance standby letters of credit.

The Company retained obligations for guarantees related to the Power Generation business contributed in mid-1893 to the former ABB ALSTOM
POWER NV joint venture. The guarantees primarily consist of performance guarantees, advance payment guarantees and other miscellaneous
guarantees under certain contracts such as indemnification for personal injuries and property damages, taxes, and compliance with labor laws,
environmental laws and patents. The guarantees are related to projects which are expected to be completed by 2015 but in some cases have

no definite expiration. In May 2000, the Company sold its interest in the ABB ALSTOM POWER NV joint venture to ALSTOM SA (ALSTOM). As a result,
ALSTOM and its subsidiaries have primary responsibility for performing the obligations that are the subject of the guarantess. Further, ALSTOM, the
parent company, and ALSTOM POWER NV, formerty ABB ALSTOM POWER NV, have undertaken jointly and severally to fully indemnify and hold
harmless the Company against any claims arising under such guarantees. Management's best estimate of the total maximum potential exposure of
quantifiable guarantess issued by the Company on behalf of its former Power Generation business is approximately $875 million and $1,200 million
at December 31, 2004 and 2003, respectively. The Company has not experienced any losses related to guarantees issued on behalf of the former
Power Generation business.

The Company retained obligations for guarantees related to the Upstream business sold in July 2004. The guarantees primarily consist of third-party

performance guarantees, advance payment guarantees and other miscellaneous guarantees. The guarantees have maturity dates ranging from one

1o five years. The maximum amount payable under the guarantees is approximately $850 million at December 31, 2004, The Company has the ability

to recover potential payments under these guarantees through certain backstop guarantees. The maximum potential recovery under these backstop
guarantees is approximately $1486 million at December 31, 2004.

Guarantees - financial
Financial guarantees represent irrevocable assurances that the Company will make payment to a beneficiary in the event that a third party fails to fuffill
its financial obligations and the beneficiary under the guarantee incurs a loss due to that failure.

At December 31, 2004 and 2003, the Company had $253 million and $207 million, respectively, of financial guarantees outstanding. Cf those amounts,
$123 million and $189 million, respectively, werg issued on behalf of companies in which the Company currently has or formerty had an equity interest.
The guarantees have original maturity dates ranging from one to thirteen years. Also included in the $253 million of financial guarantees is approximately
$101 million refated to the Upstream business sold in July 2004. These guarantees have original maturity dates ranging from one to six years and in
some cases have no time-related expiry as they are contingent on future events.

Guarantees - indemnification

The Company delivered to the purchasers of the Upstream business and Reinsurance business guarantees related to assets and fiabilities divested in
2004. The maxirum liability at December 31, 2004, of approximatety $49 million and $149 milion, relating to the Upstream business and Reinsurance
business, respectively, will reduce over time, pursuant to the agreements. The fair values of these guarantees are not material.

The Company has indemnified certain purchasers of divested businesses for potentia claims arising from the operations of the divested businesses.
Such indemnifications have not been fair valued to the extent they were issued prior to the effective date of FIN 45. Additionally, to the extent the
maximum loss related to such indemnifications could not be calculated, no amounts have been included under maximum potential payments in the
table above. Indemnifications for which maximum losses could not be calculated include indemnifications for legal claims.

Product and order related contingencies

The Company calculates its provision for product warranties based on historical claims experience and specific review of certain contracts. The
provision for warranties and contract penalties in Note 16 includes penalties resulting from delays in contract fulfillment, which is not included in the
amounts below.
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Note 18 Commitments and contingencies, continued
Reconciliation of the provision for warranties, including guarantees of product performance is as follows:

Asbestos liability

Summary

The Company's Combusticn Engineering subsidiary has been a co-defendant in a large number of lawsuits claiming damage for personal injury
resulting from exposure to asbestos. A smaller number of claims have also been brought against two other subsidiaries, ABB Lummus Global Inc,
("Lummus”) (which is part of the Company’s Oil, Gas and Petrochemicals business and was formerly a subsidiary of Combustion Engineering)

and Basic Incorporated (“Basic”) (which was a subsidiary of Combustion Engineering and of Asea Brown Boveri Inc. ("Asea Brown Boveri™) and is now a
subsidiary of ABB Holdings In¢. ("Holdings") foliowing the merger in December 2004 of Asea Brown Boveri into Holdings), as well as against other
entities of the Company. In late 2002, taking into consideration the growing number and cost of asbestos-related claims, Combustion Engineering and
the Company determined that Combustion Enginesring’s asbestos-related fiability should be resolved through a comprehensive settiement that
included a plan of reorganization for Combustion Engineering under Chapter 11 of the U.S. Bankruptcy Code.

In November 2002, Combustion Engineering and the representatives of various asbestos claimants entered into a Master Settlement Agresment
which settled the value of approximately 154,000 open asbestos-related claims against Combustion Enginegring. Under that agreement, Combustion
Enginesring established and funded a trust {the “CE Settlement Trust") to provide for partial payment on such settled claims.

In January 2003, Combustion Engineering reached agreement with various creditors (including representatives of the asbestos claimants who
participated in the Master Settlement Agreement and a representative of future claimants) on the terms of a proposed “Pre-Packaged Plan of
Reorganization for Combustion Engineering” under Chapter 11 of the U.S. Bankruptcy Code (as amended through June 4, 2003, the “CE Plan”). The
CE Plan provided for a “channeling injunction” to be issued, under which asbestos-related claims related to the operations of Combustion Engineering,
Lummus and Basic could only be brought against a trust {(separate from the CE Settlement Trust established under the Master Settlement Agreement)
to be established and funded by Combustion Engineering, ABB Ltd and other entities of the Company. This channeling injunction was intended to free
Combustion Engineering, ABB Ltd and its affliates, as well as certain former direct or indirect owners, joint venture partners and affifiates of Combustion
Engineering, including ALSTOM and ABB ALSTOM POWER NV, from further tiability for such claims.

The CE Plan was filed with the U.S. Bankruptcy Court on February 17, 2003, and confirmed by the District Court on August 8, 2003. However on
December 2, 2004, the Court of Appeals for the Third Circuit effectively reversed the District Court's confirmation order. The Court of Appeals

remanded the CE Plan to the District Court for a determination of whether, in light of the pre-petition payments made by Combustion Engineering to the
CE Settlement Trust under the Master Settlement Agreement and the fact that claimants who received partial payments of their claims under the Master
Settlement Agreement participated in the approval of the plan, the treatment of asbestos-related personal injury claims against Combustion Engineering
under the CE Plan was consistent with the requirements of the Bankruptcy Code. Combustion Engineering and the Company have been reviewing

the Court of Appeals’ decision and considering various options to resolve the asbestos-refated liability of Combustion Engineering, Lummus and Basic.

in March 2005, following extensive discussions with certain representatives of various parties, including the Creditors Committee and the Future
Claimants Representatives appointed in the Combustion Engineering case, the Company reached an agreement on certain “settlement points” for
medifying the CE Plan with a view to bringing it into conformity with the Court of Appeals’ decision and for providing a mechanism for resolving finally
Lummus’ potential asbestos liability. The settiement points contemplate that the modified plan will continue to reflect the CE Plan’s fundamental
approach of channeling asbestos-related claims against Combustion Engineering to a trust funded in part by other entities of the Company. The
settlement points provide for the Company to make an additional contribution of approximately $232 million to pay present and future asbestos
claimants of Combustion Engineering and Lummus. In addition, the settlement points provide that the Company will pay directly or indirectly up to
$8 million in respect of certain approved legal fees in the Chapter 11 case of Combustion Engineering. The settlement points contemplate that the
modified CE Plan will become effective under the Bankruptcy Code concurrently with a separate Chapter 11 plan of reorganization for Lummus. The
parties are now working to reach agreement on other issues relating to, and details of, the proposed modified plan and related proceedings involving
Lummus and to prepare the related documentation. Each of the proposed plans will require approval of creditors and be subject to court review.

One of the holdings of the Court of Appeals was that the asbestos-related claims against Basic that are not related to Combustion Engineering'’s
operations could not be “channeled” to the proposed trust under the CE Plan. The proposed plans do not address Basic, and the Company expects
that Basic's asbestos-related liabilities will have to be resolved through its own bankruptcy or similar U.S. state court liquidation proceeding, or through
the tort system.

Background

When the Company sold its 50 percent interest in the former ABB ALSTOM POWER NV joint venture to ALSTOM in May 2000, it retained ownership of
Combustion Engineering, a subsidiary that had conducted part of its former power generation business and that now owns commercial real estate that
it leases to third parties. Combustion Engineering is a co-defendant, together with other third parties, in numerous lawstits in the United States in which
the plaintiffs claim damages for personal injury arising from exposure to asbestos in equipment or materials that Combustion Engineering allegedly
supplied or was responsible for, primarily during the early 1970s and before.
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Note 18 Commitments and contingencies, continued

From 1989 through February 17, 2003 (the date that Combustion Engineering filed for Chapter 11 as described below), approximately

438,000 asbestes-related claims were filed against Combustion Engineering. On February 17, 2003, there were approximately 164,000 asbestos
related personal injury claims pending against Combustion Engineering. There were approximately 138,000 such claims pending against Combustion
Engineering on December 31,2002, and approximately 94,000 such claims were pending on December 31, 2001. Of the approximately 164,000
claims that were pending on February 17, 2003, approximatefy 154,000 are claims by asbestos claimants who participated in the Master Settlement
Agreement. Approximately 29,000 new claims were made in the period from January 1, 2003, to February 17, 2003 (all but 111 of which agreed to
participate in the Master Settlement Agreement). Approximately 34,500 claims were resolved in 2002 and approximately 27,000 claims were resolved
in2001.

Other entities of the Company have sometimes been named as defendants in asbestos-related claims, including Lummus and Basic. At December 31,
2004 and 2003, there were approximatety 11,000 claims pending against Lummus and 4,300 and 4,200 claims, respectively, pending against Basic.

Additionally, at December 31, 2004 and 2003, there were approximately 12,400 and 8,700 asbestos-related claims pending against entities of the
Company other than Combustion Engineering, Lummus and Basic. These claims are unrelated to Combustion Engineering and will not be resolved

in the Combustion Engineering bankruptcy case. Of the 12,400 claims outstanding at December 31, 2004, approximately 3,660 are claims that were
brought in the state of Mississippi in the United States, in 7 cases that include multiple plaintiffs and hundreds of co-defendants and make no specific
allegations of any relationship between any entity of the Company and ths plaintiffs. Approximately 4,240 of such claims have been brought in the state
of Ohio in the United States by claimants represented by a single law firm in cases that typically name 50 to 80 co-defendants and do not allege any
specific linkage between the plaintiffs and any entity of the Company. Approximately 2,700 such claims are pending in the state of West Virginia in the
United States. The remaining such claims are pending in various jurisdictions. The Company generally seeks dismissals from claims where there is no
apparent linkage between the plaintiffs and any entity of the Company. To date, resolving claims against the Company’s entities other than Combustion
Engineering, Lummus and Basic has not had a material impact on the Company’s consolidated financial position, resutts of operations or cash flows.

Negotiations with representatives of asbestos claimants and pre-packaged Chapter 11fiing

During 2001 and 2002, Combusticn Engineering experienced a significant increase in the level of new claims and higher total and per-claim settlement
costs as compared to prior years. In October 2002, Combustion Engineering and the Company determined that it was likely that the expected
asbestos-related costs of Combustion Engineering would exceed the value of its assets ($812 milion at September 30, 2002 and $828 miliion at
December 31,2002} if its historical settiement patterns continued into the future. In October 2002, Combustion Engineering and the Company
determined to resolve the asbestos-related liability of Combustion Engineering and its affiliates by reorganizing Combustion Engineering under
Chapter 11, the principal business reorganization chapter of the U.S. Bankruptcy Code. Combustion Engineering and the Company determined to
structure the Chapter 11 reorganization as a “pre-packaged plan,” in which Combustion Engineering would solicit votes from asbestos claimants to
approve the pian before the Chapter 11 case was filed with the Bankruptcy Court.

Beginning in October 2002, Combustion Engineering and the Company conducted extensive negotiations with representatives of certain asbestos
claimants with respect to a pre-packaged plan. On November 22, 2002, Combustion Engineering and the asbestos claimants’ representatives entered
into a Master Settlement Agreement for settling open asbestos-related personal injury claims that had been filed against Combustion Engineering prior
to November 15, 2002. Combustion Engineering also agreed, pursuant to the Master Settlement Agreement, to form and fund the CE Settlemment Trust
to administer and pay the asbestos-related personal injury claims settled under the Master Settlernent Agreement. Under the terms of the Master
Settiement Agreement, eligible claimants who met all criteria to qualify for payment were entitied to receive a percentage of the value of their claim from
the CE Settlement Trust and retain a claim against Combustion Engineering for the unpaid balance (the “stub claim”). The Master Settlement Agresment
divides claims into three categories based on the status of the claim at November 14, 2002, the status of the documentation relating to the claim and
whether or not the documentation establishes a valid claim eligible for settiement and payment by Combustion Engineering. The Master Settlement
Agreement was supplemented in January 2003 to clarify the rights of certain claimants whose right to participate in a particular payment category was
disputed. The Master Settlement Agreement, as supplemented, settles the value of and provides for the partial payment on approximately 154,000
open asbestos-related personal injury claims that had been lodged against Combustion Engineering.

The Master Settlement Agreement, as supplemented, provided that the CE Settlement Trust was to be funded by:

m cash contributions from Combustion Engineering in the amount of $5 million;

m cash contributions from ABB Inc., a subsidiary of ABB Lid, in the amount of $30 million;

m  apromissory note from Combustion Engineering in the principal amount of approximately $101 million (guaranteed by Asea Brown Bover, now
merged into Holdings); and

m an assignment by Combustion Engineering of the $311 miflion unpaid balance of principal and interest due to Combustion Engineering from
Asea Brown Boveri, now merged into Holdings, under a loan agreement dated May 12, 2000 (guaranteed by ABB Ltd).

Approximately 154,000 eligible claimants have entered into the Master Settlement Agreemient or adoption agreements with Combustion Engineering
and the CE Settlement Trust and have received partial payment on their claims.

Pre-packaged pian of reorganization

On January 17, 2003, the Company announced that Combustion Engineering and the Company had reached an agreement on a proposed Pre-
Packaged Plan of Reorganization for Combustion Engineering under Chapter 11 of the U.S. Bankruptcy Code. The agreement was reached with
representatives of certain asbestos claimants with existing asbestos-related personal injury claims against Combustion Engineering (encompassing
both claimants who had lodged claims prior to November 15, 2002, and claimants who had filed claims on or after that date and were not eligible

to participate in the Master Settlement Agreement} and with the proposed representative of perscns who may be entitled to bring asbestos-related
personal injury claims in the future.
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As proposed, the CE Plan provided for the creation of the Asbestos PI Trust, an independent trust separate and distinct from the CE Settlement Trust,
and addressed Asbestos Pi Trust Claims, which consist of present and future asbestos-related personal injury claims (including the stub claims of
claimants who previously settled pursuant to the Master Settlement Agreement) that arise directly or indirectly from any act, omission, products, or
operations of Combustion Engineering, Lummus cr Basic. The CE Plan provided that, if it were to become effective, a channeling injunction would be
issued under Section 105 of the U.S. Bankruptcy Code pursuant to which the Asbestos Pl Trust Claims against ABB Lid and certain of its affiliates
(including Combustion Engineering, Lummus and Basic) would be channeled to the Asbestos Pl Trust. The effect of the channeling injunction
contemplated by the CE Plan would be that the sole recourse of a holder of an Asbestos P! Trust Claim would be to the Asbestos Pl Trust and such
holder would be barred from asserting such a claim against ABB Ltd and the affiliates covered by the injunction (including Combustion Engineering and,
under the CE Plan as proposed, Lummus and Basic).

As proposed, the CE Plan provided that on its effective date, the Asbestos Pl Trust would be funded with the following:

m a3$20 million 5 percent term note (the “CE Convertibie Note") with a maximum term of ten years from the effective date of the CE Plan, to be issued
by Combustion Enginesring and secured by its Windsor, Connecticut, real estate and real estate leases (under certain specified contingencies, the
Asbestos Pl Trust may have the right to convert the term note into ownership of 80 percent of the voting securities of the reorganized Combustion
Engineering);

u excess cash held by Combusticn Engineering on the effective date of the CE Plan {the “Excess CE Cash");

m anon-interest bearing promissory note (the “ABB Promissory Note”) to be issued by ABB Inc. and ABB Ltd, and guaranteed by certain ABB Ltd
subsidiaries, in an aggregate amount of up to $350 million payable in instaliments (including two $25 million payments contingent upon ABB Ltd
generating an earning before interest and taxes margin of 12 percent in 2007 and 2008);

®m anon-interest bearing promissory note to be issued on behalf of Lummus (the “Lummus Note”) in the amount of $28 million payable in refatively
equal annual instaliments over 12 years;

® anon-interest bearing promissory note (the “Basic Note" to be issued on behalf of Basic in the aggregate amourt of $10 million payable in relatively
equal annual instaliments over 12 years;

m 30,298,913 shares of ABB Ltd (the “CE Settiement Shares”), which had a fair value of $170 million, $154 million and $86 million at December 31,2004,
2003 and 2002, respectively; and

B anassignment by Combustion Engineering, Lummus, and Basic to the Asbestos PI Trust of any proceeds under certain insurance policies. As of
December 31, 2004, aggregate unexhausted product liability imits under such policies were approximately $200 million for Combustion Engineering,
approximately $43 million for Lummus and approximately $28 million for Basic, atthough amounts ultimately recovered by the Asbestos Pi Trust
under these policies may be substantially different from the policy limits. In addition, Combustion Engineering would assign to the Asbestos Pl Trust
scheduled payments under certain of its insurance settiement agreements {$78 million at Decerber 31, 2004). {The proceeds and payments to
be assigned are together referred to as “Certain Insurance Amounts™.)

in addition, the CE Plan as proposed provided that if Lurnmus is sold within 18 months after the CE Plan’s effective date, ABB Inc. would contribute

$5 mitlion to the CE Settlement Trust and $5 milllion to the Asbestos Pl Trust (together, these payments are referred to as the “Lummus Sale Payments”).
If the CE Settlement Trust has ceased to exist at that time, both $5 million payments would be made to the Asbestos P! Trust, but in no event would
this contribution exceed the net proceeds from the sale of Lummus.

Upon the effective date under the CE Plan, ABB Inc. would indemnify the Combustion Engineering estate against up to $5 million of liability on account
of certain contingent claims held by certain indemnified insurers. Further, on the effective date, Asea Brown Boveri {now merged into Holdings)

would provide for the benefit of Combustion Engineering a nuclear and environmental indemnity with regard to obligations arising out of Combustion
Engineering’s Windsor, Connecticut, site. The two indemnities described in this paragraph are referred to as the “Related Indemnities”.

Judicial review process

The solicitation of votes to approve the CE Plan began on January 19, 2003. Combustion Engineering filed for Chapter 11 in the U.S. Bankruptcy Court
in Delaware on February 17, 2003, based on the terms previously negotiated in connection with the CE Plan. On June 23, 2003, the Bankruptcy Court
issued its Order Approving the Disclosure Statement but Recommending Withholding of Confirmation of the Plan of Recrganization for Combustion
Engineering for Ten Days (the “Initial Ruling”) and related findings of fact. The Initial Ruling approved the disclosure staterment that was the document
used as the basis for soliciting approval of the CE Plan from asbestos claimants and verified the voting results that approved the CE Plan and indicated
that the Bankruptcy Court would recommend that the CE Plan be confirmed if Combustion Engineering and the Company could establish to the court's
satisfaction certain specified information. The Company then submitted the additional information for the court’s consideration.

On July 10, 2003, the Bankruptcy Court issued a Supplemental and Amendatory Order Making Additional Findings and Recormmending Confirmation
of Plan of Reorganization (the “Supplemental Ruling”). The Supplemental Ruling recommended to the U.S. District Court, among other things, that the
CE Plan be confirmed.

Following the issuance of the Supplemental Ruling, interested parties had a period during which they could appeat the Initiat Ruling and the
Supplemental Ruling. This appeal period expired on July 24, 2003. A number of interested parties, including a small number of asbestos claimants and
certain insurance companies which historically have provided insurance coverage to Combustion Engineering, Lummus and Basic filed appeals
based on various objections to the CE Plan. The District Court held a hearing on July 31, 2003, with respect to the appeals and entered its confirmation
order on August 8, 2003.

Various parties appealed the District Court’s confirmation order to The United States Court of Appeals for the Third Circuit, which granted a motion
for expedition of appeals and ordered that all briefs were to be filed by October 7, 2003. On June 3, 2004, the Court of Appeals held a hearing with
respect to the appeals of the confirmation order of the District Court. On December 2, 2004, the Court of Appeals issued its decision {the “Third
Circuit Decision™.
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The effect of the Third Circuit Decision was to reverse the District Court’s confirmation order in respect of the CE Plan. The Third Circuit Decision focused
on three issues raised by the appealing parties which relate to the ultimate terms of the CE Plan: (i whether the Bankruptcy Court had “related to”
jurisdiction over the claims against the non-debtors, Lummus and Basic, that do not arise from any products or operations of Combustion Engineering
(the "non-derivative claims™); (ii) whether the non-debtors, Lummus and Basic, could avail themselves of the protection of the channeling injunction by
invoking Section 105 of the Bankruptcy Code and contributing assets to the Asbestos P! Trust; and (iif) whether the two-trust structure and use of stub
claims in the voting process comply with the Bankruptcy Code. The Gourt of Appeals held that there were insufficient factual findings to support
“related-to” jurisdiction and that Section 105 of the Bankruptcy Code coutd not be employed to extend the channeling injunction to the non-derivative
claims against nondebtors, such as Lummus and Basic. With regard to the two-trust structure, the Court of Appeals remanded the CE Plan to the
District Court to determine whether creditors received fair treatment in light of the pre-petition payments made to the CE Settlement Trust participants
and the use of stub claims in the voting process. Among other things, the Court of Appeals instructed the lower courts to consider whether payments
under the CE Settlement Trust constituted voidable preferences that were inconsistent with the fair distribution scheme of the Bankruptcy Code.

On December 15, 2004, Combustion Engineering filed a petition seeking a rehearing en banc by the Court of Appeals. Specifically, Combustion
Engineering and its immediate parent, Asea Brown Boveri, now merged into Holdings, chalienged the holding in the Third Circuit Decision that the
Bankruptcy and District Courts did not have “related to” jurisdiction over the non-derivative claims against Lurmmus and Basic and that Section 105
of the Bankruptcy Code could not be used to extend the channeling injunction to such claims. On January 19, 2005, the Court of Appeals denied
the petition for rehearing en banc.

Notwithstanding the Third Circuit Decision, the Master Settlement Agreement, which settles the amount of and provides for partial payment on
approximately 154,000 asbestos-related claims, remains effective. Early in the Combustion Engineering bankruptcy case, an asbestos claimant
commenced an action against the trustee of the CE Settlement Trust and individuals who had received distributions from such trust, asserting that
further distributions by the CE Settlernent Trust should be enjoined because the transaction that created the CE Settlement Trust was a voidable
preference. The Bankruptcy Court ruled that it would not dismiss that action for lack of standing. On October 22, 2004, the trustee of the CE Settlement
Trust moved to dismiss the complaint in that action. This matter is pending and no decision has been rendered by the Court.

Following the Third Circuit Decision, the fower courts assumed jurisdiction over further confimnation proceedings in respect of the CE Plan. On January
27, 2005, the Bankruptcy Court authorized the Future Claimants Representative and the Creditors Committee to file any available bankruptcy-related
and similar claims against third parties, including preference claims against certain claimants that did not participate in the CE Settlement Trust, and
any potential bankruptcy related claims against the Company. The Bankruptcy Court further stated that if Combustion Engineering and the Company
cannot agree on modifications to the CE Plan with the Future Claimants Representatives and Creditors Committee, and the representative of
Combustion Engineering claimants who opposed the confirmation order, the Bankruptcy Court would appoint an independent representative to
prosecute all of the foregoing preference claims and bankruptcy related claims asserted against the Company. The Company also entered into a tolling
agreement to extend the time period within which bankruptcy related claims against it could be brought.

Since February 17, 2003, a stay and preliminary injunction have barred the commencement and prosecution of certain asbestos-related claims against
Combustion Engineering, Lummus, Basic, certain other entities of the Company and certain other parties, including parties indemnified by the
Company. The barred claims include, among cthers, claims arising from asbestos exposure caused by Combustion Engineering, Lummus or Basic and
claims alleging fraudulent conveyance, successor liability and veil piercing. The Company does not know the number or nature of claims that would
now be pending against the protected entities if those legal measures had not been in place.

Modified CE Plan

In March 2005, following extensive discussions with certain representatives of various claimants, the Creditors Committee and the Future Claimants
Representative, the Company reached an agreement on certain "settlement points” for modifying the CE Plan with a view to bringing it into conformity
with the Third Circuit Decision and for providing a mechanism for resolving finally Lummus’ potential asbestos liability.

The settlement points contemplate the following elements for finally resolving both Combustion Engineering’s and Lummus'’ potential asbestos liability:

m The modified plan for Combustion Engineering (the “Modified CE Plan”) would continue to reflect the CE Plan’s fundamental approach of channeling
claims against Combustion Engineering to a trust funded, in part, by other entities of the Company.

m Confirmation and effectiveness of the Modified CE Plan would be obtained concurrently with a Chapter 11 Plan for Lummus (the “Lummus Plan”),
acceptances to which would be obtained from voting Lummus asbestos claimants prior to Lummus commencing a Chapter 11 case.

m The Company would contribute to the Asbestos P! Trust the CE Convertible Note, the ABB Promissory Note, the Excess CE Cash and the
CE Settlement Shares and would provide the Related Indemnities and assign the Certain Insurance Amounts, as contemplated by the CE Plan,
subject to any modifications that may be agreed.

m The Company would make an additional contribution (the “Additional Contribution™) of $232 million. The Additional Contribution will be used as
foliows: {i) up to $28 million will be used to fund payment of all current and future asbestos claims against Lummus by a trust created under §524(g)
of the Bankruptey Code pursuant to the Lummus Plan; and (i) the remaining amount will be used to provide additional funding under the Mcdified
CE Plan to pay CE's asbestos creditors through the Asbestos P! Trust. Under the Modified CE Plan, the Lummus Sale Payments would not be
required and the Lummus Note would be replaced by contributions to a separate Lummus § 524(g) trust as discussed below.

m Lummus has retained a person to act as a representative for future Lummus asbestos personal injury claimants (the “Lummus FCR"). The parties to
the settlement points have agreed that the Lummus FCR will have determined by April 15, 2005, the appropriate funding to pay in full all current and
future Lummus asbestos claims. In the event the Lummus FCR concludes that such amount exceeds $28 million, the Company will increase the
amount of its contributions for the benefit of such Lummus claims by the amount in excess of $28 million, up to an additional $5 million. If the
Lummus FCR concludes that such amount exceeds $33 million, the Company will have the option to terminate the settlement with no further
obligations under the settlement points.
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m The Company will directly or indirectly pay up to $8 million in respect of certain approved legal fees in the Chapter 11 case of Combustion Engineering.

m The Modified CE Plan would provide for a settlement of all pending preference claims and related claims, including any claims against the Company,
its affiiates, and the officers of the Company and the affiliates, directors and employess, being asserted in the CE case.

m The scope of the channeling injunction to be issued under the Medified CE Plan would be the same as under the CE Plan, except that non-derivative
claims against Basic would not be subject to the injunction.

m Basic would not be addressed in the Modified CE Plan and would therefore not contribute the Basic Note.

m The Modified CE Plan would also involve certain other adjustments, including certain changes in the relative amounts to be paid by the CE Asbestos
Pi Trust to different categories of claimants and changes in the administration of the trust.

In a status conference on April 5, 2005, the Bankruptcy Court instructed the Company to submit the documentation relating to the Modified CE Plan
and the Lummus Plan to the Bankruptcy Court within 80 days. The Company and various other interested parties are now working to reach agreement
onopen issues, detalls relating to the Modified CE Plan and the Lummus Plan and the form and substance of the operative documents and related
Bankruptcy Court motions and other pleadings. The Company cannot be certain when those negotiations will be concluded or on what terms the
parties will resolve outstanding issues. The Modified CE Plan and the Lummus Plan will become effective only if different classes of their respective
creditors vote in favor of the respective plans. The Modified CE Plan and the Lummus Plan will be subject to the approval of the Bankruptcy and District
Courts, as well as to further judicial review if appeals are made. While the Company believes that the Modified CE Plan and the Lummus Plan are
consistent with the Third Circuit Decision and other applicable laws and precedents, it cannot be certain whether the courts will approve the plans, nor
can it predict whether the plans will receive the needed creditor votes.

The Company does not know whether any plan of reorganization for Combustion Engineering or Lummus will ultimately be confirmed or whether
asbestos-related liabilities of any other entities of the Company would be resclved by any such plan. If for any reason a Chapter 11 plan relating to
Combustion Engineering is not eventually confirmed, Combustion Engineering could be required to enter a Chapter7 proceeding. If for any reason
aChapter 11 plan relating to Lummus is not eventually confirmed, the Company expects that Lummus’ asbestcs-related liabilities will have to be
resolved through the tort system.

Because the Third Circuit Decision held that non-derivative claims cannot be subject to the CE Plan's proposed channeling injunction, Basic will not be
included in the Modified CE Plan. The Company expects that Basic's asbestos-related liabilities will have to be resolved through its own bankruptey or
similar U.S. state court liquidation proceeding or through the tort system.

If any entities of the Company are not included in the protection offered by the channeling injunction entered pursuant to any Combustion Engineering
plan that is confirmed, such entities could be required to resolve in the tort system, or otherwise, current and future asbestos-related claims that are
asserted against such entities. Such events would be subject to numerous uncertaintiss, risk and expense.

IfU.S. federal legislation addressing asbestos personal injury claims is passed, which is speculative at this time, such legislation may affect the amount
that will be required to resolve the asbestos-related claims against entities of the Company.

Effect on the Company’s financial position

Expenses. The Company recorded expenses related to asbestos of $282 million, $142 million and $395 million in loss from discontinued operations,
net of tax, and $1 million, $3 milion and $25 million in income from continuing operations, net of tax, for 2004, 2003 and 2002, respectively. Loss

from discontinued operations, net of tax, for 2004 reflects a charge of $232 million taken in connection with the agreement the Company reached in
March 2005 on the basic terms of the Modified CE Plan, $17 million resuiting from the mark-to-market adjustment relating to the CE Settlement Shares,
a credit of $6 million restiiting from adjustment of the provision for the estimated liability of Basic as described below, and other costs of $19 million. Loss
from discontinued operations, net of tax, for 2003 includes a charge of $68 million, net of tax, resulting from the mark-to-market adjustment relating

to the CE Settlement Shares, a provision of $41 million, representing the present value of the first two $25 million payments under the ABB Promisscry
Note, which were previously considered contingent, as well as $33 million of other costs. The 2002 amaunt reflected the Company's estimate of
incremental total costs to be incured based upon the terms of the CE Plan.

Cash Payments. Cash payments, before insurance recoveries, refated to Combustion Engineering's asbestos-related claims were $56 million (including
$49 mitlion contributed to the CE Settlement Trust, described above), $391 million {ncluding $365 million contributed to the CE Settlement Trust), and
$236 million (inciuding $30 million contributed into the CE Settlement Trust), in 2004, 2003 and 2002, respectively. Administration and defense costs
were $10 million, $36 million and $32 million in 2004, 2003 and 2002, respectively.

Cash payments related to asbestos-related claims against Lummus and Basic made through December 31, 2004 were approximately $3 million and
$3 million, respectively. Cash payments to resolve asbestos-related claims against entities other than Combustion Engineering, Lummus and Basic
have been immaterial to date, totaling less than $1 million in the aggregate. The Company has not maintained a reserve for the claims pending against
entities other than Combustion Engineering, Lummus and Basic.

Provisions. At December 31,2004, 2003 and 2002, the Company recorded total provisicns on a consclidated basis of $1,023 million, $815 million and
$1,095 million in respect of asbestos-related claims and defense costs related to Combustion Engineering, Lummus and Basic. The Company's
provisions in continuing operations for asbestos-related liabilities at December 31, 2003 and 2002, now include $2 million and $4 million, respectively,
previcusly classified in liabilities held for sale and in discontinued operations. Based upon the expected implementation of the Modified CE Plan and the
Lummus Plan, the Company recorded provisions of $985 million and $33 million, respectively, at December 31, 2004, in accrued liabilities and other. If
the Modified CE Plan and Lummus Plan become effective, certain amounts will be reclassified as of the effective date to other long-term liabilities based
on the timing of the future cash payments to the Asbestos Pl Trust or any similar trust created under the Lummus Plan. Future earnings will be affected
by mark-to-market adjustments relating to the CE Settlement Shares through the effective date of the Plan, as well as contingent payments when they
become probable of payment. The provisions at December 31, 2003 and 2002, were based on the Company's obligations under the CE Plan and
assumed that the CE Plan would be confirmed and become effective as proposed.
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Note 18 Commitments and contingencies, continued

In light of the decision of the Court of Appeals, the Company has made a Separate provision at December 31, 2004, with respect to Basic in accordance
with Financial Accounting Standards Board Statement No. 5, Accounting for Contingencies, and Financial Accounting Standards Board Interpretation
No. 14, Reasonable Estimation of the Amount of a Loss: an interpretation of FASB Statement No. 5. With respect to Basic, the Company has
established a provision of $5 million relating to its asbestos-related liabilities based on analysis of historical claims statistics and related settiement costs
and a projection of such claims activity over the next several years.

Management befieves that it is probable that the full amount of the relevant provisions will be required to settle the respective asbestos-refated liabilities
of Combustion Engineering, Lummus and Basic. The Company may incur liability greater than the existing provisions, whether in connection with a
modified plan of bankruptcy or otherwise, but management does not believe that the amount of any such incremental liability can be reasonably
estimated or that there is a better estimate of these liabilities than the amounts that are provided for.

The Company's provisions in respect of asbestos-related claims include, as stated above, amounts for each of Combustion Engineering, Lummus
and Basic. The assets of Combustion Engineering include amounts receivable of approximately $221 million, $232 million and $241 million at
December 31, 2004, 2003 and 2002, respectively, for probable insurance recoveries, which were established with respect to asbestos-related claims.

The uttimate outcome of the Company’s efforts to resolve the asbestos-related personal injury claims against Combustion Engineering and other
entities of the Company (including any such claims against third parties indemnified by entities of the Company) remains uncertain. The related costs
may be higher than the Company's provisions reflect and could have a material adverse impact on its consclidated financial position, results of
operations and cash flows. In the event tha Modified CE Plan or Lummus Plan do not become effective, the ultimate cost for the resolution of asbestos-
related personal injury claims against Combustion Engineering and Lummus may be significantly higher and could have a material adverse impact on
the Company’s consolidated financial position, results of operations and cash flows.

Contingencies related to former Nuclear Technology business

The Company retained liabilities for certain specific environmental remediation costs at two sites in the U.S. that were operated by its Nuclear
Technology business, which was sold to British Nuctear Fuels PLC (BNFL} in April 2000. Pursuant to the sale agreement with BNFL, the Company
has retained all of the environmental liabilities associated with its Combustion Engineering subsidiary’s Windsor, Connecticut facility and a portion

of the environmental liabilities associated with its ABB C-E Nuclear Power Inc. subsidiary’s Hematite, Missouri facility. The primary environmental
liabilities associated with these sites relate to the costs of remediating radiolegical and chemical contamination at these facilities. Such costs are not
payable until a facility is taken out of use and generally are incurred over a number of years, Although it is difficutt to predict with accuracy the amount
of time it may take to remediate radiological contamination upon decommissioning, based on information that BNFL has made publicly available, the
Company believes that it may take until 2013 to remediate the Hematite site, With respect to the Windsor site, the Company believes the remediation
may take until 2010, At the Windsor site, a significant portion of the contamination is related to activities that were formerly conducted by or for

the U.S. government. The Company believes that a significant portion of the remediation costs will be covered by the U.S. government under the U.S.
government's Formerly Utilized Sites Remedial Action Program. The Company has estimated the total contingent liability in a range of loss from
$266 million to $447 milion on an undiscounted basis. The Company has recorded in other liabilities a reserve of $266 million, net of payments from
inception of $34 million, at December 31, 2004. Payments for remediation were $10 million, $6 million and $12million during 2004, 2003 and 2002,
respectively. The Company does not expect the majority of the remaining costs to be paid during 2008.

Note 19 Taxes
Provision for taxes consists of the following:

Year ended December 31,
Current taxes onincome

The weighted-average tax rate is the tax rate that results from applying each subsidiary’s statutory income tax rate to the income from continuing
operations before taxes and minority interest. The Company operates in countries that have differing tax laws and rates. Consequently, the consolidated
weighted-average effective rate will vary from year to year according to the source of earnings or losses Dy country.

Year ended December 31, 2004 2003 2002
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Note 19 Taxes, continued

In 2003, items taxed at rates cther than the weighted-average tax rate included the tax effect of an $84 million expense comprising the change in fair
value of the embedded derivative contained in the Company’s $968 million convertible bonds combined with the continued amortization of the discount
onissuance of these bonds (see Note 15), partially offset by earnings recognized in relation to certain of the Company’s equity accounted investments.

In 2002, items taxed at rates other than the weighted-average tax rate included a $215 million gain, reflecting the change in fair value of the embedded
derivative contained in the Company's $968 million convertible bonds, partially offset by amortization of the discount on issuance of these bonds, as well
as earnings recognized in relation to certain of the Company's equity accounted investments.

The reconctiiation of taxes for 2004, 2003 and 2002 included changes in the valuation allowance recorded in certain jurisdictions in respect of deferred
tax assets that were recognized for net operating losses incurred in those jurisdictions. The change in valuation allowance was required as the
Company determined it was more likely than not that such deferred tax assets would na longer be realized. In 2004, the change in valuation allowance
is predominately related to the Company's operations in certain countries including Canada and France. In 2003, the change in valuation allowance
included an allowance of approximately $258 million on deferred tax assets as a result of the Company’s determination that it was more likely than not
that such deferred tax assets would no fonger be realized within the Company's remaining Oil, Gas and Petrochemicals business. In 2002, the change
in valuation allowance included an allowance of $17 million on deferred tax assets as a result of the overstatement within the Company's Power
Technologies division in ltaly (see Note 18). The change in valuation allowance in 2002 also included an allowance of approximately $33 million on
deferred tax assets as aresutt of the Company's determination that it was more likely than not that such deferred tax assets would no longer be realized
within the Company's remaining Oil, Gas and Petrochemicals business.

In 2004 and 2003, the reconciling item “Other, net” included a benefit of approximately $39 million and approximately $56 million, respectively,

relating to the favorable resolution of certain prior year tax matters, including the release of a $38 million tax provision related to a tax case ruled in favor
of the Company in 2003. Furthermare, 2004 included the one-time benefit of approximately $46 million from the losses of a post divestment
reorganization and 2003 included the expense of approximately $16 million related to a tax claim fled in Central Europe. Additionally, in 2003 and 2002,
“Other, net” included $5 million and $7 million, respectively, related to expenses that are no longer deductible under the Italian tax law as a result of the
overstatement within the Company's Power Technologies division in italy.

In 2003, the loss from continuing operations before taxes and minority interest of $60 million included an $84 million expense comprising the change
in fair value of the embedded derivative contained in the Company’s $868 million convertible bonds combined with the continued amortization of

the discount on issuance of these bonds. Furthermore, the tax expense from continuing operations included the release of a $38 million tax provision
related to a tax case ruled in favor of the Company, offset by expense of approximately $16 million related to a tax claim filed in Central Europe. In
addition, the tax expense from continuing operations included a valuation allowance of approximately $258 million on deferred tax assets as a result

" of the determination that it was more likely than not that such deferred tax assets would no longer be realized within the Company's remaining Oil,

Gas and Petrochemicals business. The effective tax rate applicable to income from continuing operations excluding the tax effect of these items would
be 37.5 percent.

In 2002, the tax expense from continuing operations included an allowance of approximately $33 million on deferred tax assets as a resuilt of the
determination that it was more likely than not that such deferred tax assets would no longer be realized within the Company’s remaining Ofl, Gas
and Petrochemicals business as well as an allowance of $17 milion on deferred tax assets and $7 million related to non-dedctible expenses under
Italian tax law both as a resutt of the overstatement within the Company’s Power Technologies division in ltaly, The effective tax rate applicable to
income from continuing operations excluding the tax effect of these items would have been 38.4 percent.

Deferred income tax assets and liabilities consist of the following:

December 31,

Deferred tax asset, net of valuation allowance . 1,176 1,169

................... EE R R Y D R T P D D R D T R P L LR L LR T Ry P Ty R P T T TP P PP PR T TR P P RTY

Net deferred tax asset (liability)
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Note 19 Taxes, continued
Deferred tax assets and deferred tax liabilities are allocated between current and non-current as follows:

The non-current deferred tax asset, net of valuation allowance, is included in investments and other.

Certain entities have deferred tax assets related to net operating loss carry-forwards and other items. Because recognition of these assets is uncertain,
valuation allowances of $2,017 million and $1,872 million have been established at December 31, 2004 and 2003, respectively.

At December 31,2004, net operating loss carry-forwards of $4,291 million and tax credits of $141 miliion are availabie to reduce future taxes of certain
subsidiaries, of which $2,241 milion loss carry-forwards and $92 million tax credits expire in varying amounts through 2024 and the remainder does not
expire. These carry-forwards are predominantly related to the Company's U.S. and German operations.

The provision for tax contingencies was approximately $295 million and $300 milion at December 31, 2004 and 2003, respectively. A significant part of
these provisions has been accrued for pending court cases in Northern Europe relating to certain sale and leaseback transactions.

The Company had no income tax expense iImpact from the repatriation provision of the American Jobs Creation Act of 2004 regarding the one time
dividend tax rate reduction.

Note 20 Other liabilities
The Company's other liabilities amount to $1,083 million and $1,077 milion at December 31, 2004 and 2003, respectively.

Other liabilities include non-current provisions of $439 milion and $441million, deferred income of $143 million and $158 million and non-current
derivative liabilities of $53 million and $40 million at December 31, 2004 and 2003, respectively, Included in non-current provisions are amounts
accrued for the Company’s sstimated environmental remediation costs related to its former Nuclear Technology business (see Note 18) of $266 million
and $276 million at December 31, 2004 and 2003, respectively.

The Company entered into tax-advantaged leasing transactions with U.S. investors prior to 1999. Prepaid rents that have been received on these
transactions are $314 million and $312 million at December 31, 2004 and 2003, respectively, and have been recorded as deposit liabilities. Net gaing
on these transactions are being recognized over the lease terms.

Note 21 Employee benefits

The Company operates several pension plans, including defined benefit, defined contribution and termination indemnity plans, in accordance with
local regulations and practices. These plans cover the majority of the Company’s employees and provide benefits to employees in the event of death,
disability, retirement or termination of employment. Certain of these plans are muiti-employer plans. The Company also operates postretirement
benefit plans in certain countriss.

Some of these plans require employees to make contributions and enable employees to earn matching or other contributions from the Company. The
funding policies of the Company’s plans are consistent with the local government and tax requirements. The Company has several pension plans that
are not required to be funded pursuant to local government and tax requirements.

The Company uses a December 31 measurement date for its plans.
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Note 21 Employee benefits, continued

Obligations and funded status

The foliowing tables set forth the change in benefit obligations, the change in plan assets and the funded status recognized in the Consolidated Financial
Statements at December 31, 2004 and 2003, for the Company's benefit plans:

Pension benefits Other benefits

Benefit obligation at the beginning of year
Service cost

in May 2003, the Emerging Issues Task Force of the Financial Accounting Standards Board reached a consensus on Emerging Issues Task Force
No.03-4 (EITF03-4}, Determining the Classification and Benefit Attribution Method fora “Cash Balance” Pension Pian. EITF 03-4 clarifies thata
cash balance plan, as defined by the guidance, should be accounted for as a defined benefit plan using the traditional unit credit attribution method.
The Company adopted EITF 03-4 in May 2003. As a resutt, the Company accounts for certain of its plans in Switzerand as cash balance plans in
accordance with EITF 03-4. The adoption of EITF03-4 resulted in an actuarial gain of $406 million during 2003.

The following amounts have been recognized in the Company’s Consolidated Balance Sheet at December 31, 2004 and 2003:

Pension benefits Other benefits

Included in the $1,551 million of pension and other employee benefits at December 31, 2004, are $46 million of long-term employee-related obligations
not accounted for under Statement of Financial Accounting Standards No.87 (SFAS 87), Employers’ Accounting for Pensions or Statement of Financial
Accounting Standards No. 106 (SFAS106), Employers’ Accounting for Postretirement Benefits Other Than Pensions. Additionally, accrued liabilities and
other (see Note 16), contains an accrual of $77 million and $112 million at December 31, 2004 and 2003, respectively, for short-term employee benefits
that do not meet the criteria of SFAS 87 or SFAS106.

The pension and other employee benefits liability reported in the Consolidated Balance Sheets includes $326 million and $216 million at December 31,
2004 and 2003, respectively, to record a minimum pension fiability, The $216 million of minimum pension liabllity at December 31, 2003, included
liabilities related to discontinued operations of $32 million. )
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Note 21 Emplovyee benefits, continued
The accumulated benefit obligation (ABO) for all defined benefit pension plans was $8,228 milion and $7,414 millicn at December 31,2004 and 2003,
respectively.

The projected benefit obligation (PBO) and fair value of plan assets for pension plans with benefit obligations in excess of plan assets were:

Components of net periodic benefit cost
For the years ended December 31,2004, 2003 and 2002, net periodic benefit cost consists of the following:

Pension benefits

Service cost
Interest cost

Assumptions
The following weighted-average assumptions were used to determine benefit obligations at December 31, 2004 and 2003:

Pension benefits Other benefits

Rate of compensation increase C 2 - 2.31% . = -

The following weighted-average assumptions were used to determine net periodic benefit cost for years ended December 31, 2004, 2003 and 2002:

Pension benefits Other benefits

The expected long-term rate of retum on assets assumption is derived from the current and projected asset allocation, the current and projected types
of investments in each asset category and the long-term historical returns for each investment type.

The Company has multiple non-pension postretirernent benefit plans. The Corﬁpany’s health care plans are generally contributory with participants’
contributions adjusted annually.

................................................................................................... 004 B0
Health care cost trend rate sssumed fornextyear o 1176%  1181%
Rate 1o whicn the cost trend rate s assumed to decline (the ulimaterendrate) o 624%  5.96%
Year that the rate reaches the ultimate trend rate 2013 2013

ABSB Financial review 2004 91




(U.S. dollar amounts in millions, except per share amounts)

Note 21 Employee benefits, continued
Assumed health care cost trends have a significant effect on the amounts reported for the heafth care plans. A one-percentage-point change in
assumed health care cost trend rates would have the following effects at December 31, 2004:

1-percentage- t-percentage-
pointincrease point decrease

Effect ontotal of service and interest cost

As of July 1, 2004, the Company adopted Financial Accounting Standards Board Staff Position (FSP) No. FAS 106-2, Accounting and Disclosure
Requirements Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (which superceded FAS FSP No.108-1). This
FSP provides authoritative guidance on the accounting for the U.S. subsidy and other provisions of the Medicare Prescription Drug, Improvement and
Modernization Act of 2003. The effects of these provisions resuited in a reduction of $24 million in ABO with an offset to unrecognized net actuarial loss
in other benefits. The U.S. government will begin making the subsidy payments for employers in 2006. The effect of the Act on the foreign net periodic
benefit costs at December 31,2004, is $2 miliion.

Plan assets
The Company’s pension plan weighted-average asset allocations at December 31,2004 and 2003, and approximate target allocation at December 31,
2004 is as follows:

Plan assets Target allocation

Debt securities

Real estate

The pension plan assets are invested in accordance with statutory regulations, pension plan rules, and recommendations of the pension fund trustees.
The investment allocation strategy is expected to remain consistent with historical averages.

At December 31,2004 and 2003, plan assets included approximately $5 million (approximately 1 million shares) of the Company’s capital stock.

Contributions
During 2004, the Company made a non-cash contribution of $549 million of available-for-sale debt securities to certain of the Company's pension
plans in Germany.

The Company expects to contribute approximately $150 million to its pension plans and $29 million to its other postretirement benefit plans in 2005.

The Company also maintains several defined contribution plans. The expense for these plans was $71 million, $86 million and $30 million in 2004,
2003 and 2002, respectively. The Company also contributed $74 million, $80 million and $74 million to multi-employer plans in 2004, 2003 and 2002,
respectively.

Estimated future benefit payments

The following table reflects the total pension benefits expected to be paid from the plans or from the Company’s assets, including both the Company's
share of the benefit cost and the participants’ share of the cost, which is funded by participant contributions. Additionally, the Medicare subsidies column
represents payments estimated to be received from the U.S. government as part of the Medicare Prescription Drug, Improvement and Modernization
Act of 2003.

e e et e e e e e e Other postretirament benefits
Pension Benefit Medicare
benefits payments subsidies
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Note 22 Employee incentive plans

Management incentive plan

The Company maintains a management incentive plan under which it offers stock warrants and warrant appreciation rights (WARS) to key employees
for no consideration.

Warrants granted under this plan allow participants to purchase shares of the Company at predetermined prices. Participants may sell the warrants
rather than exercise the right to purchase shares. Equivalent warrants are listed on the SWX Swiss Exchange (virt-x), which facilitates valuation and
transferabllity of warrants granted under this plan.

Each WAR gives the participant the right to receive, in cash, the market price of a warrant on the date of exercise of the WAR. The WARSs are non-
transferable.

Participants may exercise or sell warrants and exercise WARs after the vesting period, which is three years from the date of grant. Veesting restrictions
can be walved in certain circumstances such as death or disability. Alt warrants and WARSs expire six years from the date of grant. The primary trading
market for shares of ABB Ltd is the SWX Swiss Exchange (virt-x), the exercise prices of warrants and the trading prices of equivalent warrants listed on
the SWX Swiss Exchange {virt-x) are denominated in Swiss francs. Accordingly, exercise prices are presented below in Swiss francs. Fair values have
been presented in U.S. dollars based upon exchange rates in effect as of the applicable pericd.

Warrants

The Company accounts for the warrants using the intrinsic value method of APB 25 as permitted by SFAS123. All warrants were issued with exercise
prices greater than the market prices of the stock on the dates of grant. Accordingly, the Company records no compensation expense related to the
warrants, except in circumstances when a participant ceased to be employed by a consolidated subsidiary, such as after a divestment by the Company.
In accordance with Financial Accounting Standards Board Interpretation No. 44, Accounting for Certain Transactions invoiving Stock Compensation,
the Company records compensation expense based on the fair value of warrants retained by participants on the date their employment ceased, with an
offset to additional paid in capftal. The impact of such expense is not material.

Preserted below is a summary of warrant activity for the years shown:

Weighted-

average

Number of Number of exercise price
wanants {Swiss francs}®

210,310 . 28288290 23.05

Outstanding at December 31, 2003
,475,000

..... wrerersssnadees rerturraeesy

Granted @

O All warrants granted prior to 1999 reguire the exercise of 100 warrants for 81.73 registered shares of ABB Ltd. Warrants granted in 1998, 2000 and 2001 require the exercise of 100 warrants
for 25.21 registered shares of ABB Ltd. No warrants were granted in 2002. Warrants granted in 2003 and 2004 reguired the exercise of five warrants for one registered share of ABB Ltd.
Information presented refiects the number of registered shares of ABB Ltd that warrant holders can receive upon exercise.

@ Information presented reflects the exercise price per registered share of ABB Lid.

@ The aggregate fair value at date of grant of warrants issued in 2003 was $12 million, assuming a zero percent dividend yield, expected volatility of 44 percent, risk-free interest rate of
2.41 percent, and an expected fifs of six years.

“ The aggregate fair value at date of grant of warrants issued in 2004 was $4 milfion, assuming dividend yield of 1.53 percent, expected volatiity of 28.5 percent, risk-free interest rate of
1.98 percent, and an expected life of six years.
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Note 22 Employee incentive plans, continued
Presented below is a summary of warrants outstanding at December 31, 2004:

) ) Weighted-
Exercise price Number of average
{in Swiss francs){! L warants L T .. fomaining s

M information presented reflects the exercise price per registered share of ABB Ltd.
@ Information presented reflects the number of registered shares of ABB Lid that warrant holders can receive upon exercise of warrants.

WARs

As each WAR gives the holder the right to receive cash equal to the market price of a warrant on date of exercise, the Company is required by APB 25

to record a liability based upon the fair value of outstanding WARs at each period end, amortized on a straight-line basis over the three-year vesting
period. In selling, general and administrative expenses, the Company recorded income of $4 million for 2004, expense of $1 million for 2003 and income
of $14 million for 2002, respectively, as a resutt of changes in the fair value of the outstanding WARs and the vested portion. To hedge its exposure to
fluctuations in fair value of cutstanding WARS, the Company purchases cash-settled call options, which entitle the Company to receive amounts
equivalent to its obligations under the outstanding WARSs. In accordance with EITF 00-19 the cash-settled call options have been recorded as assets
measured at fair value (see Note 5), with subseguent changes in fair value recorded through earnings as an offset to the compensation expense
recorded in connection with the WARs. During 2004, 2003 and 2002, the Company recognized expense of $15 million, $8 million and $26 million,
respectively, in interest and other finance expense, related to the cash-settled call options.

The aggregate fair value of outstanding WARs was $14 million and $17 milion at Decernber 31, 2004 and 2003, respectively. Fair value of WARs was
determined based upon the tfrading price of equivalent warrants listed on the SWX Swiss Exchange {virt-x).

Presented below is a summary of WAR activity for the years shown.
Number of

WARs
outstanding

At December 31, 2004 and 2003, 81,580,520 and 57,619,240 of the WARs were exercisable, respectively. The aggregate fair value at date of grant of
WARs issued in 2004 and 2003 was $8 milion and $9 million, respectively. No WARSs were granted in 2002.

Employee Share Acquisition Plan

Toincentivize employees, the Company granted stock options under an Employee Share Acquisition Plan (ESAP Plan) in November 2004. In the initial
launch of the ESAR Plan, employees in eleven countries, including the United States, were invited to participate. The ESAP Planis an employes stock
option plan with a savings feature. Employees save over a twelve-month savings period, by way of monthly salary deductions. The maximum monthly
savings amourt is the lower of 10 percent of gross monthly salary or the local currency equivalent of 750 Swiss francs. At the end of the savings period,
employees choose whether to exercise their stock options using their savings plus interest to buy ABB Ltd shares (American Depositary Shares (ADS)
in the case of employees in the United States - each ADS representing one registered share of the Company) at the exercise price set at the grant date,
or have their savings returned with interest. The savings are accumulated in a bank account held by a third party trustee on behalf of the participants
and earninterest.
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Note 22 Employee incentive plans, continued

The maximum number of shares that each employee can purchase has been determined based on the exercise price and the aggregate savings for
the twelve-month period, increased by 10 percent to allow for currency fluctuations. If, at the exercise date, the balance of savings plus interest
exceeds the maximum amount of cash the employee must pay 1o fully exercise his stock options, the excess funds will be returned to the employee.
If the balance of savings and interest is insufficient to permit the employes to fully exercise his stock options, the employee has the choice but not the
obligation, to make an additional payment so that the employee may fully exercise his stock options.

If an employee ceases to be employed by the Company, the accumulated savings as of the date of cessation of employment will be returned to the
employee and the employee's right to exercise his stock options will be forfeited. Employees can withdraw from the ESAP Plan at any time during the
savings period and will be entitled to a refund of their accumulated savings.

The exercise price per share and ADS of 6.95 Swiss francs and $5.90, respectively, was determined using the respective closing price of the ABB Lid
share on SWX Swiss Exchange (virt-x) and ADS on the New York Stock Exchange on November 9, 2004, the grant date. The Company granted stock
options, such that, if fully exercised, the Company would issue 7,548,360 registered shares (including shares represented by ADS). The aggregate
fair value of the awards at date of grant was $5 million, assuming a zero percent dividend vield, expected volatility of 28.25 percent, a risk-free interest
rate of 0.97 percent and a life of one year from grant date. Forfeitures since grant date have been insignificant.

The Company accounts for awards under the ESAP Plan using the intrinsic value method of APB 25. The awards were issued with an exercise price
equal to the market price of the stock on grant date. Accordingly, the intrinsic value as of grant date was zero and the Company has recorded no
compensation expense related to the ESAP Plan.

Performance Incentive Share Plan
In December 2004, the Company introduced a Performance Incentive Share Plan (Performance Plan) for members of its Executive Committee (EC
Members). EC Members did not participate in the management incentive plan in 2004,

The Performance Plan involves annual conditional grants of ABB Ltd shares (or ADSs where deemed appropriate by the Nomination and
Compensaticn Committee). The number of shares conditionally granted is dependent upon the base salary of the EC Member. The actual number of
shares that the participants will receive free of charge at a future date is dependent on 1) the performance of ABB Ltd shares during a defined period
(Evaluation Period) compared to those of a selected peer group of publicly-listed muitinational companies and 2) the term of service of the respective
EC Member in that capacity during the Evaluation Period. The actual number of shares received after the Evaluation Period cannot exceed 100 percent
of the conditional grant.

The Evaluation Period of the initial launch was defined as the period from March 15, 2004, to March 15, 2006. The reference price of 7.68 Swiss francs
for the purpose of comparison with the peers was calculated as the average of the closing prices of the ABB Ltd share on SWX Swiss Exchange {virt-x)
over the 20 trading days preceding March 15, 2004.

The performance of the Company compared to its peers over the Evaluation Period will be measured as the sum, in percentage terms, of the
average percentage price development of the ABB share price over the Evaluation Period and an average annual dividend yield percentage (the
Company’s Performance).

In orcer for shares to vest, the Company’s Performance over the Evaluation Period must be positive and equal to or better than half of the defined peers.
The actual number of shares to be delivered will be dependent on the Company's ranking in comparison with the defined peers. The full amount of the
conditional grant will vest when the Company's Performance is better than three-quarters of the defined peers.

If an EC Member gives notice of resignation or, under certain circumstances is given notice of termination, and the vesting period has not expired, then
the right to shares is forfeited. in the event of death or disability during the vesting period, the conditional grant size for that participant is reduced pro
rata based on the remaining vesting period. An evaluation of the Company's Performance for the Evaluation Period up to the date of death or disability
is made to establish the number of shares that vest. If a Performance Plan participant ceases to be an EC Member for reasons other than described
above, the conditional grant size is reduced pro rata based on the portion of the vesting period remaining when the participant ceases tobe an EC
Member. In respect of a Performance Plan grant for which the vesting period has not expired, the Nomination and Compensation Committee can invite
anew EC Member to receive a conditional grant, adjusted to reflect the shorter service period.

In 2004, 443,430 shares were conditionally granted to EC Members. In January 2005, a further 59,001 shares were conditionally granted under the
2004 launch to a new EC Member.

The Company accounts for awards under the Performance Plan using the intrinsic value method of APB 25. As the shares that vest are awarded free of
charge, the intrinsic value of the award is eguivalent to the market price of the stack. Since the actual number of shares that participants will ultimatety
receive is not determinable until March 15, 2008, the Performance Plan is deemed to be a variable plan in accordance with APB 25. Changes in the fair
value of the Company’s stock and actual number of shares that vest up 1o July 1, 2005, date of adoption of SFAS 123R, will result in a change inthe
intrinsic value and amount of the awards and a corresponding change to compensation expense over the vesting period. The amount of compensation
expense for 2004 was insignificant. The aggregate fair value of the 2004 awards at grant date, assuming vesting of the maximum award in March 2006,
was approximately $2 million.

Note 23 Stockholders’ equity
In March 2003, the Company sold 80 million treasury shares in two transactions for approximately $156 million.

At the Company’s annual general meeting held on May 16, 2003, the Company’s shareholders approved amendments to its articles of incorporation
providing for an increase in authorized share capital and an increase in contingent share capital. The amendments include the creation of 250 million
Swiss francs in authorized share capital, replacing the 100 million Swiss francs in authorized share capital that expired in June 2001. This entitled the
Company's Board of Directors to issue up to 100 million new ABB Lid shares, including approximately 30 million CE Settlement Shares {see Note 18).
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Note 23 Stockholders’ equity, continued

The amendments also included an increase of contingent capital from 200 million Swiss francs to 750 million Swiss francs, allowing the issuance of up
to afurther 300 milion new ABB Ltd shares which may be used primarily for the exercise of conversion rights granted in connection with issuance of
bonds and other financial market instruments and for the issuance of new shares to employees.

In October 2003, the Company announced a three-component capital-strengthening program, comprised of a share capital increase, a credit
facility agreement and a bond issuance. As part of this program, in November 2003, an extraordinary shareholders’ meeting resolved to increase the
Company's share capital by approximately 840 million shares through a rights issue. In December 2003, the Company completed the 7-for-10 rights
offering for the 840 million new registered shares at an offer price of 4 Swiss francs per share resulting in a net increase of capital stock and additional
paid in capital of approximately $2.5 billion.

In December 2003, the Company issued 30,298,213 CE Settlement Shares out of its authorized capital for purposes of fulfiling the Company’s
obligations under a pre-packaged plan of reorganization under Chaptert1 of the U.S. Bankruptcy Code of Combustion Engineering. In accordance
withits then current articles of incorporation, the pre-emptive rights of the shareholders were excluded and allocated to a Company subsidiary,

which subscribed for these shares and holds them until they will be contributed to the Asbestos P Trust or any similar trust, once a plan of recrganization
of Combustion Engineering is declared effective.

At December 31, 2004, the Company had 2,440,016,034 authorized shares. Of these, 2,070,314,947 shares are registered and issued, including
30,268,913 CE Settlement Shares that are reserved for use in connection with a pre-packaged plan of reorganization of Combustion Engineering.

As these shares ars presently held by one of the Company's subsidiaries and carry no participation rights, these shares are not treated as outstanding
for the purposes of the Company's Consolidated Financial Staternents. The CE Settlement Shares will only become outstanding and carry
participation rights once a plan of reorganization for Combustion Engineering becomes effective and the shares have been contributed to the Asbestos
Pl Trust or any similar trust created under such a plan. Should a plan ultimately not become effective, the CE Settlement Shares reserved for such use
would be cancelled by the Company.

At December 31, 2004, including the securtties issued under the employee incentive plans and call options sold to a bank at fair value during 2001,

2003 and 2004, the Company had outstanding obligations to deliver 62 million shares at exercise prices ranging from 6.95 to 42.05 Swiss francs.
These financial instruments expire in periods ranging from June 2005 to December 2010 and were recorded as equity instruments in accordance with
EITFQ0-19. Also, at December 31, 2004, the Company had obligations to deliver approximately 107 million shares at a conversion price of $9.03

as aresult of the issuance of convertible debt in May 2002 and to deliver approximately 105 million shares at a conversion price of 9.53 Swiss francs as
aresult of the issuance of convertible debt in September 2003. In addition, at December 31, 2004, the Company had outstanding contingent obligations
to deliver up to a maximum of 0.5 million shares free of charge to EC Members under the Performance Plan (see Note 22).

Dividends are payable to the Company's stockholders based on the requirements of Swiss law, ABB Ltd's Articles of Incorporation, and stockholders’
equity as reflected in the unconsolidated financial statements of ABB Ltd prepared in compliance with Swiss law. At December 31, 2004, of the

8,911 milfion Swiss francs stockholders’ equiity reflected in such unconsclidated financial statements, 5,176 million Swiss francs is share capital,

2,181 million Swiss francs is restricted, 1,533 million Swiss francs is unrestricted and 11 million Swiss francs is available for distribution.

Note 24 Earnings per share

Basic earnings (loss) per share is calculated by dividing income (loss) by the weighted-average number of shares outstanding during the year. Diluted
earnings (loss) per share is calculated by dividing income (loss) by the weighted-average number of shares outstanding during the year, assuming

that all potentially dilutive securities were exercised, if dilutive. Potentially dilutive securities comprise: outstanding written call options, if dilutive; the
securities issued under the Company’s employee incentive plans, if dilutive; and shares issuable in relation to outstanding convertible bonds, if dilutive.
The shares issuable in retation to the warrants and options outstanding in connection with the Company’s employee incentive plans were excluded
from the computation of diluted earnings per share in 2003 and 2002 as their inclusion would have been antidilutive. In 2004, only the shares issuable
in relation to the warrants and options outstanding in connection with the Company’s December 2003 launch under the management incentive plan
were included in the computation of diluted earnings (loss) per share as the inclusion of potential shares from the warrants and options of other launches
under the employee incentive plans would have been antiditutive. In 2002, the shares issuable in relation to the $968 million convertible bonds were
included in the computation of diluted earnings per share for the period they were outstanding. In 2004 and 2003, the shares issuable in relationtothe
convertible bonds were excluded from the calculation of diluted earnings per share as their inclusion would have been antidilutive.

Basic earnings (loss) per share:

Year encied Oecember 31,
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Note 24 Earnings per share, continued
Diluted earnings (loss) per share:

Year ended December 31,

Note 25 Restructuring charges

2001 program

in July 2001, the Company announced and initiated a restructuring program (2001 program) in an effort to improve productivity, reduce cost base,
simplify product lines, reduce multiple location activities and perform other downsizing in response to weakening markets and conselidation of major
customers in certain industries. The 2001 program was substantially completed at September 30, 2002.

Restructuring charges relating to workforce reductions, lease terminations and other exit costs associated with the 2001 program are included in
other income (expense), net. Termination benefits were paid to approximately 100, 2,270 and 4,000 employees in 2004, 2003 and 2002, respectively.
Workforce reductions include production, managerial and administrative employees. Changes in management'’s original estimate of the amounts
accrued for workforce reductions, lease terminations and other exit costs have been included in other income (expense), net.

As aresult of the 2001 program, certain assets, inventories and property, plant and equipment were identified as impaired or that would no longer be
used in continuing operations, The Company recorded a ¢harge of $18 million in 2002 to write down these assets to fair value and such costs were
included in cost of sales and other income (expense), net.

Step change program

In October 2002, the Company announced the Step change program. The goals of the Step change program were to increase competitiveness of
the Company's core businesses (see Note 26}, reduce overhead costs and streamling operations by approximately $1 billion on an annual basis by
2005. At June 30, 2004, the Step change program was substantially complete.

Restructuring charges relating to workforce reductions, lease terminations and other exit costs associated with the Step change program are included
in other income (expense), net. Termination benefits were paid to approximately 950, 1,500 and 200 employees in 2004, 2003 and 2002, respectively.
Workforce reductions include production, managerial and administrative employees. Changes in management's criginal estimate of the amounts
accrued for workforce reductions, lease terminations and other exit costs were included in other income (expense), net.

As aresult of the Step change program, certain assets, inventories and property, plant and equipment were identified as impaired or will no longer be
used in continuing operations. The Company recorded $0 milion, $3 milion and $2 million in 2004, 2003 and 2002, respectively, to write down these
assets to their fair value and such costs were included in cost of sales and other income {expense), net.

Other

Certain restructuring programs were initiated primarily during 2003 at specified locations not included in the Step change program. The goals of these
programs are to increase efficiencies by reducing headcount and streamlining operations. These programs are expected to increase productivity of the
non-core businesses (see Note 26). Anticipated savings will be recognized through the strategic divestment of these operations.

Restructuring charges related to workforce reductions, lease terminations and other exit costs associated with these other programs are included in
other income (expense), net. Termination benefits were paid to approximately 1,220 and 1,300 employees in 2004 and 2003, respectively. Workforce
reductions include production, managerial and administrative employees. Changes in management’s original estimate of the amounts accrued for
workforce reductions, lease terminations and other exit costs have been included in other income {expense), net.
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Note 25 Restructuring charges, continued

As a result of these restructuring programs, certain assets, inventories and property, plant and equipment have been identified as impaired or will no
longer be used in continuing operations. The Company recorded $5 million and $11 million in 2004 and 2003, respectively, to write down these assets
to fair value and such costs are included in cost of sales and other income (expense), net.

Restructuring liabilities consist of the following:

2001 program Step change Other Total

Lease Lease Lease
Workdorce terminations and Workforce terminations and Workforce terminations and
reductions other exit costs reductions other exit costs reductions other exit costs

Cumulative
The cumulative amounts at December 31, 2004, for each plan are given below:

..................................................................................................................................... 200t program Stepchange  Other .. Total
Restructuring charge forworkforcereduction $282 ... $274 $228 .. $784
Restructuring charge forlease terminationsandother I 9 B8 278
Changesinestimate 8O S50 S @5 o (85)
Totalrestructuring charges e $344 53682 L3 $917
Segment information

Restructuring charges by segment consist of the following:

Year ended December 31, 2004 2003 2002
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Note 26 Segmentand geographic data

Effective January 1, 2003, in order to streamline the Company’s structure and improve operational performance, the Company put into place two
divisions: Power Technologies, which combined the former Power Technology Products and Utilities divisions and employed approximately

40,400 people at December 31, 2004; and Automation Technologies. which combined the former Automation Technology Products and Industries
divisions and employed approximately 54,600 people at December 31, 2004. The remaining operations of the Company are grouped in Non-core
activities. Effective January 1, 2004, the Group Processes activities, previously in the Non-core activities division, were integrated into the core divisions
and the Substations Automation business was integrated into the Power Technologies division from the Automation Technologies division. All periods
presented have been restated to reflect the new organizational structure of the Company.

s The Power Technologies division produces transformers, switchgear, breakers, capacitors, cables and other products and technologies for high-
and medium-voltage applications. It serves electric, gas, and water utilities as well as industrial and commercial customers, with a broad range
of products, systems and services for power transmission, distribution and power plant automation. The division'’s principal customers are electric,
gas and water utilities, owners and operators of power transmission systems, utilities that own or operate networks and owners and operators of
power generating plants. Other customers include gas transmission companies, local distribution companies and mutti-utilities, which are invoived
in the transmission or distribution of more than one commodity. The division also serves industrial and commercial customers, such as operators
of large commercial buildings and heavy industrial plants.

s The Automation Technologies division provides products, systems, software and services for the automation and optimization of industrial and
commercial processes. Key technologies include measurement and control, instrumentation, process analysis, drives and motors, power electronics,
robots, and low voltage products. These technologies are sold to customers of the automotive, cement, chemical, distribution, electronics, food
and beverage, life sciences, marine, metals, mining, paper, pstroleum, printing and telecommunications industries with application-specific power
and automation technology.

® Non-core activities include the following:

The Company's remaining Oil, Gas and Petrochemicals business;

The Company's remaining Equity Ventures business;

The Company's remaining Structured Finance business;

The Company's remaining Building Systems business;

The Company's New Ventures business area;

The Company's Customer Service, Logistic Systems, and Semiconductors business areas.

The remaining Oif, Gas and Petrochemicals business primarily consists of a full service engineering company which, in addition to having expertise in
engineering, procurement and construction projects, also licenses process technologies in the refining, chemical, petrochemical and polymer fields.

The Building Systems business area designs, builds and maintains complete installations for industrial, infrastructure and commercial facilities,
integrating products manufactured by the Power Technologies and Automation Technologies divisions, as well as those from third-party suppliers.

m Corporate/Cther includes Headquarters, Central Research and Development, Real Estate, Group Treasury Operations and the Financial Advisory
business.

The Company evaluates performance of its segments based on earnings before interest and taxes, which excludes interest and dividend income,
interest and other finance expense, provision for taxes, minerity interest, and loss from discontinued operations, net of tax. In accordance with
Statement of Financial Accounting Standards No.131, Disclosures about Segments of an Enterprise and Related Information, the Company presents
division revenues, depreciation and amortization, earnings before interest and taxes, net operating assets and capital expenditures, all of which

have been restated to reflect the changes to the Company's internal structure, including the effect of inter-division transactions. The Company accounts
for inter-division sales and transfers as if the sales and transfers were to third parties, at current market prices.
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Note 26 Segment and geographic data, continued
The following tables summarize information for each segment:

Earnings (loss)
Depreciation before interest Netoperating Capital
2004 Revenues  and amortization and taxes assetst) expenditures @

Earnings (loss)
Depreciation hefore interest Net operating Capita!
2003 Revenues  and amortization and taxes assets expenditures @

Earnings (loss)
before interest
andtaxes

) Net operating assets at Decernber 31, 2004, are calculated based upon total assets of $24,677 million excluding cash and equivalents of $3,676 milion, marketable securities and short-term
investrents of $524 milion, current loans receivable of $17 million, tax assets of $1,256 miilion, assets held for sale and in discontinued operations of $158 million, prepaid pension and
other employes benefits of $549 milion and other assets of 389 million, less total liabilities of $21,556 million excluding borrowings of $5,534 million, tax labilities of $1,522 millicn, provisions
of $3,326 million, pension and employee related fiabilities of $1,628 mifiion, liabilities heid for sale and in discontinued operations of $280 million and certain other liabilities of $467 milfion.

@ Capital expenditures reflect purchases of tangible fixed assets.
@ Includes the Company's investment in Jorf Lasfar Energy Company S.C.A. {see Note 14).

9 Net operating assets at December 31, 2003, are calculated based upon total assets of $30,401 million excluding cash and equivalents of $4,783 million, marketable securities and short-term
investrnents of $473 milion, current loans receivable of $23 million, tax assets of $1,327 million, assets held for sale and in discontinued operations of $4,981 million, prepaid pension and
other employee benefits of $564 million and other assets of $143 million, iess total liabilities of $27, 199 million excluding borrowings of $7,934 million, tax liabilities of $1,644 milion, provisions
of 3,021 million, pension and employee related liabilities of $1,902 million, iabitities held for sale and in discontinued operations of $3,890 million and certain other liabitities of $458 mitlion.

2
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Note 26 Segment and geographic data, continued
Geographic information

Revenues Long-fived assets at
Year ended December 31, ber 31,

2

Revenues have been reflected in the regions based on the location of the customer. The United States generated approximately 11 percent, 12 percent
and 14 percent of the Company's total revenues in 2004, 2003 and 2002 respectively. Germany generated approximately 11 percent of the Company’s
total revenues in 2004, 2003 and 2002, respectively. More than 85 percent of the Company's total revenues were generated outside Switzerland in 2004,
2003 and 2002. Long-lived assets represent property, plant and equipment, net, and are shown by location of the assets. Switzerland and Germany
represented approximately 22 percent and 15 percent, respectively, of the Company’s long-lived assets at both December 31, 2004 and 2003.

The Company does not segregate revenues derived from transactions with external customers for each type or group of products and senvices.
Accordingly, it is not practicable for the Company to present revenues from external customers by product and service type.

Management estimates that approximately 83 percent of the Company’s employess are subject to collective bargaining agreements in various
countries. These agreements are subject to various regulatory requirements and are renegotiated on a regular basis in the normal course of business.
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ABB Ltd Group Auditors’ Report

The Stockholders of ABB Ltd:

As auditers of the Group, we have audited the accompanying consclidated balance sheets of ABB Lid as of December 31, 2004 and 2003, and the
related consolidated income statements, statements of cash flows and statements of changes in stockholders' equity for each of the three years

in the period ended December 31, 2004. These financial statements are the responsibility of the Board of Directors. Our responsibiltty is to express an
opinion on these financial statements based on our audits. We confirm that we meet the legal requirements conceming professional qualification
and independence.

We did not audit the financial statements of Jorf Lasfar Energy Company, a corporation in which the Company has a 50% interest, {the Company’s
equity in Jorf Lasfar Energy Company’s net income is stated at $63 million in 2004, $60 million in 2003 and $68 million in 2002); and we did not audit
the 2002 consolidated financial statements of Swedish Export Credit Corperation, a corporation in which the Company had a 35% interest, (the
Company’s equity in Swedish Export Credit Corporation's consolidated net income is stated at $89 million in 2002). Those statements were audited
by other auditors whose reports have been furnished to us. Our opinion, insofar as it relates to amounts included for those companies and their
subsidiaries, is based solely on the reports of the other auditors.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States) and in accordance
with auditing standards promulgated by the profession in Switzerland. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Company's internal control over financial reporting. Qur audits included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our audits and the reports of other auditors
provide a reasonable basis for our opinion.

In our opinion, based on our audits and the reports of other auditors, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of ABB Ltd at December 31, 2004 and 2003, and the consolidated results of its operations and its cash flows

for each of the three years in the period ended December 31, 2004, in conformity with U.S. generally accepted accounting princigles and comply
with Swiss law.

We recommend that the consolidated financial statements submitted to you be approved.

In accordance with Swiss reporting standards, without qualifying our opinion, we are required to draw your attention to Notes 3 and 18 to the
consolidated financial statements which describe certain risks and uncertainties relating to the Company’s asbestos liabilities.

Asdiscussed in Note 2 to the consolidated financial statements, in 2003 the Company changed its method of consclidation relating to variable
interest entities.

Ernst & Young AG
C. Barone S. Reid
Auditors in charge

Zurich, April 6, 2005
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Financial Statements of ABB Ltid, Zurich

Income Statement
Year ended December 31 (CHF in thousands) 2004 2003

Balance Sheet
nggmberﬁ\ fQHF in_ _thousands) 2004 2003
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Notes to Financial Statements

Note 1 General

ABB Ltd, Zurich (the Company) is the parent company of the ABB Group whose Consolidated Financial Statements include 100 percent of the assets,
liabilities, revenues, expenses, income, 10ss and cash flows of ABB Ltd and companies in which the Company has a controlling interest, as if

the Company and its subsidiaries were a single company. The Consolidated Financial Statements are of overriding importance for the purpose of the
economic and financial assessment of the Company. The unconsolidated financial statements of the Company are prepared in accordance with
Swiss law and serve as complementary information to the Consolidated Financial Statements.

Note 2 Cash and equivalents
{CHFin thousands) 2003

Note 3 Receivables
(CHFin thousands) 2004 2003

Note 4 Long-termloans to subsidiary
(CHFin thousands) 2004 2003

The Company maintains interest bearing credit agreements with ABB Asea Brown Boveri Ltd. These loans are stated at cost.

Note 5 Participations Ownership interest
201

Companyname ] Pupose ... Domicle ... Snarecaptal e, 2004 P08
ABB Asea Brown BoveriLtd | Hoiding ... CH-Zurich ! CHF 2768000000 . . 100%. 100%.
BBC Brown Boveri Ltd Holding CH-Zurich CHF 570,580 100% 100%

The investments in subsidiaries are valued at the lower of cost or fair value. Fair values are determined using the discounted cash flow method,
based upon management's expectations as to the future cash flows and earnings of the subsidiaries for the years 2005 through 2008.

Note 6 Currentliabilities
{CHF in thousands) 2004 2003

Note 7 Provisions

In conjunction with the issuance in September 2003 and May 2002 by a subsidiary of the Company of bonds convertible into ABB Ltd shares, the
Company granted options to the subsidiary issuing the bonds to enable the subsidiary to meet its obligations to deliver shares when the bonds are
converted. If the bonds fully convert, an additional 212,130,022 ABB LLtd shares, including shares represented by American Depository Shares, would
be issued upon exercise of the options by the issuing subsidiary. Provisions of CHF 238,828thousand were recorded to reflect the cash received by
the Company related to the options. When the bonds are converted and the options are exercised or when the options expire without exercise because
the bonds did not convert, the provisions will be released to other reserves in stockholders’ equity.
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Note 8 Bonds
{CHFin thousands) 2004 2003

Total 600,000

The Company’s bonds are stated at their nominal value.

s .
Note9 Stockholders’equity Reserve for Other Retained
(CHF in thousands} Share capital Legal reserve treasury shares reserves earnings

Opening balance
as of January 1

102,175

Closing balance

as of December31 5,175,787
) Number of Total
Share capital as of December 31, 2004 and 2003 registered shares Parvalue (CHF in thousands)

Atthe Company's Annuaf General Meeting held on May 16, 2003, the Company's shareholders approved amendments to its articles of incorporation
providing for authorized share capital and an increase in contingent share capital.

The amendments included the creation of CHF 250 miltion in authorized share capital. This entitled the Company’s Board of Directors to issue up
10100 million new shares of which approximately 30 million were allocated for use with any proposed plan of reorganization of the Company’s,
indirect wholly owned U.S. subsidiary, Combustion Engineering Inc ("CE") (see Note 10). The amendments also included an increase of contingent
capital from CHF200 milion to CHF 750 million, allowing the issuance of up to 300 million new shares.

On November 20, 2003, at an Extraordinary General Mesting of the shareholders, it was resclved to increase the Company’s share capital by
approximately 840 million shares through a rights issue, which the Company compileted in December 2003, issuing 840,006,602 new shares at an offer
price of CHF 4 per share.

Treasury shares 2004 2003

Number Avg. price per Number Avg. prica per
of shares share CHF of shares share CHF

30,298,913

Closing balance 41,910,442

% Rights exercised

In March 2003, the Company and its subsidiary, ABB Equity Limited, scld 80,000,000 treasury shares fortotal gross proceeds of approximately
CHF 217 million.

In connection with the 7-for-10 rights offering, the Company exercised, in December 2003, its rights in respect of the remaining 6,830,312 treasury
shares and received 4,781,217 shares at the offer price of CHF 4 per share.

In December 2003, the Company issued to ABB Asea Brown Boveri Ltd 30,298,913 shares for use with the proposed plan of reorganization of CE
(see Note 10). These shares will be held as treasury shares until used in connection with any such proposed plan of reorganization.

The net equity value of the Company as reflected in these unconsolidated financial statements is approximately CHF 8.9 billion compared to a net
equity value of approximately CHF 3.2 billion (approximately US$ 2.8 billion) disclosed in the Consolidated Financial Statements of ABB Ltd. The
difference derives from the separate accounting bases applied to the unconsolidated and Consolidated Financial Statements. In the unconsolidated
financial statements, the net equity value reflects the use of the lower of cost or fair value to value ABB Ltd's shares and participations in subsidiaries.
Such fair values are determined using the discounted cash flow method, based upon management’s expectations as to the future cash flows

and earnings of the subsidiaries for the years 2005 through 2009. The net equity value disclosed in the Consolidated Financial Statements reflects
the aggregation of the equity of ABB Ltd's subsidiaries.
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Note 10 Contingent liabilities
{CHF in thousands) 2004 2003

Liability to pension fund ) - 532

l Relates to an intra-group financing.

In addition to the above stated financial guarantee to a subsidiary, the Company has provided a guarantee to a third party, to guarantee the performance
of contractual obligations pursuant to a project undertaken by a subsidiary in the normal course of its business. The aggregate value of the guarantee
is approximately CHF 50,859 thousand.

The Company has entered into Keep-well agreements with certain indirect subsidiaries. A Keep-well agreement is a shareholder agreement between
the Company and a subsidiary. These agreements provide for maintenance of a minimum net worth in the subsidiary and the maintenance of 100 percent
direct or indirect ownership by the Company.

For those subsidiaries acting on the capital markets, the Keep-well agreements additionally provide that if at any time the subsidiary has insufficient
liquid assets to meet any payment obligation on its debt (as defined in the agreements) and has insufficient unused commitments under its credit
facilities with its lenders, the Company will make available to the subsidiary sufficient funds to enable it to fulfill such payment obligation as it falls due.

A Keep-well agreement is not a guarantee by the Company for payment of the indebtedness, or any other obligation, of a subsidiary. No party external
to the ABB Group is a party to any of these Keep-well agreements.

CE, an indirect wholly owned subsidiary of the Company, is a defendant in numerous asbestos-related claims inthe United States. Some claimants

have named the Company in connection with claims against CE, but there has been no adjudication that the Company has liability for such claims.

An order confirming a proposed plan of reorganization for CE was effectively reversed on December 2, 2004, by the U.S. Third Circuit Court of Appeals.

In March 20085, following extensive discussions with certain representatives of various parties, including the Creditors Committee and the Future Claimants
Representative appointed in the Combustion Engineering case, the Company reached an agreement on certain “seftlement peints” for modifying the CE
plan with a view to bringing it into conformity with the Third Circuit decision and for providing a mechanism for resolving finally Lummus’ potential asbestos
liability. The Company and its subsidiaries’ potential commitments and cumrent provisions relating to this matter are further described in Note 18 of the
Consolidated Financial Statements of ABB Ltd.

There are also a lesser number of asbestos-related claims against certain other subsidiaries of the Company, which are not related to CE. Please refer
to Note 18 of the Consclidated Financial Statements of ABB Ltd for more detailed information.

The ultimate outcome of efforts to resolve the asbestos-related personal injury claims against CE and other entities of the ABB Group remains uncertain.
The related costs may be higher than the ABB Group’s provisions reflsct and could have a material adverse impact on the ABB Group's consolidated
financial posttion, results of cperations and cash flows.

The Company is part of a value added tax group and therefore jointly liable to the federal tax department for the value added tax liabilities of the other
members.

Note 11 Credit facility agreement
On November 17, 2003, the Company and certain of its subsidiaries entered into a new unsecured syndicated US$ 1 billion 3 year revolving credit
facility which became available in December 2003.The Company is a guarantor of the new US$ 1 billion facility, but nothing was drawn under this facitity
at December 31, 2004 and 2003.

Note 12 Significant shareholders

As of December 31, 2004 and 2003, Investor AB, Stockholm, Sweden, owned 204,115,142 ABB Ltd shares, representing 9.9 percent of the Company’s
share capital. On March 8, 20085, Investor AB announced that it reduced its holdings to 187,374,142 ABB Ltd shares, representing 9.1 percent of the
Company's share capital at that date.

The Capital Group International, Inc., Los Angeles, CA, USA, announced that as of Apnl 23, 2004, it reduced its holdings for its clients in ABB Ltd shares
to atotal that is less than 5 percent of the Company's share capital. As of December 31, 2003 such holdings totaled 133,888,830 shares, corresponding
to 6.5 percent of the Company's share capital.

To the best of the Company's knowledge, no other sharehoider holds 5 percent or more of ABB Ltd shares.
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Proposed appropriation of available earnings

(CHFin thousands)
Net foss for the year 30,838

The Board of Directors proposes not to declare the distribution of a dividend and to carry forward the profit available to the Annual General Mesting in
the amount of CHF10,570,584.
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Report of the Statutory Auditors

As statutory auditors, we have audited the accounting records and the financial statements (balance sheet, income statement and notes;

pages 103 to 106) of ABB Ltd, Zurich, for the year ended December 31, 2004.

These financial statements are the responsibility of the Board of Directors. Our responsibility is to express an opinion on these financial statements
based on our audit. We confirm that we meet the legal requirements concerning professional qualification and independence.

Our audit was conducted in accordance with auditing standards promulgated by the Swiss profession, which reguire that an audit be planned and
performed to obtain reasonable assurance about whether the financial statements are free from material misstatement. We have examined, on

a test basis, evidence supporting the amounts and disclosures in the financial statements. We have also assessed the accounting principles used,
significant estimates made and the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.
In our opinion, the accounting records and financial statements and the proposed appropriation of available earnings comply with Swiss law and
the company’s articles of incorporation.

We recommend that the financial statements submitted to you be approved.

Without qualifying our opinion, we draw your attention to Note 10 of these financial statements which describes certain risks and uncertainties relating
to ABB Group's asbestos liabilities.

Emst & Young AG
C.Barone Y. Vontobel
Certified Public Accountant Certified Accountant

Auditors in charge

Zurich, April 8, 2005
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Investor information

ABB Ltd share price frend during 2004
During 2004, the price of ABB Ltd shares traded on the SWX Swiss Exchange (virt-x) increased 1 percent, while the Swiss Performance Index increased
7 percent. The price of ABB Ltd shares on Stockholmsbdérsen increased 3 percent, compared to the SAX Index, which increased by 18 percent.

Source: Bloomberg, SWX Swiss Exchange {virt-x), Stockhoimsborsen

Share price {data based on closing prices)

SWX Swiss Stockholmsbdrsen
Exchange {virt-x/ CHF} (SEK)

Market capitalization
On December 31, 2004, ABB Ltd's market capitalization based cn outstanding shares (total number of outstanding shares : 2,028,404,505} was
approximately $ 11.4 billion (CHF 12.9 billion, SEK75.3 billion, EUR 8.3 billion)

Shareholder structure
As of December 31, 2004, the total number of shareholders directly registered with ABB Ltd was approximately 177,000. In addition, another
100,000 shareholders hold shares indirectly through nominees. Intotal, ABB has approximately 277,000 shareholders.

Major shareholders

As of December 31, 2004, Investor AB, Stockholm, Sweden, owned 204,115,142 shares of ABB Ltd, corresponding to 9.9 percent of total capital

and votes. On March 8, 2005, Investor AB announced that it reduced its holdings to 187,374,142 ABB shares, representing 8.1 percent of total capital
and votes, as of that date.

The Capital Group International, Inc., Los Angeles, CA, USA, announced that as of April 23, 2004, it reduced its holdings for its clients in shares
of ABB Ltd to a total which is less than 5 percent of total capital and votes.

To the best of the company's knowledge, no other shareholder holds 5 percent or more of the total voting rights.

Dividend proposal
In order to furtherimprove the company's balance sheet, the Board of Directors proposes that no dividend be paid for 2004.
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Per-share data

{1t will be proposed to the Annual Generat Meeting that no dividend be paid for 2004.
@ Following the rights issue completed in December 2003, there were 2,028,404,505 shares outstanding at December 31, 2003.

Key ratios

O Calculation based on diluted weighted average number of shares outstanding
2 Calcutation based on the number of shares outstanding as of December 31

ABB Ltd annual general meeting

The 2005 Annual General Meeting of ABB Ltd will be held at 10:00 a.m. on Thursday, May 12, 2005 at the Messe Zurich hall in Zurich-Cerlikon,
Switzerland. The Annual General Meeting will be held principally in German and will be simultaneously translated into Swedish, English and French,
Shareholders entered in the share register, with the right to vote, by May 2, 2005, are entitled to participate in the Annual General Meeting.

Admission cards

Holders of registered shares of ABB Ltd will receive their admission cards on request using the reply form enclosed with the invitation, The reply
form or a corresponding notification must reach the company not later than May 4, 2005. For technical reasons, notifications arriving after that
date can no longer be taken into consideration. The full text of the invitation in accordance with Article 700 of the Swiss Code of Obligations will be
published in the Schweizerisches Handelsamtsblatt of April 19, 2005.

For shareholders in Sweden an Information Meeting will be held in Vasteras, Sweden, on May 13, 2005 at 10:00 a.m.

ABB shareholders’ calendar 2005
Three-month results 2005 April 28
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Price trend for ABB Ltd shares
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Stock Exchange listings
ABB Ltd is listed on the SWX Swiss Exchange {virt-x), Stockholmsbérsen, Frankfurt Stock Exchange, London Stock Exchange and
New York Stock Exchange.

The global ISIN code for the ABB share is: CH 001222171 6.

Ticker symbols for ABB Ltd

SWX Swiss Exchange (virt-x) ABBN
Stockhoimsbérsen ABB
Frankfurt Stock Exchange ABJ
LLondon Stock Exchange ANN
New York Stock Exchange (NYSE) ABB

Ticker symbols for ABB Ltd at Bloomberg

SWX Swiss Exchange (virt-x) ABBNVX
Stockholmsborsen ABBSS
Frankfurt Stock Exchange ABJGR
London Stock Exchange ANN LN
NewYork Stock Exchange (NYSE) ABBUS

Ticker symbols for ABB Ltd at Reuters

SWX Swiss Exchange {virt-x) ABBN.VX
Stockholmsbdrsen ABB.ST
Frankfurt Stock Exchange ABBN.F
London Stock Exchange ABBNa.L
New York Stock Exchange (NYSE) ABB.N
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Credit rating for ABB Lid as of December 31,2004

Standard & Poor’s

Long-term Corporate Credit Rating: BB+
Long-term Senior Unsecured debt: BB-
Short-term Corporate Credit Rating: B

Stable Outicok

Moody’s

Long-term Senior Implied Rating: Ba2
Long-term Senior Unsecured Rating: Ba2
Short-term Debt rating: Not Prime
Stable Outlook

The credit rating is subject to revision at any time.

Bondholder information
Cutstanding public bonds as of February 28, 2005.

issuer Original issued principal amount Coupon Due Bloomberg ticker Reuters ticker

* Excl. step-up
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ABB Group statistical data

(US$ millions, other than ratios, employees and percentages) 2004 2003 20021

8 Consofidated balance sheet information is not audited.
@ Earnings before interest, taxes, depreciation and amortization
) Capital expenditure reflect purchases of tangible fixed assets

ABB Financial review 2004 13




Exchangerates

Main exchange rates used in the translation of the Financial Statements

Swiss franc

* Movement of local currency against the USD.
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The ABB Annual Report 2004 consists of an Operational review, a
Financial review and a Sustainability review.
For an additional copy of this or any of the other reviews, please use

the contact information on the back of this document or download
copies from www.abb.com.

The Operational review and a Financial summary (contained in the
Operational review) are published in English, German, Swedish and
French. The Financial review is published in English and German.
The Sustainability review is published in English. For all documents
in the Annual Report series, only the English-language version is
the binding version.
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ABB Ltd

Corporate Communications
PO. Box 8131

CH-8050 Zurich
Switzerland

Tel: +41(0)43 317 7111
Fax: +41(0}43 317 7958

www.abb.com

ABB Ltd

Investor Relations

PO. Box 8131

CH-8050 Zurich
Switzerland

Tel: +41 (043 317 7111
Fax: +41 (0)44 3119817

ABB Inc.

Investor Relations

PQO. Box 5308

Norwalk CT 06856-5308
USA

Tel: +1203 7507743
Fax: +1 203 750 2262
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ABB Ltd

Investor Relations
SE-721 83 Vasteras
Sweden

Tel: +46 (0)21 32 50 00
Fax: +46 (0)21 3254 48
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ABB at a glance
Streamlining operations
to strengthen business

ABB Group

The ABB Group further. streamirned its business
operations in 2004 to drive operational excellence
and cost competitiveness; to make it simpler

to do business with ABB and to better serve our
customers. ,

The Power Technologl d sron announced
ofganizational changes,
January 1, 2008 Similar streamlining measures

announced by the Automatlon Technologles

power technology :
report under the 2004

From the start"o 004;:the: Automatron ;
Technologres drvr3|o (
in three rather than six:
products, process. automatlon-
automation., :

and manufacturrng

The two core dIVISIO 1SSt
industries and busmess )
systems. They. include:electri gas and water .

utilities, automotrve,_ch mical.and pharmaceutroal.

metals, minerals:a ‘generation;
cement commercraand dus
and-paper, ol -and. gas i R
petrochemicals, marire and urbochargrng,‘ :

telecommunlcatrons ‘and-dat communrcatron

trated its operatrons '
reas: autornation”

of the same .
their products-and:. .

3| 'bundlngs pulo"'

Power Technologies

The Power Technologies division serves electric,
gas and water utilities, as well as industrial and
commercial customers, and channel partners with
a broad range of products, systems and services
for power transmission, distribution and power
plant automation.

Business areas

»  Transformers

*»  Medium-Voltage Products
» High-Voltage Products

»  Power Systems

s Utility Autormation

- Automation Technologies

The Automation Technologies division blends

a comprehensive portfolio of standard and
customer-tailored products, solutions and services
for increased productivity and energy efficiency
amoeng industrial, utility and building industry
customers.

Business areas

»  Automation Products

» Process Automation

*  Manufacturing Automation

O‘tg ger aet wéres

.= Non-core activities

.« Oll, Gas and Petrochemicals (Downstream)
-« Equity Ventures

» Building Systems

= New Ventures

Corporate
* Headquarters/stewardship
» Research and Development



Consolidated Financial Statements
Consolidated Income Statements

Year ended December 31 (in millions, except per share data) 2004 2003 2002

See accompanying Notes 10 the Consolidated Financial Statements, available in the ABB Financial review 2004,




Consolidated Financial Statements
Consolidated Balance Sheets

at December 31 (in milions, except share dala) 2004 2003

See accompanying Notes to the Consolidated Financial Statements, available in the ABB Financial review 2004.




Consolidated Financial Statements
Consolidated Statements of Cash Flows

Yearended Decernber 81 (MMHONS) | | e 2004 e 2003 e 2002
Operatingactivities:
Netoss $ (39 $ (779 $ (819

Adjustments to reconcile net 10ss to net cash provided by
{used in) operating activities:

Adjustment for the net change in cash and equivalents in assets
held for sale and in discontinued operations

See accompanying Notes to the Consofidated Financial Statements, avaitable in the ABB Financial review 2004.




ABB Ltd Shareholder information
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Stock Exchange listings Credit rating for ABB Lid as of December 31, 2004
Ticker symbols for ABB Ltd Standard & Poor’s
SWX Swiss Exchange {virt-x) ABBN Long-term Corporate Credit Rating: BB+
Stockholmsbdrsen ABB Long-term Senior Unsecured debt: BB-
Frankfurt Stock Exchange ABJ Short-term Corporate Credit Rating: B
|_London Stock Exchange ANN Stable Outlock
New York Stock Exchange (NYSE) ABB

Moady’s

Ticker symbots for ABB Ltd at Bloomberg LLong-term Senior Implied Rating: Ba2
SWX Swiss Exchange (virt-x) ABBN VX  Long-term Senior Unsecured Rating: Ba2
Stockholmsbérsen ABBSS  Short-term Debt rating: Not Prime
Frankfurt Stock Exchange ABJGR  Stable Outlook
London Stock Exchange ANN LN
New York Stock Exchange (NYSE) ABBUS The credit rating is subject to revision at any tme.

For the latest credit ratings please see Moody's and Standard & Poor's web pages.
Ticker symbols for ABB Ltd at Reuters

SWX Swiss Exchange (virt-x) ABBN.VX
Stockholmsbdrsen ABB.ST
Frankfurt Stock Exchange ABBN.F
London Stock Exchange ABBNg.L
New York Stock Exchange (NYSE) ABBN

Bondholder information
Qutstanding public bonds as of February 28, 2005.

Issuer Original issued principal amount Coupon Due Bloomberg ticker Reuters ticker

Source: Bloomberg



Share data

Per-share data

1t will be proposed to the Annual General Meeting that no dividend be paid for 2004.

12 Foliowing the rights issue completed in December 2003, there were 2,028,404,505 shares outstanding at December 31, 2003.

Key ratios

1 Calculation based on diluted weighted average number of shares outstanding
@ Caleulation based on the number of shares outstanding at December 31

L ]
ABB Ltd Annual General Meeting

The 2005 Annual General Meeting of ABB Ltd will
be held at 10:00 a.m. on Thursday, May 12, 2005
at the Messe Zurich hall in Zurich-Oerlikon,
Switzerland. Shareholders entered in the share
register, with the right to vote, by May 2, 2005,

are entitled to participate in the General Mesting.

For shareholders in Sweden an Information Meeting
will be held in Vasterds, Sweden, on May 13, 2005
at 10:00 am.

ABB shareholders’ calendar 2005

Threemonthresuts2005 April 28
ABB Ltd Annual General Meeting, Zurich  May 12
ABB Ltd Information Meeting, Vasterds ~ May 13
Sixmonthresuts 2005 July 28
Nlne month results 2005 October 27

R R SR DT
The ABB Annual Report 2004 consists of an Operational review,
a:Financial review and a Sustamabllrty review.

For an additional copy of this or: any of the other reviéws please
use the contact information on the.back of this document or
download -copies from’ www abb com.

The Operational review and aﬁnancuaj summary (contaxned

in the Operational review) are publlshed in English, German,
Swedish and French. 'I'he Financial review is published in
Enghsh and German. The Sustamabxlny review is published in
English. For all documents in the Annual Report series, only
the English-language version'is the-binding version. . -
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ABB Ltd

Corporate Communications

PO. Box 8131

CH-8050 Zurich
Switzerland

Tel: +41 (0143317 7111
Fax: +41 (0)43 317 7958

www.abb.com

ABB Ltd

Investor Relations

PO. Box 8131

CH-8050 Zurich
Switzerland

Tel: +41(0)43 317 7111
Fax: +41 (044 311 9817

ABB Inc.

Investor Relations

P.O. Box 5308

Norwalk CT 06856-5308
USA

Tel: +1 203 750 7743
Fax: +1 203 750 2262
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ABB Ltd

Investor Relations
SE-721 83 Vasterds
Sweden

Tel: +46(0)21 32 50 00
Fax: +46 (0)21 32 54 48
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Overview

]
Contents and GRI reference matrix

GRI guideline indicators  *;Page niimber.

Sustainabiiity on the Web

While this report provides certain information with respect to
ABB products, services, technologies and standards of conduct,
its contents must not be construed as constituting an expressed
or implied warranty or representation.

This report is printed on paper made from elementary chlorine-free
(ECF) pulp in mills which are certified to ISO 14001. About ten percent
of the woed used for this report comes from forests certified by the
Forest Stewardship Council (FSC), the remainder from forests which
are in the process of FSC certification.

The complete ABB Annual Report 2004 consists of an Cperational
review, a Financial review and a Sustainability review. For an additional
copy of this or any other of the reviews, please use the contact
information on the back of this document, or download copies from
www.abb.com.

ABB'’s Sustainability review is available on the internet:
www.abb.com/sustainability

Group*

Revenues (2003 $20,427m)

$20.721m

EBIT (2003 $357m)

$1084m

Net loss (2003 net loss $779m)

$85m

" 5201 m net income from our F"b&a 17. 2003 earnings ek
arn ‘o&s of $35 miion due to charge from March 2005 as*;*‘los agresment being
taken in 2004.

Revenues by region

Europe 52%

Asia 21%

The Armericas 17%

Middle East and Africa 10%

LN

Employees by region

Europe 59%

The Americas 16%

Asia 16%

Middlie East and Afica 9%

W -

Core division EBIT

Core division revenues
A 8 riRons:

a2 i<}
Power Technologies
@ Automation Technologies

02 a3
a Power Technologies
2 Autormation Technologies




Letter to shareholders
Making a difference

R TR

Sustainability highlights

= Health and safety training courses for top managers held
worldwide in campaign to improve group performance

® Assessment starts to determine if ABB will become
CO,-neutral company

= ABB develops and road tests human rights checklist as part
of international business initiative to protect and promote
human rights

s Power turned on in remote Tanzanian vilage, marking first
concrete results of Access to Blectricity program

* Progress in phasing out hazardous substances, including
chiorinated volatile organic compounds

s Stakeholder dialogues held in 15 countries

= ABB in ltaly wins prestigious Sodalitas award for sustainability
policies - mainly for wide range of social programs

= More than 200 volunteers from ABB in Germany work at
Special Olympics for disabled held in Hamburg

» ABB receives environmental leadership award from
Ford Motor Company for product performance

ABB made steady progress in 2004, with our core
divisions — Power Technologies and Automation
Technologies - posting double-digit growth in orders

and revenues. Overall in 2004, ABB improved

operational performance and results, strengthened finances
and regained the path of profitable organic growth.

Improved results mean we are better placed to
strengthen our social and environmental performance,

to fulfil our responsibilities to stakenholders — shareholders,
customers, employees and society —and to play a more
active role in international efforts aimed at making
business act on its responsibilities to society.

To us in ABB, sustainability is not an add-on - it is an
essential part of our business. It is ABB's way of making
a difference. Sustainability is built in to the products
and systems we develop and provide to help our
customers improve power grid reliability and increase
industrial productivity.

These products, systems and solutions are designed
to increase energy-efficiency and reduce costs, and
therefore have a direct impact on the financial success
of ABB and our customers.

ABB Sustainability review 2004

“To us in ABB, sustainability
is not an add-on ~itis an
essential part of cur business.”

Jitrgen Dormann
Craiman and CEO, ABB Lid

To track our performance on the “iriple bottom line,” ABB
is following the guidelines of the Global Reporting Initiative
(GRI), for the fourth year in a row, reporting on our efforts
to promote sustainable economic, environmental and
social development.

Using this data we can provide a clearer picture of how
we generate economic growth, lower the environmental
impact of our own and our custemers’ businesses,

and promote social progress.

In 2005, we continue as an active participant in & number
of business efforts on sustainability issues — from
expanding our Access to Electricity rural electrification
program to our efforts in the Business Leaders Initiative
on Human Rights, which aims to help businesses find
pragmatic ways to protect and promote human rights
(see pages 8-9).

One of the main challenges that scciety faces is climate
change. ABB has a role to play throughout the value
chain — our research and development work, our
products themselves, in our manufacturing centers
around the world, and through our business relationships
with suppliers and customers. We have the technology
to make a difference (see pages 2-3).

An area where we continuously strive to improve is in the
health and safety of our employess. Every injury or death
at an ABB workplace or at a subcontractor is
unacceptable, and we took further measures in 2004,
and will take more in 2005, to secure further
improvements (see page 10).

We believe a sustainable approach to business pays off,
and are committed to it. We will continue to review our
activities and ensure that our contribution to the triple
bottom line is as beneficial and balanced as it can be.

Sincerely,

fomt e
Sy

Jurgen Dormann
Chairman and CEQ, ABB Ltd*

77 etttk e

*  Fred Kindle assumed the roles of Presidert and CEQ on January 1, 2005.
Mr. Dormann remains chairman of the board of directors.




Challenges and contributions
Climate change: how our
technologies make a difference

Climate change is one of the biggest issues we all face. Coupled with this, new regulations and increased energy
The degradation of the environment, pollution, reliance  costs have led to growing awareness of the need for

on non-renewable sources of energy, poverty and energy efficiency.

overpopulation are crucial problems, whose impact

is more severe and noticeable than ever. ABB is optimizing energy efficiency with a wide variety
of products and solutions in our own businesses. We are

ABB's products, systems and solutions are designed helping our customers 1o do the same in areas such as

to have the lowest possible environmental impact, power transmission and distribution, power generation,

as we press ahead with our goals of helping our industries such as cement, pulp and paper, mining,

customers strengthen power grids and improve industrial - chemicals and oil and gas, as well as at factories and

efficiency. At the same time, we work closely with buildings worldwide.

suppliers and customers to ensure they demonstrate

the same commitment. Take the power sector, for example. Our leading-edge
management and control systems, Optimax and

We began an investigation in 2004 on the possibility Combustion Optimizer, have helped hundreds of

of becoming a “carbon-neutral” company in the power plant cperators around the globe to improve

medium term. We produce about 1.5 million tons of their operating efficiency. The same critical level of

CO; emigsions annually {measured according to power is generated but less fossil fuel is used.

Greenhouse Gas Protocot Scope 1 and 2), which is

relatively fow for an industrial company. As well as ABB systems Modan and Modakond optimize the

planning for the future, we are involved in ongeing operation of turbines and boilers in steam power plants,

efforts to reduce carbon emissions, as well as other leading to efficiency gains of up to 0.5 percent. This gives

hamful substances (see pages 29-30). customers a truly valuable return on investment - cutting

costs and reducing environmental impact.
The implementation of the Kyoto Protocol and the start

of carbon trading in the European Union in 2005 are Many industries and plants benefit from the energy
sefting new parameters for many of our key customers,  efficiency of ABB's drives. ABB is the world's top supplier
and they also mean that carbon emissions now have of variable speed drives which reduce energy

a financial vaiue. consumption by closely regulating the speed of motors.

“implementation’. {804

of anmonmcnhl ¢ o . :mplo'r‘e |t.ed i -
management .syszer h; ﬁf 50 siies gam L - 449 sites, ABBs
setas g uup witle "'!aunhhsz dnsqgn oot ﬁﬁ‘ic&llon incluCing . - CEOQserveson.
2 “loriteoycie. first stte in China and Woiid Commission

on Dams,

first-constiuction sitg) E
- L oroduced guidelnes

: an .
gaMr:mon ffe c,cle for hydroelectic power

e'mmrrrer tul r“s"n't

> EM - assessment software . projcts. Summaries
st r*eporting Srivircamental - ool and database. “of ABB's environmerital

3 (FWJL]V@C’. ds. ' " .. report published In

s 3 languages.
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ABB'’s next steps towards CO; neutrality

ABB has identified the following steps as key, as it considers

becoming a carbon-neutral company.

» Establish a comprehensive system to measure emissions

= Produce a detailed plan to reduce our emissions

s Create emission-reduction projects with customers to
offset our remaining emissions

» Verify our performance through third-party assessment

= |nvite stakeholder feedback and promote CO, neutrality
along the value chain

Worldwide, ABB drives help to save some 80TWh
(terawatthours) of energy every vear, the equivalent

of ten 900 MW (megawatt) power plants. These savings
translate to a reduction in CO, emissions of 68 million
tons per year, mere than the annual emissions of a
country the size of Finland.

Renewable sources of energy could make a more
significant contribution to power needs, particularly in
Europe, but we must ensure that transmission grids are
sufficiently developed to collect and deliver that power
efficiently and reliably.

ABB has the technology to improve the generation and
transmission of renewable sources of energy. We provide
vital components for wind parks (see page 4 for example),
including generators and converters, transformers,
switchgear and control systems.

But the issue is much greater. A grid must be able to ccllect
power from sometimes remote areas and transmit it to
centers of consumption. What really counts is not how
much power is generated, but how much power

is efficiently delivered.

An effective means of connecting volatile power generators
ike wind parks with power grids is ABB's unique HVDC
{nigh vottage direct current) Light technology which has

‘ABS pmcices first .,

emvirdnmental prociu
declarations EP!
ABB's CEC initidites
World Energy Council‘s .
greericuse 'Jas

_ :ecucum pr

ABS Siack Boororic e
Empowgment - -
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HVDC

HVDG transrrission

energy iosses and
mental mpact

tower energy
considerably
and cut costs.

many environmental benefits: no electromagnetic field,
low transmission losses for linked AC grids, oil-free cables,
and lines which can run underground or underwater.

Key technologies to stabilize grids also include FACTS
(Flexiole AC Transmission Systems) and conventional
HVDC transmission technoiogy.

The need for new power grid interconnections, as
well as transmission and distribution lines, is evident.
New investment should prioritize these high-end
technology solutions that get more out of existing grid
capacity while minimizing energy losses and lowering
environmental impact.

We alsc seek to minimize the environmental impact
caused by transportation — our own and our customers',
This ranges from cutting the amount of air travel to
increasing use of rail rather than road transport for
products, and developing technologies such as
Compact Azipod propulsion systems for ships which
increase maneuverability and recuce fuel consumption.

ABB is committed to working with other stakeholders

to develop sustainable energy practices across the value
chain, and promote both sound regulatory frameworks
and more careful use of energy in society. We are
contributing aggressively, but there is further work ahead.

ng faciiies.”




Case studies
Triple bottom line in action

ABB aims to contribute to economic
growth, environmental stewardship and
societal development through its businesses.

The Globai Reporting Initiative’s triple

bottom line guidelines, covering the economic,

environmental and social dimensions of a
company’s activities, provide a valuable
yardstick in measuring performance.

On the following pages, we present some
examples of how our preducts and systems,
and our activities in different countries, are
strengthening economic growth, iowering
environmental impact and fostering

social progress.

_
ABB drives Finlarid’s biggest wind park ) i )
The number of Iarge—scale wind-power parks has lncreased
dramatlcally in.recent years. Fnland 's biggest wind park; switched on
at the end:of August 2004 lS one'of many’ driven by ABB technology.

Consrstlng of ﬁve 2 3- megawatt wind. turblne generators the Raahe
wiRd park:in-the Gulf of Bothnia wil-generate up to 26 million kilowatt
hours-of wind-generated electricity annually-Buit by a company owned
by the. country's ninelargest utilities;. the park features 80-meter high -
towers, ﬁtted wrth 40 meter long rotatlng blades ’ : ’

Rautaruukkl the global stee! factory ownlng the land, wil buy part
of ‘the electncrty that is generated The total amount of electncrty
genera'tedwOulcl be sufﬁcient to. heat 1 '500 one—family houses

ABB was responsuble for the overall prorect management delivery -
ef generators and transformers and connec’non to the gr_ld ‘Ensunng

:driven by ABB technology
lhe brggest in Hnland

Creatmg hopeful futures in Brazrl T

Poor children struggllng 10 survive in S&o Paulo's gritty i |ndustrral ‘
sUbuiros are belng givena charice to.ifmprove their lives with Cnanga
Futuro- Esperanga, ABB's lnnovatrve supplemental school program o
for chrldren aged seven to 14

ABB in: Brazrl spends roughly 81 80 OOO (500 OOO Reals) annually on
the program whrc:h in'English means: Children with & Future Full of
elps:feed; clothe and educate nearty 180 children,
'ery day from' nearby siums.to employee centers on
in Osasco and Guarulhos S R

regular school classes with subjects and facilities that are not always
available to'thern. They can work'on ‘compliters, study-art and music,
and:are: glven aCcess 1o sports equrpment and facxlmes under the
care ‘and supervrsron of qualrﬁed teachers E

T‘ney receive. health and hyglene mstructron medical and dental
checkups They are;also givenyfood, learn. about protectrng the R

Many of the chlldren are nearing. 14 and W|l| have to Ieave the '

NOW- searchlng for new pannershlps to help keep the goal ofa. berter .
lrfe ahve for lhem

Chidren receive schocting,
food, medical checkups
and the chance of a better
future Under an ABB health
and education program.

ABB Sustainability review 2004




Major energy savings with ABB drives
ABB hasthe world's largest installed baseof able speed drives,
which reduce energy” consumpton by ad}ustlng the speed of notors
In:total, the drives reduce CO; emi ssions by.68. rilion:tor
year wortdwrde

Take ;ust one example Magnetto-Topy in the UK’ o duces up to
100,000 steel wheels per week for automotive.custorners like: lesan
Peugeot Vauxhall Opel LDV, MGRover and Land Rover. ", +

at the

ABB vanable speed drives reduced energy consumpt|

cormpany's Coventry plant by 50.percent, and a second :ABB solution

then cit energy consumption in half agaln for a total ergy savrng

of 751 percent

regulate water pumps in four coolr
wheel maklng process.

voltage: machlnes have bsen added at the state—of-the—art factory _
The expan5|on has led tofurther ]ObS and a boostforioc 'suppllers

B socral front ABB adopted ai gove mentpimary school in
Vadbdarain 2004, continuing-its countrywid Dol
educatlon for less pnvrleged chidren, .

Makarpura vilage, with 1,800 pupils, |
amenrtles wnen ABB stepped in. Work has'néw been: completed to
provide clean ddnking water, renovate washrooms strengthen walls
and palnt classrooms : :

Asii other Indran cities, ABB also sponsors “greening int tives™.in
Vadodara: This lnvolves planting and maintaining gardens shrubs
and trees at parks roundabouts road verges. and he alrport

That same cérs for the snvironment | is vrsxbl at'the factory, set ina
lush green park with. carefully tended tawns and e nsrve trees and
bushes whrch also 'keep dust out of the plant Faol ‘

Vadodara airport is one -
|- of the city areas’ben
from ABB's:greenin
i initiative:™ <.
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‘At home" everywhere

Being “athome'-ima communlty where a business is based is key
for ABB. There @re’a.number of sometimes unconventional ways,

outside busrness |n Wthh the oompany can help the oommunlty

In Argentina; for example ABB started a farming school in 2004 to
help ease food shortages -and raise the standard of living of farmers,
who had been hit by a downtum in the suger cane lndustry :

Working thh a non governmental organization, ABB setupthe . :
farming schocl on'a 10-hectare plot of company land, adjoining

a low-voltage factory inBella VSta atownin northwestem
Tucuméan provrnce

Groups: of people are’ now taklng part in six-month lntensrve tralnlng
courses-on the ABB‘land;: being taught how to raise crops, runa- - /i
small farm and-conserve food: They lsam how to be self- sufﬁc:ent
before retum‘ g tofarm thelr wn small plots of land. ~ 7 - e

About 40 peop v completed the courses in the first yeer, and most =
of them are now.werking:for.themselves on their own'fand. The i
project, although smali-Scale, lS helplng to ease the pllght of some-

People learn new farmmg

“methods on ABB ...

-and: which helps them
to improve thefr lmng

: standards.

Helplng to engmeer sacial.change in South Africa
ABB in South:Africa funds projects which have an economic, social and
envrronmental rmpact n communmes whare the compary operates _

Under the countrys Black Econornlc Empowerment program,

ABB supports prev:ously dlsadvantaged companies that provide
engineering installation sérvices for substations. One such comparty. -
is Desta Power Matia; a'subsdlary of ABB Powertech Transformers
which: manufactures po_

small busrness% in‘areas that provrde strong job creatron ABB s
purchasrng pollcy favors such- busrnesses .

development programs n 2004 ABB
focused on the:cormmiinity-of Botshabelo in Free State provrnce S
where there is. hlgh unemployment g

One prolect wrth the: ooatron for Persons with. D:sablhtles and
the Deaf has resulted in ABB-production contracts for 50 disabled
people. Seven othe g lsabled people will be employed full- tlme by

BB also donated equrpment and aterals to help. drsabled chlldren '
and adults at Iearnrng centers in the town, ‘

ABB is contributing
to a number of itaracy

programs
the country.




Case studies
Triple bottom line in action

By following the guideiines of the Global Reporting
Initiative (GRI), and tracking our performance on the
triple bottom line, we can report more effectively

on our efforts to promote sustainable economic,
environmental and social development.

Using this data we can provide a clearer picture
of how we generate economic growth, lower the
environmental impact of our and our customers’
businesses, and promote social progress.

m
Helping women in Guif develop careers. | . .0 BTy
Women inthe United Arab Emirates (UAE). caniook forward to

a better professnonal future; as: 2 result of 1nternal and extemel
|n|tlat|ves by ABB :

Dubat Womens Oollege (DWC) has awarded a. rﬁcate o .

appreCIatron toABB for its contribution to tHe' colleges work
experience program— part. of the companys ongo:ng efforts to
support the professional development of women.inithe UAE:
through work placement programs and related |n|tlat|ves

Some 20 worhen-have been otfer ol acements wrth ABB since
1998. ABB managers in the UAE also-sit on'a special Business
Programs Advisory Committes, which identifies opportunrtles for'
local women, in, both the pubhc and-pnvate sectors

ABB s one of the main sponsors ofa senes of lnternatlonel study
toursfor DWC students. These give participarits the chanceto

experience different cuttures and working environments in: Iocatlons
ranglng from Swrtzerland and Germany 1o Slngapore

In addrtlon ABB rs fnvolved ina program to' develop leadershlp- S
potential in the UAE by providing direct imentorship for-talented young
men.and women who are already involved in the: o_u_sl_ness won_d

-ABB.is-supporting the: -7
professional developrnent

of. womenin the UAE thh

a number of rnmatlves

Power transmission with added benefits

ABB's high-vottage direct current (HVDC) technology permits buik
power transmission over:long ‘distances, providing customers with
economic and envirenmental benefits.

The system-allows long distance transmission on land or underwater
with minimal losses;:its small .footprtnt,helps to preserve farmland and
forests; power supply toremote Iocations is-also cost-effective
because of low losses and efficient transmlssnon B}

A decision at the.end of 2004 to prooeed With the. NorNed project,
a'580-kilorrister HVDC link connecting the power grids of Norway
and The Nethérlands; will have additional environmental benefits.
The interconnection; the word’s longest high-voltage undérwater link,
will lead to a more efficient use of renewable hydro energy produced
in Norway itrmay also béost the development of wind power.in The
Netherlands because the HVD!

Qﬂ""‘ - High= voltage dlreot cument
; transmission cuts energy -

From. road to rail; savmgs ‘all round._
As.part of its-efforts to'reduce environmental impact, ABB seeks - -
where feasble to use more enwronmentally fnendly forms of transport

ln the heart ot Europe a SW|ss enwronrnentahst Christian Vetterli, has
chariged policy at:his /ABB productlon unrt in a way that saves money :

At Vetterh 5 Urging, AB s, Seoheron plant near Geneva is how
transporting: a gliarter S products maxnly tractlon transforrners
for traing;: byral R

The Sv\nss ederal Railways has offered ABB cheaper transportatton
prices than'road haulage companies for certain destinations such'as -
Germany, rtaly and Sweden’ Rallway transport costs are 37 percent
cheaper, and ABB's ‘savings for.one year are estlmated at CHF T
lOO 000 (approxtmately $85 OOO)

The enwronmental lmpact isalso lower Under one recent contraot
140 transformers:are t6 be delivered by rail to Prague; by:-road, the -
same order would have taken 60 truckicads, clocking up some
46 OOO kllometers and commensurate COz emissions.

The medlum term atm for ABB Secheron is to deliver half its
produots an_d t_ransport 30:percent of its material by rail.

-Christian Vetteri oversees -
- the loading of ABB
equlpment on to trains.
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Ships plug into an envitonmental success

The biggest port in Scandinavia.is offering visiting vessels the world’s
first high-voltage shore conriection: This-environmentally friendly idea,
supported by ABB techinology, won the port of Gothenburg in
Sweden a Clean Marine Award fro the European Union.

‘We knew the concept wew_ ed, and ABB solved it for us
technically,” says Per Lindeberg; in‘charge of the port's
electrical installations. ABB's.delivery included the maintenance-free
12:kY (Kilovalt) switchgear SafePlus; relay protec:tron the low-voltage '
swrtchgear MNS and Resibl 3 .

Ports are not normrally equrp i )
shore. In most cases, ships:at:dock get electricity from their auxiiary
engines burning diesel or heavy marine fuel’oll. The ships’ erigines
power electric generators o board ich fun the vessel 's heating

es 80 metnc tons of
d two tons of solid -
thenburg S

Iipower throught a singfe
sourtgdonshore angd cut:

ABB tries to increase the niimber of female engineers

A serigs of courses and fraining programs are run by ABB around
the world-to increase the'numper of; Women lnterested and qualrﬁed
i englneenng, a tradmona} maJe bastlon

[n North America, for exampfe, £ BB announced in 2004 ftisco-
sponsoring.a further four scholarshlps for femaJe college students -
|n the Unlted States to § dy”' Jneenng:: B

One scholarshrp winner, who'is 0 )
could be the most valuable: expenenoe ‘of my-gducation, changing'my
views on what type of Career | will choose after, college and how . wil
go about being a top. oon‘mbutor .

In: Canada, ABB tries to promote professronal equallty of opportunrty
by encouraglng womento study scienice and rnathematrcs

ABB employees have been p[aylng akey: role rn the annuaJ women's
career day organ:zed every February for the past five years by
Montreal Polytechnic and Québec University's ETS engineering -
school. In 2004, the event = “Young Women:ahd Science: An.

Electric Partnership” - armed to show female studernits. what could -

be ach|eved by choosrng degrees in “non tradmonal” areas.

“Gourses nNorth America
- segK to raise the number of
qualified female engineers.
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Helping poor students to finance their education
ABB is'helping: students from impoverished famdres in China
fo ﬁnance thetr unlversrty educatron .

ABB has donated around RMB 830,000 ($1OO OOO) tothe
New Great Wall Project, part of the China Foundation for Poverty
Allevratron, Chrnas largest non govemmental an‘n poverty organization.,

Started in: 2002 the project has so far helped more than 4,000
students, ‘each-of whom receives RMB 2,000 ($240) a year for the
dlration,of their studres “The meney is used for tumon fees, books
food and Iodgmg

ABB svdonatron whichis monrtored closaly, will heip support around
60 electical engineering students during their four-year university
courses.:Universities and stuidents-are selected jointly by the project
rnanagers and ABB personne! to ensure the funds go to best use.

. "ABB is contributing
. -the proceeds-from an- e -
: intemational: photo book -
- to.help impoverished ’
technology. students;
4 mChzna "

Transfemng know-how to West Africa

ABB Kabeldon of Almgsés Sweden has started-a youth exchange
prograrm-with ‘the village of Kar‘tong in Gambia to teach young
vilagers: how to install anvinexpensive and renewable source of
energy and grve them their first taste. of a different Gulture.

Power n Kartong = with rts 2, SOO lnhabrtants currentty comes .

Th ,youth exchange program wil provrde vrﬂagers with the knowdedge
to.bujid:and instali:their own:soler cells and connect them to 12-volt -
battene that will power Iamps refngerators and’ other apphances

The first i g oup' of gix. Kartong youngsters spenit three weeks i~
Alingsésiin September2004, staying with host families while lsarning
about electricity and solar energy at ABB Kabeldon and at ChaJmers :
Unrversrty of Technology :

A Swedrsh group rncludrng two young ABB Kabeldon engmeers )
returned the visit-garly:in: 2005, teachrng young vrllagers how to build
and 1nstall equment )

If S essful the prOJect may: act asa mode! for other vﬂlages in West
Africa ABBiis:collaborating.on the project with the Ahngsés Gambia
Society-and society membér Stephan Mangold,'who is associate
professor of. technology innovation at Chalmers University of-*
Technology in“Gothenburg. The project is financed by the Swedish
Internatonal Develop ment Cooperation Agency. -

i Shanng knowledge:
i Swedish engineers are
" ;15 training people from’ -
ambsa about solar power.




Common efforts
Promoting sustainable
development in Africa

Power provided by ABB was turned on in a remote
vilage in southern Tanzania in 2004, sparking
immediate economic, environmental and social
benefits for members of the local community.

The 1,800-strong village of Ngarambe, on the edge

of the Selous National Park, received electricity under
ABB's Access to Electricity program which is designed
to promote sustainable development in rural and
semi-urban communities in Africa and Asia.

The benefits are already visible. Power from a diesel-fired
generator supplied by ABB is lighting up the vilage
school, dispensary, local government office, mosque,
small businesses and a number of homes. Small shops,
restaurants and clothes makers on the main road take
advantage of the electricity to stay open an additional four
hours every night.

The local school holds classes after dark. “The pupils can
study more for their exams, and it will be beneficial to
society,” says a teacher. The number of pupils has risen
from 250 to 350 since the arrival of electricity.

And at the dispensary, the doctor can now also treat his
patients at night. In addition, he is intending to install a
refrigerator for medicines. The measures will save some of
his patients from the lengthy journey to the nearest hospital
70 kilometers — or two hours’ ride — from Ngarambe.

The villagers pay for their power. Discussions are held
with the village authorities to set an affordable and vieble
price. Current limiters prevent individuals exceeding what
they have paid for.

ABB and WWH, the global conservation crganization, teamed
up to ensure the sustainable development of the vilage.
Apart from supplying the generator, ABB instalied
undergreund cables and low-voltage equipment, and
trained local people to run the power supply. WWF
provided guidance on issues ranging from reducing
deforestation to healthcare and environmental education.

The project is serving as a mode! for further, larger
Access to Electricity projects amed at easing poverty
in other areas. ABB launched the program in response
to the United Nations Global Compact which urged

companies and organizations to provide greater
assistance to least developed countries. ABB was one
of the first international companies to sign on to the
Global Compact after it was launched in 2000.

Partnership is a key part of the program. ABB works

with other stakehclders — govemments, companies, non-
govermmental organizations, aid agencies, civil society — with
each partner bringing its complementary skills to the project.

It's a commercial, as well as social venture, so external
financing is vital to make it a good business proposition.

Ngarambe has been an early success. Further projects
are now being planned in other parts of Tanzania,
Senegal and Uganda, as well as in Asia.

ABB helps rellef efforts N ' N ‘ '

Along with other cornpanxes ABB contributed to relief efforts i in south
Asia following:the tsunami catastrophe in.December 2004 = both with
aid donations-and through s expemse in e!eotncxty gnds and other g
essen'uai xnfrastructure :

ha ﬁrst reacﬁo empfoyees fla many countnes around the wortd
made financial donations: totahng well over $1 milion and collected
food; clothing, bedding and: emergency matenals for dlstnbu‘non
inthe worst affected i o

ABB vo(unteers in he region: helped rellef agenues wﬁh oo(lecton
paolﬂng and d‘stnbu’non work

ABB experts also worked nfthe ground 10 estabhsh how to help ‘
rebuildinfrastructure and ‘what kinds of squipment the company .
cou(d oontnbute to longer-term reoonstructnon prOJects _ :

ABB aJso responded to other catastrophes in 2004. In the United. -
States, ABB provided $50,000 for relief efforts in Florida, after the
state was hit by.a séries of huricanes. After one hurmcane, ABB also
worked. closely- with-a-leading utiity to-help restore: power and protecf
!arger electnwl equ1pment )

% ABB helped tsunami

*@ reconstruction efforts

in a variety of ways,

. including the donation
1o a royal foundation

< in"Thaland of switches

and circuit breakers

to beusedinthe

* rebuilding of sdwoois
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A road test for human
rights criteria

ABB takes an active role in a number of international
organizations to drive greater awareness of business
responsibilities in society.

The agendas and aims of the organizations are varied
(see pages 37-38). One of them is the Business Leaders
Inftiative on Human Rights (BLIHR), a three-year program
to help lead and develop practical ways for companies
to protect and promote human rights.

ABB was a founding member of BLIHR, which now
comprises ten international companies, believing that the
provision of electricity is central to efforts to raise living
standards around the world and contributes to ensuring
key human rights.

Electricity provides a safe and clean source of heat, light,
power and refrigeration which play an impcertant role in
the fulfiliment of key economic, social and cultural rights,
such as the right to housing, the right to education, the
right to health and the right to food.

In 2004, ABB agreed - on behalf of BLIHR - to road
test the United Nations human rights rules for business,
known as the UN Norms, by developing a human rights
checklist for use by managers of infrastructure projects.
ABB based the checklist on the premise that managing
engineering work and assessing its impact should be
subject to human rights criteria.

Working with wide risk assessment criteria is not new,
but a systematic apprcach incorporating human rights
concerns contributes to sounder decisions.

The checklist mirrors the human rights categories listed in
the UN Norms - the rights of workers, occupational health
and safety, non-discriminatory treatment and the rights of
local communtties.

Translated into local languages, it was road tested

in ABB's Access to Electricity rural electrification project
in Tanzania (see facing page). First reactions have
been positive.

A human rights-aware approach benefits all stakeholders
- the villagers, focal authorities, suppliers and the
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companies and organizations. For ABB, the approach
means lowering business risk by taking a wider view
cn the potential impact of such projects.

The use of the checklist is being extended to ABB
projects in other parts of sub-Saharan Africa.

ABB has already received feedback from a number of
organizations, including Amnesty International, on issues
raised by the checklist. Areas for further consideration
include the need to strengthen certain questions and the
possibility of expanding the checklist to cover the UN
Norms rmore fully.

it is still too early to draw detalled conclusions from the initial
results. They will be evaluated in 2005 to assess the level

of acceptance, major areas of concermn and how to monitor
the performance of organizations in meeting the criteria.

_
Managing difemmas; 7 ' S
Doing blsingss in certain coun‘mes presents dilemmas. A recent
example for ABBisin Sudan scene.of a long-running civil war and -
the“confiict in-the.Darfur, region. ABB'has two projects in Sudan - one
for power transmnssron froma dam 10 the capital Khartoum, to: Port -
Sudanon:the Red Sea and to.a city onthe Nile. We also. dehvered
a process controk system to an orl ﬁeld in the sou'th ofthe oountry

ABB has been crrtrcuzed by acnvrsts andin the medla, and also -
recaived quesﬂons from concerned-investors about its businéss .
activities in Sudan. The crmcs aJlege that donng business there props :
up the mllrtary government._‘ b L i

ABB takes a broader_,vrew fuIIy aware of its rasponebllmes Access
to eIectncrty and the exploration of natural resources are prereqursrtes
for economic developrment. Economic progress, in-tum, over time erI
rmprove access to clean water educatxon and'health care: o

Whrle ABB can't meet the expectatlons of all stakeholders, itis o
oommrtted fo engaging with:them to"address concems. The company’s.
risk review processes are designed to' capture and avoid both financial
and non-financidl risks, rnoludlng unintentional complicity in human
rights viclations: Guidad by.strict internal and external nules, ABB
would, of course, ablde by xntemanonal sanctions.

Aware of the srtuatlon on the ground in Sudan, ABB is engagrng

an expenenced human rights lawyer to support us with stakeholder
contacts in Sudan and is taking advice from the Amnesty Busrness -
Group, an: -arm of Aminesty lnternatronal ) :

Our goal is to do the _ngnt thx_ng fﬁo_r_the nght re'a'sons




Health and safety
Working to improve standards

Increased training and better communications are key
elements of ABB's ongoing activities to improve its health
and safety performance.

Incident statistics show that, although much has been
achieved in recent years, there is still considerable work
to be done.

A total of 21 people died in 2004 as a result of our
operations. Eieven employees and eight contractors were
killed in work-related incidents. Another two employees
died in commuting road traffic incidents.

Six of the victims were employees of ABB Lummus
Global who were kilied in a terrorist attack on a customer
site in Saudi Arabia where ABB had offices. One person
was also seriously injured in the attack.

A total of 47 people were seriously injured In incidents
in 2004.

Overall, the number of lost-day incidents decreased
in 2004. But every incident is unacceptable to ABB,
and the company has been increasing its focus cn
health and safety.

A number of measures, initiated in 2003, were driven
forward last year. By the end of 2004, more effective
systems and processes had been implemented
where necessary.

10
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We have continued to embed health and safety into the
way we run our business. This process has involved
people at every level of the organization, creating the
condlitions for a positive health and safety culture to grow.

This process has been closely monitored by executive
committee members through a newly-formed health and
safety working group.

Special emphasis was placed on leadership training

in 2004. Five health and safety workshops, designed
to train ABB's top 100 managers, were held in different
parts of the world.

This has been run in partnership with DuPont, the global

science company and world leader in safety management.
[t increases managers' awareness of the culture change

that ABB needs to make, and helps them to understand
how they can actively demonstrate safety leadership.

As a further measure, ABB is continuing to issue minimum
rules for high-risk activities such as working with electricity
and werking at height.

Ameng the key activities being pursued in 2005 are

a review of the health and safety policy and principles,
ensuring they are closely aligned with the business

and future goals and activities, and are fully implermented.

Apart from ongoing workshops for senior managers,
more training is scheduled at country level. This is being
coupled with increased efforts to cascade key safety
advice and guidance to where they are most needed
through a new regional safety crganization.

ABB is rescolved to continue to improve its health and
safety performance in 2005 and beyond. We are seeking
to achieve this by focusing on health and safety
leadership at every level and by promoting a positive
heaith and safety culture throughout the group.
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Stakeholder dialogues
Learning how to become a better
- Corporate citizen

ABB's social policy commits the company to contribute
within the scope of its capabilities to improving economic,
environmental and social conditions through open dislogue
with stakeholders and through active participation in
common efforts.

Stakeholder dialogue takes place at two levels — at
corporate level, normally twice a year, and at country level
at least once a year in each country where ABB has
cperations. In 2004, they were conducted twice at
corporate level and in 15 of the 48 countries and regions
where we have sustainability controllers.

The corporate-level dialogues are led by executive
committee memibers and involve about ten top-level external
stakeholders, selected from representative groups which
have expert knowledge of the topics under discussion.

The first corperate-level meeting in 2004 sought
guidance on ABB's efforts to integrate sustainability
and human rights into company performance.

Ways in which sustainability can be a driver for innovation
were also discussed. The result: technology liaison
managers have been appointed in the core Power
Technoiogies and Automation Technologies divisions

to further integrate sustainability performance into
product development and project management.

The issue of improving promotion opportunities for women
at all levels in a male-dominated electro-engineering
company was also discussed. ABB has set up a task
force to make progress in this area.

The second corporate-level meeting focused on one key
issue — whether ABB should aim to become a CO,-neutral
organization. Although ABB emits only a relatively small
amount of CO, from its own facilities, the mesting urged
ABB to rise to the challenge.

Agreed next steps include the preparation of a business
plan demonstrating the aims, methods and benefits of
CO, neutrality as a platform for further business growth.
{See pages 2-3 for more about ABB's efforts to reduce
CQO; emissions).
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Stakeholder dialogues
tackie a wice rangs
of issues and are o
considerable berefit
o ABB.

At the country level, stakeholder dialogues are led by
ABB's country managers and focus on issues relevant

to ABB's operations in each country and on the concerns
of local communities.

Inthe U.K,, for example, stakeholders discussed

a number of priority issues for ABB and stressed the
importance of defining the business case behind
sustainability activities and providing follow-up suppert
for equipment supplied under the Access to Electricity
rural electrification project in Tanzania.

They also underiined the need to promote energy
efficiency through ABB's leadership in variable speed drives,
develop a strong health and safety culture, and free up
full potential from the diversity of talent within ABB.

At a stakeholder dialogue in the United States, customers,
suppliers, NGOs and academics exchanged views on

a series of issues: ways to improve occupational health
and safety, strengthen community involverment, and
develop a sustainability plan specific to the U.S.

In Canada, discussions focused on the partnership
between ABB and United Way — a community-based
organization selected by ABB employees as a partner for
senving the needs of iocal communities across the country.

The program of organized dialogues with stakeholders
over the past four years has brought considerable benefits.
ABB gains valuable expert advice on dealing with current
and future sustainability challenges and responds with
actions which are more in tune with the expectations of the
societies in which it operates.

1




Outlook

ABB has set a number of priorities in the field of
sustainability and corporate social responsibility
{CSR) for the coming years.

Corporate

Sustainability, as described in this review, will be further
integrated intc ABB's business principles, cbjectives and
day-to-day business operations.

We aim to ensure that the highest standards of corporate
social responsibility, including health and safety, are
mainstreamed into the working culture of all

ABB employees.

Moral accountability is as important as legal accountability
in our business activities. Association and involvement in
the supply of a product or project counts as much as
ownership. We intend to ensure that wider and deeper
project assessments and risk reviews are fully implemented.

Carbon emissions will have a growing impact on the
bottom line of all companies and organizations, creating
new types of customer relationships and increasing
opportunities for suppliers of energy-efficient products
and systems like ABB. Carben dioxide (COz) will have

a financial value, providing a stimulus for emission-
reduction solutions.

Ongeing dialogues with stakeholders will help us to
further sharpen our definition of CSR and improve our
performance. They will also help us to make sound
decisions to address specific issues, such as the viability
of becoming a CO»-neutral organization.

Economic dimension
Our pricrity is to ensure ABB's profitable growth and meet
2005 group targets.

Environmental dimension

ABB’s environmental performance is already of a
consistently high standard, and we are now seeking
ways to reach a higher level.

We plan to achieve this by conducting an environmental
management review throughout the ABB Group and by
building teams to identify new performance chalienges
and define strategies. Among the issues are CO,
neutrality and the target of no waste.

12

We are addressing the climate change challenge

by continuing to provide low-carbon technolegies and
innovative solutions to reduce our own and our
customers' CO, emissions.

We will continue to help our businesses and customers
manage the challenge of increasing restrictions on the
use of toxic and hazardous materials.

We aim to drive environmental management systems,
promoting continuous improvement projects. We will
further encourage all sites to integrate their management
systems to cover environmental, guality and occupational
health and safety matters.

Social dimension

The improvement of our health and safety performance
will continue to be our first pricrity, and we want to reduce
our accident rates. We have been focusing on consclidating
safety systems and processes at work, and in coming years
we will concentrate more on safety behavior and culture.

Building on our work with the Business Leaders Initiative
on Human Rights (BUHR), we are confident we wil be
able to more effectively integrate these issues intc our
global business activities and avoid being complicit in
human rights abuses.

We will increase efforts to improve our gender balance
within the group in order to realize the full potential of our
cultural diversity, benefiting the company and employees.

Supply chain issues are a major challenge for all global
companies, and we will ensure that our policies and
systems function effectively.

Common efforts

The Access to Electricity projects in Africa will continue to
be a focus. To stimulate development in poor communities
in other parts of the world, ABB will continue to test more
business models suited to rural electrification projects.

ABB will continue to participate in selected international
initiatives that offer effective ways for business to work
with other partners to promote sustainability. To this end,
we will continue to focus on organizations active in this
field such as the UN Global Compact, World Business
Council for Sustainable Development, BLIHR, CSR
Europe, GRI and World Wide Fund for Nature.

ABB Sustainability review 2004
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Profile of ABB and scope of report

Organizational profile

2.1 Name of reporting organization

ABB Ltd - the worldwide ABB Group - headquartered in
Zurich, Switzerland.

2.2 Major products and services

ABB is a leader in power and automation technologies that enable
utility and industry customers to increase their productivity while
lowering environmental impact. ABB's products, systems, solutions
and services are designed to improve the reliability of power grids
and raise industrial productivity.

The Power Technologies division serves electric, gas and water
utilities, as well as industrial and commercial customers, and channel
partners, with a broad range of products, systems and senvices for
power transmission, distribution and power plant automation.

The Automation Technologies division blends a comprehensive
portfolio of standard and customer-tailored products, systems and
services for increased productivity and energy efficiency among
industria, utility and building industry custormers.

ABB is a manufacturing and services group which outsources some
of its work (for example, information technology infrastructure).

2.3 - 2.5 Operational structure, description of major divisions,
and locations of the organization

The operational structure comprises two core Power and Automation
Technologies divisions, supported by group staff functions (such as
sustainability affairs, corporate communications, controling, legal and
compliance, human resources, etc), all reporting to a five-person
executive committee. The president of the executive committee is
the chief executive officer of the company. Also represented on the
committee are the two heads of the core divisions, the chisf financial
officer and the head of human resources, who is also the execttive
committee member responsible for sustainability affairs.

At the end of 2004, the number of employees was approximately
102,500. The formal sustainability reporting system covers 85,200
employees in 48 countries and regions, The ABB Group of companies
operates in around 100 countries. The headguarters is in

Zurich, Switzerland.

2.6 Nature of ownership; legal form
ABB is listed on the SWX Swiss Exchange and the exchanges
in London, Stockholm, Frankfurt and New York.

As of December 31, 2003, Investor AB, Stockholm, Sweden, held
204,115,142 ABB shares, reflecting 9.9 percent of the company’s
share capital. This figure remained unchanged during 2004.

On March 8, 2005 Investor AB announced that it reduced its
holdings to 187,374,142 ABB shares representing 9.1 percent

of the company’s share capital.

To the best of ABB's knowledge, no other shareholder holds
5 percent or more of ABB's shares.
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2.7 Nature of markets served

ABB serves electric, gas and water utilities and the ofl, gas and
petrochemical industries. In the manufacturing, process and senvice
industries ABB serves the automotive, cement, chemical, distribution,
electronics, food and beverage, lfe sciences, marine, metals, mining,
paper, pstroleum, printing, telecommunications and turbocharging
industries with application-specific power and automation technology.

2.8 Scale of reporting organization
Number of employees worldwide at end 2004: 102,500
(116,500 end 2003).

Middle East and Afica 9%

Sales {revenues) for 2004:

$20,721 million (320,427 million for 2003)

Salesbyregion: 004 2003
BUODe 52%  54%.
TheAmericas 7% .. 19%.
ASIB e A% 7%,
Middle East and Africa 10% 10%

* Adusted to reflect the move of certain activities in 2004 from discontinued operations to
continuing operations and other activities from continuing operations to discontinued operations.

Total capitalization: On December 31, 2004, the total capitalization
(short-term borrowings and current maturities of long-term borrowings
plus long-term borrowings and total stockholders’ equity) was

$8.6 billion ($10.9 bilion end 2003).

Debt: {short-term borrowings and current maturities of long-term
borrowings and long-term borrowings) was $5.5 billion (37.3 billion
end 2003).

Equity: {total stockholders' equity) was $3.1 billion (2.9 bilion
end 2003).

Total assets: total assets were $24.7 bitlion (330.4 billion end 2003).

2.9 Main stakehoiders

Customers, employees, shareholders, creditors, suppliers, media
and investment communities, business partners, and society at large
{local communities where we have operations, NGOs, academia,
central and local government, trade unions, media, and banks).

ABB Sustainability review 2004




Report scope
2.10 Contact for the report
e-malil: sustainability.abbzh@ch.abb.com

Web address: www.abb.conmvsustainability

2.11 Reporting period
Fiscal year 2004.

2.12 Date of previous report
March 2004, covering fiscal year 2003.

2.13 Boundaries of report

Unless otherwise stated, the Sustainability review covers ABB Group
employees in owned or leased premises in countries and regions
where ABB has appointed country/regional sustainability controllers,
who are responsible for driving ABB's sustainability management

program worldwide and gathering the data consolidated in this report.

All ABB employees, except those in units being divested, are covered
by this report, including those in ABB Lummus Global, which has
been reclassified as “continuing operations” (previcusly classified as
“discontinued operations”). All relevant figures for 2002-2003 have
been restated to reflect this change in classification.

A total of 78 percent of employees are covered by confirmed data
through the formal sustainability reperting system, while 22 percent
in low-impact non-manufacturing organizations are covered by
estimated data. it does not cover our customers’ sites or suppliers.

2.14 Significant changes in size, structure and ownership

In March 2004, ABB sold its Swiss Building Systems business, in
April 2004 it completed the sale of its Reinsurance business, and in
July 2004 it completed the sale of the upstream part of its Oil, Gas
and Petrochemicals business.

There were no significant ownership changes in 2004. The holdings
of The Capital Group International, Inc., Los Angeles, CA, U.S., which
in December 2003 corresponded to 6.5 percent of total share capital
have been reduced below the 5 percent threshold as per

April 23, 2004,

2.16 Effect of restatement of information

Due to the divestments in 2004, mentioned in 2.14, and the cost-
cutting and ongoing streamiining of ABB’s erganization, the number
of employees was reduced to around 102,500 in 2004, from around
116,000 in 2003, and the number of manufacturing sites and
workshops covered by the sustainability management program
reduced 1o approximately 390 in 2004, from 410 in 2003.

ABB Sustainability review 2004
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2.19 Significant changes in sustainability information
measurement methods

Sustainability information measurement methods remain much

the same as in the previous year. However, we have slightly reduced
the amount of data reported, particularly on environmental issues,
for quantities which have become negligible or because current data
can only be based on estimates. On the other hand, we have focused
more strongly on other issues of importance to ABB's activities.

In 2004 we introduced a quarterly reporting system for occupational
heafth and safety incidents and ili-health, buiding on the existing
procedure for the reporting of fatal and serious incidents.

ABB uses three computerized data reporting questionnaires to
measure and coflect performance data throughout the group via the
ABB intranet - a social report from every country, an environmental
report from every site, and a health and safety report from

every country.

2.20 Policies and practices to enhance accuracy, completeness
and reliability of the report

The three sets of computerized data collected from each country
and ABB site, as described in indicator 2.19, are consolidated and
checked at country level and again at group level. Country
sustainability controllers audit the data from each site.

In response to comments in 2003 by Det Norske Veritas, the
independent verification bedy, additional help buttons have been
provided in the reporting questionnaires and have been expanded
to better define the data required, and to ensure accuracy

and consistency.

2.21 Independent assurance for the full report

ABB's triple bottom line performance, as covered in this Sustainability
review, has been verified by independent external organizations. The
data reported in the economic performance section (pages 25-26)
comprises extracts from ABB's Annual Report 2004, audited by group
statutory auditors Ernst & Young AG. The environmental and social
sections (pages 27-30, and 31-36) have been verified by the
independent verification body, Det Norske Veritas, whose statement
appears on page 40.

2.22 Additional information on sustainability matters
Information on ABB’s sustainability performance is also described
in the Operational review of the ABB Group Annual Report 2004,
and is published on the ABB Group Web site under:
www.abb.com/sustainability
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Governance structure and stakeholder engagement

Structure and governance

3.1 Governance structure of the organization, including committees
ABB is committed to the highest standards of corporate governance,
and supports the general principles stated in the Swiss Code of Best
Practice, as well as those of the capital markets where ABB is listed:
the SWX Swiss Exchange and exchanges in London, Stockholm,
Frankfurt and New York.

In addition to the provisions of the Swiss Code of Cbligations, ABB's
principles and rules on corporate governance are laid down in its
articles of incorporation, its standards for corporate governance, the
charters of the board commiittees, the board membership guidefines,
several directives (e.g. on insider information) and the code on
business ethics.

The board of directors defines the ultimate direction of the business
of ABB and issues the necessary instructions. It determines the
organization of the group and appoints, removes and supenvises the
persons entrusted with the management and representation of ABB.

The board has established from among its members three board
committees — the nomination and compensation committee, the
finance and audit committee and the strategy committee.

The nomination and compensation committee determines the
selection of candidates for the board of directors and its committees,
plans for the succession of directors, and ensures that directors receive
the appropriate training to fulfill their obligations. The committee also
proposes appointments to the group executive committee and
determines the remuneration of the executive committee members.

The finance and audit committes oversees the financial reporting
processes and accounting practices, evaluates the external and
internal auditors, reviews audit results, monitors the legal compliance
of ABB's financial statements, and assesses the processes relating
1o risk management and internal control systems.

The strategy committee reviews management proposals relating to
the strategic direction of the group and assists the board of directors
in determining the long-term strategy of the ABB Group.

In order to address potential situations of conflicting interests, which
Jirgen Dormann may have experienced when he was both chairman
of the board and CEO, the board had created the position of lead
director. The position of lead director was dissolved as of January 1,
2005, when Fred Kindle became CEO.
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The board of directors has delegated the executive management

of ABB to the CEO and the other members of the group executive
committee who are responsible for ABB's overall business and the
day-to-day management of the group. The CEO reports to the board
regularly, on the course of ABB's business and financial performance
and on all organizational and personnel matters, transactions and
other issues relevant to the group.

Upon proposal by the nomination and compensation committee,
the group executive committee is appointed and discharged by the
board and consists of the CEQ, the chief financial officer and three
executive vice presidents.

Further information on corporate governance is published on ABB's
Web site: www.abb.com/about

3.2 Independent, non-executive directors

The ABB board has eight members - all are non-executive and
independent directors, with the exception of Jirgen Dormann,
who was also CEO untit December 31, 2004, in addition to his
ongoing function as chainman. The independence of directors was
determined according to the Swiss Code of Best Practice and the
independence criteria in the corporate governance rules of the
New York Stock Exchange.

3.3 Expertise of board members

The nomination and compensation cormmittee selects and
recommends suitable candidates for the board in accordance with
guidelines contained in the committee’s charter. The committee
ensures that new directors receive the appropriate introcuction,
and that all directors receive continuing education and training to
fuffill their obligations.

3.4 Board-level processes for overseeing sustainability

The board supenvises the executive committee and the CEO.

The sustainability performance of the group, namely its heaith and
safety, social and environmental performancs, is the responsibility

of one of the executive committee members, to whom the head

of ABB's sustainability affairs organization reports. Sustainability risks
and opportunities are also investigated in coordination with other
group functions, e.g. internal audit, mergers and acquisitions (due
diligence), site risk and insurance (real estate liabilities), and ABB's bid
evaluation committee (customer and project risk assessments).
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3.5 Linkage between executive compensation and performance
Executive compensation consists of a base salary and a performance
bonus linked to individual areas of responsibility and group
performance. The criteria for both includes the achievement of non-
financial goals. In addition, executives may participate in share-based
programs to an extent that is also perforrmance-driven.

3.6 Organizational structure for sustainability policies

The head of ABB's sustainability affairs organization is responsible for
these matters. He reports directly to an executive committee member
-~ whose responsibilities include human resources and sustainability.
A network of some 450 sustainability controliers worldwide report

to the sustainability affairs team.

3.7 Business principles statements relevant to sustainability
performance

Sustainability is one of ABB's core values, described in the business
principles statements which are mandatory for all employees and are
published on the group Web site (www.abb.comvabout). These
principles are supported by group environmental, social, health and
safety, and business ethics policies. These policies are published in
full on pages 23-24.

3.8 Mechanisms for sharehoiders to give recommendations
to the board

Shareholders representing shares of a par value of at least

CHF 1,000,000 may request items to be included in the agenda
of an annual general mesting.

To provide a service to all shareholders, ABB's Investor Relations team
is in frequent contact with shareholders and helds quarterly briefings,
inviting feedback through the ABB Group Web site.

These facilities provide opportunities for minority shareholders
1o express their views to ABB's management.

Stakeholder engagement
3.9 Identification and selection of major stakeholders
Stakeholder dialogue is conducted on two levels:

1. at corporate level, led by two executive committee members.
2. at country and site levels, in 48 countries and regions where
we have country sustainability controllers. The respective country
managers are recommended to lead these dialogues.
Stakeholders are from representative groups that are impacted by,

or have an impact on, the company, e.g. customers, employees,
suppliers, business pariners, and scciety at farge.
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3.10 Stakeholder consultation

The comporate-level stakeholder consuttations were conducted twice
in 2004, in April and December. The next is planned for Spring 2005.
The country-level stakeholder dialogue sessions are to be held at least
once a year.

3.11 Type of information generated by stakeholder consultations
The issues discussed at the corporate-level stakeholder dislogues
help to identify opportunities, challenges and weaknesses for the ABB
Group in the field of sustainability. Topics discussed at corporate level
during 2004 included human rights, equality of opportunity, the
integration of sustainability into company performance, customers’
sustainability performance and its impact on ABB, and the
implications for ABB if it opts to become a CO;-neutral organization.
Further details of these discussions are given on page 11.

The agenda for country-ievel stakeholder dialogues is set by the
participants and focuses on ABB's activities in the country and the
concerns of local communities.

3.12 Use of information resulting from stakeholder engagements
Information from corporate-level stakeholder engagements helps
ABB to set future strategy, and to respond to the issues and
challenges discussed.

The information, opinions, advice and follow-up from country-level
dialogues benefit a country’s awareness and strategic direction.
Information from country stakeholder diglogue sessions is fed back
to the corporate sustainability affairs team to assess its relevance
to the group. A feedback report has been provided to all countries
participating in the program so that they can learn from each other
and further raise performance.
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Policies and management systems

ABB's sustainability policies

Our goal is to improve our economic, environmental and social
performance continucusly, and improve the quality of life in the
communities and countries where we operate.

We create value for society by:

= Contributing to economies through promoting business, creating
jobs, paying taxes

» Joining initiatives that foster economic, environmental, social and
educational development

= Making positive contributions in the communities where we operate
so they will welcome us, and consider ABB an attractive employer
and a good investment

= Offering our customers eco-gfficient products that save energy
and are safe to use, that optimize the use of natural resources,
minimize waste and reduce environmental impact over their
complete life cycles

= Sharing our state-of-the-art technologies with emerging markets

= Ensuring our operations and processes comply with applicable
environmental standards and legislation. Specifically, that every
ABB operating unit implements an environmental management
system that continuously improves its environmental performance

= Ensuring our social and environmental policies are commiunicated
and implemented

= Working toward achieving best practice in occupational health
and safety, and ensuring the heatth and safety of our employess,
contractors and others involved in or affected by our activities

» Favoring and motivating suppliers who have sustainability policies
and systemns similar to our own

Environmental policy
Environmental management is one of ABB's highest business priorities.
We address environmental issues in all our business operations.

Throughout 2004, ABB continued to implement worldwide its new
environmental policy, which was updated in 2003 to better reflect
current commitments and activities. It is an integral part of our
commitment to sustainability and is embedded in our strategies,
processes and day-to-day business throughout the group.

The ABB environmental policy is printed in full on page 23, and is also
on www.abb.comysustainability

Social policy

ABB's commitment to good social performance is elaborated in the
group's social policy, which was introduced in 2000 and applies to
all employees.

The ABB social policy is printed in full on pages 23-24, and is also
on www.abb.comysustainability

Occupational health and safety policy

Principle 5 of the social policy defines a clear policy for health and
safety, underpinned by eight health and safety expectations which
we have set up for our group.

The ABB occupational health and safety policy is printed in full on
page 24, and is also on www.abb.com/sustainability

Group function sustainability affairs

ABB's sustainability affairs orgenization is composed of nearly 450
pecple in 48 countries and regions, and directs ABB’s sustainability
management program relating to social, health and safety, and
environmenta performance.
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The team also coordinates groupwide common efforts programs and
commissions auditing programs to verify that the ABB Group is in
compliance with its sustainability commitments.

A total of 46 country sustainability controllers implement sustainability
business plans within each country, covering environmental, social and
communication policies, programs and procedures. The plans must
first be endorsed by the respective country manager, before being
submitted to the head of ABB's sustainabllity affairs organization for
review, consolidation in group-wide activities, and monitoring.

About 350 local sustainability officers are responsible for environmental
management programs on ABB sites in accordance with ISO 14001.

Some countries and facilities maintain additional environmental
specialists to support the implementation of environmental
management systems.

To ensure the effective implementation of ABB's heath and safety
strategy, each country has a country-level health and safety advisor.

In 2004, regional advisors were also appointed. These specialists
support senior management and work through a network of local
occupational heatth and safety advisors at facility and project site level.

Divisional technical managers in the two core divisions work to
integrate sustainability performance into product development,
product stewardship and project management, focusing on division-
level objectives.

A sustainability support group also works within ABB's corporate
research team to develop and maintain sustainability tools and
training, which cover life cycle assessment of products and systems,
life cycle costs and design tools - with the aim of integrating the tocls
into daily business activities. The group also plays an increasingly
important role in developing global sustainability objectives, formulating
ABB's policies and directives for the elimination of hazardous
substances and senving as a contact for a large number of external
sustainability partnerships.

Stakeholder consultations at comorate level are normally held twice

a year. Senior members of relevant stakeholder groups are selected
on a case-by-case basis, depending on the nature of the sustainability
issues to be discussed. See the article “Stakeholder dialogues”

on page 11 for more information.

3.13 Precautionary approach

ABB has group-wide mandatory sustainability checks in place, to be
applied in conjunction with the development of new products and
projects. This precautionary approach is also integrated into the GATE
model - an internal approvals process governing the development of
new products and projects which requires documented assessment
at the development phase of their life-long sustainability impact.

The GATE model requires 2 life cycle assessment study of each new
product and project, and provides advice on how to reduce the use
of unwanted substances. The model is also being expanded to cover
occupational heatth and safety and supply management issues
relating to a product or project.

See under "product stewardship” on page 20 for more information
on the GATE model.

ABB has also integrated sustainability criteria into its risk assessment
process for projects.
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3.14 Use of externally developed charters and principles

ABB subscribes to externally developed charters and principles for
sustainabilty management. They include the ICC Business Charter for
Sustainable Development which ABB sigred in 1992, and I1ISO 14000
standards and technical reports.

ABRB has adopted 1SO 14001 for environmental management
systems; ISO/TR 14025 for environmental product declarations;
ISC 14040-45 for life cycle assessment; and ISO 19011 for
environmental auditing of organizations.

ABB has incorporated the principles of OHSAS 18001, the Intemational
Lakzour Organization (LO) guidelines on occupational health and safety
management systems, and the ILO Code of Practice on Recording
and Notification of Occupational Accidents and Diseases into its
health and safety program.

In January 2004, ABB was one of ten international companies to sign
a set of “Business Principles for Countering Bribery in the Engineering
and Construction Industry”.

ABB facilities are encouraged to produce integrated management
systems for environmental and quality issues, and for occupational
health and safety. Most sites now use integrated systems, several
of which have been externally certified. The most recent sites are
in the United Arab Emirates and Romania.

ABB's sustainability affairs organization -~ "'\

"'} Country Sustainability Controller e
Regional & Country Advisors -
. il I -
ES ‘. s LSO N
- :{. Environmental '+ | Local - g | ‘Health & Safety
i Speciafist - -} Sustainability. - . [-Advisor'
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EMS to cover all employees

In line with ABB's policy, practically all manufacturing and service sites
have implemented the ISO 14001 standard. A complete list of these
sites per country is provided on page 21.

An ABB site in Arusha, Tanzania was the latest to gain certification
against ISO 14001.

During 2004, ABB extended environmerttal management systems to
cover employees in non-manufacturing facilities. Our goal is to ensure
that all ABB employees, whatever their function, are subject to
environmental management systems.

Social management

An executive committee member is responsible for sustainability affairs
throughout the group and for the worldwide implementation of ABB's
social policy. Under this member’s influence, there was a continuing
focus in 2004 on improving health and safety performance throughout
the group.

ABB continued its efforts to encourage its main suppliers to follow the
principles set cut in the group’s social policy, covering such issues as
equality of opportunity, health and safety and child labor. For example,
ABB is now working with its eight largest internationa freight-
forwarders for sea and air to jointly draft and implement effective and
practicable guidelines covering environmental and social performance
objectives and requirements.

Business ethics compliance programs continued throughout the year,
targeting employses involved in business transactions.

Stakeholder dialogues, designed to guide ABB's role in society, were
conducted twice at corporate level and in 15 out of 48 countries
and regions.

In 2004, ABB continued discussions with the Amnesty International
Business Group with the aim of training ABB managers in human
rights issues, while a working team addressed the broader issues
of equality of opportunity and the promotion of women and minority
groups to positions of greater responsibility.

During 2004, ABB continued to play a leading role in the work of the
Business Leaders Initiative on Human Rights (BLIHR), a three-year
initiative aimed at further integrating human rights in business.
Dialogues were held with a wide range of stakeholders to obtain
further perspectives. The initiative produced its second report in
December 2004.

The ABB Group's executive committee approved an investigation

on ABB becoming a CO.-neutral company in the medium term.

This demonstrates ABB's commitment to reducing harmful emissions
and its support for efforts to raise awareness about climate changs.

See pages 2-3 for more information on ABB's efforts to reduce
CO; emissions.

Occupational health and safety

Good progress was made in 2004 on implementing occugational
health and safety management systems (OHMSs) groupwide, based
on the internationally recognized OHSAS 18001 standard and the ILO
Guidelines on Occupational Health and Safety Management Systems.
Overall, approximately 81 percent of ABB's business units have
implemented such a system.
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Policies and management systems

3.15 Principal memberships in industry and business associations
Uisted below are some of the principal associations and initiatives with
which ABB is involved in the area of sustainability.

Business for Social Responsibility (BSR), U.S.

Business Leaders Initiative for Human Rights (BLIHR), U.S.
Chalmers University of Technology, CPM, Sweden

CSR Europe, Belgium

Global Village Energy Partnership, U.S.

Global Reporting Initistive, Netherlands

international Organization for Standerdization, 1SO, Switzerland
oikos International, Switzerland

Paw Center on Global Climate Change, U.S.

Transparency International, Germany

United Nations Global Compact, U.S.

World Business Councit for Sustainable Development, Switzerland
World Energy Council, U.K.

World Wide Fund for Nature, WWF, Switzertand

See pages 37-38 for more details concerning these memberships.

3.16 Policies for managing upstream and downstream impacts
Sustainability in the supply chain

ABB's sustainability management principles — envircnmental and
socia — are also applied to its main suppliers and incorporated into
the contracts it signs with them. ABB favors and motivates suppliers
who are committed to improving their environmental performance
continuously, are certified to ISO 14001 or its equivalent, and who
have in place a social policy similar to that of ABB.

In order to clarify its requirements, ABB has produced social policy
guidelines and a social policy expectations document which

it incorporates into its contracts with main suppliers. ABB's eight
main freight-forwarding suppliers are the latest group to come under
these measures.

See indicators EN33 on page 30, and HR3 on page 33 for
more information.

Product stewardship

To assess and continually improve the sustainability performance

of new products and projects, ABB applies its GATE model to their
development. The mode! contains seven steps which assess
sustainability objectives and performance throughout the fife cycle.
The model provides the cpportunity to correct deficiencies and adopt
new designs.

ABB has also integrated sustainability criteria into its risk assessment
process for projects.

3.17 Management of indirect impacts
See under environmental and social performance on pages 27-36
for information on the indirect impacts resufting from our activities.

3.18 Major changes in operations
See indicator 2.14, page 15, for details.
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3.19 Programs and procedures related to sustainability

performance

Priority and target setting

= A goal for all businesses to have implemented the ABB
occupational health and safety management system during
2004 was 81 percent achieved

» A goal has been set to apply the ISO 14001 principles to
all employees

» The objective to reducs energy use continues

» The restricted materials list supports our objective to phase
out the use of all hazardous substances

» An overall environmental management review to be carried out

» A new objective is to assess the possibility of ABB becoming
a COp-neutral company in the medium term

See the article "Climate change: how our technologies make a
difference” on pages 2-3 for more information on our goals, products
and strategy.

Programs for performance improvement

« Al country sustainability controllers developed country-specific
business plans to implement our sustainakility priorities and
objectives during 2004

= The sustainability affairs team in group headquarters is responsible
for the regular review of these business plans

Sustainability costs

ABB limits the accounting of sustainability to the costs of implementing
and maintaining environmental management systems to 1ISO 14001,
health and safety management systems to ISO 18001, and running
the sustainability network, including personnet costs and the cost

of developing sustainability tools, education and training.

This does not include costs related to improverment projects. For example,
the decision to invest in a new manufacturing process is the resutt of
integrating many decisions in addition to environmental considerations.

Site level 3,783 3,810

= For 2004, the figure includes additional resources to manage ABB's occupational health and
safety program.

3,835

3.20 Status of certification

Intemal communication and training

The network of country sustainability controllers, country and local
health and safety advisors, and local sustainability officers
communicates sustainability priorities and goals internally, and
identifies sustainability training needs. The 100 most senior managers
received health and safety training in 2004.
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Performance monitoring

Sustainability performance is monitored by an internal reporting system.
Local sustainabilty officers report on environmental performance in an
annual report comprising approximately 80 environmental indicators.

Country sustainability controllers (CSC) report on social performance,
and country health and safety advisors report on occcupational heafth
and safety performance (OHS) in an annual report comprising
approximately 45 social indicators. See the list below for those
responsible in each country.

Any fatal or serious accident within ABB's jurisdiction is to be reported
to the chief executive officer and other company officers within

24 hours, and the cause of the accident must be determined by

an investigation.

Country Name Function SO
14001
e e e et stes
Argentina Justo Gonzalez Litardo CSC&OHS 3
Australia/ Peter Kinsley CsC 21
New Zealand Marian Mclean OHS
Craig McEwan OHS

CSC & OHS 0

Carlos-Roberto Hohl
.................................... GersonAma  OHS .
Canada Grazyna A Momot
................................... SandyTaylor . Country Manager
China Shiwen Zheng
.................................... HanYu o CSC
Colombia .. AbertTibavizco CSC&OHS 2
Czech Republic  FrantisskDobes  CSC&OHS 4
Denmark .. JenFRelster ~ CSCROHS B
EQypt. ... Sadlsmal . CSCBOHS . 4
Estonia LisRaidma  CSC&OHS 4
Filend SakariHakkarainen  CSC&OHS 26
France ... Velerie Rimonteil  CSC&OHS 8
Germany ] UdoWeis . GCSC&OHS 36
Greece Andreas Mamalis
................................... Caterina Paleorouta  OHS .
GufRegon ~~  GayFoote ~~ CSC&OHS = 5
Hungary . ZsottHovath —  GSC&OHS 1. .
India K SS Rajan
e SanjeevNagpal ~  OHS L
Indonesia SofyanAwb  CSCEOHS 3
Ireland David Maguire
e Pthony MoFeely | OHS
kaly ... AntonioGiacomucci  CSCAOHS 20
Japan Katsumi Endo

Takashi Mizunc

Urs von Wartburg
................................... JenniferWong  OHS
Mexico Alberto Aviles
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Norway Kjell Brandal CSC & OHS 16

CSC&OHS 1

CSC & OHS

Khizar Usmani
Zeid al-Rumaihi

Total ISO sites 385

Some countries and facilities employ additional specialists to maintain
environmental management.

Environmental specialists

United States

Clair Clairborne

Internal and external auditing

Although 1t is not an ABB Group directive that al environmental
management systems are externally verified, approximately 85 percent
of ABB facilities have appointed an accredited certification body

to verify regularly how well they meet 1ISO 14001 standards.

Based on acguiring more than 500 certificates over a period of amost
11 years, we believe the benefits of external verification far outweigh
the cost for most facilities. The process can, for example, help identify
projects that may improve environmental performance and reduce
cost at the same time. External verification also helps keep the internal
system up to date and informs us of new legislation.

21




Policies and management systems

In addition, ABB's Sustainability review is verified by Det Norske Veritas
{DNV), an independent verification body. The DNV audit includes
verification of reperts and indicators, and focuses on the Global
Reporting Initiative guidelines for reporting on sustainabifity.

Country sustainability controllers also perform regular audits of
sustainability performance at ABB sites. In general, every site is
audited at least avery third year.

To support the implementation of ABB's health and safety strategy,
a system of internal compliance audits is being established.

Senior management review and governance

ABB's top-level health and safety committee, chaired by the executive
committee member responsible for sustainability affairs, continued

to meet in 2004, monitoring progress against OHMS geals, and safety
performance generally. The other members of this committes are the
two business division heads, who are also executive committes
members, the head of the group function for sustainability affairs and
his health and safety appointes, and a representative of the group
function for corporate communications.

ABB’s executive committee members, when discharging their
stewardship duties on the boards of ABB's subsidiary companies,

are charged with addressing the sustainability performance of these
companies in the areas of health and safety, environmental performance
and comporate social responsibility. The latter covers stakeholder
dialogue, community involverment and human rights issues.

The head of ABB's susteinability affairs organization reperts on the
group’s sustainabifity performance regularly to the executive committee
member responsible for sustainability affairs.

Business ethics

Policy

Principle 13 of ABB's social policy commits ABB to uphold high
standards in business ethics and to support the efforts of national and
international authorities to establish and enforce high ethical standards
for all businesses.

The ABB Group subscribes to the basic principles in the international
Chamber of Commerce (ICC) Rules of Conduct, 1899 edition, and the
Organization for Economic Cooperation &nd Development (OECD)
Convention from 1997, as well as the U.8. Forsign Corrupt Practices
Act, 1977.

ABB's policy on business ethics belongs to the company's core set
of values and guiding principles. It is incorporated in ABB's business
ethics standards, which set a “zero tolerance” ruling on nen-compliance.

In implementing this policy, ABB management and employees:

® Recognize that ethical and economic values are interdependent, and
that high business ethics and integrity ensure ABB's market credibility

» [nsist on honesty and fairness in all aspects of their business
and expect the same from their business partners

= Ensure all ABB business transactions are fully and fairly recorded
according to the company's accounting principles

» Undergo continuous training and awareness-raising sessions on how
to handle ethical issues, and provide timely advice and guidance

= Apply a “zero tolerance” policy regarding compliance issues
to ensure strict adherence to local and international laws
and regulations, as well as to ABB Group ethical standards

= Regularty monitor ethical conduct and ensure that accessible
systems are in place for employees or others 1o report
potential violations

Global compliance support network

The group function Legal and Compliance is designated by ABB's
board of directors and executive committes to implement and oversee
business ethics within ABB and to manage a global network to
ensure compliance.

Compliance officers and counselors at group headguarters and in
mare than 50 countries, together with regional managers in specific
regions, train; advise and monitor employees in all parts of the
organization. In addition, ethical coordinators in the business divisions
identify critical issues and develop programs to address them. Another
section covering lenders and export credit agencies (ECAs) is also
included in the business ethics policy. Specially trained ECA
compliance officers are responsible for oversesing and certifying

all necessary disclosures in this area.

This global network distributes information and guidance, fosters
internal dialogue, and supports ethical education and training. Over
the last few years, ABB has carried out a rigorous program throughout
the group to promote its business ethics policy and ensure compliance.
Such training programs have covered alimost all employees directly
involved in business transactions, while awareness has been raised
among amost all other employees.

In addfition, a special training program is conducted each year to
address selected important issues. The participants are those people
most likely to face such issues. Members of ABB's top management
also participate in this program and receive training directly from the
head of the Legal and Compliance group function.

Access for employees

Employees have access via the group’s global intranet to information,
guidelines, documents, forms and useful agreements covering all
aspects of the business sthics compliance program.

Help lines

Round-the-clock response helpdesks and details of the compliance
counselor network are also provided to faciiitate consultation

or questions. In addition to the Legal and Compliance team helpline
at group headquarters, there are help lines to units in almost every
country and region that are working to accommodate national
sensitivities. In some countries, for example, communications

are strictly anonymous, whereas in others they go through

trusted confidants.

External liaisons

ABB is a group contributor and donor to Transparency International,
the coalition against corruption. The ABB Group alse liaises with the
Basel Institute on Governance, and for several years has cooperated
with the Center for Business Ethics in Konstanz, Germany.

Anti-bribery business principles

In January 2004, ABB was one of ten international companies 1o sign
a set of “Business Principles for Countering Bribery in the Engineering
and Construction Industry”. These principles were developed by a
multinational task force of engineering and construction companies,
including ABB, working with the World Economic Forum, Transparency
International and the Basel Institute on Governance.

At a special session of the World Economic Forum's annual meeting
in January 2005 in Davos, Switzerland, the mining, minerals and
energy industries alsc joined this initiative, bringing to 60 the number
of companies who have now signed these anti-bribery principles.
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ABB'’s sustainability policies

ABB's environmental policy
In 2003 ABB updated its previous environmental policy, first introduced
in 1992, to better reflect curent commitments and activities.

We are committed to developing resource-efficient products and systems
and to conducting ongoing dialogue with customers to help them
select the most environmentally friendly products, systems and solutions.

The policy strengthens the management of environmental issues

in nine key areas throughout the life cycle of ABB products — from
suppliers and contractors, through the customers' use of our products,
to their eventual disposal and recycling at the end of their usefu! life.
The commitment:

1. To conduct our operations in an environmentally sound manner
by applying environmental management systems, such as ISO
14001, in &l cur operations and by applying environmental principles,
such as commitment to continual improvement, legal compliance
and awareness training of employees, in all our operations worldwide.

2. To promote environmental responsibility along the value chain by
encouraging suppliers, subcontractors and customers to adopt
international environmental standards.

3. To develop our manufacturing processes with a focus on energy
and resource efficiency.

4. To conduct regular audits of our faciities’ environmental performance,
including facilities involved in acquisitions, divestments and mergers.

5. To transfer eco-efficient technologies to developing countries.

6. To develop and market products and systems which are resource
efficient and facilitate use of renewable energy sources.

7. To declare the environmental performance of our core products
by publishing environmental product declarations based on life
cycle assessment.

8. Toinclude environmental aspects in the risk assessment of major
customer projects.

9. To ensure transparency by producing an annual Sustainability review,

based on Global Reporting Initiative (GRI) requirements, which is
independently verified.
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ABB's social policy
As well as seeking to contribute eccnomically and environmentally, ABB
recognizes social performance as a key to sustainable development.

ABB's social policy was introduced in 2000, and is applicable to areas
that ABB can directly influence. it draws on five sources: the United
Nations Universal Declaration of Human Rights, the International
Labour Organization’s fundamental principles on rights at work, the
Organisation for Economic Cooperation and Development's
Guidelines for Multinational Enterprises, the Global Sullivan Principles,
and the Social Accountability 8000 (SA 8000) standard, an auditable
standard for the protection of workers' rights.

We engage in stekeholder review and consuttations on this policy to
ensure it is continuously improved. Qur policy aims:

1. ABB in society:

To contribute within the scope of our capabilities to improving economic,
environmental and social conditions through open diglogue with
stakeholders and through active participation in common efforts.

2. Human rights:

To support and respect the protection of internationally proclaimed
human rights. Employess and contractors engaged as security
personnel shall observe international human rights norms in their work.

3. Children and young workers:

To ensure that minors are properly protected; and as a fundamental
principie, not to employ children or support the use of child labor,
except as part of government-approved youth training schemes
(such as work-experience programs),

4. Freedom of engagement:

To require that all employees enter into employment with the company
of their own free will; and not to apply any coercion when engaging
employees or support any form of forced or compulsory labor.

5. Health and safety:

To provide a safe and healthy working environment at all sites and
facilities and to take adequate steps to prevent accidents and injury
to health arising from the course of work by minimizing, so far as is
reasonably practicable, the causes of hazards inherent in the
working environment.

6. Employee consuitation and communication:
To facifitate regular consultation with all employees to address areas
of concern.

To respect the right of all personnel to form and join trade unions
of their choice and to bargain collectively.

To ensure that employee representatives are not the subject
of discrimination and that such representatives have access to their
members in the workplace.

To ensure, in case of mejor layoffs, that a social benefits and

guidance plan is in place, and already known to employees or their
official representatives.
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ABB’s sustainability policies

7. Equality of opportunity:

To offer equal opportunity to al employees and not to engage
in or support discrimination in hinng, compensation, access to
training, promotion, termination or retirement based on ethnic
or national crigin, caste, refigion, disability, sex, age, sexual
orientation, union membership, or political afflliation.

8. Harassment and disciplinary practices:

To oppose the use of mental or physical coercion, verbal abuse
or corporal/hard-labor punishment; and not to allow behavior,
including gestures, language and physical contact, that is sexual,
coercive, threatening, abusive or exploitative.

To develop and maintain equitable procedures to deal with employes
grievances and disciplinary practices.

9. Working hours:
To comply with applicable laws and industry standards on working
hours, including overtme.

10. Compensation:

To ensure that wages paid meet or exceed the legal or industry
minimum standards, and are always sufficient to meet the basic
needs of personnel and to provide some discretionary income.

To ensure that wage and benefits composition are detailed clearly
and regularty for workers, and that compensation is rendered in full
compliance with all applicable laws and in a manner convenient

to workers.

To ensure that labor-only contracting arrangements and apprenticeship
schemes are undertaken in full compliance with ABB's obligations
under applicable laws pertaining to labor and social security legislation
and regulations.

11. Suppliers:

To establish and maintain appropriate procedures to evaluate and
select major suppliers and subcontractors on their ability to meet the
requirements of ABB's social policy and principles, and to maintain
reasonable evidence that these requirements are continuing to be met.

12. Community involvement:

To promote and participate in community engagement activities
that actively foster economic, environmental, social and educational
development, as part of ABB's commitment to the communities
where it operates.

13. Business ethics:

To uphold the highest standards of business ethics and integrity and
to support efforts of national and international authorities to establish
and enforce high ethical standards for all businesses.
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ABB's health and safety policy

ABB seeks to provide a healthy and safe working environment at all
sites and facilities and to take adequate steps to prevent accidents
and injury to health arising from the course of work by minimizing,
so far as is reasonably practicable, the causes of hazards inherent
in the working environment.

Eight health and safety “expectations” support the pclicy and
comprise the framework of the health and safety cutture we are
pursuing in ABB.

1. Leadership and accountability ~ clearly defined responsibilities,
resources, and accountability for managers.

2. Managing health and safety risks — at every stage of project,
service or manufacturing life cycle, where meeting national
and international standards is the minimum requirement.

3. Demonstrating health and safety competence so that all
managers, employees, safety advisors and contractors know
their responsibilities and have the training and experience to
carry them out.

4. Ensuring safe contractors and business partners by selecting
contractors and suppliers that perform to ABB's health and
safety requirements.

5. Ensuring health and safety is integrated into the processes for
managing change, both globally and locally.

6. Ensuring a crisis and emergency management system is in place.
7. Ensuwing accident analysis and prevention is in place.

8. Routine review of health and safety performance by managers,
supported by a reporting process.

ABPB’s business ethics policy

ABB seeks to uphold high standards of business ethics and to
support efforts of national and international authorities to establish
and enforce high ethical standards for all businesses.

ABB's policy on business ethics belongs to the company’s core
set of values and guiding principles. it is incorporated in ABB'’s
Business Ethics Standards, which set a “zero tolerance” ruling
on non-compliance.

The ABB Group subscribes to the basic principles in the International
Chamber of Commerce (ICC) Rules of Conduct, 1999 revised edition,
and the OECD Convention from 1997, as well as the U.S. Foreign
Corrupt Practices Act, 1977,
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Economic performance B
ABB substantially improves business results:

" ABB sharply improved OPéféﬁQnﬂ:béﬁorr_nance and resultsin. ~ ~® Divisional EBIT targets: Power Technologies is ten percent,
2004, strengthened finances and régained the path of profitable- - -+~ - Automation Technologies is10.7 percent. © i f T
~organic growth. B » a

‘Gearing targetof 50 percert (62 percent as of Dec. 31, 2004)

TR IR A D , S “Ravantie and margin targels @Xclude major acquisiions, divesiiures and pusiness closures.
<1+ Overall during the year, ABB Group experienced good order and: - st _ e R :
- revenue growthin our core’power and automation businesses, - - - ABBS mriain.priorities in 2005 are to improve marging in the core

significantly higher EBIT, EBIT margi and cash flow, and substantial+ divisions, reduce corporate costs from over $500 milion to
. debt reduction. 3 T C w450 milion, continue divesting the non-coré portfolio, and to finally
: ' - .resolve the asbestos issue.. - - -« e

" i mickFebruary 2005, the group reported a net income for 2004:‘,; i

Research and development and order-related investrnent in the core

'of:$201 milion, an improvernent of nigary. billion: over.the previous: ::
’ ‘to$826 milion in 2003, Expressed as apercentage of core division:
treyer\Ues,{-tota!-R&D and order-related: development in'the core

‘Afew weeks after annolncing the résutts, we achieved another

- breakthrough —an agreement with thoss representing outstanding:
* asbestas claims that wil form the basis for amendedplans of = T T G L s 3
- -reorganization for our U;.'S.:zéubsidiary,’COrnbu'stion-Engineering',"and “The numiper of ABB amployess decreased to approximatély 1 02,500
ABS Lummus Global fo resoiveithe asbestosclaims against bot by the end of December 2004, about 14,000 fewer than at the end.
companies. ' : D e T i aifly the result of divestments. . N

réut Courtof Appeals.in December

“Aftera setback in the U:S. Third em
is.avital step towards:a final resolution-cf our

+2004,.this agreemsnt Wi
“asbestos issue: "

S tatement on asbestos issued by ABB on March 21,2005 L

| Thie agreement requires ABB to:contribute,an additional fixed amount - B amnolroed oday that hes reached agreement on 2 tem

_of $232 milliori to the trust fund for asbestos claimants. Under VESHEE
- accounting nles, ABB had} to'book this'charge and relatéd-costsin -

2004, and the.company therefore revised #s.net income figure for::. -

2004 from $201 millon:to a hegative $35 million. .

for Corripustion-Engineering (CE) and ABB Lummus Global to
rescive the asbestos claims of pothcompanies. 7 - -

-Tur'ning tothe core diVisidhs;-PoWér Technologies and Autornation Beenagresd to by Steven Kazan, the representative of certain cancer .

~ Technologies reported double-digit order and revenue growth in 2004. “saimants, John Cooney and the official creditors committee of CE
; ‘ LT e R ‘éﬁd’d‘théf»&ead&hg,fe’p"réSen‘taﬁ’ves of asbestos claimants, -as well as

-~ - than 81 billion.

‘ G T S el htthe Serativ gfforts fh arties involvex
- Power Technologies d}vision"reporteci:vEBﬁT margin.of seven percent’ - ‘ ased thet the cooperative rts of the parties invo ed
“ifor the year — dowri from7.8 percent'in 2603, while Adtomation: " -
Technologies recorded a:9,3 percent margin, up from 7.7.percent

inz08 - |
"~ In 2004, ABB continued o Jower Costs, raise productivity and improve - et bolieve the mendédlp‘,a,;of .
- performance, and was-helped by ‘a recovery in most markets. . - iag = ar

estothete

i ABB »s‘trehgthehéd its ba!ahce”s_héetébmpared to a year ago by Court of Appedls dedision of last Decernoer aswelasthe -
.+ paying down rmore than $2:4 Biion inidebt in 2004. Total debtatthe
.-end of 2004 stood-at'$5.5 bilion : - IS

] : ‘ , ‘ _ The teit sheet requires ABB to Gontribute an additionl fixed
The debt was reduced with the proceeds from divesting noN-cor8. . Jarived from the sale of-ABB Lummus Global assets withi "

T Swiss segment of the Bui,ldingr.syétériﬁs business.

 pusinesses, including upstreamoil and-gas, reinsurance, anc_i the - "t‘{VQ"‘ZSQKS of the plan's effective date or by a direct oontribu';bn : o ol

omABB: L

- ;BB net debt otal deDt less cash and marketable seourtes) s R
- MOW 313 bilfion, COmpaf?d’tO SZ? b[”iOr\ at the end of 2003. . ’reorganlzatlonuexpedmously, with 4 view to prOmpT confirmation Sl

ave resutted in‘a commonly agreed proposal for an amended plan -
» sald Fred Kindle, ABB'Presidentand % :
is avital'step towards a final resolution of our - .

‘divisions amounted to $905 milion.in 2004, up ten-percent compared -

visions was 4:6 percent in 2004 conipared 10 4.8 peroent in 2003. N

ect that will form the basis for an amended plan of 'reorganizatipn'_ s

e‘(erm shisetis the result of recent intensivé discussions between
the-company and the representatives of asbestos claimants andhas - -

. The Group's earngngs'béf'oré‘ erest and taxes (EBIT) tipled 1o MO David Austern: the fltures’ representative of the GE asbestos trust, -

pa : > LTl
ganization will fully address the issues raised in the 3rd Circuit

" objections raised by certain asbestos claimants to the original pla‘nf - g

“areuntof $232 milion 10 the tist fund. This contribution wilbe

éfpa?ﬁés‘ intend to Sooperate to produce an amended panof i

. by-hs bankruptcy court. Given the subsequent nature of this event, - |

o ARB Group plans to diVeéfo’thér' hén;cofe‘businesses o further S S e ! g ,
e S G i . i ABBwill revise its already. published financial results for 2004 to
svengthen the balence shieet and pay down deot. . incomorate the fullmpact of this amended plan. o

Targets for 2005* e

= From 2002-2005 compound average annual revenue growth - -
of four percent in local currencies L

= Group EBITmargin of 7:7 percent (adjusted from eight percent
to reflect the reclassification, of the downstream o, gas and -

petrochemicals business from Discontinued operations to
continuing opérations) Conie
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Economic performance

v _Monetary flow between ABB and key stakeholders (unaudxted) Al ﬁgures in $ mIHIOFIS unless othervwse stated

g rhiion

. Total revenues

' Hevenues by reglon S

p[\_nder\ds (CHF millions) -

. 'DIVld' ds per share (CHF). . . . - o
“. - Net operatirig assets/revenues {%) 4G4 48B3 BOT

) Tax expense-from
" operations” "

: :Numbe’rvéf‘étﬁp’ldyéesi;it L

-.j_-Numbe,ofempyoyees o550 116500 136,000
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Environmental performance

Overview

This section on our environmental performance relates to all
employeses working in premises owned or leased by ABB, including
manufacturing and non-manufacturing sites. It does not cover our
customers’ sites or suppliers.

For non-manufacturing sites, which by nature have only limited
environmental impact, we have made assumptions of the levels .

of their main environmental indicators, such as the use of electricity,
district heating and water consumption per person. These assumptions
are based on data from comparable premises and relate to about

22 percent of employees. When we have made an assumption,

it is stated in the text.

The remaining 78 percent of employees are coverad by data collected
year-on-year from approximately 390 sites, mainly manufacturing and
service organizations, consclidated from 343 separate reports.

Under the indicators in the GRI Guidelines, we have chosen to report
data which is relevant to the environmental impact caused by ABB's
activities, products and services. In recent years we have steadily
expanded our data collection system to cover more of the

GR! indicators.

However, some GRI indicators, like the amount of materials used,
arg virtually impossible to assess as we manufacture such a wide
range of products in many different sites, and source milions of
different materials and components globally and locally. We believe
it is more useful and challenging to report on our use of hazardous
substances as defined by official internationa lists of restricted
substances, showing the progress we are making in eiminating them.

From this year, we have also decided to discontinue the reporting

of some data - either because the quantities have become negligible
{for example, chloroparaffing), or because we have divested product
lines which gave rise t0 such data, or because cument data can only
be based on estimates (for example, types and-impacts of
transportation, disposal methods of regular waste).

For information covering ABB's asbestos liabilities, please refer to the
Operational review and the Financial review of ABB's Annual Report.
The issue is also detalled in the Economic performarnice section of
this report.

Materials

EN1 Total materials consumption

The main materials used in ABB's products by weight are steel, shest
metal, copper, aluminum, mineral oil and various plastics. ABB's
diverse range of standard products and the fact that many products
are made to customer specifications means that aggregate reporting
of materials consumption is not meaningful. ABB's corporate objective
is to minimize the materials and substances used per product.

Use of hazardous material
ABB follows or, in some countries, exceeds the standard definitions
of hazardous substances set by international agreements.

Cne of ABB's comporate objectives is to phase out the use of hazardous
substances, setting end-of-use deadlines.
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Priorities for replacement depend upon the environmental safety
and technical acceptability of dternatives; the risk of the substance
escaping into the environment; how hazardous the substance is;
and whether ABB or its customers can still use the substance under
strict control.

In the following tables, we list sorme monitored hazardous substances
used by ABB to make products, or by suppliers working to ABB's
specifications.

Use of hazardous substances (tons)

OO OO w004 00 2002
Phthalates (DIDP) - softener for PVC 1.7" . 9 14,
PBB and PBDE - flame retardants
inplastics . ST S 18 104,
Fungicides ~ control of water fungi 34 25 .. 48
Lead

Submarine cables 2,810 2,867 Q77

Other products, e.g.
...Counterweightsinrobots an. 222 . 840
Cadmium

Rechargeable batteries 19 17 2.1

Industrial batteries delivered

to customers 69+ 0 40
Lodnleadaloy 20 26 . 1
Mercury

In products delivered
o JOCUSIOMENS e, 0020 0020 0017
SFg insulation gas (inflow to ABB
facllties from gas suppliers) . 388 395 374
SFs insulation gas
(outflow to customers) 353 319 358
*  Reduction due to change in production mix.
= The fluctuation between years reflects the sporadic nature of this business.
Equipment containing hazardous substances in use
in ABB facilities
e 008 2008 2002
No. of ransformers with PCB ol 17" 3 38
No. of capacitors with PCBoil 2,360™ 2329 3003
Mercury in measuring instruments for
gas analys's of transformer ol (kg) 62 15 28
l.ead in back-up batteries {tons) 43 n.acc n.acc
*  The reduction incfudes four transformers whose PCB level falis below the international

thresheid of 50 ppm for PCB contaminated equipment.
" Increase due to inclusion of previcusly unidentified PCB capaditors.
" Increase due to inclusion of previously unreported activities.
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Environmental performance

EN2 Percentage of waste materials used from extemal sources
In the pravious table, the lead used as counterweights for robots and
the cadmium used in industrial batteries are recycled materials.

Energy
ENB Direct energy use (Gigawatthours - GWh)

Megawatthours (MWh) per employee .20 19

¢ See indicator 2.13 -~ Boundaries of report, page 15.

"™ The figures assume an energy use of 3 MWh/employee for district heat and
12 MWh/employee for electricity for approximately 22 percent of all employees.

Due to a heterogeneous product mix and the fact that most of our
products are made to customer specifications, we do not report
energy consumption per unit of production. Instead, we monitor
the use of energy per employee.

EN4 Indirect energy use (Gigawatthours - GWh)

Losses at Total use
e USEDYABB uifles .. ofenegy .
e 2004 20032004 2003 2004 2003
Districtheat . 256 2387 38 36 204 274
Electricity 1,212 1,311 1,674 1811 2886 3,122

{District heat and electricity are the main categories of indirect energy used by ABB.)
* Includes an estimate covering 22 percent of employees {see under energy use).

Indirect energy use is defined in this table as the energy losses incurred
by the utilities supplying ABB's energy. For example, to supply ABB
with 256 GWh of useable district heating, the utilities consume

294 GWh of energy, incurring losses of 38 GWh. This provides a
measure of the utilities’ efficiency in providing ABB with useable
energy — 13 percent lost for district heating, and 58 percent lost for
the supply of useful electricity.

EN17 Initiatives to use renewable energy

Most ABB facilities are bound to the energy mix supplied by local utilities.
In countries where utilities offer “green energy,” ABB's cbjective is to
increase the amount of renewable energy it buys. Local sustainability
officers now report quantities of “green energy” purchased per site.
These reports indicate that approximately 50 percent of all manufacturing
sites buy some of their energy labeled as “green energy”.

EN18 Energy consumption footprint of major products

For an energy-driven ABB product, most environmenta! impacts are
caused during its operating life rather than during its manufacture.

ft is therefore important for ABB to focus on energy efficiency to
reduce the snergy consumption footprint of its products.
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This footprint is identified through a fife cycle assessment study,
which ABB carries out on all major products. The results are given in
environmental product declarations (EPDs), published on ABB's Web
site www.abb.com/sustainability. They are presented in the EPD as
contributions that the product makes to known environmental
impacts, such as global warming, ozone depletion, etc.

See under indicator E14 for more information on EFDs.

EN19 Other indirect energy use

a) Organizational travel

There have been no significant changes in travel pattems since last year.
We estimate that during the last three years over half of all business
traveling journeys by ABB employees were by road, over one-third

by air and the remainder by rail.

ABB is not in a position to obtain figures for the distances covered
by business travel and therefore cannot provide figures for indirect
energy use for organizational travel.

b) Use of energy-intensive materials

For the reasons already given, ABB does nct account for the total
amount of materials used. The most energy-intensive materials we
use are: aluminum (284 megajouies per kilogram - MJ/kg), copper
(128 MJ/kg) and steel (28 MJ/kg).

¢) Product life cycle management

All major ABB products come with recycling instructions to facilitate
their efficient disposal at the end of their useful life. As an example,
up to 90 percent by weight of ABB drives can be reused or recycled.

Water
EN5 Water consumption (kilotons})
e 004 08 2002
Purchased from water companies 3,200 3,833 4502
Extracted by ABB

Groundwater 2,500 1,921 n.acc
..Sutfecewater . 1,000™ 850  necc.
Total consumption of water 6,700 6,374 n.ace

*  See indicator 2.13 — Boundaries of report. page 15.

- The figure assumes a water consurmption of ten tons/year/employes for approximately
22 percent of all employees.

“ Estimated (rounded) figures.

EN20 Water sources significantly affected by use of water
ABB’s manufacturing processes do not use significant amounts

of water. Extracted ground and surface water is mainly used for
cooling purposes. Almost all of the cooling water is discharged
without any added contamination. ABB's local sustainability officers
now report more extensively under this indicator.
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EN21 Annual withdrawals of ground and surface water
See EN5 and EN20.

EN22 Recycling and reuse of water

The amount of water in closed loop processes is approximately
60,000 tons. The water is mainly used in cooling systems and
for surface treatment processes.

Biodiversity

EN6 Land owned, leased or managed in biodiversity-rich habitats
ABB's manufacturing units are not tocated in biodiversity-rich habitats,
as defined in IUCN Protected Areas Categories 1 - 4, world heritage
sites or biosphere reserves.

EN23 Total amount of land owned, leased or managed for
production activities (square meters)

Total land area approx. 18 million approx. 18 million

Emissions
EN8 Greenhouse gases (kilotons)

et e 2008 008 002
CO;fromusecfenergy ... g24™ 91171198
SFe(nCO; equivalents) . 253 .. 229 . 257
CO;, from transport by own fleet 350™ n.acc n.acc

* See indicator 2.13 - Boundaries of report, page 15.

* The figure assumes an energy use of 3 MWh/employee for district heat and
12 MWh/employee for electricily for approximatety 22 percent of all employees.

= Estimated.

Carbon dioxide (CO») emissions calculations are based on in-house
energy use for production, lighting, heating and air-conditioning,
and include indirect emissions at utilties where ABB buys power,
Suffur hexafluoride (SFs) emissions are estimated to be equivalent
to 3 percent of all SFs gas used by ABB. The CO; equivalent for SFs
is 23,900.

As can be seen from the table above, the total amount of ABB's
greenhouse gas emissions, based on the WBCSD/WRI Greenhouse
Gas Protocol (Scope | and 1), is estimated to be 1.5 million tons for the
whole ABB Group.

ENS Ozone-depleting substances (tons)

CRCLasS I e ROOR 2008 002
Contained in own manufacturing
processes and in AC 118 124 12

* Chloroftucrocarbons (CFC) class | is banned in ABB products.

All CFCs are handled according to procedures in each manufacturing
site’s environmental management program.

Volatile organic compounds, VOC (tons)

e e 20O B 2002
VOO e 861 .. 7ea .94
voc-Gi 22 31 47

*  Reduced by the introduction of VOC-free degreasing processes.
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ABB's cbjective for chiorinated volatile organic compounds (VOC-Cl)
is to eliminate all emissions to air.

The current reporting system does not distinguish between the various
types of VOC and VOC-CI. tt is therefore not meaningful to convert the
data into ethane equivalents. The major constituents of VOCs and
VOC-Cls are xylene, thinner and perchloroethylene.

EN10 Emission of NOx and SO« (kilotons SOz and NO2)

et 2O0R 003 002
SO fromburningcodd 12 1 16
SO« fromburningoll 92 B4 108
NG« fombumingcoad 9 8 o 12
NO«frombumingoit .89 B3 82
NOx from burning gas 80 107 137

These figures are for fossil fuels consumed in ABB premises for heating and process purposes.

EN30 Other indirect greenhouse gas emissions

Indirect emissions from traveling, transportation, manufacturing of
materials and emissions refated to product use, are not aggregated at
group level. For core products however, the greenhouse gas emissions
throughout a product’s life cycle are shown in its environmental product
declaration {published on www.abb.com/sustainability).

See under indicator EN14 for more information on EPDs.

EN11 Waste
a) Self-generated materials and substances sent for recycling
or energy recovery ({tons)

e PO 2008 2002
SIS e 65,360°  BO.0BS 85751
Liquids 4931 4,805 5746

*  Decrease due to accelerated scrap reduction program.

ABB's objective is to recycle as much seif-generated scrap as possible.

b) Hazardous wastes sent for disposal (tons)

OO SRR 004 BB 200,
SOIAWESS | e 338 1O 2789,
Liquid waste 2381 2,194 3591

¢} Disposal methods for regular waste

The main waste streams at ABB organizations are wood, plastic and
paper. We estimate that over the last three years, more than half the
amount of wood, well over one-third of plastic, and three-quarters

of paper has been sent for recycling. The remainder has been sent
for incineration or to landfill. ABB's objective is o reduce the amount
of waste sent to landfil and to increase its use of materials which are
recycled or available for reuse. However, in some countries proper
waste recycling programs are unavailable.
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Environmental performance

EN12 Discharge of process water (percentage of ABB
process plants)

Water sources 25 25

The figures, which remain unchanged from last year, indicate the
percentage of ABB process plants that discharge water to public
sewers or o local water sources such as lakes or rivers. The water
discharge to local water sources is returned without additional
contamination and comes mainly from surface treatment plants,
cooling water systemns and test plants.

EN31 Transport of hazardous waste
ABB follows legal regulations to transport and dispose of hazardous
waste only through officially authorized disposal agents.

EN32 Water sources and related ecosystems significantly
affected by discharges of water

ABB sites do not significantly affect water sources and related
ecosystems or ground water.

EN13 Spills and other incidents

ABB's environmental management program includes mechanisms for
reporting incidents with potential environmental impact. During 2004,
12 such incidents were reported. All related to minor spilis. None
resulted in permanent contamination of soil or water.

Transportation

EN34 Environmental impacts of transportation

We estimate that over the last three years, more than three-quarters
of the deliveries of materials from ABB suppliers and the deliveries
of ABB finished products to customers, have been by road.

The remainder have been shared between rail, sea and air.

See EN33 below for more information on ABB's collaboration with
fts eight largest international freight-forwarders.

Suppliers

EN33 Performance of suppliers

ABB segregates its major and strategic suppliers of materials,
components and services into categories according to the severity
of the environmental and social impacts they may cause.

30

Those posing a high risk, for example, handling hazardous substances
or supplying materials and services used directly in manufacturing
ABB products, must undertake the following:
Implement an environmental policy
= |dentify the significant environmental aspects of manufacturing
or providing the materials, components or senvices they supply
to ABB
8 Ensure that all operations and processes comply with environmental
standards and legislation
s Have in place the basic elements for continuous improvement
®  |n particular, they must have in place an environmental
management system certified to 1SO 14001

ABB incomporates such sustainability requirements into its contracts
with major and strategic suppliers.

ABB is now working with its eight largest international freight-
forwarders for sea and air to jointly draft and implement effective and
practicable guidelines covering environmental and social performance
objectives and requirements, to be contractually binding on all parties.

Products and services

EN14 Significant environmental impacts of principal products
and services

The environmental performance and impacts of ABB core products
are presented in environmental product declarations (EPDs). An EPD
is a standardized tool, meeting the requirements of ISO/TR 14025,
to communicate the environmental performance of a product or
system over its complete life cycle, and is a recognized worldwide
reference for all interested parties. ft is based on a formal life cycle
assessment (LCA), providing information on ervironmental impacts
such as raw material acquisition, energy use and efficiency, content
of materials and substances, emissions and waste generation. It also
includes product and recyciing information.

EPDs for ABB products are published on the ABB Web site:
www.abb.com/sustainability

EN15 Percentage of ABB products reclaimable after use

ABB products contain mostly steel, copper, aluminum, oil and plastics.
Approximately 90 percent of the material is reclaimable after the end
of a product’s usefu life.

ABB aims to encourage recycling by designing products that
can be dismantled more easily, and by providing users with
recycling instructions.

Compliance

EN16 Fines for non-compliance with applicable legislations
No penalties for environmental infringements by ABB companies
were reported during 2004,
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Social performance

Overview

Buring 2004, ABB deepened the implementation of its sogial policy
and continued to focus strongly on health and safety performance.
An ABB executive committee member chairs a steering group
responsible for supervising the group-wide implementation of ABB's
social policy, which includes the health and safety policy.

Implementation of the 13 principles of the ABB social policy are

covered by group function heads according to their areas of expertise.

For example, health and safety is covered by the group function for
sustainability affairs, business ethics by legal and compliance, ABB in
scciety by corporate communications, suppliers by supply
management, and labor principles by human resources.

ABB committed considerable resources in 2004 to implement the
internationally recognized OHSAS 18001 management standard in
all business units, including manufacturing, office work, construction
projects and service. Progress on implementing the standard now
determines part of senior managers’ remuneration via a scorecard
performance assessment system. At the end of 2004, the average
level of implerentation worldwide was 81 percent.

ABRB continued its efforts to encourage its main suppliers to follow the
principles laid out in the group’s environmental, social, and health and
safety policies.

Business ethics compliance programs continued throughout the year,
targeting all employees involved in business transactions.

The group’s corporate social responsibility policies and activities are
strongly influenced by stakeholder dialogues conducted at corporate
and country level. In 2004, stakeholder dialogues were conducted
twice at corporate level and in 15 out of the 48 countries and regions
where we have sustainability controllers. Peru held a dialogue for the
first time.

An ABB working team has been addressing the broader issues

of equal opportunity, and how to encourage the promotion of women
and pecple from minority groups to positions of greater responsibility.
Diversity was a key topic at ABB's 2004 Human Resources
Corpoerate Forum.

Turning to human rights, ABB continued discussions in 2004 with
Amnesty International’s Business Group with the aim of training ABB
managers on human rights issues.

ABB was also an active participant in 2004 in the Business Leaders
Initiative on Human Rights. As a contribution, ABB road tested the
UN Norms cn Human Rights for transnational corporations on its
Access to Electricity project in Africa, carried out a comparison
between the coverage of human rights in the UN Noms and the
Global Reporting Initiative (GRI) Guidelines, and advocated in different
forums that companies should report their human rights performance
in accordance with the GRI Guidelines.

This report on our social performance has been expanded each year

and is now in line with the GRI Guidelines relevant to ABB's activities.
The GRI reference numbers are shown against each indicateor.
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Employment

LA1 Breakdown of workforce {total numbers of ABB employees)
e e RO OB 2002
BUOPe 60,000 70500 91,000
The Americas ... 16,500 19,000 24,500
ASB e 16,500 15,500 16,000
Middle Eastand Afica 9800 11,500 7,500
Total 102,500 116,500 139,000

LA1 Numbers of part-time employees (included in above totals)

3,000 n.acc.

ABB started to report these numbers in 2003. Not all countries are
yet included. In Austria 16 percent of ABB employees work part-time,
in Benelux 12 percent, in Switzerland nine percent, in South Africa
eight percent and in Finland seven percent. The overall trend appears
to be on the increase. in most other countries more than S0 percent
are employed full-time.

4,153

Labor/management relations

LA3 Percentage of employees represented by independent
trade unions

We have decided to discontinue reperting against this indicator until
we have implemented a definition for independent trade unions
throughout the group.

LA4 Information, consultation and negotiation with employees
Principle 6 of the social policy commits ABB to faciltate regular
consultation with employees to address areas of concern and to make
sure in case of major layoffs that a social benefits and guidance plan is in
place and is already known to employees or their official representatives.

All countries in ABB's sustainabiiity management program were asked
1o explain their procedures. Various methods are used, including
employee-management meetings, committees, works council and
trade union meetings, seminars, video conference events, country
manager road shows and intranet-based information forums.

In preparation for the new European Union directive on information
and consultation, to come into force in 2005, ABB is currently working
on a background paper and implementation process to ensure
compliance. The directive aims to give emgloyees across the EU new
rights to be informed and consulted on an ongoing basis about
developments in the organizations they work for.
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Social performance

Health and safety

L A5 Recording and notification of occupational accidents
and diseases

Principle 5 of ABB's social policy commits ABB to provide a safe
and healthy working environment at all sites.

All countries are required to report a fatality, serious injury or defined
dangerous occurrence immediately to ABB's CEO, members of the
executive committee and group function heads, and to conduct an
investigation. They must also establish procedures for reporting and
investigating by business all work-related accidents, lost days and
occupational diseases, including work-refated travel incidents.

The general principles of the International Labour Organization code
of practice on recording and notificaticn of occupational accidents and
diseases have been followed in developing ABB's reporting and
investigation process.

In 2004, ABB commenced quarterty reporting of lost-day accidents,
total lost days, and defined occupational diseases.

LA6 Description of formal joint health and safety committees .
Health and safety consultation is an integral part of ABB's
commitment to introduce into all businesses the occupational heafth
and safety management systems based on OHSAS 18001 and the
ILO guidelines. The form of health and safety consultation with
employees varies according to local requirements, and includes heafth
and safety committees and employee forums.

LA7 Standard injuries, lost days, absentee rates and fatalities

It is highly regrettable that people died in 2004 as a result of ABB's
activities. A total of 21 people, including ABB employees and
contractors, died in work-related, commuting and terrorist incidents.

Eleven ABB employees died in work-related incidents, five of themin
industrial incidents. Five were kiled in a terronist attack on a customer
compound in Saudi Arabia in May 2004. ABB publicly deplored the
attack. Another employee was killed in an attack by criminals.

Two employees died in commuting road traffic incidents.

A total of eight contractors died in work-related incidents. One of
these was a victim of the attack in Saudi Arabia. Another four people
were killed in industrial incidents and three others died.in work-related
road traffic incidents.

ABB has revised its health and safety strategy to ensure that the
causes of such incidents are identified, and actions are taken to
prevent, wherever possible, a recurrence.

The figures for ABB employees are stated below. They include figures
for ABB Lummus Global, which has been reclassified as “continuing
operations” {previously classified as “discontinued operations™).
Therefore, this year's figures are not comparable with those of
previous years (2002, 2003).
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Employee industrial incidents

2004
Total

2004
Incident
Lo

Serious injury

Employee security and crime incidents

Serious injury 1 0.01
Employee commuting and business travel incidents
2004 2004
Total  Incident
Ot 2..002
Serious injury 8 0.08

Note: Figures per employee are calcutated based on a 2004 year-end total of approximately
102,500, Rates are per 1,000 employess.

In 2004, days lost from employee industrid incidents amounted

to 27,762. This represents an improving trend over previous years:
34,212 in 2003 and 46,504 in 2002. These figures, however, do not
include ABB Lummus Global.

in 2004, there were 384 nationally-reportable occupational health
diseases recorded among ABB employees. As more countries are
now included, this figure is not comparable with those of

previous years.

in 2004 ABB continued to move towards the ILO recommendations
for accident reporting as part of our commitment to the Global
Reporting Initiative.

LA8 Policies or programs on HIV/AIDS

All countries in ABB's sustainability management program were asked
to give details of their activities in this area. Five countries (Brazil,
Philippines, South Africa, South Korea and Thailand) confirmed they
had policies to address HIV/AIDS, and described their programs and
initiatives. Several other countries referred to national programs.

LA14 Compliance with the ILO Guidelines for Occupational
Heaith Management Systems

In 2004, ABB set a goal for all business units to implement the ABB
occupational health and safety management system. The ABB system
follows the principles of OHSAS 18001:1999, and the ILO Guidelines
for Occupational Health Management Systems. At the end of 2004,
81 percent of business units achieved implementation.
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Training and education

LA9 Training and education

Al countries and regions reported figures for the average hours

of organized “classroom” training per employee per year. The figures,
which exclude “on the job” training, from a selection of countries are
as follows:

lreland

SWedeN 18,
United Kingdom 25
Colombia 3
BUNgarY 40
China -850

it is noteworthy that training in China is substantially higher than in any
western country. This is the second year we are reporting training
figures. Each year we select different countries for this table so that
over a four-year period we cover all countries where ABB has
operations. We report on the same countries in LA11 — composition
of senior management.

Diversity and opportunity

LA10 Equal opportunity policies, programs and monitoring
Principle 7 of the social policy commits ABB to offer equal
opportunities to all employees.

All countries and regions in ABB's sustainability management program
are asked to give detalls of their policies and programs to promote
equal opportunities. Nearly half have policies and programs in place.

In historically male-dominated engineering companies fike ABB
women are in a minority, but the proportion of women employees
is steadily increasing, particularly in professional functions such as
communications, sustainability, financial controlling and research
and development. During 2004, a working. team at senior group
leve! addressed the broader issues of equal opportunity and how to
encourage promotion of women and members of minority groups
to positions of greater responsibility. Diversity was a key topic at
ABB's 2004 Human Resources Corporate Forum.

LA11 Compaosition of senior management
ABB's board of directors comprises eight men of six nationalities.

The executive committee is made up of five men of five naticnalities.

At the last group executive forum of 2004, there were participants from
23 different countries. Five percent of the participants were women.

Percentage figures of women in senior executive, senior and middie

management ranks taken from the same countries randomly selected
for LAD are as follows:
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ATGRTING | e .
QOOMBIZ et rtmrsesesescrentn ottt 4.

These figures relate to the top three levels of management in ABB's
countries of operation and business areas. This is the second year we
are reporting these figures. Our intention is to select other countries

in future reports so that all are reported over a four-year period.

Strategy and management

HR1 Policies, guidelines, procedures to deal with

human rights in operations :
Principle 2 of the social policy commits the group to support and
respect the protection of internationally proclaimed human rights,
including the United Nations Universal Declaration of Human Rights.

ABRB and nine other international companies participate in the
Business Leaders Initiative on Human Rights (BUHR), aimed at further
integrating human rights in business. BUHR's second annual report,
issued in December 2004, describes the collective and sector-specific
work of each of the member companies during the year.

As part of its contribution to this iniiative, ABB rcadtested the United
Nations Norms on Human Rights for transnational corporations on its
Access to Electricity project in Tanzania, camied out a comparison
between the coverage of human rights in the UN Norms and the GRI
Guidelines, and advocated in different forums that companies should
report their human rights performance in accordance with the

GRI Guidelines.

HR2 Consideration of human rights impacts

as part of investment decisions

Ore of the performance indicators used in ABB's implementation
guidelines for Principle 2 comprises a checkiist to investigate human
rights impacts as part of investment decisions in a country.

ABB maintains and reviews a list of countries where it has banned
business operations because of unacceptable human rights records.
Myanmar remains on the list because of the poor human rights record
of its military government, after review by the responsible ABB Group
executive committee member in February 2004,

HR3 Consideration of human rights impacts

within the supply chain

Principle 11 of the sccial policy commits ABB to evaluate and select
key suppliers and subcontractors on their ability to meet the
requirements of ABB's social policy — including our human rights
commitments in Principle 2.




Social performance

ABB has incorporated social performance criteria, including human
rights performance, into its suppliers’ qualification process (SQP)
requirements. SQP is now being implemented in national, as wel!

as in group purchasing contracts. To date, 17 countries apply the
sustainability section of SQP for their key suppliers. The human rights
performance of key suppliers forms part of ABB's screening and
auditing procedures.

ABB’s frame agreements with repeat-order customers incorporate

a section which seeks to ensure their sustainability performance,
under which customers join ABB in agreeing to comply with country-
specific health-and safety, environmental and labor standards.

ABB is working with its eight largest international freight-forwarders
for sea and air to jointly draft and implement effective and practicable
guidelines covering environmental and social performance objectives
and requirements, to be contractually binding on all parties.

HR8 Employee training on policies and practices conceming
human rights

In 2004, ABB continued discussions with Amnesty Intemational’s
Business Group with the aim of training ABB managers in human
rights issues.

Implementation of ABB's social policy will raise employee awareness
of ABB's commitment, and the role of management and employees,
in applying the principles of the policy. This includes supporting and
respect for human rights.

Non-discrimination

HR4 Policies to promote non-discrimination in operations
Principle 7 of ABB's social policy prohibits the group from engaging
in or supporting discrimination in any form throughout its operations.

Freedom of association and collective bargaining

HRS5 Pdlicies to facilitate freedom of association

Principle 6 of the social policy commits ABB to respect the right
of &l personnel to form and join trade unions of their choice and
bargain collectively. -

In countries where the law does not permit this right, Principle 6
obliges ABB to facilitate regular consuttation with employees to
address areas of concern.

Child labor

HR6 Palicies to exclude child labor

Principle 3 of the social policy obliges the group to ensure that minors
are protected and, as a basic principle, not to employ children or
support the use of child labor.

ABB's focus is directed mainly at its supply chain by incorporating child
labor criterfa into its suppliers’ qualification process reguirements to

ensure its key suppliers and contractors comply with the same principle.

Forced and compulsory labor

HR7 Policies to prevent forced and compulsory labor

Principle 4 of the social policy requires that all employees enter into
employment with ABB of their own free wil.

ABB's focus is again directed mainly at its supply chain by incorporating
criteria into its suppliers’ qualification process requirements to ensure
its key suppliers and contractors comply with the same principle.

Disciplinary practices

HR3 Policies to facilitate disciplinary appeal practices
Principle 8 of the social policy commits ABB to develop and
maintain equitable procedures to deal with employee grievances
and disciplinary practices.

Job satisfaction levels
Job satisfaction surveys were conducted in 2004 among ABB
employees in 15 countries.

In three countries (Czech Republic, Finland and Switzerland),
job satisfaction increased over the previous year. In one country
(Romania), job satisfaction decreased.

In Switzerland, the level of satisfaction was rated at four (out of six)
overall. In Finland, questions relating to health and safety were
included for the first time. In the Czech Republic, points raised in the
survey were fed into local business plans and followed up monthly.

ABB's ranking as an employer

National surveys identifying employers of choice are not held every year.
In 2004, ABB was ranked as an employer of choice in surveys in ten
countries. In China, ABB improved its ranking from 48 to 31 in a survey
by Fortune China of the “most-admired companies in China.” In Finland,
ABB ranked first among electrical engineering students; in Switzerland,
first by “Bilanz” as the most attractive emiployer; in Norway, fourth for
engineering and science — up from seventh in 2003.

HR10 Non-retaliation policy and employee grievance system

In addition to Principle 8 of the social palicy, which requires ABB

to develop and maintain equitable procedures to deal with employee
grievances, Principle 6 commits ABB to ensure that representatives
of personnel are not subject to discrimination and have access

to their members.

The countries are reguired to develop and maintain equitable
procedures to comply with local regulations and practices.

Security practices

HR11 Human rights training for security personnel

In 2004, 23 countries confirmed that training was given (Up from
21 in 2003).

In Spain, it is included in several training courses throughout the year.
More and more countries are subcontracting these duties to outside
professional security companies. For example, in Greece the security
agency conducts specific training for its staff on human rights and
communication with employees and the public.

ABB has expanded Principle 2 of its social policy to include the
responsibiliies, conduct, training and supervision of security personnel
in the practice of human rights.

Indigenous rights

HR12 Policies to address the needs of indigenous people

The needs of indigenous people are generally covered by Principle 7
of ABB's social policy, which obliges ABB to offer equality of
opportunity to all employees and not to engage in or support
discrimination in any form.

In the few countries whers this is relevant to ABB's activities, such

as Malaysia, Saudi Arabia and South Africa, we have additional
policies in place.
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Community

SO1 Policies to manage impacts on communities

Principle 12 of ABB's social policy commits ABB to promote and
participate in community engagement activities that actively foster
environmental, social, economic and educational development

of the communities where it operates.

In 2004, ABB companies in 36 countries supported community
development projects, donating approximately $1 milion in funding,
and employees volunteered a significant number of man-days.

Examples include a donation of $168,000 for 14 community care
projects implemented by the United Way organization in Canada;
$200,000 in Finland for school and university education; and $75,000
in Sweden for the World Childhood Foundation. In Argentina, ABB
contributed $30,000 to support an educational farm in Tucuman to help
restart familty farms after the economic collapse of December 2001.

In Russia, ABB donated $30,000 towards an electrical testing laboratory
at Moscow University, while ABB in'the U.S. contributed $463,000
and 300 man-days of employee participation to a range of community
projects and events to enhance public health and the environment.

Overall, many initiatives for community development arise from ABB's
worldwide program of stakeholder dialogue where preference is given
1o those initiatives which help the communities where ABB has its
operations, while directly or indirectly supporting ABB's business aims.

S04 Awards received

In 2004, ABB was accepted as a member of the “Sustainability
Excellence Club” in Spain. In Romania, ABB was awarded the right
1o utilize the “Green Point Program” brand by the National Association
of Consumers Protection. In the U.S. ABB gained the Ford
Environmental Award for its environmental performance.

in Brazil, ABB gained an award from the Federation of industry

of Minas Gerajs state for the contributions of its employses in Betim
to the city’s “Give a smile” campaign. In ltaly, ABB won the Sodalitas
Social Award which recognizes companies making particularly
impressive efforts in the social field. And in Saudi Arabia, ABB
received awards for training students from local universities and
technical institutes.

Bribery and corruption

S02 Policies and compliance mechanisms addressing

bribery and corruption

Principle 13 of ABB's social policy commits the group to uphold the
highest standards in business ethics.

ABB also subscribes to the basic principles in the International
Chamber of Commerce rules of conduct, 1999 revised edition, and
the OECD Convention from 1997, as well as the U.S. Foreign Corrupt
Practices Act, 1977.

During 2004, ABB continued a rigorous comgliance program
worldwide to promote its business ethics policy, which belongs to the
company's core set of values and guiding principles. !t is incorporated
in ABB's business ethics standards, published on our group Web site,
which set a “zero tolerance” ruling for non-compliance.

During 2004, all of ABB's country and regional compliance counselors
attended one of five regional conferences, which provided the basis
for them to prepare and implement compliance programs in their
respective countries and regions.
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Political contributions

S03 & 5 Policies and compliance mechanisms

for managing political contributions

In accordance with ABB's business ethics standards, contributions

to political parties or committess, or to individual polticians, are not

o be made. Any exceptions, for countries whose cultures call for such
practices, have to be cleared in advance with the ABB Group Legal
Affairs and Compliance department.

Competition and pricing

SO7 Policies and compliance mechanisms to prevent
anti-competitive behavior

In accordance with ABB's business ethics standards, ABB is committed
to fair and open competition in markets around the world and would
take immediate steps under its “zero tolerance” nuling to address any
incidents of non-compliance among its employees or other actions
which restrict or distort competition in violation of applicable anti-trust
laws. (See page 22 for information on ABB's business ethics policy
and standards.)

Customer health and safety

PR1 Policy for preserving customer health and safety

during use of products

ABB products generally help improve users’ health and safety. They
do this, for example, by improving industrial environments (automation
control products), reducing exposure to aggressive and hazardous
operations (robotics), and reducing potential explosions, fire risks and
oil pollution (oil-free capacitors and cables).

The high level of performance of ABB products, ensured through solid
investment in research and development, enhances health and safety
by reducing the risk of power or equipment failures ~ in factories,
public institutions and transportation. The high efficiency of ABB
motors reduces energy consumption and thereby the indirect
emissions of greenhouse gases, which cause global warming.

Products with a potentially negative impact are those which could
contribute to global warming (eak of SFs gas), require deforestation
and present a visual impact {transmission lines), cause losses

of energy (most electrical products), or cause electrocution if misused.

One of the main tasks of ABB's divisional technical managers is to
focus on the environmental and social performance of products and
projects, including their health and safety impacts.

Products and services

PR2 Policy related to product information and labeling

ABB's objective is to produce environmental product declarations (EFDs)
for core products. These declarations take a life cycle approach and are
based on assessments carried out in accordance with ISO/TR 14025.
They describe and quartify the environmental impact and performance
of ABB products over all phases of ther life cycles, covering material
extraction, component manufacture, transportation and use over their
full operating lfetime. They also contain recovery, recycling and disposal
instructions when the product has completed its useful tife.

To date, ABB has prepared about 50 EPCs covering a broad range

of products. ABB is pursting ways to use environmental data from EPDs
as a marketing too! to assist custormers in their selection of
environmentally sound products.

This work is in fine with the European Union's new directive on the
handling of waste electrical and electronic equipment.




Social performance

PR8 Policy and compliance mechanisms related

to customer satisfaction

Most ABB companies carry out customer surveys every one to
three years, depending on the nature of their businesses. They
are often undertaken by external agencies.

Several companies routinely use guestionnaire surveys with the
delivery of a product or execution of a project.

ABB also compiles, validates, tracks and analyzes all customer
complaints in a single, global system that helps resoive problems
quickly and efficiently. This system - the Customer Complaints
Resolution Process (CCRP) - gives a basic indicator of customer
satisfaction. ft also provides valuable pointers for improvement.

Of 48 countries and regions, all except four apply the CCRP system.

In addition to determining the satisfaction of customers, ABB also
carries out satisfaction surveys with stakeholder groups other than
customers, such as suppliers, authorities and trade unions. Such
surveys were conducted in China (with authorities), South Africa
{with suppliers) and France {with trade unions).

Advertising

PR Policies and compliance mechanisms for adherence

to advertising standards and codes

Since ABB works in the field of advanced technologies and does
not provide consumer products or services, this has not been an
issue up to now. The responsibility for ensuring compliance with
advertising standards and voluntary codes on a worldwide scale
is assigned to ABB's comporate specialist advertising agencies
that perform these checks.

ABB in the sustainability
performance ratings

High rankings in reputable sustainability performance indices
transiate into tangible customer benefits and distinguish ABB
from many of its competitors.

Dow Jones Sustainability Indices (DJSI)

Launched in 19989, the DJSI was the world's first index comprising
companies with superior sustainability performance, including
economic, environmental and social aspects.

In 2004, ABB retained second place in its industry group — Advanced
Industrial Equipment — and was cited as one of the sustainability
leaders in its industry, being rated best company on a global basis
within its group for environmental and social performance.

ABB scored above the industry average in the economic dimension.
it was cited as having very strong management capabilities in the
environmental dimension compared to the industry average, and
scored particularty well in eco-efficiency performance and product
design for the environment.

In the social dmension, ABB's reporting on social issues was cited
as being superior to most of its competitors. Its standards for
suppliers and measures for occupational health and safety were
particularty mentioned.

FTSE4Good
The FTSE4Good indices were launched in July 2001 to highlight the
best performers in corporate social responsibility.

in 2004, ABB featured again in both the FTSE4Good Europe Index
and in the FTSE4Good Global Index.

Business in the Environment (BiE)

Business in the Environment (BIE) is the business-led campaign for
corporate environmental responsibility, which launched the annual
index of Corporate Ervironmental Engagement in 1986 to assess
companies’ environmental performance.

In the latest ranking for 2003, covering 176 companies, ABB is ranked
top of its sector Engineering and Machinery and top of the General
Industrial group with a score of more than 85 percent, which places
ABB in the Premier League of the index.

Sarasin Bank

Bank Sarasin, based in Basdl, Switzerland, assesses selected
companies’ environmental and social performance as a basis for its
socially responsible investment funds and services.

In the latest assessment in 2004, ABB again scores above the
industry average in every aspect of environmental performance.

On the social side it scores well in some categories, especially supplier
relations and community activities, but is penalized for workforce
reductions, anti-trust investigations and participation in controversial
power plant projects.
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SiRi Company
SiRi Company is a soclally responsible investment research
organization based in Europe, North America and Australia.

In SiRi's latest corporate sustainability rating assessment, published
in January 2005, ABB scored 81.2 out of 100. ABB's rating was the
highest inrits industry, where the average score was 55.7.

Swedish Environment Fund
In their list of rated companies for 2004, ABB is ranked among the

most sustainable corporations quoted on the Swedish stock exchange.

The list is a venture between Banco Funds, which administers the
Swedish Environment Fund and The Natural Step Foundation.

Innovest

Innovest Strategic Value Advisors, headquartered in New York,
has renewed its environmental statement for ABB's 2004
Sustainebility review as follows:

“Innovest maintains a high rating and sector ranking for ABB.

With the concerns over asbestos liabilities and other financial issues
now close to resolution, the company’s continued strategic and
comprehensive approach to sustainability factors even under difficult
financial conditions marks it as a leader. This approach will continue
to provide it with a competitive edge.”
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3.13 Principal memberships
Listed below are some of ABB's principal associations and initiatives
at corporate level involving sustainability.

Business for Social Responsibility (BSR), U.S.

ABB is a member of Business for Social Responsibility (BSR), a
U.S.-based global organization that helps member companies achieve
success in ways that respect ethical values, people, communities and
the environment. BSR provides tools, training and advisory services

to meke corporate social responsibility an integral part of business
operations and strategies. BSR, a non-profit organization, promotes
cross-sector collaboration and contributes to global efforts to advance
the field of corporate social responsibifity. Web site: www.bsr.org

Business Leaders Initiative on Human Rights (BLIHR), U.K.

ABB is one of the founding members of this initiative, launched in

May 2003, which now comprises ten international companies.

BLHIR is a three-year program to help lead and develop the corporate
response to human rights. BUHR believes in an evidence-based
approach based on the application and testing of human rights across
a number of business sectors and geographic locations. The honorary
chair of BLIHR is Mary Robinson ~ former UN High Commissioner

for Human Rights and former president of Ireland. BUHR's second
annual report ~ issued in December 2004 - describes the collective
and sector-specific work of each of the member companies during
the year. Web site: www.blibr.org

Centre for Environmental Assessment of Product and Material
(CPM), Chalmers University of Technology, Gothenburg, Sweden
CPM is a national competence center dedicated to sustainable
product development. it is jointly funded by industry, VINNOVA (the
Swedish Agency for Innovation Systems), and Chalmers. ABB s a
board member. Web site: www.cpm.chalmers.se

CSR Europe, Belgium

Corporate Social Respensibility Europe, founded in 1997 by its current
patron Etienne Davignon and now comprising 65 member companies,
is a non-profit organization which seeks to help companies achieve
proftability, sustainable growth and human progress by placing
corporate social responsibility in the mainstream of business practice.
The head of ABB's sustainability affairs organization is'vice chairman
of the board of directors. Web site: www.csreurope.org

Global Village Energy Partnership (GVEP), U.S.

The partnership was formally launched at the United Nations World
Summit on Sustainable Development in Johannesburg in 2002.

The World Bank and the United Nations Development Programme

are important drivers of the initiative. The irtention is to build a coalition
to help bring energy to up to two billion people who currently lack
access to electricity. GVEP addresses both urban and rural
communities and focuses on action plans, knowledge exchange,
capacity development, financing facilitation and results monitoring.
ABB is a registered partner in GVEP. Web site: www.gvep.org
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Global Reporting Initiative, Netherlands

ABRB is an organizational stakeholder for the GRI - a multi-stakeholder
process which started in 1997 and became an independent institution
in 2002. The initiative has the active support and engagement of
representatives from business, non-profit advocacy groups,
accounting bodies, investor organizations, trade unions and others.
These constituencies have worked togsther to build a consensus

on a set of sustainability reporting guidelines with the aim of achieving
worldwide acceptance. The head of ABB's sustainability affairs
organization participated in an expert group, which was set up in 2004
to develop a new protocol for the next edition of the GRI guidelines.
Web site: www.globalreporting.org

Intemational Institute for Management Development (IMD),
Switzerland

IMD, based in Lausanne, Switzerland, is one of the world’s leading
business schools with over 50 years of experience in developing the
leadership capabilities of international business executives. ABB is a
corporate sponsor and active participant in IMD's research program
on sustainability in business. Web site; www.imd.ch

International Organization for Standardization (ISO), Switzerland
The ISO is responsible for standardization in all fields except electrical
and electronic engineering. ABB's corporate staff for sustainability
affairs is @ member of Technical Committee 207. Web site: www.isc.ch

oikos International, Switzerland

oikos is an international student organization for sustainable
economics and management, founded in 1987 at the University of
St. Gallen, Switzerland, and now present in some 20 universities in
16 countries. The head of ABB's sustainability affairs organization
is a member of the oikos Advisory Board.

Web site: www.cikosinternational.org

Pew Center on Global Climate Change, U.S.

ABB is one of nearly 40 companies on the Business Environmental
Leadership Council. The Pew Charitable Trust established the
organization in 1998 to bring together “ingenuity and experience

of all sectors of our society - private, public, and non-governmental
organizations” to work together to protect the climate while sustaining
economic growth. Web site: www.pewclimats.org

Transparency International, Germany

The global non-governmental organization, founded in 1993,

is dedicated to fighting corruption. ABB is a group contributor and
doner and was cne of ten international companies to sign a set

of “Business Principles for Countering Bribery in the Engineering

and Construction Industry” at the World Economic Forum’s annual
meeting in 2004 in Davos, Switzerdand. The principles were developed
by a muitinational task force of engineering and construction
companies, including ABB, working with the World Economic Forum,
the Basel Institute on Governance, and Transparency International.
Web site: www.transparency.org

United Nations Global Compact, U.S.

ABB was one of the 50 companies that supported the inaugural launch
of the Global Compact in New York in July 2000. The Compact is

a platform for encouraging and promoting good corporate practices
and leaming experiences in the areas of human rights, labor, the
envircnment and arti-corruption. Web site: www.unglobalcompact.org

World Business Council for Sustainable Development,
Switzerland

Established in January 1895, the WBCSD (of which ABB is a member)
is a coalition of 170 international companies drawn from more than

35 countries and 20 major industrial sectors, and united by a shared
commitment to sustainable development via the three pillars of
economic growth, ecclogical balance and social progress.

Web site: www.whbesd.ch

World Energy Council, U.K.

A non-governmental energy-policy forum founded in 1923.

its objective is to promote the sustainable supply and use of energy
for the greatest benefit of all people. ABB is active in several WEC
national member committees. Web site: www.worldenergy.org

World Wide Fund for Nature (WWF), Switzerand

One of the world's largest and most effective organizations devoted
to the conservation of the environment, operating in around 100
countries and supported by nearly five million people. ABB is currently
working on two projects with WWF: on energy efficiency, and Access
to Electricity in Tanzania. Web site: www.wwi.org
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Position statements

ABB's position on climate change and global warming

The United Nations Intergovernmental Panel on Climate Change
believes man-made emissions of greenhouse gases — mainly carbon
dioxide (CO,) - are influencing global climate. Through the Kyoto
Protocol, most industrialized countries have agreed to cut their
greenhouse gas emissions.

ABB shares the U.N.'s concern about global warming and is
committed to the pursuit of emission reductions. We regard the Kyoto
Protocol, and other national and intemational efforts, as important
initial steps in lowering greenhouse gas emissions and stabilizing
global temperatures.

ABB has initiated a global project with the World Energy Council
(WEC) to reduce greenhouse gas emissions by one bilion tons
annually by 2005. Progress is publicly reported in a database on the
WEC Web site. Today, the one billion ton target has been reached and
the database contains more than 1,300 projects in 124 countries.

In 1999, we set a target to reduce ABB's own greenhouse gas emissions
by 1 percent per year over the next five years. We accomplished this
through a large number of improvement projects throughout ABB.
The executive committes also approved the first step towards ABB
becoming a CO,-neutral organization. it sanctioned the investigation
of current and upcoming international instruments that would help
ABB to compensate for its CO, emissions.

ABB's greatest contribution to the reduction of greenhouse gas
emissions is through the high environmental performance of its
products over their complete life cycles. Using life cycle assessments,
ABB delivers products and systems that require less material, have
higher efficiencies and consume less energy, which means fewer
greenhouse gas emissions — particularly over long operating lifetimes.

Applying ABB's advanced industrial information technology for
the control of integrated systems, electrical power grids, industrial
processes and buildings can reduce emissions even further,

ABB's position on sulfur hexafiuoride {SFs)

Sutfur hexafluoride (SFe) is @ man-made gas. ft is used in electrical
equipment and also in such applications as semiconductor
manufacture and cover gas in magnesium foundries. It is one of the
most potent greenhouse gases listed in the Kyoto Protocol.

Compared with emissions of carbon dioxide (the main greenhouse
gas), the ameurt of SFs that escapes to the atmosphere is minute.
Even though SF; has a global warming potential some 23,800 times
greater than carbon dioxide, SFs probably accounts for about 0.1
percent of man's contribution to the greenhouse effect.

Like many cther manufacturers, ABB uses SFs to make safe, reliable
and compact high-voltage electrical equioment. The gas has excellent
insulating and arc-quenching properties, which permit much more
compact equipment designs than would otherwise be possible.

Land use, energy consumption; losses and waste are all considerably
reduced, while the potential for recycling is increased.

Life cycle assessments indicate that with proper precautions, these
advantages outweigh the environmental impact of leakages of SFs
to the atmosphere.

In normal use, ABB products emit hardly any SFs. The gas is contained

either in closed systems that require gas handling only once in a
lifetime of 40 years, or in sealed systems that require no gas handling
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for at least 30 years. Our current closed systems guarantee maximum
leakage rates between 0.5 and 1 percent per year, which are in
accordance with the latest standards. Cur sealed system products
guarantee leakage rates below 0.1 percent per year. Field experience
shows that actual emissions are considerably less.

SF¢ requires controlled handiing. Accidental releases of SFg due

to mishaps during manufacturing, installation, maintenance and
decommissioning are a greater concern than leaks. To minimize them,
ABB uses strict tracing and inventory systems and efficient handiing
procedures in line with the recommendations of environmental agencies.

To this end, ABB plays a leading role in the international organizations
responsible for developing guidefines for reuse, recycling and handling
of SFs, including IEC, CIGRE, CAPIEL and NEMA.

ABB also takes back old products for dismantiing and recycling under
controlled conditions.

Although the international scientific community began searches
decades ago, no equivalent substitute gas for SF¢ has been found
which is more favorable to the environment.

ABB has ongoing research programs into alternatives to SFs, and we
make SFe-free products available whenever feasible.

ABB’s position on WEEE and ROHS

The European Union has issued directives on Waste Electrical and
Electronic Equipment (WEEE), and the Restriction of Hazardous
Substances (ROHS).

The WEEE directive sets criteria for collection, treatment, recycling and
recovery of waste electrical and electronic equipment. The directive
makes producers responsible for financing most of these activities

so that customers can return old electrical and electronic equipment
without charge.

The ROHS directive controls recycling of waste electrical and
electronic equipment by restricting the hazardous substances used
in their manufacture, such as lead, mercury, cadmium, hexavalent
chromium, and flame-retardants used in plastics: poly-brominated
biphenyls (PBBs), and poly-brominated diphenyl ethers (PBDES).

ABB has studied the scope of the WEEE directive to check the extent
to which our products may be affected. Since ABB's activities are
mostly business-to-business, our front-line responsibility may not be
significant. However, we are cumently completing an inventory of any
ABB electrical and electronic components which come under

this directive.

ABB is working to replace or phase out by internationally agreed
deadlines the hazardous substances mentioned in the ROHS
directive. These substances are all included in ABB's internal list
of restricted maternials.

ABB's research and development departments take into account the
ROHS and WEEE directives and all relevant legislation and guidefines
when designing new products, to facllitate their dismantiing, recovery
and recycling.
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Sustainability on the Web
www.abb.com/sustainability

A living, interactive document

If you want to know more about our activities, news and achievements,
visit our sustainability Web site: www.abb.comy/sustainability You can also
download copies of our sustainabifity reports, reviews and summaries,
and environmental product declarations.

You can also find more details about ABB's involvement in sustainability
intiatives and associations.

Contact us

Sustainability thrives on the exchange of information and ideas betwesn
different stakeholder groups. ABB has activities in around 100 countries
and we would very much like to hear your views on our sustainability
objectives, activities and performance, as described in this review.

We value new ideas, and welcome the opportunity to hear and address
YOUr Concerns.

You can contact us at www.abb.comvsustainablity or at
sustainability.abbzh@ch.abb.com

We lock forward to hearing from you.

Glossary

ABB maintains a comprehensive glossary of terms relating to the
environmental and social dimensions of its sustainabifity reporting,
which can be found on the sustainability section of the ABB Web site

www.abb.com/sustainability
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SUMMARY PLAN DESCRIPTION
FOR THE
TOWER AUTOMOTIVE
SUPPLEMENTAL RETIREMENT PLAN

YOUR RETIREMENT PLAN

We maintain the Tower Automotive Supplemental Retirement Plan to provide a
means of deferring compensation for certain colleagues who are restricted in their
contributions to the Tower Automotive Retirement Plan (“TARP”). We will refer to the
Tower Automotive Supplemental Retirement Plan as the “Plan” throughout this
summary. The terms “we” and the “Company” refer to R. J. Tower Corporation and its
subsidiaries.

How the Plan Works

The Plan allows you to contribute part of your compensation to the trust fund
through a “retirement savings agreement” with us. The amount you contribute will not
be counted in your taxable income and will not be reported on your W-2 form (except for
social security purposes).

We will contribute to the Plan on a “matching” basis and a “deferred profit
sharing” basis. The Plan allows Company contributions on a “discretionary” basis. Our
matching contributions on deferrals from your base salary will be determined by the
matching formula for TARP. We may also match contributions on amounts deferred
from incentive compensation. We will determine deferred profit sharing contributions on
a year-by-year basis and these will be credited to the accounts of colleagues on the basis
of compensation. Finally, we may make discretionary contributions from time to time for
specific participants.

The terms and conditions of the Plan are contained in a written document. The
plan document specifies the eligibility requirements for participating in the Plan and
receiving benefits. This is a summary of the Plan. We are responsible for administering
the Plan in accordance with the plan document.




Trust Fund

A separate trust document governs the operations of the “trust fund.” We have
appointed a “trustee” to administer the trust fund. The trustee invests the trust assets for
your benefit. Your benefits under the Plan will depend upon our contributions, the
amounts you elect to contribute, investment performance, and the financial status of the
Company.

To avoid treatment as current taxable income to you, federal law requires that the
money in the trust fund remain subject to the claims of general creditors of the Company.
This means that if we are unable to pay our debts to creditors when due, those creditors
may seek to satisfy the debts from the trust fund. There 1s some risk therefore that the
amounts credited to your accounts will not be available to pay benefits if the Company
incurs significant financial problems.

Plan Year

Plan records are maintained on a calendar year basis. The “plan year” is the same
as the calendar year.

Summary Plan Description as Part of a Prospectus

This document constitutes part of a prospectus covering securities that have been
registered under the Securities Act of 1933.

HOW YOU BECOME A PARTICIPANT

FEligible Colleagues

Colleagues who are in the “600 Group” or whose base compensation exceeds
$100,000' are eligible to participate in this Plan after they complete the service
requirements. If, however, a colleague in either of these categories is working for us
through a contract with an employee leasing organization or a contract that does not

! The $100,000 threshold will be indexed for cost of living.




include participation, or is represented by a collective bargaining agent, the colleague is
not eligible to participate in the Plan.
Service Requirements

If you are eligible, you will become a participant in various portions of the Plan on
the next entry date after you complete the following service requirements:

° Retirement Savings, Matching, and Discretionary Contribution
Portions
60 days of employment

° Deferred Profit Sharing Portion

One (1) year of employment

Entry Dates
The entry date is the first day of the next month after you satisfy the applicable

service requirement.

Participation Upon Reemployment

If you were a participant in the Plan when your employment terminated and you
are rehired in an eligible classification, you will become a participant on your
reemployment date. If you were not a participant in the Plan when your employment
terminated, you will become a participant if you are rehired in an eligible classification
and after you satisfy the service requirements based on your total service with us.

HOW YOUR RETIREMENT BENEFITS ARE DETERMINED

Your Retirement Savings Contributions

You may contribute to the Plan by completing a “retirement savings
agreement.” You must make the maximum retirement savings contributions under




TARP before amounts will be credited under this Plan. You may elect different
contribution levels from your salary and incentive compensation. You may contribute
the following percentages for each source of your compensation:

o 1% to 100% of your base salary minus the amount of your contribution
to TARP and required deductions for taxes and FICA. Your
contributions to TARP are based on your compensation up to a certain
limit. Incentive compensation is not included in compensation for
TARP. The limit is $200,000 for 2002 and then indexed for inflation
after 2002.

e If you are in the 600 Group, 1% to 100% of any EVA incentive
compensation. Contributions from EVA incentive compensation will be
credited in the year following the year in which the compensation is
earned. For example, if you elect to contribute 10% of your 2002 EVA
incentive compensation, the contribution will be credited in 2003, the
year in which it is paid.

e If you are in the 600 Group, 1% to 100% of any Performance Cash
incentive compensation.

You must complete an initial retirement savings agreement within 30 days after
you first become eligible if you wish to participate in the Plan for the remainder of the
plan year. If you file an agreement after the 30-day period, your initial agreement will
apply to the next plan year

Your retirement savings agreement will expire at the end of every plan year and
you must complete a new agreement before the beginning of the next plan year to
continue your participation. You may reduce your contribution level to zero at any time
during a plan year and resume participation the next plan year. If you change your
contribution level to TARP, your contribution level under this Plan will drop to zero for
the remainder of the plan year.

Your contributions will be credited to your “retirement savings” account. The

trustee will invest your account in a manner similar to your investment elections under
TARP.

EXAMPLE: Let’s assume that you are in the 600 Group, your
base salary i1s $150,000 and you earned incentive
compensation of $18,000 during the plan year. You agree to
contribute 5% of your base salary and 50% of your incentive
compensation to the Plan. If you have maximized your




contributions to TARP, your retirement savings contributions
credited to this Plan will be $16,500.

§150,000 x 5%
$18,000 x 50%

$7,500 credited during the plan year
$9,000 credited in the next plan year

i

Total contribution:  $16,500

Your contributions to this Plan will not begin until you have contributed the
maximum dollar amount under TARP. The maximum dollar amount under TARP is
$10,500 for 2001 and $11,000 for 2002, and the maximum amount will increase $1,000
per year thereafter to $15,000 in 2006. If you are 50 or older, you may make additional
contributions to TARP beginning in 2002.

Matching Contributions

We will “match” a certain percentage of your contributions from your base salary
to this Plan and to TARP. We will use the matching formula from TARP which currently
is 100% on the first 3% of base salary deferred and 50% on the fourth and fifth percents
of base salary deferred. This formula may change in the future. The matching
contributions on amounts deferred from your base salary will be credited to your
“retirement savings account” after the end of each month.

We will match amounts that are deferred from EVA incentive compensation on
the basis of the EVA matching formula for the year. These matching contributions are
credited to your “incentive matching account.” Amounts that are deferred from your
Long Term Incentive Performance Cash incentive compensation are not eligible for
matching contributions.

EXAMPLE: Let’s continue with our previous example and
assume that the Company adopts the TARP matching
contribution formula for any amount you defer from your
EVA income compensation. You contributed 5% of your
$150,000 base salary and 50% of your $18,000 EVA
incentive compensation to the Plan. Our matching
contributions on the deferrals from your base salary to TARP
and this Plan will be determined as follows:

Your share of matching on base salary deferrals

credited to TARP:
$150,000 x 3% x 100% = $4,500
$150,000 x 2% x50% = $1,500
$6,000




Your share of matching contributions on defer-
rals from your EVA incentive compensation

credited to this Plan:
$18,000 x 3% x 100% = $540
$18,000 x 2% x50% = $180

$720

In this example, our matching contributions on
deferrals from your base salary will be credited to your
account in TARP because your base salary is below the
TARP compensation limit, which is $200,000 for 2002. Our
matching contributions on deferrals from your incentive
compensation will be credited to your account in this Plan
because incentive compensation is not covered by TARP.

Company Contributions

We will decide the amount of our Company contributions on a year-by-year basis.
We may make “deferred profit sharing” contributions and “discretionary”
contributions. Discretionary contributions will be credited to the retirement savings
accounts of specific participants as determined by our Board of Directors. Deferred
profit sharing contributions will made and credited as follows:

° Eligibility Requirements

Once you become a participant, you will be eligible for a
deferred profit sharing contribution for each plan year in

which:

. Your compensation exceeds the dollar limit on
compensation for TARP purposes for the plan year;
and

. You were employed by us for at least six (6) months

during the plan year; or your employment terminated
during the plan year after you reached retirement age,
or because of your death or disability.




| Your Share of Deferred Profit Sharing Contributions

Our deferred profit sharing contribution for the year will be credited
to your “deferred profit sharing account” on the basis of your
compensation in excess of the dollar limit on compensation for TARP. The
limit is $200,000 for 2002 and will be adjusted periodically for inflation.

EXAMPLE: Let’s assume we make a deferred profit sharing
contribution that is equal to 5% of your compensation in
excess of the TARP limit. You earned $150,000 for the 2002
plan year. Your excess compensation is the amount of any
incentive compensation you earn for the year since incentive
compensation is not used for TARP contribution purposes.
Your share of deferred profit sharing contributions to TARP
and this Plan will be $8,400, determined as follows:

5% x $150,000 = $7,500 (Your share credited to TARP)

5% x $18,000 =$ 900 (Your share credited to this Plan
based on your EVA incentive compensation)

Total = $8,4000

e
YOUR ACCOUNTS AND VESTING

Your Accounts
You will have the following accounts under the Plan:
J Retirement Savings Account
This account 1s credited with your retirement savings contributions,

our matching contributions on deferrals from your base salary, and our
discretionary contributions, plus investment earnings or losses.




. Deferred Profit Sharing Account

This account is credited with our deferred profit sharing
contributions, plus investment earnings or losses.

o Incentive Matching Account
This account is credited with our matching contributions on your

deferrals from your EVA incentive compensation, plus investment earnings
or losses.

Vesting in Your Accounts

. Retirement Savings Accounts

You are 100% vested in your retirement savings at all times.
. Deferred Profit Sharing and Incentive Matching Accounts

The money credited to your deferred profit sharing and incentive
matching accounts belongs to you only to the extent that you are “vested”

in the account. The portion of your accounts in which you are not vested
may be forfeited if your employment terminates.

How You Become Vested

J Deferred Profit Sharing Account

You become vested in your deferred profit sharing account as you accumulate
years of “service” with us. You will become 100% vested in this account after you
complete three (3) years of service in accordance with the following schedule:

YEARS OF SERVICE VESTED PERCENTAGE
Less than 3 years 0%
3 or more years 100%




o Incentive Matching Account

You become vested in your incentive matching sharing account on a “class year”
basis. You will become 100% vested in the amount credited to this account for a plan
year if you complete three (3) years of service after the plan year.

EXAMPLE: Let’s assume that your incentive matching account is credited
with $500 in Company matching contributions for the 2001 plan year,
$1,000 for the 2002 plan year, and $600 for the 2003 plan year. You will
become vested in those amounts as follows:

COMPANY MATCHING
YEAR CREDITED CONTRIBUTION AMOUNT  BECOMES VESTED
2001 $ 500 12/31/2004
2002 $1,000 12/31/2005
2003 § 600 12/31/2006

How You Accumulate Years of Service
You will be credited with a year of service for each full year of employment
during your “period of employment.” A period of employment begins on your date of
hire and ends on the earlier of the following:
. the date on which you quit, are discharged, die or retire; or
. the first anniversary of the date on which you have been
absent from employment (with or without pay) for any reason
other than
. a leave of absence authorized in writing by the Company; or

° service in the Armed Forces of the United States.

If you have more than one period of employment, the years of employment from
each period of employment will be combined.

EXAMPLE I. Let’s assume that your period of employment is
September 2, 1997 through December 5, 2000, the day you quit. You will
be credited with years of service as follows:




PERIOD OF EMPLOYMENT YEARS OF SERVICE

September 2, 2001 - September 1, 2002 | 1 year
September 2, 2002 - September 1, 2003 | 1 year
September 2, 2003 - September 1, 2004 | 1 year

September 2, 2004 - December 5, 2004 | No service will be credited
since you incurred an
immediate severance of
service by quitting.

TOTAL SERVICE: 3 years

If you take an authorized leave of absence for military service and return to
employment during the period in which your reemployment rights are protected by federal
law, you will be credited with service for each week of the leave of absence.

Automatic Vesting

If your employment terminates after you reach retirement age, or because of death
or disability, you will be 100% vested regardless of your years of service.

“Retirement age” under the Plan is: Age 65,
Age 55 and 10 years of service, or
Any age and 30 years of service.

You will be considered “disabled” if you have a physical or mental condition that
permanently prevents you from satisfactorily performing your usual duties for us or the
duties of any other position we offer you. You will not, however, be considered disabled
for purposes of this Plan if your condition resulted from alcohol, drug, or other controlled
substance abuse, or from a felonious activity.

Change in Control

If there is a “change in control” of the Company as defined in the Plan, you will
become 100% vested in all your accounts and upon termination of employment will be
entitled to all the amounts credited to your accounts under the Plan

10




HOW YOUR ACCOUNTS ARE INVESTED

The trust fund will be invested as directed by the Company. The trustee will credit
your share of contributions and fund income to your account. The “income” of the trust is
equal to the earnings or losses from investments minus the expenses of administering the
trust. The income will be allocated in proportion to account balances at the beginning of
each accounting period minus any withdrawals during the period.

EXAMPLE: Let’s assume that your account balances at the
beginning of the year are $10,000 and the income on the trust
fund during the year is equal to 9% of the fund. At the end of
the year, your account will be credited with income of $900.

We will provide you with a statement of your accounts at least once a year
showing your opening and closing balances, the income and contributions credited to
your accounts during the year, and withdrawals during the year.

Company Stock

One of the investments that we may choose is Company stock. We may direct the
trustee to buy and sell Company stock on the open market or to maintain a phantom stock
account. Company stock will be valued at the current market value. If Company stock is
purchased, the trustee will exercise the voting rights.

Our latest annual report and all other reports filed pursuant to Section 13(a) or
15(d) of the Securities Exchange Act of 1934 (the “Exchange Act”) since the end of the
fiscal year covered by the latest annual report, all of the documents subsequently filed by
the Company pursuant to Sections 13(c) and (d), 14, and 15(d) of the Exchange Act, the
latest annual report for the Plan, and the description of the common stock of the
Company filed under the Exchange Act, including any amendment or report filed for the
purpose of updating the description, are incorporated in this summary by reference. We
will, upon request and without charge, furnish you with copies of any or all of these
documents, other than exhibits to the documents. You should address requests for
documents to the plan administrator at the address listed in the General Information
section at the end of the summary. Our annual reports, proxy statements, and other
communications that are distributed to our common stock shareholders will be furnished
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to all participants in the Plan at the time the information is delivered to other
shareholders.

There are some restrictions on investments in the Company stock by our directors
and certain corporate officers. These restrictions are imposed by the Securities Act of
1933 which provides that our officers and directors may not sell their interest in the
Company Stock Fund unless they comply with the registration requirements of the
Securities Act of 1933 or an exemption from those registration requirements.

HOW YOUR BENEFITS ARE PAID

Retirement or Disability Benefits

If your employment terminates after your reach retirement age or because of
disability, your benefit will be the total amount in your accounts after crediting your
accounts with your share of contributions and income. This amount will be different for
each person because of differences in compensation, length of service, amounts
contributed under retirement savings agreements, and investment earnings or losses.

If you file an application for benefits at least 15 months before your employment
terminates, you may elect to have your benefit paid to you in one of the following
optional forms:

. One lump sum payment, or
. Annual installments over a period not longer than 10 years.
If you do not file an application for benefits on a timely basis, the Company will

determine the form of payment for you. Benefit payments will begin in January of the
year following the year in which you become eligible for payment.

Death Benefit

Your death benefit will be the total amount in your accounts after crediting your
share of contributions and income. The death benefit is paid to your “beneficiary” in the
same manner as a retirement benefit, except that payments cannot be paid over a period
longer than five (5) years.




You may designate the beneficiary of your choice by completing the beneficiary
designation form we make available. If you do not designate a beneficiary or your
beneficiary dies before you, the death benefit will be paid to your spouse, if surviving,
and if not to your estate.

A beneficiary designation becomes effective when it is filed with us and each
beneficiary designation form you file with us supersedes all previous forms. You should
review your beneficiary designation periodically and file a new form with us whenever
your marital status or other circumstances change.

Termination Benefit
. Your “Vested” Portion

If your employment terminates before you reach retirement age for
any reason other than disability or death, you will be entitled to the
“vested” portion of your deferred profit sharing and incentive matching
accounts and the full amount of your retirement savings account.

) Forfeiture - Your “Non-vested” Portion

The balance or “non-vested” portion of your deferred profit sharing
and incentive match accounts will be forfeited as of the date your
employment terminates. If you are rehired by the Company, you will not
have any rights with respect to the amounts forfeited

. Payment of Your Vested Portion

The vested portion of your accounts will be paid to you in a single
lump sum payment in January of the year following the plan year in which
your employment terminated.

EXAMPLE: Let’s assume your employment terminates in
2010 after you had earned eight (8) years of service. You will
be 100% vested in your deferred profit sharing account and
100% vested in the amounts credited to your incentive
matching account in plan years 2002 through 2006. These
vested amounts will be paid to you in January 2011 in a
single lump sum payment. Amounts credited to your
incentive matching account after 2006 will be forfeited.
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Hardship Withdrawals

You may withdraw part of your retirement savings contributions if the withdrawal
is reasonably necessary to enable you to meet an immediate and heavy financial hardship.
The amount of the withdrawal cannot exceed the amount required to solve the problem
causing the hardship.

Payments Pursuant to Orders by Divorce Courts

Payments are also permitted when ordered by a divorce court in a “qualified
domestic relations order.” A divorce court may order the Plan to pay amounts from
your account to your spouse, former spouse, child, or other dependent. These orders may
require the Plan to pay from your accounts at any time after we have determined that the
order is qualified. :

If we receive a domestic relations order involving your account in the Plan, we
will notify you of the receipt of the order and give you an opportunity to comment on the
contents and validity of the order. We will then determine whether the order satisfies the
requirements for a qualified domestic relations order and notify you accordingly. If the
order qualifies, we will comply with the terms of the order.

HOW YOU APPLY FOR BENEFITS

You should apply for your Plan benefits when your employment terminates. You
may obtain application forms from the human resources department. We will review
your application and advise you of the amount of your benefits and the optional methods
of payment. If you are not eligible for a benefit, we will give you a written explanation
of why you are ineligible, whether you can become eligible by supplying some additional
materials, and your right to appeal the decision.

The procedure for filing an appeal is:

o You may review any documents that are pertinent to your
appeal;
J You must file a written notice of appeal with us within 90

days after you receive a notice of denial;
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o You must file in writing all the materials and arguments that
you wish to have considered in the appeal not later than 30
days after you file your notice of appeal;

J Unless there are special circumstances requiring more time,
we will review your appeal and advise you in writing of our
decision within 60 days after receipt of your notice of appeal.
If an extension is necessary, we will notify you before the end
of the initial 60 day appeal period. The extension will be for
60 days or less.

. Our decision on your appeal will be delivered to you in
writing. The decision will be written in a manner that you
can understand and will refer you to the provisions in the Plan
upon which we based our decision.

HOW PAYMENTS FROM THE PLAN ARE TAXED

The amounts contributed to the Plan on your behalf are not included in your
income for tax purposes until you receive payments from the Plan. The taxation of your
Plan benefits is deferred until you actually receive the money from the Plan.

The rules on the taxation of payments from this Plan are complex. You should
contact your tax adviser to discuss the tax consequences.

YOUR RIGHTS AS A PARTICIPANT

Your Rights

As a participant in the Plan, you are entitled to certain rights, including the right
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. Examine, without charge, at our office, all Plan documents
and copies of all documents and reports concerning the Plan
that have been filed with the U.S. Government.

. Obtain copies of all Plan documents and reports for a
reasonable charge, upon written request to us.

. Obtain an annual statement of the total amount credited to
your account in the Plan and your vested benefit, if any, or
the earliest date on which your benefits will become vested.

Limitations

The Plan is only a retirement plan. It does not constitute a contract of employment
between you and us, and does not give you any right to continued employment with us.
If your employment with us terminates for any reason, you will be entitled to the benefits
you have earned under the Plan in accordance with these terms and conditions. The
provisions of the Plan as described in this summary will apply only to persons who are
employed by us on or after August 1, 2001.

The Plan may be amended at any time and from time to time. An amendment
cannot reduce the benefits that you have earned to the date of the amendment. An
amendment will ordinarily be effective on the first day of the plan year in which it is
adopted. If the amendment significantly changes the provisions of the Plan outlined in
this summary plan description, a new summary plan description or supplement will be
furnished to participants and beneficiaries.

Plan Administration - Responsibility

The Company as “plan administrator,” the trustees, and other persons
responsible for the administration of the Plan and trust must act solely in the interests of
the Plan participants. Everyone’s duties under the Plan must be carried out in a sound
and prudent manner. You may not be penalized for exercising your rights under the Plan
or the law.

Federal Law Protection
Your rights under the Plan are protected by federal law. If your rights are violated

or benefits improperly denied, you have the right to file suit in state or federal courts and
you may obtain assistance from the U.S. Department of Labor.
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If you have any question about the Plan or your rights with respect to the Plan, you
should contact us or the nearest office of the U.S. Labor Management Service
Administration, Department of Labor.

Protection From Creditors

Your interest in this Plan is subject to the “spendthrift” provisions of the Plan.
The spendthrift provisions protect your interest from garnishment or seizure by your
creditors. These provisions also prevent you from assigning or pledging your interest in
the Plan as security for a loan or other obligation. These spendthrift provisions do not
apply to assignments made in a qualified domestic relations order that is entered by a
divorce court. The provisions also do mot protect your interest from attachment or
seizure by the Company’s general creditors if the Company is unable to pay those
creditors from other Company assets. As a result, there is no guarantee that the funds
will be available to pay your benefits at the time payment is due.

]
WHAT HAPPENS IF THE PLAN IS TERMINATED

We intend to continue this Plan on a permanent basis, but we reserve the right to
terminate the Plan. If the Plan is terminated, you will be 100% vested in your account
balance. The trust fund will be continued for your benefit and will not be returned to us.
The Plan is not eligible for termination insurance coverage through the Pension Benefit
Guaranty Corporation (PBGC). This insurance is only available for qualified defined
benefit pension plans.




GENERAL INFORMATION

Plan Sponsor and Administrator:

Phone:
Name of Plan:

Type of Plan:

Plan Effective Date:
Plan Year:
Employer ID Number:

Agent for Service of Process:

592634.1- 5/9/05

R.J. Tower Corporation

c/o Tower Automotive, Inc.

5211 Cascade Road SE Suite 300
Grand Rapids, Michigan 49546

(616) 802-1600
Tower Automotive Retirement Plan

This is an unfunded and non-qualified
retirement benefit plan. This means
that it does not satisfy the qualified
plan requirements of the Internal
Revenue Code.

January 1, 2001

January 1 through December 31
38-1521832

Chief Financial Officer

R. J. Tower Corporation

5211 Cascade Road SE Suite 300
Grand Rapids, Michigan 49546




