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In every respect, 2008 was a year of extremes.
From record sales and earnings during the first
half of the year to a weak close, with losses in
the fourth quarter.

During the year, the Volvo Group showed a
number of products with the fourth generation
of hybrid drivelines.

After strong growth during the first half of the
year, demand weakened sharply for most of the
Group's business areas during the second half.

This report contains 'forward-looking statements’. Such statements reflect management's current
expectations with respect to certain future events and potential financial performance. Although
the Company believes that the expectations reflected in such forward looking statements are
reasonable, no assurance can be given that such expectations will prove correct. Such statements
are subject to risk and uncertainties and such future events and financial performance could differ
materially from those set out in the forward looking statements as a result of, among other factors,
(i) changes in economic, market and competitive conditions, (i) success of business and operating
initiatives, (iii) changes in the regulatory environment and other government actions, (iv) fluctu-
ations in exchange rates and (v) business risk management.

This report does not imply that the company has undertaken to revise these forward-looking
statements, beyond what is required under the company’s registration contract with OMX Nordic
Echange Stockholm if and when circumstances arise that will lead to changes compared to the
date when these statements were provided.

The Volvo Group'’s formal financial reports are presented on pages 24-63 and 74-141 in the
printed version and has been audited by the company’s auditors.



The Volvo Group

The Volvo Group is one of the leading suppliers of commer-
cial transport solutions providing products such as trucks,
buses, construction equipment, drive systems for marine
and industrial applications as well as aircraft engine com-
ponents. The Volvo Group also offers its customers finan-
cial services.

The Group has about 100,000 employees, production
facilities in 19 countries, and sales activities in some 180

countries.

Strategy

The Volvo Group's strategy is based on customers’ requirements
and focused on profitable growth, product renewal and internal
efficiency. 210
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Organization

The Volvo Group is organized in product-related business areas and
supporting business units. This organization permits companies to
work closely with their customers and efficiently utilize Group-wide
resources. (6]

Share of Group's net sales Share of Group'’s operating income
Trucks N 67% 77%
Buses 6% 0%
Construction Equipment 18% 11%
Volvo Penta 4% 6%
Volvo Aero 2% 2%
Financial Services 3% 9%
Other

(5%)
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Share of Group’s net sales

Europe 52%

North America  16%

South America 7%

Asia 18%
Other 7%
Customers

Volvo Group customers are active in
more than 180 countries worldwide,
mainly in Europe, Asia and North
America. Group sales of products
and services are conducted through
both wholly owned and independent
dealers. The global service network
handles customer demand for spare
parts @nd other services. Read more
about the Volvo Group's products
and services on page 12.9[12]

Employees

The majority of the Group’s employ-
ees work in Sweden, France, Japan,
the US, China, Brazil and South
Korea. = (36




The Volvo Group 2008

After a first half of the year with record growth and record profit, the second half of the year was

considerably weaker.

Net sales rose by 6% to SEK 303,667 M (285,405).

Operating income amounted to SEK 15,851 M (22,231).

Profit for the year amounted to SEK 10,016 M (15,028) and return on equity was 12.1% (18.1).

Creation of joint-venture in India with Eicher Motors.

Broad show-casing of hybrids in trucks, buses and wheel loaders.

Earnings per share amounted to SEK 4.90 (7.37).

Proposed ordinary dividend of SEK 2.00 (5.50).

Key ratios 2007 2008
Net sales Volvo Group, SEK M 285,405 303,667
Operating income Volvo Group, SEK M 22,231 15,8561
Operating income Industrial operations, SEK M 20,683 14,454
Operating income Customer Finance, SEK M 1,649 1,397
Operating margin Volvo Group, % 7.8 5.2
Income after financial items, SEK M 21,6567 14,010
Income for the period, SEK M 15,028 10,016
Diluted earnings per share, SEK 7.37 4.90
Dividend per share, SEK 5.50 2.00
Return on shareholders’ equity, % 18.1 12.1

1 According to the Board's proposal.

Net sales, SEK bn Operating income, SEK bn

211 241 259 285 304 147 182 204 222
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Vision, mission and values

Our vision

The Volvo Group’s vision is to be valued as the world’s leading supplier of

commercial transport solutions.

Our mission

By creating value for our customers, we create value for our shareholders.

We use our expertise to create transport-related products and services of

superior quality, safety and environmental care for demanding customers in

selected segments.

We work with energy, passion and respect for the individual.

Our values

The Volvo Group views its corporate culture as a unique asset, since it is difficult

for competitors to copy. By applying and strengthening the expertise and cul-

ture we have built up over the years, we can achieve our vision.

Quality, safety and environmental care are the values that form the Volvo

Group's common base and are important components of our corporate

culture. The values have a long tradition and permeate our organization,

our products and our way of working. Our goal is to maintain a leading

position in these areas.

Quality

Safety

Environmental care

Quality is an expression of our goal to offer reliable
products and services. In all aspects of our oper-
ations, from product development and production, to
delivery and customer support, the focus shall be on
customers’ needs and expectations. Our goal is to
meet or exceed their expectations. With a customer
focus based on everyone's commitment and partici-
pation, combined with a process culture, our aim is
to be number one in customer satisfaction. This is
based on a culture in which all employees are
responsive and aware of what must be accom-
plished to be the best business partner.

2 A global group 2008

Safety is concerned with how our products are used
in society. We have had a leading position in issues
regarding safety for a long time; our goal is to main-
tain this position. A focus on safety is an integral part
of our product development work. Our employees are
highly aware of safety issues, and the knowledge
gained from our internal crash investigations is
applied in product development. Our goal is to
reduce the risk of accidents and mitigate the conse-
quences of any accidents that may occur, as well
as to improve safety and the work environment for
the drivers of our vehicles and equipment.

We believe that it is self-evident that our products
and our operations shall have the lowest possible
adverse impact on the environment. We are working
to further improve energy efficiency and to reduce
emissions in all aspects of our business, with particu-
lar focus on the use of our products. Our goal is
that the Volvo Group shall be ranked as a leader in
environmental care. To achieve this goal, we strive
for a holistic view, continuous improvement, tech-
nical development and efficient resource utilization.



CEO comment

In every respect, 2008 was a year of extremes. From record sales

and earnings during the first half of the year to a weak close, with

losses in the fourth quarter. From 12-month delivery times for

trucks and problems with bottlenecks in production to weak order

bookings, a large number of cancellations and shutdown days in

our plants during the latter part of the year.

ue to the sharp slow-
down in the global
economy triggered

by the financial crisis

that started in the

summer of 2008, we

decided already dur-
ing the autumn to initiate the actions that are
required as a recession approaches. In a
declining economy, it is extremely important
to act quickly to reduce the Group's cost level
and ensure we do not build inventories, since
large inventories generally lead to pressure
on prices. In the present situation, it is also
highly important that we continue to reduce
our working capital and work hard to create a
cash flow that will improve our freedom of

action.

Sharp production cutbacks

During the second half of the year, we imple-
mented sharp production cutbacks to lower
inventories of new trucks and construction
equipment as part of efforts to maintain our
product prices, which represent one of the
most important factors in securing favorable
profitability in the future. We have been suc-
cessful in these efforts. During the fourth
quarter, inventories of new trucks declined

13% and of new construction equipment by

19%. During the beginning of 2009, we have
continued to work diligently and focused to
reduce inventories to the new, lower levels of
demand that prevail in most of our markets,
and for most of our products.

Our net debt remains low, corresponding to
40% of equity at year-end
2008, and excluding pro-
visions for future pensions
and healthcare costs that
fall due for payment in the
distant future the net debt
was 27% of equity. At
year-end we had liquid
assets in the form of cash and cash equiva-
lents totaling SEK 24 billion, in addition to SEK
27 billion in unutilized credit facilities.

We have initiated savings at all levels in all
operations and we are maintaining a high pace
in the implementation of decided actions.
Unfortunately, this has forced us to issue
notices of redundancy to a large number of
employees. These are necessary decisions for
the Volvo Group that, regrettably, affect many
employees and their families. The notices of
redundancy have been a direct consequence
of a credit market that does not work for our
customers, and more recently, reflects a rap-

idly declining global demand.

We have initiated sav-
ings at all levels in all
operations and we are

maintaining a high pace in the imple-

mentation of agreed measures.

A global group 2008 3




Lower earnings

Over the short term, rapid implementation of
production cutbacks has a negative impact on
operating income, due to a time-lag for adjust-
ment of the cost structure. This strongly
impacted earnings during the second half of
the year in general and the fourth quarter in
particular. We will also continue to feel the
effects during the first half of 2009.

Driven by the market'’s strong growth during
the first half of the year, sales increased 6%
during 2008 to SEK 304 billion. Operating
income declined nearly 30%, but we were still
able to report earnings of nearly SEK 16 bil-
lion. Underutilization in the production plants
and reduced deliveries during the second half
of 2008, combined with continued high costs
for raw materials and parts, had a negative

impact on earnings.

Investments in the future

We also continued our investments in future
products, as reflected by the fact that we
invested SEK 14 billion in research and devel-
opment, an increase by slightly more than SEK
3 billion compared with the preceding year.
Investments in R&D are planned to remain at a
relatively high level. We invest substantial
amounts of money in the development of
hybrids within trucks and buses as well as con-
struction equipment and new, competitive
trucks, buses and construction equipment with
new, cleaner engines that meet new emission
regulations that will become effective through-
out the world during the next few years.

We have also invested approximately SEK
10 billion in our factories in order to raise
capacity but above all to increase productivity
so that we can manufacture our products as
efficiently as possible when we have come

through the current recession.
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Difficult conditions in many markets

The truck market, which started the year at
record levels in most parts of the world outside
of North America and Japan, declined sharply
during the second half of the year in the
Group's main markets in Europe, North Amer-
ica and Japan. Toward year-end, it was obvious
that all of our truck markets had been impacted
by the decline. | have been pleased to note,
however, that we increased our market share
in nearly all markets during 2008.

Under present market conditions, it is diffi-
cult to forecast development in the truck mar-
ket during 2009. We do not expect any recov-
ery in demand during the first half of the year,
but with the approved and already imple-
mented internal actions that will gradually gen-
erate favorable effects during the first half of
2009, we are prepared to cope with the diffi-
cult conditions.

Construction Equipment was impacted the
most by the rapid decline in the global econ-
omy, and the business area reported a sub-
stantial loss during the fourth quarter. The loss
was attributed to sharply lower sales combined
with underutilization in our production plants
and significantly higher raw material costs.
The Construction Equipment business area is
now implementing measures that will gradually
adjust costs during the first half of 2009 to the
lower level of demand.

For Buses, the coach market was weak, but
the city bus market continued to show stable
development supported by growing interest in
environmentally adapted vehicles, with particular
emphasis on hybrids. In October, we received
our first order for city buses equipped with
hybrid drivelines.

For Volvo Penta, the market for marine
engines has declined sharply, while the market
for industrial engines remains relatively stable.
Volvo Penta has also implemented adjust-

ments in business operations and continues to

expand its industrial engine operations as part
of efforts to achieve better balance between
its segments.

Volvo Aero reached several important
engine agreements during the year that will
start to generate substantial long-term rev-
enues within the next few years. Sales and
profitability declined during 2008, however,
and Volvo Aero has already started to prepare
for lower demand due to the general decline in
air travel throughout the world.

As expected, write-offs and credit provi-
sions for doubtful receivables in the customer
financing portfolio of Volvo Financial Services
(VFS) increased in parallel with the weakening
economy, but they remain, nevertheless, at
relatively low levels. For full-year 2008, VFS
generated a 12.6% return on equity.

The Group has worked during recent years
to expand its aftermarket business consisting
of spare parts, used trucks, workshop services
and other supplementary services. We have
become better at supporting the business
activities of our customers throughout the
entire lifecycle of the products. During 2008,
this part of our operations accounted for about
26% of total sales. This provides several
advantages. The aftermarket business is much
more stable in its development than sales of
new vehicles and equipment. As long as our
customers’ trucks, buses, construction equip-
ment, boats and aircraft remain in operation,
they will continue to need service, spare parts
and many of the other services that we offer in
this area. Profitability is also higher, and there-
fore the aftermarket is a prioritized area in
order to improve the Group’s profitability over

the course of the business cycle.

Long-term growth and development
with focus on the environment
Itis impossible to predict how long the present

level of weak demand will continue. | am con-



vinced, however, that the market will recover,
since transports and infrastructure are the
backbone of modern society. In the long-term
perspective, economic growth is driven by
increased trade and the need for infrastruc-
ture. This is particularly true in regions such as
Eastern Europe and Asia. We have advanced
our positions in these markets during recent
years through investments in our dealer and
service networks, our acquisition of the Japa-
nese truck manufacturer Nissan Diesel, the
acquistion of the Chinese wheel-loader manu-
facturer Lingong and the establishment of a
joint-venture company for trucks and buses in
cooperation with Eicher Motors of India.

As one of the world’s largest manufacturers
of commercial vehicles, we have a responsibil-
ity to reduce the environmental impact of our
production and the utilization of our products.
There is no conflict between the development
of products with lower environmental impact
and the creation of profitable growth. Engines
that consume less fuel reduce our customers’
costs and strengthen their competitiveness.
We have a frontline position in the develop-
ment of engines that meet future emission
requirements and Volvo's hybrid technology is
one of the most promising and competitive
technologies for commercial vehicles. The
Group's solution enables the diesel engine
and electric motor to work in parallel or indi-
vidually, depending on the power range and
application, which significantly increases fuel

efficiency compared with serial hybrid solutions.

Strong positions in industries with
potential for the future

In order to maintain solid financial stability and
support continued investments in the develop-
ment of products for the future, the Board

of Directors proposes that the ordinary divi-

dend be reduced by 64% to SEK 2.00 per
share. Since the Volvo Group’s return on equity
exceeded 12% for the full-year 2008, SEK
150 M has been reserved for the profit-sharing
program for employees, whose efforts during a
difficult year were highly commendable.

There is no doubt that
a difficult period lies
ahead, but when the
conversion to a new,
lower level of costs is
fully implemented, we
will have built a good
foundation from which to
build upon when market
recovers. The Volvo Group is one of the world's
leading companies in industrial segments with
large future opportunities. We have strong
brands, a product range at the absolute fore-
front and strong positions in our markets.

As a result of substantial investments in
recent years in innovations and product devel-
opment, supported by the required measures
we are now introducing, we have major oppor-
tunities to strengthen our market positions
when the economy rebounds. But continued
hard work will be required to achieve our

goals.

Leif Johansson

President and CEO

The Volvo Group is one of the
world’s leading companies in

industrial segments with large

future opportunities. We have strong brands, a
product range at the absolute forefront and

strong positions in our markets.
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Organized to drive synergies

Business Areas

The Volvo Group is organized
in product-related business
areas and supporting business
units. This organization permits
companies to work closely with
their customers and efficiently

utilize Group-wide resources.
Approximately 70% of the
Group's 101,400 employees
work in the eight product-

Volvo Trucks Renault Trucks Mack Trucks Nissan Diesel
related business areas. manufactures medium- offers many types of manufactures heavy- Nissan Diesel's products
heavy to heavy trucks vehicles from light duty trucks primarily for range from medium-
for long-haul, regional trucks for delivery to construction, refuse and heavy to heavy trucks
transport, and construc- heavy trucks for long and heavy regional used for long-haul,
tion operations. haulage. transports. regional transport, and
Number of employees: Number of employees: Number of employees: ﬁlonst)ructlfon opleratlons.
. - umber of employees:
Business Units 2T 10,100 i 7817
The business units are organ-
ized globally and combine Volvo 3P is responsible for product planning, product development and purchasing
expertise in key areas. They Volvo 3P for the Group’s truck companies. Product planning involves having the right prod-

ucts over the longer term. Product development focuses on chassis, cabins and
electrical systems. In purchasing, Volvo 3P offers significant size and negotiating
product planning and purchas- strength. Number of employees: 4,057

ing, and for developing and

delivering components, subsys-

have the overall responsibility for

tems, services, and service and Volvo Powertrain coordinates the Volvo Group driveline operations and is respon-
support to the Group's business sible for the development and manufacturing of heavy diesel engines, gearbox and

. driveshafts. Volvo Powertrain is also responsible for ensuring that the Volvo Group
areas. The structure.creates Volvo Powertrain is supplied with drivelines for medium-heavy applications. The Volvo Group has
economies of scale in product common engine platforms that fulfill the latest environmental requirements, a
development, production, parts more focused research and development program, more efficient production and a
supply, logistics, administration more focused supplier structure. Number of employees: 9,181

and support functions.

Volvo Business Services pro-
vides administrative services to Volvo Parts provides services and tools for the aftermarket. The services start with
Volvo Group companies. Volvo Part the suppliers and proceed via the dealers all the way to the end-customers. This

olvo Farts entails planning, purchasing, shipping and storing parts, as well as inventory man-
agement, order management, and tools and services for the aftermarket.
ducts property management Number of employees: 4,175
and development.
There are further units with

Volvo Group Real Estate con-

clear responsibilities. Volvo
Volvo Logistics develops and provides transport and logistics solutions to the
automotive and aerospace industries worldwide. Its customers come from both
Volvo Logistics inside and outside the Volvo Group. Volvo Logistics provides customer-adapted
relationship to new technology services throughout the logistics chain - everything from the design of complex
or new services by investing in logistics systems to packaging, insurance and distribution solutions for finished
products. Number of employees: 1,185

Technology Transfer focuses on
strengthening the Volvo Group’s

companies with projects of tech-
nical and commercial interest.

Volvo Treasury, the in-house Volvo Technology (VTEC) develops new technology and new concepts for “hard”

bank of the Volvo Group, and “soft” products and processes in the transportation and automotive indus-
coordinates the Group's global tries. The primary customers are the Volvo Group, Ford-owned Volvo Cars and
financing. Volvo Treasury is also Volvo TeChnOIOQV selected suppliers. VTEC also carries out a few strategic programs and expert
ble . I functions related to innovation and participates in national and international
responsibie for managing a research programs involving universities, research institutions and other com-

interest-bearing assets and panies. Number of employees: 431
liabilities.

Volvo Group NAP (Non-Auto-
motive Purchasing) is a global . Volvo IT’s business concept is to manage complex IT systems. Volvo IT delivers
procurement organization Volvo Information  solutions for all segments of the industrial process and provides unique expertise
sourcing indirect goods and Technology in product lifecycle management, SAP solutions and IT operation. Its customers
services include the Volvo Group, Ford-owned Volvo Cars, and other large industrial compa-

nies. Number of employees: 5,326

Volvo Group Real Estate, Volvo Business Services

6 A global group 2008




Buses

has a product range
comprising city and
intercity buses, coaches
and chassis.

Number of employees:
8,019

Construction
Equipment
manufactures equip-
ment for construction
applications and related
industries.

Number of employees:
16,460

Volvo Penta

provides engines and
power systems for leis-
ure and commercial
craft, as well as for
industrial applications
such as gensets and
materials handling.

Number of employees:
1,595

Volvo Aero

offers advanced com-
ponents for aircraft
engines and space
applications with a
focus on light-weight
technology for reduced
fuel consumption.
Services for the aero-
space industry are also
offered.

Number of employees:
3,262

Financial Services
Conducts operations in
customer and dealer
financing.

Number of employees:
1,290

A global group 2008 7




Sharp downturn in the global economy

After a strong start to the year, demand weakened significantly on most
the Volvo Group'’s markets during the second half of 2008 as a conse-
quence of the financial crisis and weaker global growth.

Downturn aggravated by financial crisis

After a positive development during the first six months of the year, global growth softened during the second half
of 2008. The financial turmoil and the recession spread from North America to Europe and subsequently further
east. The downturn in the economy was signficantly aggravated when the financial crisis, that started in the hous-
ing market in the US, spread through the global financial system. The tightening of credit that followed led to great
difficulties for both businesses and households to finance investments as well as consumption, with a sharp
downturn in the global economy as a consequence.

Many central banks cut interest rates sharply toward the end of 2008 to stimulate the economy. In addition,
many countries decided on monetary and financial measures to cushion the decline, including increased govern-
ment subsidies for investments in infrastructure. Despite the expected positive effects of the stimulus measures,
both the OECD and UN project that the recession will extend also through 2010. The OECD, as stated in its
Economic Outlook No. 84 published in November 2008, expects that GDP in the OECD area will decline by
slightly more than 1% during 2009. This is the weakest development since World War Il. According to the report
World Economic Situation and Prospects 2009, the UN foresees a Global GDP development during 2009 of at
worst minus 0.4% and at best growth of 1.6%. This can be compared with growth of 2.6% in 2008 and 3.8% in
2007

Long-term transport need

In recent years, the growth economies in Asia, Eastern Europe and South America have contribute signifi-
cantly to the world'’s strong economic trend. The BRIC countries - Brazil, Russia, India and China - account
for one-quarter of the world’s GDP, a substantial increase from 17% in 1990, according to the OECD. North
America and the EU, however, remain indisputably the largest economies, accounting collectively for
approximately 60% of the world's GDP. During the same period world trade has increased dramatically. Total
trade in relation to the world’s total GDP has more than doubled since 1970 - from 12% to 27%. The percentage
of export of the growth countries has doubled - from 20% to approximately 40%. Growth in trade creates higher
requirements for the transport of goods between and within various parts of the world, countries and regions. At

the same time, social trends, such as urbanization in many countries imply that ever-increasing numbers of people
require transportation in their daily lives.

The transport requirement is reflected in demand for transport vehicles, which have reported growth rates of
about 4% a year over a business cycle. Historically, the trend of registrations of heavy trucks has shown wide
fluctuations in North America but been more stable in Western Europe. The fastest growth has occurred in
Eastern Europe and Asia.

Growth in the economy and in transport also clearly underscores the need for a reliably functioning infrastruc-
ture. In the next few years, major investments in the road network will be carried out in markets such as China,
India and Eastern Europe while stimulus packages in the form of investments in infrastructure are on the agenda
in a number of countries. Increased global wealth means that there is a long-term need to build airports, railways,
factories and shopping centers, as well as housing and recreational facilities.

Brent Oil GDP-growth in the US and in Europe, % Growth in Asia, %
USA China
== Europe India

mm Asia/Pacific

Brent oil: Annual GDP-growth. \ Annual GDP growth
(USD/barrel) ‘

Source: Consensus Economics Source: Consensus Economics
Source: Reuters

30.3 406 587 57.3 97.7 36.2 36 29 28 20 1.2 10.1 104 11.6 119 92
26 22 33 30 1.1 == 75 94 96 90 67
59 56 62 62 40w

* China, Hong Kong, South Korea, Taiwan, Indonesia, Malaysia, Singapore,
Thailand, Phillippines, Vietnam, Australia, New Zealand, India, Japan, Sri Lanka
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Fluctuating raw materials prices

The boom in recent years, with higher production and increased transports has resulted in upward pressure

on raw materials prices. In particular, the price of oil continued to climb during the first half of 2008. At the
beginning of 2008, North Sea oil, so-called Brent, cost USD 100 per barrel, later peaking at about USD 150
in July. In pace with the increasingly weaker trend in the world economy, the price of oil dropped sharply
during the second half of the year. In December, a Brent barrel cost about USD 36. The price of other impor-
tant input goods, such as metals and rubber, retreated during the second half of 2008 after the sharp rises

in recent years.

Fuel represents a large part of the operating costs for many of the Volvo Group’s customers. Fuel accounts for
as much as one third of total costs for a transport company. Accordingly, fuel economy is an important factor when
they choose new vehicles and machinery. This places demands on manufacturers to develop, new, more fuel-
efficient products. Combined with increasingly stringent environmental demands, this means that substantial
investments must be made in research and development related to new technologies that reduce emissions and
with regard to complementary fuels and alternative drivelines with better environmental performance.

The Volvo Group is well in the forefront in the development of more fuel-efficient engines and alternative
drivelines, such as hybrids for example.

Strengthened position in important markets Total heavy-duty truck market

Thousands
Since long, the Volvo Group has an established, strong position in Western Europe and North America. Since 550

the fastest growth is occurring outside these regions, in markets in which as recently as 10 years ago the
Group had limited operations, the Volvo Group has for some time also focused on these 'new’ markets. Through
the acquisitions of Japanese truck manufacturer Nissan Diesel, Chinese wheel-loader manufac-

turer Lingong, the Ingersoll Rand division for road construction equipment,

and through the formation of a joint-venture for the production of trucks = C:% ‘I
and buses with India-based Eicher Motors, also now Asia is an home ,_,
market for the Volvo Group. At the same time, by strengthening the

. s ) ) 98 08 98 08
dealer and service network, the Volvo Group has positioned itself well in Russia China 32 35
Eastern Europe. 98 08
N Japan

To meet the challenges and distribute development costs, for instance
for engines, over large volumes, consolidation is occurring among manu-
facturers. Mergers and acquisitions have been common in both North Amer-
ica and Europe. In the past few years attention has increasingly focused on Asia,
where the Volvo Group had a head start with several significant acquisitions.

+140% | 160

2 (2200

98 08
India

Heavy truck registrations, >16 tons Volvo Group - Acqusitions and Divestments

E 2007 Acquisition of Ingersoll Rand's road construction operations
/ urope 2007 Acquisition of Chinese wheel loader manufacturer Lingong

\ g

255
249
42

2008 Joint venture within trucks and buses with Eicher Motors in India

Japan 2004 Acquisition of remaining 50% of the Canadian bus manufacturer
Prevost

2004 Sale of axle-manufacturing operations to ArvinMeritor
2003 Acquisition of the truck and construction equipment operations of Bilia
2001 Sale of the insurance operations in Volvia to If

Vehicles, thousands 2001 Acquisition of the truck manufacturers Mack and Renault VI
1999 Sale of Volvo Cars to Ford

277 9295 329 319 1998 Acquisition of the excavator operations of Samsung Heavy Industries

308 349 208 185 mm
48 48 43 35

== North America 2006 Acquisition of Nissan Diesel of Japan, completed in 2007.
2005 Sale of the service company Celero Support
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Strategy focusing on creating value

Customer requirements

The customers of the Volvo Group are primarily
involved in transport-related operations. They place
high demand on products and services. In a market
characterized by intense competition, customer
satisfaction is a key factor, as it represents an
assurance of future sales and is a condition of
good profitability.

The products and services have high perform-
ance characteristics, quality, safety, flexibility and
total economy. Customers are offered solutions
adapted to their operations, regardless of whether
they involve a single product or a full program
involving products and financing, insurance and
various service contracts.

The products and services are developed in close
cooperation with customers, with the goal of contrib-
uting to improving the customers’ productivity and
profitability, and thus creating value. Volvo strives to
increase the proportion of sales coming from servcies
and soft products.

The level of quality of the offering is also deter-
mined by how customers are treated and how the
services are performed. In the past few years, the
Volvo Group has intensified its relationships with
key customers. The advantages are many. The
Group can support customers’ growth in an even

better way than previously, and intensified

relationships result in increased penetration

of both the product and the service range.
The extended offering creates
advantages for both the Volvo

Group and its customers.

k= 1 "
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Strategy

Profitable growth

The Volvo Group's aim is to continue to grow
while focusing on profitability. Growth is to occur
globally, both organically and through acquisitions.
The aim is to grow by 10% a year over a complete
business cycle. More than half of the growth is to be
organic, while the remaining portion is to come from
acquisitions. The acquisitions are to take place in strategic
markets and in strategic product segments. The goal is to grow
at a higher pace in new markets.

Profitable growth is a necessary condition of the Volvo Group's continu-
ing to strengthen its competitiveness and develop as a cooperation partner to
customers with high demands. There is particularly strong growth potential in sup-
plemental business relating to service and to services in which significant effort is
invested to give the customer a more complete offering. Profitability is essential to
assure investments in research and the development of new products and services, as
well as a favorable return for the shareholders.

Product renewal

The ongoing renewal of the Group'’s product range and creation of new and better prod-
ucts and services is both a matter of survival and a challenge. Intense competition, new
environmental standards and safety and quality requirements involve significant demands
on the entire product development process.

The development of new, innovative technology is key to the success of future product
generations, and to maintaining market-leading positions. Efforts are constantly under
way within the Group to improve the performance of products - this strengthens current
competitiveness. At the same time, research looking further into the future is conducted
to achieve new technical breakthroughs that will contribute to reduced environmental
impact and meet future requirements. The Volvo Group has a unique strength in its global
network in product development, which is a strong base for meeting future demands.

The Group sets a side a portion the resources within research and development to
soft products with the aim of meeting customer needs through the entire product life
cycle.

Internal efficiency

The Volvo Group has a clear focus on efficiency, particularly in relation to profitabil-
ity and customer satisfaction. The Group strives to optimize cost-efficiency and
productivity in all sectors of its operations.

Part of the internal cost-efficiency work involves reducing production costs and
sales and administration costs. Product costs must be constantly monitored to
create competitiveness without compromising on quality. Getting it right from
the start increases customer satisfaction, saves time and energy and
keeps costs down. The Volvo Group'’s capacity to handle development

projects, combined with its ability to rapidly introduce processes for
new ways of working, contributes to increased profitability. Employee
development is a key part of the work with internal efficiency.



Implemented in 2008

Profitable growth

® The average annual growth for the
Volvo Group has been 10.6% over
the last five-year period.

® During the same period, the
average operating margin has
been 7.4% per year.

¢ Joint-venture with Eicher Motors in
India is a foundation for further strengthened
presence in Asia.

¢ Intensified efforts within the development of
supporting services.

Product Renewal

® Invested about SEK 14 billion in
research and development during the
year, including soft products.

¢ CO,-neutral trucks showcased on several markets.

® Cooperation regarding the development of the biofuel
DME (dimethylether).

® Commercially viable offering of hybrid city buses.

* Volvo Aero signed contracts regarding taking part in
a number of large engine programs with light-weight
technology.

Internal Efficiency

¢ Continued focus on improvements in productivity
and efficiency.

® A number of strategic restructuring measures in
the industrial system carried out.

® Continued work with integrating the newly-acquired
operations.

Aims for 2009

Profitable growth

® Focus on flexibility and quick adjustment of costs
to lower demand.

® Increased focus on services relating to financing
and aftermarket.

® Expansion of the dealer and service networks.

® Focus on further capitalizing on the presence in
Asia.

® Regularly evaluate potential acquisitions that could
strengthen the position in strategic markets and in
specific product segments.

Product renewal

® Continued investments in research and development
to create new products with increased customer
value and to meet environmental demands with
better fuel economy.

® Deliver economies of scale within reserach and
development.

¢ Launch of new products including hybrids.

® Further develop the service range, to help balance
sales of vehicles and equipment, which are more
cyclical in nature.

Internal efficiency

® Further increase the focus on productivity
improvements.

® Increased economies of scale within shared
services.

® Measures to promote competitveness through
lowered product cost.

® A gradual implementation of Volvo Production
System (VPS), including parts of the administration.

® Establish and execute on rolling three-year plans for
the development of employees’ skills and leadership.
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The Volvo Group has products with strong brand names that have been built up over a

long time. The Volvo Group's mission includes “using our combined expertise to create

transport-related products and services of superior quality, safety and environmental

care, for demanding customers in selected segments.”

By constantly developing and improving its
products and services in close cooperation
with customers, the Group strengthens its
competitiveness while creating value for cus-
tomers and thus helping to generate future
shareholder value.

The Volvo Group’s brands

The Volvo brand has been built over decades
and is one of the world’s most well-known and
respected brands in trucks, buses, construc-
tion equipment, marine engines, industrial
engines and the aerospace industry.

The Volvo Group's acquistion of Renault
Trucks and Mack in 2001 created Europe'’s
largest and the world's second largest heavy-
duty truck manufacturer, with a very broad
product program. Mack is one of the most
well-known truck brands in North American
and Renault Trucks enjoys a particularly strong
position in southern Europe.

Nissan Diesel is one of the world's leading
manufacturers of trucks and buses.

Prevost is owned by Volvo Buses and is
North America’s leading manufacturer of pre-
mium touring coaches and bus shells for high-
end motorhomes and specialty conversions.
Nova Bus is considered to be one of North
America's leading companies in city buses.

Through its partly-owned companies and
joint-ventures, the Volvo Group also sells con-
struction equipment under Lingong's brand
SDLG mainly in China, trucks and buses under
the brand Eicher mainly in India and buses

under the brands Sunwin and Silver in China.
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World-class products

The Volvo Group is the world's largest manu-
facturer of heavy diesel engines for commer-
cial use and a significant manufacturer of
drivelines for heavy vehicles. The Group has
production, research and development facil-
ities for drivelines on three continents, and the
products are sold to customers in more than
180 markets worldwide.

The drivelines are designed so they can be
adapted to a large number of applications in
most of the Group's products. The diesel
engines are used in trucks, buses and con-
struction equipment, as well as in boats and
industrial applications, such as generator
units.

The strongest driver of the development of
drivelines is customer requirements and pref-
erences as well as new legislation with stricter
emissions requirements. Products with relia-
bility, sustainability, drivability, fuel economy
and high environmental parameters help boost

customers’ productivity and profitability.

New products
After implementing comprehensive product
renewal in recent years, the Volvo Group
continued to launch more new products in
2008 and now has its most competitive
product program to date. The customer
offering will be further strengthened in the
next few years by focusing intensely on the
development of future generations of prod-
ucts and services that create value for cus-

tomers.

Hybrid technology is one
of the most promis-

ing and competitive
-

technologies of the :
future for commer- *

|
cial vehicles. Last '
the Volvo

Group introduced the

autumn,

fourth-generation hybrid solution on a
broad front for buses, trucks and construc-

tion equipment. Read more about the Volvo

Group's hybrid products on page 16.




ducts...

Volvo Trucks

In the summer of 2008, Volvo Trucks launched a new generation of trucks in Europe. Both the Volvo FH,
the companies bestselling truck for long haulage, and the Volvo FH16, the flagship with the highest torque
in the business, received substantial upgrades. Among the news were also a new Volvo FM with an 11-liter
engine.

Renault Trucks

In early 2008, Renault Trucks introduced a new version of the heavy-duty truck Renault Magnum, which
is Renault Trucks' flagship. The main news was an imroved interior with increased driver comfort. Among
other news was the Renault Kerax with a 13-liter engine.

Nissan Diesel

Nissan Diesel introduced the heavy-duty truck Quon, which is distinguished by its fuel efficiency, on the
important export market in South Africa. Export of Quon trucks commenced in 2007 when Singapore and
Hong Kong, countries with Euro [V emission demands, were the first ones out.

Mack Trucks
Mack introduced a new prestige truck with a 16-liter engine, the Titan by Mack. The model, developed
specifically for heavy haulage and construction work, is equipped with the new 16-liter Mack MP10 engine.

Volvo Buses

At the major IAA bus and truck show in Hanover, Germany, Volvo Buses launched the first commercially
viable hybrid bus on the market, the Volvo 7700 Hybrid. With up to 30% lower fuel consumption and
hybrid components from Volvo, bus operators can earn a very competitive payback on their investment.

Volvo Construction Equipment

At the major ConExpo fair in Las Vegas, Volvo Construction Equipment showcased its revolutionary hybrid
wheel loader prototype. Furthermore the new line of road machinery and close to 30 other newly launched
products from the companies entire product range were on show. During the autumn, two new medium-
sized wheel loaders in Volvo Construction Equipment’s F-series were introduceed.

Volvo Penta

Volvo Penta continued the launch of Volvo Penta IPS - the acclaimed drive system with forward-facing
propellers and steerable drive units. With new and larger drive units connected to the Volvo Group's
11-liter engine, Volvo Penta has expanded its IPS offering with two new power classes: IPS800 and
IPS900.

Volvo Aero

Volvo Aero signed an agreement with Rolls-Royce, under which Volvo Aero will develop and manufacture
a key component for the Trent XWB, the engine in Airbus’s forthcoming aircraft. Volvo Aero also entered
into an agreement with Pratt & Whitney regarding the development and manufacturing of three major
components for both the Mitsubishi Regional Jet (MRJ) and the Bombardier CSeries.

-
i
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It is not enough to manufacture and sell high-quality products for

the Volvo Group to realize its vision to become world leader in

commercial transport solutions.

Many customers want long-term cooperation
around total solutions to execute their work as
efficiently as possible with maximum profita-
bility and up-time. Consequently, when choos-
ing suppliers of vehicles or machinery, the
offering of supplementary services combined
with excellent products and high availability is
to a great extent crucial.

Accordingly, the Volvo Group is offering
such services as financing and insurance, vari-
ous forms of service agreements, accessories
and spare parts to support core products. The
Volvo Group’s increasingly broad range of
these so called soft products now has evolved
into a more distinct competitive advantage.

Strengthening the soft products offering is
an important way for the Volvo Group to:

« Satisfy customers’ demands and require-

ments throughout the entire lifecycle of the

product and thus create a closer, long-term
relationship with them.

* Increase sales of supplementary services and
products with sustainable profitability.

* Enhance earnings stability by increasing the
share of revenues that is less cyclical than sales
of new “hard” products.

« Differentiate itself compared with competitors
by adding customer value throughout the

entire product lifecycle.

Growing aftermarket business

The Volvo Group’s soft products include vari-
ous types of financing solutions, insurance,
rental services, used vehicles, spare parts,
preventive maintenance, service agreements,

assistance services and IT services. The range

and flexibility of the offering means that the

Related products and services
Products and services that have no traditional
linkage to the hard product offer and that can
be sold to both core and non-core product
customers.

Supporting products and services
Products and services used to increase
the value of the hard products and/or
to differentiate the offer from the
competition.

Vehicles
and equipment

Facilitating products and service
Products and services required for eff
use of the hard products.



SS Sservices

IT Services

vehicles and
equipment

Superstructures

solutions can be customized for each cus-
tomer. In many cases, the Volvo Group is the
forerunner in terms of developing new and
attractive overall solutions to simplify custom-
ers’ operations.

Since a large part of the accessories, spare
parts and services in the aftermarket business
is requested as long as products are being
used, they contribute to balancing the fluctu-
ations in the economy. By strengthening the
aftermarket offering, profitability and revenues
sustainability for the Group throughout the

entire economic cycle can improve.

Develop and increase interface
with customers
The majority of Volvo Group’s customers are
companies within the transportation and con-
struction industries. The Group’s products are
vital and highly crucial to their success and
profitability.

The goal is that Volvo Group companies are
regarded as number one in customer satisfac-

tion, in terms of both products and services.

Logistics
services

Research and
advanced
engineering

The Volvo Group must also be number one
when the dealers’ customers assess customer
satisfaction. The strength in the dealer and
service network is vital to the Volvo Group and
contributes to strengthening the Group’s vari-
ous brands.

The development of new services and prod-
ucts is driven by customers’ demands for
access to vehicles and machinery that are
rarely affected by unplanned stoppages and a
competitive total cost during the product’s

entire service life.

Vital element of growth strategy

The strategy to increase sales of soft products
is an important element in the Volvo Group's
effort to achieve targets for profitability and
growth, both in mature markets and in the
Group's new markets. During 2008, products
and services in the aftermarket business rep-
resented approximately 26% of the Group's
total sales, and the portion is expected to grow

further in the years ahead.

Real estate
services

Merchandise

Accessories Aero spare

HNAN["“_ SERV'[ES Credit cards, Vehicle and equipment insurance.
Customer and dealer financing

Consulting
Training

Transport
and vehicle
manage-
ment

parts sales

SRR TR |

Attachments Parts

Repair and
maintenance
agreements

Customer
assistance

Workshop
services

Tony Helsham, new
head of soft products
development

Sales of soft products
are a high-priority area
and increasingly more
significant for the Volvo
Group. In September,
Tony Helsham was appointed to the new position as
Senior Vice President responsible for the Group's
efforts to increase sales of soft products. Tony Hel-
sham was previously President of Volvo Construc-
tion Equipment.

“Our ambition is, over the business cycle, to
increase the sales of soft products much faster than
the sales of our sole new machines, vehicles or
engines,” says Tony Helsham.

Focusing on soft products is the best way to
strengthen the ties with customers and increase
their satisfaction and loyalty. “But it requires signifi-
cant efforts to understand the customers’ opera-
tions, translate that knowledge into specifications
covering the complete lifecycle of our products,
develop and finally deliver products with built-in
serviceability”.

For example, the machines from Volvo Construc-
tion Equipment are designed to increase productiv-
ity for work involving the most challenging types of
terrain, and at any conceivable construction site.
Tony Helsham confirms by experience: “To ensure
that the machinery is optimally utilized, an increas-

ing number of customers are purchasing service

contracts tailored to suit their particular require-
ments. In addition they are asking for our CareTrack
telematics solution to get remote access to informa-
tion on the real time performance of their
machines.”

Today, many of the Volvo Group's customers are
expecting their suppliers to come up with solutions
securing and improving the profitability of their own
operations. “We have a complete portfolio of prod-
ucts and services to offer and we need to increase
our ability to combine them in the best interest of
our customers, together with them and better than
the competition,” concludes Tony Helsham.
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fuels. Hybrid technology is one of the most promising and competitive technologies

for commercial vehicles.

uring the year, the
Volvo Group show-
cased the fourth-gen-
eration hybrid solution
on a broad front in
buses, trucks and con-
struction  equipment.
“Our hybrid solution for heavy vehicles is com-
pletely different from anything that has existed in
the market to date,” says CEO Leif Johansson.
“As a result of our volumes and resources, we
have succeeded in developing a more stand-

ardized platform solution, which is a prerequi-
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site for the hybrid technology’s ability to have a

widespread commercial impact in the market
for heavy vehicles.”

Volvo has been testing various types of
hybrid solutions since the 1980s and unveiled
the first commercially viable hybrid solution for
heavy vehicles in March 2006. Volvo's solution
is based on a concept known as I-SAM (Inte-
grated Starter, Alternator and Motor).

Unlike a series hybrid system, a powertrain

based on a parallel hybrid system can be used

yorids on

It saves fuel. It reduces emissions. And it can be used together with alternative

as a pure conventional diesel powered system
or as an electric powertrain system or in a
mixed mode. This flexibility ensures highest
possible system efficiency irrespective of driving
condition and a much improved overall fuel effi-

ciency compared to the series hybrid system.

Fourth generation

“We call this the fourth-generation hybrid
technology. In the future, hybrid technology
will not be a special solution but a technology
found in most new city buses and distribution

trucks. The fourth-generation hybrid technol-



broad front

ogy has the potential to make this
possible,” says Leif Johansson.

The favorable commercial prospects for
Volvo's hybrid technology derive from the fact
that it is based on a platform solution contain-
ing many shared components. This makes vol-
ume manufacturing feasible and lowers the
production cost. Another advantage with an
adaptable platform solution, such as the Volvo
Group's, is that it can be used for a variety of
different products and applications, which fur-
ther increases the volumes and reduces prod-
uct cost.

“Volvo believes that the prospects are favor-

able for developing hybrid
technology for all commercial vehicle seg-
ments, everything from buses and construction
equipment to trucks for distribution and long-

haul traffic,” says Leif Johansson.

Volvo Trucks

During the autumn, a number of the Group's
hybrid vehicles were displayed at various trade
shows, including IAA in Hanover, Germany.
Volvo Trucks showcased the world's first heavy
hybrid refuse truck, the Volvo FE Hybrid. The
truck, which was premiered in April 2008, is

one of two hybrid refuse trucks tested in oper-

ation in Sweden by the Ren-
ova and RagnSells refuse collection companies.
The use of these trucks can result in fuel
savings of 15-20% and a corresponding
decrease in CO, emissions. In addition, the
hybrid refuse truck is totally exhaust-free and
silent during electrical powering, a factor that
is important for refuse collection vehicles, which
often work in urban areas early in the morning.
In December, it was announced that Volvo
Trucks will deliver four refuse trucks with hybrid
power to Veolia Propreté, one of the world's

largest companies in refuse handling. In the
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and up to 30% in city buses

the electric motor av low speeds

on electric motor

autumn of 2009, the four hybrid trucks will

start operating in France and England.

Volvo Buses

At IAA Volvo Buses launched its new hybrid
bus, the Volvo 7700 Hybrid. Production of the
new bus, which is based on the Volvo Group'’s
hybrid technology, is scheduled to start in
2009. This hybrid technology provides fuel
savings of up to 30%. In spite of a higher
price, over time these buses provide a lower
operating cost per kilometer thanks to the

substantially improved fuel efficiency.
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The Volvo Group's hybrid solutions

* Reduces fuel consumption by up to 20% in refuse trucks

Reduces CO, emissions by up to 20% in distribution trucks

+ Decreases fuel consumption in wheel loaders by up to 50%

* Makes trucks and buses virtually noiseless when running on
* Enables zero emissions of NO, and particulates when running

* Enables CO, neutral transports when operating on biofuel

In October, Volvo Buses received its first
order for the company’s new hybrid bus, Volvo
7700 Hybrid. Sales-Lentz, a bus operator in
Luxembourg, has ordered six hybrid buses
with delivery starting in 2009. The buses will
be used in normal route traffic, predominantly
on routes with frequent stops so that the
hybrid technology can be fully utilized. The bus
stores braking energy in batteries and uses
this energy to power the electric motor. The
diesel engine is shut down at bus stops and
the bus drives away from the stop emission

free and nearly noiseless powered by the elec-

Volvo hybrid system
- the superior choice

Fits wide range of the
Volvo Group vehicles

Excellent performance

Lower cost compared to
other hybrid systems

Double electrical power
and torque capacity

True system optimization
through full control

tric motor. When the bus reaches 15-20 kph,
the diesel engine starts up again.

Volvo Buses is also carrying out field tests
with six hybrid-powered double-decker buses
in London, an investment that will be of great
importance for the future demand for hybrid

buses in London.

Volvo Construction Equipment

Volvo Construction Equipment is also at the
leading edge of development in the field of
hybrid technology. At the ConExpo trade show
in Las Vegas in March 2008, Volvo Construc-



Electric Motor/
Generator

Energy
storage

Power Electronics
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tion Equipment scored a success with its
hybrid wheel loader prototype, the first of its
kind in the world. Up to 10% lower fuel con-
sumption is one of the advantages this hybrid
system can offer in the market for construc-
tion equipment.

Volvo Construction Equipment also expects
to be able to develop the hybrid solution so
that also the hydraulic system is hybridized and
thus further reduce fuel consumption - up to
50%. A couple of Volvo CE's key customers
will have the opportunity to test drive the hybrid
wheel loader toward the end of 2009.

One Group-wide technology generates economy of scale

SHARED HARDWARE
Battery management
unit

Electric architec- »
ture, voltage levels °

Control system

Motors

Energy storage

Cables and connectors
DC/DC converter
Inverter

Renault Trucks

Tests with hybrid refuse trucks in Lyon shows
that a 156-20% reduction in fuel consumption
and therefore in CO, emissions can be
achieved by Renault Premium Distribution
Hybrys Tech and its equipment. Renault Pre-
mium Distribution Hybrys Tech is mainly suited
for city distribution and other urban applica-
tions. Production of the new trucks is expected
to begin towards the end of 2009.

Mack Trucks
Mack Trucks has built five diesel electric hybrid
trucks for the U.S. Air Force, including a MACK

Commonality

Short development
times

Volumes of key
components

TerraPro Low Entry refuse truck. The trucks
are in operation around the country and pro-
vide significant fuel savings of up to 30%.
There are over 80,000 refuse trucks in oper-
ation in the U.S. and each truck travels as
much as 120,000 kilometers every year, so the
potential fuel savings are substantial. The
hybrid refuse trucks are also quieter than regu-
lar refuse trucks, which adds to an improved

urban environment.
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VPS-our way

More colleagues, more facilities and a broader cultural diversity strengthen the need for common values

and goals to pursue. This is one of the reasons why the Volvo Group in spring 2008 began to establish

the common Group-wide Volvo Production System (VPS). The first to implement were the production

units, but VPS is also successively being incorporated in the administrative functions.

=
-
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PS is based on the values
in The Volvo

Way. It involves a common

presented

approach to reduce pro-
duction costs and increase
quality through identifying
what creates customer value, doing it even
better
Already today, the Volvo Group has a good

and avoiding unnecessary work.

productivity, but with the stiff competition in

the market place a continuos work with pro-
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ductivity-increasing measures is needed to

further increase competitiveness.

More efficient work

The foundation of VPS is more effective pro-
duction where the customer is always the focal
point. VPS is designed to eliminate all unnec-
essary work, work that creates no value for the
customers. In production for example, assem-
bly workers, should not have to spend time

looking for components or unpacking boxes.

i W .

“Adding value for the customer is our main
task. So we must always think about which
activities are value-adding and which activities
drive inefficiencies. We want all employees to
take part in the work on improvements to elim-
inate inefficiencies,” explains Katarina Lind-
strém, head of global production at Volvo
Powertrain, who leads the work of introducing
the Volvo Production System.

Concepts and discussions relating to effi-

cient production systems are nothing new. A



number of large companies work according to
this model and many suppliers have introduced
similar systems and approaches. The acquisi-
tion-driven growth of recent years has made
the work with VPS even more important. At the
same time, it has created new opportunities
and broadened the competence base. There
are a great many good examples within the
Group. Instead of everyone developing their
own systems and toolboxes, the co-operation

within the Group has developed considerably.

Built-in
quality

Process stability

The Volvo Way

o The VPS is based on The Volvo Way: the Volvo Group’s values, culture and leadership. The system
then comprises five principles or guidelines which will characterize the work. 9 Teamwork: target-oriented
teams that work to bring about cross-borderimprovements. Everyone is aware of his/her role and involvement.
e Process stability: eliminate disruptions to processes and ensure good organization. 0 Built-in
quality: get things right from the start. €) Continuous improvement: a long-term program to develop the
process. @ Just-in-time: get the right things done at the right time. 0 The focus for the whole of VPS,
the top of the pyramid: is the customer and value for the customer.
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“It is not about taking
over someone else’s way
of working. It is all about us using all the know-
ledge and experience from other companies
and within the Group to create something even
better. What's most important is that the Volvo
Group's system is based on the Group’s princi-

ples and values,” says Katarina Lindstrom.
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Production facilities
Volvo Trucks

Renault Trucks

Nissan Diesel

Mack Trucks

Construction Equipment

Buses
Volvo Penta
Volvo Aero

. Volvo Powertrain

Reaching world-class

Discussions relating to VPS were initiated in
2004 and were included in the strategic
objectives for 2007-2009 to drive and follow-
up progress.

Many have pointed to Volvo Trucks in Curit-
iba, Brazil, as one of the Group'’s role models.
At the start of this century, the plant in Curitiba
began developing a system for more effective
production has contrbuted to a favorable

productivity increase. There is also a great

deal to be learned from on of the Group’s new-
est members, Nissan Diesel. They have con-
siderable experience regarding efficient pro-

duction systems with high quality.

VPS Academy

Work on the VPS is being led by the VPS
Academy, which has the task of ensuring that
the system is introduced. With the Group’s
combined experience as the starting point, the

objective is to have a common basic system for



everyone to use. Based on that, everyone can
then adapt it to match their unique conditions.

The work with VPS is never finished. This is
not a new campaign that will lose focus after a
while. It's a way of thinking. A program that will
continue at all time. The production plants
have come the farthest in the development,
but VPS is gradually being introduced also in

the other functions of the Volvo Group.
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Strong start to the year
= but a significant downturn during the autumn

BOARD OF DIRECTORS’ REPORT

The first quarter The second quarter

Strong sales, +26% Net sales increased by 13%

Operating income increased 12% Operating income increased by 17%

Negative operating cash flow in Industrial Operations Operating cash flow in Industrial Operations
in an amount of SEK 3.3 billion SEK 4.9 billion

Strong growth and good profitability in the truck Improved profitability in truck operations

operations Cautiosness in Europe
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Operating income,
quarter, SEK billion

Net sales, quarter,
SEK billion

Q1 Q2 a3 a4
65 72 32 (10

Qa1 Q2 a3 o4
76.7 804 696 770

The fourth quarter

The third quarter
. * Net sales decreased by 9%

Net sales increased by 2%
¢ Operating income was negative in an amount of

Operating income decreased by 37%
SEK999 M
Inventory reduction contributed to positive operating

Operating cash flow in Industrial Operations
cash flow of SEK 1.8 billion in Industrial Operations

negative in an amount of SEK 6.1 billion
Sharp downturn - lower profitability

Adjustments to lower demand

Weak demand in most markets
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Significant events

ability during the second half.

The first quarter

Strike at New River Valley plant

On February 1, The United Auto Workers
(UAW) union called a strike for the slightly
more than 2,600 members at the New River
Valley assembly plant in Dublin, Virginia, USA.
The strike stopped practically all production in
the plant for almost two months. In total, the
strike had a negative impact on operating
income during the first quarter amounting to
approximately SEK 250 M.

On March 15, it was announced that employ-
ees represented by the UAW had ratified a
new three-year agreement that ended the
strike. Employees returned to work on March
24, when the plant began ramping up produc-
tion to make up for the production that was
lost during the strike.

However, given the weak demand in the
North American truck market, in April a deci-
sion was taken to adjust production to a level
more consistent with market demand. Origin-
ally, the production adjustment was planned to
take place in February, before the strike broke
out. The adjustment entailed moving from two
shifts to one in May and consequently about

1,000 employees were laid-off.

2008 was an intensive year with a new joint-venture in India,
strong sales and earnings growth during the first half of the

year and a significant weakening in demand, sales and profit-

Volvo Buses restructuring in Finland
In March, it was announced that Volvo Buses
intented to close the bus body plant in Tam-
pere, Finland. The plant was closed in August.
There were also plans to reorganize opera-
tions at the body plant in Turku to increase the
competitiveness. In total, 237 employees was
affected. Volvo Buses had an overcapacity in
its European bus body production system and
foresaw that this would be the case also in the
coming years. The adjustment of production
capacity was a part of the strategy to
strengthen Volvo Buses' profitability. During
the first quarter, a provision amounting to SEK
120 M was made regarding Volvo Buses'
adjustment of the production capacity.
Subsequently in August, Volvo Buses
divested the Turku plant. The Turku plant manu-
factured the body for Volvo 9700 and was the

smallest body plant in Volvo Buses.

AB Volvo reached settlement with

US authorities

In March, it was announced that AB Volvo had
entered into a consent agreement with the
U.S. Securities and Exchange Commission
and a deferred prosecution agreement with
the U.S. Department of Justice resolving

issues related to the activities of two of its



subsidiaries in Iraq under the Oil-for-Food Pro-
gram. The settlements included a total of
approximately SEK 117 M in fines, disgorge-
ment of past profits and interest. The effect of
the financial settlements on the operating
income for the first quarter was approximately
SEK 60 M.

Annual General Meeting of AB Volvo
At the Annual General Meeting of AB Volvo
held on April 9, 2008, the Board's proposal
was approved to pay an ordinary dividend to
the shareholders of SEK 5.60 per share.
Peter Bijur, Tom Hedelius, Leif Johansson,
Finn Johnsson, Philippe Klein, Louis Schweit-
zer, Ying Yeh and Lars Westerberg were re-
elected members of the Board of AB Volvo
and Ravi Venkatesan was newly elected. Finn
Johnsson was elected Board Chairman. Per-
Olof Eriksson was not available for re-election.
The Board’s Chairman Finn Johnsson, Carl-
Olof By, representing AB Industrivérden, Lars
Forberg, representing Violet Partners LP,
Anders Oscarsson, representing SEB funds/
Trygg Férsékring and Thierry Moulonguet, rep-
resenting Renault s.a.s. were elected mem-
bers of the Election Committee. The Meeting
resolved to adopt new guidelines for remu-
neration to senior executives. In addition, the
Meeting resolved to adopt a new share-based
incentive program during the second quarter
of 2008 for senior executives in the Volvo
Group. So that Volvo shall be able to meet its
commitment in accordance with the program,
with limited cash flow effect, the Meeting fur-
ther resolved that Volvo may transfer own
shares (treasury stock) to the participants in

the program.

; Europe's first hybrid
(= refuse truck presented

In April 2008, Volvo Trucks took an important

step towards commercialization of the fuel-

saving hybrid technology for heavy vehicles by
presenting two hybrid refuse trucks that will be
tested in regular daily operations in Sweden by
refuse collection firms Renova and Ragn-Sells.
The hybrid refuse trucks are expected to use
16-20% less fuel and thus cut carbon dioxide
emissions by a corresponding amount. What is
more, one of the trucks is equipped with an
extra battery pack that drives the refuse com-
pactor, and this is charged via the main elec-
trical system when the truck is parked over-
night. Its total reduction in carbon dioxide
emissions is expected to be up to 30%, giving
this approach a better eco-effect than for
instance a truck powered by natural gas. Elec-
tric power has the added advantage of being

entirely exhaust-free and emitting low noise.

The second quarter

p L “ Final agreement with

Indian vehicle manufac-
m turer Eicher Motors

In May, the Volvo Group signed a final agree-

1

et

ment with the Indian vehicle manufacturer
Eicher Motors covering establishment of a
new Indian joint-venture company. As
announced previously, the joint venture, VE
Commercial Vehicles Ltd., comprises Eicher
Motors’ entire truck and bus operations and its
components business as well as operations
within technical consulting. The Volvo Group
will transfer its Indian truck sales operations
and service network for trucks and buses.
Volvo has a direct ownership of 45.6% of the
joint-venture company. Volvo also acquired
8.1% of Eicher Motors Limited from the major-
ity owner and consequently gained a direct
and indirect ownership interest of 50% in VE
Commercial Vehicles. Volvo's 50% interest in
the joint-venture company was consolidated
during the third quarter 2008.

Volvo Group entered into a SEK 6.2
billion loan agreement

In July, Volvo Treasury AB, a subsidiary in the
Volvo Group, successfully entered into a SEK
6.2 billion (YEN 110 billion) cross-border syn-
dicated

decided to use syndicated lending from Japan-

loan agreement. Volvo Treasury

ese financial institutions to diversify its fund-

ing source.
Volvo Aero entered
into two major engine
1‘ programs

In July, it was announced that Volvo Aero had
entered into an agreement with aircraft engine
manufacturer Pratt & Whitney to join P&W'’s
Geared Turbofan engine program. Volvo Aero
will be responsible for three major components
in the aircraft engines for both the Mitsubishi
Regional Jet (MRJ) and the Bombardier
CSeries. For Volvo Aero the agreement is
expected to result in sales of SEK 50 billion
over 40 years, the company’s largest involve-
ment in a commercial engine program ever.

Also in July, it was announced that Volvo
Aero and Rolls-Royce had entered into a risk
and revenue sharing agreement for the Trent
XWB engine for the Airbus A350XWB aircraft,
under which Volvo Aero will develop and manu-
facture the intermediate compressor case, a
key engine component. Volvo Aero estimates
the value of the contract to be approximately
SEK 40 billion over 40 years.

The third quarter

Volvo CE moves motor
grader business as part
of North American
consolidation plan

Volvo Construction Equip-

ment (Volvo CE) will move its North American
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motor grader activities currently located in
Goderich, Ontario, Canada, to the company’s
facility in Shippensburg, Pennsylvania, USA.
Volvo CE incurred a restructuring cost of SEK
300 M which was recorded in the third quarter
of 2008.

- Volvo Group moves
ahead in hybrids

During the autumn, the Volvo Group intro-
duced the fourth-generation hybrid solution
on a broad front in buses, trucks and construc-
tion equipment.

At the IAA trade show in Hannover in Sep-
tember, Volvo Buses showcased the market’s
first commercially viable hybrid bus, the Volvo
7700 Hybrid with up to 30% lower fuel con-

sumption and hybrid components from Volvo.

Mack and Volvo Trucks
launched North Ameri-
can optimization plan

Mack Trucks and Volvo Trucks North America
jointly formulated a plan for increasing the effi-
ciency of their North American operations. The
plan includes the relocation of Mack's head
office from Allentown, Pennsylvania, to Greens-
boro in North Carolina, and a concentration of
Mack’s truck production to the plant in
Macungie, Pennsylvania. The transfer of pro-
duction has been put on hold awaiting a new

labor agreement with UAW.
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The fourth quarter

Credit rating
On October 31, 2008 Moody's Investors
Service changed AB Volvo's A3 long term rating

outlook to negative from stable.

First order received for new

Volvo 7700 Hybrid bus

In October, Volvo Buses received its first order
for the company’s new hybrid bus, Volvo 7700
Hybrid. Sales-Lentz, a bus operator in Luxem-
bourg, ordered six hybrid buses with delivery
starting in 2009. As a result of hybrid com-
ponents developed by Volvo and fuel savings
of up to 30%, it is an economically attractive
hybrid bus. Many of Europe’s bus operators
have shown major interest in the new hybrid

bus.

Events after balance
sheet date

Credit ratings
On January 9, 2009 Moody's placed AB Vol-
vo's A3 rating under review for possible down-
grade. On February 13, Moodys' changed the
rating to Baal with stable outlook.

On January 23, 2009, Standard & Poor’s
initiated an official rating on AB Volvo. Stand-
ard & Poor's assigned an “A-* long-term cor-

porate credit rating with stable outlook for AB

Volvo and affirmed the A2 short-term rating. In
their credit report Standard & Poor's says the
assigned rating reflects AB Volvo's “leading
market positions worldwide” and the fact that
“Volvo also benefits from a conservative finan-
cial profile and high financial flexibility”. On
February 20, Standard & Poor's changed the

outlook to negative for the long-term rating.

Renault Trucks to distribute

Renault Trafic

Renault Trucks intends to start distributing the
light-duty vehicle Renault Trafic through its
dealer network in France, Belgium, the Neth-
erlands, Luxemburg, Switzerland and Austria,
then gradually in Renault Trucks' remaining
European network. Renault Trafic, which is
manufactured by Renault SA, will further
strengthen Renault Trucks’ customer offer of
light trucks while at the same time add service
and spare parts revenue to Renault Trucks and

its dealer network.



Business cycle management

The Volvo Group’s business areas operate in cyclical industries. Consequently, the

Group has already for many years worked in a structured manner to deal with

upswings and downturns in demand. The different phases of a business cycle

place demands on specific measures to ensure efficiency and profitability.

Sharp cutbacks

Against the background of the sharp fall in glo-
bal demand during the second half of 2008,
the Volvo Group was forced to implement sub-
stantial production cutbacks within many busi-
ness areas.

In the first step, flexible work time was utilized,
including time banks and releasing temporary
employees. When the downturn worsened
during the second half of the year, this resulted
in notices of redundancy being given to a large
number of permanent employees, while at the
same time production was halted a large
number of days during the fourth quarter of
2008. During 2008 and the beginning of
2009, a total of 16,255 permanent and tem-
porary employees as well as consultants
received notice that they would be leaving the
Group, of which 7,670 in Sweden, 2,223 in
France, 2,328 in the US and 4,034 in the rest
of the world. During 2008, 5,800 of these left
the Group.

Concurrently, extensive savings programs
were introduced to offset the effects of lower

sales volumes.

Structural efficiency
measures

The Volvo Group works continuously with
enhancing operational efficiency to create
long-term strengthened competitiveness and
profitability.

During the year, it was announced that the
Volvo Group planned to restructure the North
American truck operations. The plan aims at
increasing the efficiency of operations as well
as to create better conditions for capitalizing
on the possibilities offered in the North Ameri-
can market. Mack’s head office with support
functions will be transferred from Allentown,
Pennsylvania to Greensboro, North Carolina
where Volvo Trucks' North American operations
are already gathered. Plans also include

reorganization of the distribution network for

spare parts that serves all business areas in
North America.

Volvo CE decided to move production of
motor graders from Canada to an existing plant
for motor graders in the US to improve the costs
structure. Volvo CE also decided to transfer
production of backhoe loaders for the North
American market from Poland to Mexico.

Volvo Buses decided to restructure oper-
ations in Finland as part of improving the effi-
ciency of operations in Europe, which resulted
in closure of the body plant in Tampere and the

sale of the body plant in Turku.
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Financial strategy

The purpose of Volvo's long-term financial strategy is to ensure the best use

of Group funds in providing shareholders with a favorable return and offer-

ing creditors reliable security. The Volvo Group’s three financial targets are:

Growth, Operating Margin and Capital Structure.

Focus on commercial
transport solutions
The streamlining of the Volvo Group, which
commenced with the sale of passenger car
operations in 1999 and continued in the form
of a number of acquisitions, has created a
strong group with a focus on commercial vehi-
cles and equipment. The Volvo Group's new
composition has provided resources which
have been reinvested in product development,
acquisitions and efforts for geographic expan-
sion. In turn, this has resulted in geographic
and product diversification that has also
reduced risk in the company. Moreover, the
Volvo Group's stronger focus on aftermarket
operations, which are less sensitive to eco-
nomic trends, has contributed to reducing risk.
The organization with business units with
Group-wide responsibility for engines and
product development, purchasing and product
planning has fuelled in-house efficiency pro-
grams to ensure the realization of considerable
potential synergies that have been created.
Individually, the Group's business areas have
strong positions in their particular markets, in
part thanks to capitalizing fully on the potential
offered for coordination and cooperation deriv-
ing from the dramatically higher volumes of

engines and other products.

Financial strategy

The purpose of Volvo's long-term financial
strategy is to ensure the best use of Group
funds in providing shareholders with a favorable

return and offering creditors reliable security.
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A prerequisite for the long-term competitive
development of the company is the availability
of sufficient financial resources to secure
investments, thereby maintaining a strategically
competitive position in all business areas.

The Volvo Group’s capital is intended for
organic growth, the financing of acquisitions
and for maintaining a high level of financial

flexibility.

Long-term credit rating

The purpose of Volvo's capital structure is to
balance expectations from the shareholders
and other financial stakeholders. Each year,
Volvo meets with credit rating institutes to dis-
cuss the lender’s view of the company and to
assess the Group’s future ability to repay loans.
The Group's goal is to maintain good credit
ratings as a base for favorable financing
through loans.

On January 23, 2009 Standard & Poor’s
assigned an “A-* long-term corporate credit
rating with stable outlook for AB Volvo and
affirmed the A2 short-term rating. In their
credit report Standard & Poor’s says the
assigned rating reflects AB Volvo's “leading
market positions worldwide” and the fact that
“Volvo also benefits from a conservative finan-
cial profile and high financial flexibility”. On
February 20, Standard & Poor's changed the
outlook to negative.

On February 13, the credit rating company
Moody’s Investor Services lowered AB Volvo's
long-term credit rating from A3 to Baal with
stable outlook and maintained the short-term

P-2 rating with stable outlook.

A high long-term credit rating provides access
to additional sources of financing and improved

access to the financial market.

Funding

The financial crisis that dominated the second
half of 2008 and the beginning of 2009, and
the associated credit crunch, has resulted in a
high level of cautiossness among customers
with regard to investment decisions, which has
led to lower demand for Volvo's products.

The turbulence on the global financial mar-
kets affects the availability of credit lines and
loan financing, which may adversely affect cus-
tomers, suppliers, distributors and the Volvo
Group. Volvo is working actively to achieve an
appropriate balance between its short-term and
long-term borrowing, and ensuring financial pre-
paredness in the form of credit facilities to satisfy
the future financing requirements of the Volvo

Group.

Financial targets

- Growth in net sales should increase by at
least 10% annually over a business cycle.

- Operating margin should exceed 7% for the
Group's industrial operations over the busi-
ness cycle.

- Net debt including provisions for post-
employment benefits in the industrial oper-
ations should be a maximum of 40% of
shareholders’ equity.

The growth target of 10% annually shall be
achieved through organic growth and through
acquisitions.

The Volvo Group's profitability target is that



operating margin is to exceed a 7% annual aver-
age over a business cycle. The target covers all
Group operations, except Financial Services,
which over time is, expected to contribute

approximately one additional percentage point.

Financial Services

The target for Financial Services is a return on
shareholders’ equity of 12-15% and an equity
ratio above 8%. At the end of 2008, the equity
ratio was 8.2%. The return on shareholders'
equity amounted to 12.6% for 2008.

Growth

Volvo Group’s growth target is that net sales
should increase by a minimum of 10% annually.
This objective will be achieved through organic
growth and acquisitions. During 2008, net sales
increased by 6%. During 2004-2008, the aver-

age growth was 10.6% annually.

Operating margin
The Volvo Group's profitability target is that
operating margin for the industrial operations
is to exceed an average of 7% annually over a
business cycle. In 2008, the operating margin
amounted to 5.2%.

The average annual operating margin for the
Volvo Group was 7.4% from 2004 to 2008.

Capital structure
The capital structure target is set to a net debt
including provisions for post-employment bene-
fits for the industrial operations of a maximum
of 40% of shareholders’ equity under normal
conditions.

As of December 31,2008, the Volvo Group's
industrial operations had a net financial debt
position corresponding to 39.7% of sharehold-

ers’ equity.

Net sales growth, %

16 14 7 10 6

1) Excluding adjustment of goodwill in 2006. 2006 included a reversal of a valuation reserve for deferred taxes and an adjustment of goodwill. As an effect, operating income in 2006 was
negatively affected in the amount of SEK 1,712 M, while income taxes decreased by SEK 2,048 M. The total effect on income for the period was positive in an amount of SEK 336 M.

Operating margin, %

7.3 7.9 8.9' 7.8 5.2

Net financial position as
percentage of shareholders' equity, %

40
20

0

(20)

(40)

25.8 23.7 29.2 ®.7)  (39.7)
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The share

The world's leading stock markets were characterized by weak trends during
2008. AB Volvo's AGM will be held in Géteborg on Wednesday, April 1, 2009.

The Volvo share is listed on the Nasdagq OMX
Nordic Exchange in Stockholm, Sweden. In
Stockholm, the Volvo A and B shares are
traded in blocks of 100 shares each. One
Volvo A share entitles the holder to one vote at
Annual General Meetings and one Volvo B
share entitles the holder to one tenth of a vote.
Dividends are the same for both classes of
shares.

2007, Volvo's American
Depositary Receipt (ADR) was delisted from
the NASDAQ exchange in the US. Following

the delisting, all official trading in Volvo shares

In December

is concentrated to the Nasdaq OMX Nordic
Exchange.

The Volvo share is included in a large number
of indexes that are compiled by Dow Jones,
FTSE, S&P and Nasdag OMX Nordic.

Weak trend on the stock market

The development on the world’s leading stock
exchanges was characterized by significant
uncertainty in the world’s financial markets
during 2008. On Nasdag OMX Nordic, the
OMXSPI index dropped 41% in 2008.

Trading in Volvo A shares on Nasdag OMX
Nordic increased by 79% compared to 2007.
The share price declined by 60% and was SEK
43.70 per share at year-end. The highest price
paid was SEK 109 on January 2, 2008.

Trading in Volvo B shares on Nasdag OMX
Nordic increased by 15% compared to 2007.
The share price declined by 60% and was SEK
42.90 per share at year-end. The highest price
paid was SEK 109.25 on January 2, 2008.

In 2008, a total of 3,438 million (2,885)
Volvo shares were traded iin Stockholm, cor-
responding to a daily average of 13.6 million
(11.5). At year-end 2008, Volvo's market capi-
talization totaled SEK 92 billion (231).

Dividend
The Volvo Group's dividend has been main-
tained or raised every year between 1992 and
2007. The dividend level is evalutated on a
regular basis by the Board of Directors.

In order to maintain a good financial stability
and to be able to continue to invest in the devel-
opment of products for the future, the Board of

Directors proposes that the Annual General

Meeting approves that the ordinary dividend be
lowered to SEK 2,00 per share for fiscal year
2008. That corresponds to a cut of 64% com-
pared to the previous year when the dividend
was SEK 5,50.

The dividend of SEK 2.00 per share co-
rresponds to a yield of 4.7%, based on the share

price at year-end.

Communication with the shareholders
Dialog with the shareholders is important for
Volvo. In addition to the Annual General Meet-
ing and a number of large-scale activities
aimed at professional investors, private share-
holders and stock market analysts, the rela-
tionship between Volvo and the stock market
is maintained through such events as press
and telephone conferences in conjunction
with the publication of interim reports, investor
meetings and road shows in Europe, the US
and Asia.

On the website www.volvogroup.com it is
possible to access financial reports for the
past 10 years and search for information con-

cerning the share, insider trading in Volvo and

Earnings and dividend per share

Total return, Volvo B

Earnings per share, SEK 500
Dividend per share, SEK 400

Extraordinary payment

300

1 Proposed by the

Board of Directors 200 ’—,-/-/\/"./\4\_\- = S|X Return Index
100

472 644 803 737 4.90
250 335 500 550 200
5.00
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Index 100 = Share price Volvo

B Share, January 1, 2003.

B Share (incl. re-invested dividends)

Source: Findata Direkt



Price trend, Volvo Series B shares, SEK

160 The largest shareholders in AB Volvo, Decem-
ber 31,2008’

140 A Voting rights, %
/ \ Renault SA 21.3
190 A Industrivarden 8.8
V\_‘ Violet Partners LP 5.5
/ AFA Insurance 4.9
SHB 4.6

1

Following the repurchase of its own shares, AB Volvo
held 20,728,135 class A shares and 80,310,082 class B
shares comprising in total 4.75% of the number of regis-
tered shares on December 31, 2008.

Share capital, December 31,2008

20— 04

05

06
== \/0lvO B e OMXSPI

Source: OMX/FTSE

FTSE Top 100

statistics for truck deliveries. It is also possible
to access information concerning the Group’s
governance, including information about the
Annual General Meeting, the Board of Direc-
tors, Group Management and other areas that
are regulated in the “Swedish Code of Corpo-
rate Governance.” This website also invites
shareholders to personally determine the

information to be received from Volvo.

07 08

Registered number of shares 2,128,420,220
of which, Series A shares? 677,601,630
of which, Series B shares?® 1,450,818,590

Quota value, SEK 1.20

Share capital, SEK M 2,654

Number of shareholders 220,192
Private persons 207,046
Legal entities 13,146

More details on the Volvo share, see not 23.

1

2
3

Following the repurchase of the Group's own shares, the
number of outstanding shares was 2,027,382,003.

Series A shares carry one vote each.
Series B shares carry one tenth of a vote each.

Credit rating at February 24, 2009

Short term Long term
Moody's P-2 stable Baal stable
Standard & Poor's A2 stable  A- negative
DBRS R-1 (low) stable N/A
R&l (Japan) a-1 A+ stable

Ownership by country’, %

Sweden 51%
France 21%

USA 14%

United Kingdom 6%
Luxenbourg 2%
Switzerland 2%
Others 4%

1) Share of capital, registered shares.

Ownership categories’, %

Non-Swedish owners 49%
Private shareholders 12%

Pension funds and insurance
companies 16%

Savings funds 11%
Others 12%

1) Share of capital, registered shares.

The employees' ownership of shares in Volvo through pension
foundations is remote.

More details on the Volvo share are
provided in note 23 to the financial
statements and on the page Volvo
share statistics.

Board of Directors’ Report 2008 33




Sustainable development

The Volvo Group’s mission is to create value for its shareholders by creating

value for its customers. Volvo views sustainable development, both in environ-

mental and social terms, as a vital condition for long-term profitability and

increased customer and shareholder value.

The Volvo Group's vision is to be valued as the
world’s leading supplier of commercial trans-
port solutions. Transports are necessary for
the development of society, and as a manufac-
turer the Group has a great responsibility for
both the environment and to contribute to
sustainable development. This is a responsi-

bility that is taken very seriously.

An active approach to sustainability

The Volvo Group strives to conduct respon-
sible business based on its Code of Conduct,
corporate values and other established guide-
lines. The Code of Conduct, adopted in 2003,
underscores the principles by which the Group
conducts its relations with employees, busi-
ness partners and other stakeholders. It
applies to all employees and to the Board of
Directors. Suppliers, dealers, consultants and
other business partners are also encouraged

to follow these principles. The principles in the

Dow Jones Sustainability Indexes

The Volvo Group has enjoyed high sustainability
ratings in several surveys including the Dow Jones
Sustainability Index.

The Global Compact
The Volvo Group supports the UN's Global Com-

Dow lones
Sustainability Indexes
T e

pact, which was designed to promote responsible

i business enterprise worldwide,
and commits itself to implement-
ing and integrating ten principles
] regarding human rights, working
conditions and the environment in
its operations.
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Code of Conduct are based on the principles
in the UN'’s initiative Global Compact.

It is vitally important that all employees are
familiar with, and follow, the principles that are
stated in the Group’s Code of Conduct. An
Internet based training program and discus-
sion material have been produced to raise
awareness of values. Of the Group’s employ-
ees, 81% state that they have received infor-

mation on the Code of Conduct.

The Volvo Group’s social responsibility
The Volvo Group has a significant impact on
the communities in which it operates. The
Group’s companies are major employers and
also generate employment for numerous sup-
pliers. The Volvo Group strives to be a good
partner to customers, suppliers, other busi-
ness partners and entities in society as well as
a good employer for its employees.

The Volvo Group strives to take responsibil-
ity through such actions as imposing demands
on its suppliers. Since 2006, social issues
have been an integral part of supplier evalu-
ations and in 2008 a Groupwide project was
implemented for the purpose of further focus-

ing on this area.

Sustainability organization

Responsibility for the Volvo Group's efforts
surrounding corporate social responsibility
issues is coordinated at the head office in line
with the respective operational responsibil-
ities. Work on core values is coordinated by a
Group Council for the respective core values.
Council members consist of the heads of each

business area and business unit.

Dialog with stakeholders

The Volvo Group strives to maintain straight-
forward, open communications with the world
atlarge and participates in the active exchange
of information with stakeholders on many
different levels and in many different contexts.
The Group strives to consider different view-
points and evaluate these against our own
internal strategies for the purpose of achieving
sustainable development. With the aim of
being an active player in social development
and to find business opportunities, it is essential
that the Group is informed about the surround-
ing. It is with that in mind that the Volvo Group
analyzes social trends and follows the develop-
ment of new legislation in regions in which the
Group is active.

AB Volvo published its first environmental
report in 1990. From 2002-2006 the Sus-
tainability Report was part of the Annual
Report. Since 2007, a separate Sustainability
Report, inspired by GRI (Global Reporting Ini-
tiative), has been published. Detailed environ-
mental data is reported annually in a separate

report.

Environmental
responsibility

High demands on production

and products

Environmental management is a cornerstone
of the Group’s efforts to promote long-term
sustainability. Volvo's environmental work
focuses on reducing environmental impact
from both the production and the use of the

products.



Guidance and control in the environ-
mental area

One of the most important elements for guid-
ance of environmental issues at the Volvo
Group is the common environmental policy.
The policy forms the basis for the Group’s envi-
ronmental management systems, strategies,
goals, audits and actions.

The environmental policy states that environ-
mental efforts shall be marked by a holistic
view, continuous improvements, technical
innovation and efficient use of resources. The
policy is, in turn, divided into strategies and
goals for the organization.

The first environmental management sys-
tem was certified already in 1995. At the end
of 2008, 96% of the employees worked in
production units in accordance with certified
environmental management systems, primarily
ISO 14001:2004. Other aspects of the value
chain - such as product development and
marketing - also have management systems.
Most employees work in operations that have
quality management systems certified in
accordance with ISO 9001:2000.

The Group’s environmental goals are used
to monitor the entire organization, and they are
closely linked to business plans. The environ-
mental goals can be summarized through the
following challenges.

Production goals include:

* Reducing energy consumption by 50% per
unit manufactured by 2008, compared with
2003. The energy consumption per unit manu-

factured decreased by 43%.

Emissions regulations for trucks and buses

Particles, g/kWh

* Doubling the use of CO,-neutral energy by
2008, compared with 2003. The use of CO,-
neutral energy has increased from approxi-
mately 100 GWh to some 300 GWh.

« Discontinuing all use of oil and coal for the

heating of facilities. The use has been reduced
from 11 plants to 5 plants.

Product use goals include:

« Achieving high fuel efficiency and low emis-
sions throughout the entire life cycle

» Making comparisons with the best

* Consistent implementation of activities to
become the industry leader

* Generating environmental data for follow-up
and communication during the development
of every new product

* Implementing a strategy for fuels of the future

* Including alternative fuels and alternative drive-
trains in the product portfolio.

The environmental program also includes
partners. Environmental requirements have
been used since 1996 as an integral com-
ponent of supplier evaluations and follow-up

of various purchasing organizations.
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1) NOx value measured according to ECT.

Requirements on facilities

All production units must meet Group-wide
minimum requirements regarding the use of
chemicals, energy consumption, emissions to
air and water, waste management, environ-
mental organization and improvement efforts.
If local laws and regulations are more compre-
hensive they must be followed. Since 1989,
environmental audits have been carried out to
ensure that all plants comply with the environ-
mental policy. Newly acquired companies and
properties are subjected to an examination of
environmental factors and risks.

All the Group's production facilities have the
requisite environmental permits. In Sweden,
there are 16 facilities that require permits.
These permits encompass waste, noise and
emissions to air, ground and water. Three envi-
ronmental permits were renewed in 2008 and
no permits are due for renewal in 2009.

The existence of polluted land on the
Group's properties is cataloged every year.
This pollution generally has historic origins. In
2008, cleaning-up activities were conducted
on two properties.

No major environmental incidents occurred
in 2008 and no environmental disputes took
place.

The Volvo Group’s operations generate
transport to and from the plants. These flows
are continuously reviewed to identify potential
improvement measures to reduce environmen-

tal impact.
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What's good for the environment

can be good for the economy

Various projects are in progress throughout the
Group with the aim of reducing energy con-
sumption in our facilities. The method of attack
differs among the various facilities, depending
on local conditions. They have one element in
common, however, which is the initial invest-
ment required. A couple of years ago, when the
Volvo Group decided to create the world's first
CO,-neutral plant, the primary goal was not to
save money but to reduce the Group’s CO,
emissions. Over the short term higher costs
were anticipated, but it rather quickly became
clear that it was a favorable economic invest-
ment. Today, it is clear that over the long term, it

will generate considerable cost savings.

Greatest environmental impact during use
The greatest environmental impact caused by
the products occurs during use. Lifecycle
analyses show that 80-90% of the total
environmental impact arises during use.
Climate change and access to energy
sources may strongly affect the Volvo Group. It
is therefore vital to prepare for use of fuels
other than crude oil. These efforts focus
largely on the development of new drivelines,

energy efficiency and alternative fuels.

More efficient engines lead to reduced
emissions

The products use mainly diesel engines, since
they have high energy efficiency and low emis-
sions. In many countries, government agencies
are imposing increasingly strict requirements of

reduced emissions, particularly of nitrous oxides

Road transport emissions in the EU
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and particle matters. In order to comply with
these requirements, the Group is developing
new engine technology that reduces consump-
tion and emissions. Reduced fuel consumption
benefits both the environment and customers’
profitability, since fuel accounts for a large pro-
portion of their costs. Since 1975, the fuel con-
sumption of Volvo's trucks has declined by
approximately 40% at the same time as the
emissions of NO_and PM have been reduced.
Over the past 30 years, diesel engines have
seen a hundredfold reduction of regulated
emissions of NO_and PM,

The Volvo Group has the world’s most state-

of-the-art program for heavy diesel engines.

Vehicles with hybrid driveline

The Volvo Group is the leading manufacturer
of hybrid technology for heavy trucks. The
Volvo Group’s I-SAM concept is based on a
diesel engine and an electric motor, a so-
called parallel hybrid. The Volvo Group has a
unique process that involves developing and
manufacturing its own hybrid solution. This
enables the Group to coordinate and optimize
products and components so that it can
achieve the most efficient driveline. Hybrid
technology works best in a vehicle that has a
driving pattern involving numerous starts and
stops. Fuel savings for a delivery truck with this
sort of driving pattern is estimated at between
16-20%. Extensive work is currently under

way to develop and test hybrid solutions.

CO,-neutral transports
As part of the efforts with alternative fuels, the

Volvo Group was the first vehicle manufacturer

mm Carbon monoxide (CO)
== Sulphur dioxide (SO)
= Solvents (VOCs)
Benzene
= = Particulate matter (PM) from diesels
= = Carbon dioxide (CO)
Nitrogen oxides (NOx)

Within the EU all road transport emissions except for CO, are expected
to decrease in the future. This is the result of stringent emission regulations.
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to develop seven different demonstration trucks
that all can be driven without net emissions of
climate-impacting carbon dioxide. The vehicles
can operate on biodiesel, biogas, biogas com-
bined with biodiesel, ethanol/methanol, dime-
thyl ether (DME), synthetic diesel and hydrogen
gas combined with biogas. These fuels are pro-
duced from renewable raw materials and there-
fore do not result in a net increase in carbon
dioxide upon combustion. In this way, the Volvo
Group has shown that it is prepared for the
fuels of the future, regardless of which alterna-
tive authorities choose to invest in.

These activities resulted in the launch of the
BioDME project in 2008. The goal of the
project is to involve the entire production chain
in the production and distribution of DME from
biomass until it is used as fuel in vehicles. The
project is being financed by the EU and the
Swedish Energy Agency. Volvo's role in the
project is to serve as project coordinator and

to build 14 vehicles for field-testing.

Social responsibility

A key factor in realizing the Group's vision is
the contribution of the employees and their
knowledge and expertise.

The Volvo Group aims to create a favorable
work environment that contributes to the devel-
opment of its competitiveness and attractive-
ness. As part of this aim, an increasing number
of its operations are being certified in accord-
ance with the international standard for work-
environment management systems, OHSAS
18001. In recent years, efforts to promote

health and reduce sick leave have been inten-

Geographic distribution of employees, %

Sweden 28%

Europe, excl. Sweden 32%

North America 14%
South America 4%
Asia 19%

Other countries 3%

Source: ACEA - European Automobile Manufaturers' Association.



sified. These efforts encompass work-place
ergonomics, health risks, support programs
and medical examinations.

The Volvo Group Attitude Survey is an
annual Groupwide survey. In the survey,
employees express their views on their work
and areas that need improvement. The results
of the survey are discussed in each team and
used to identity key improvement areas. The
proportion of satisfied employees has steadily
improved in recent years. In 2008, the propor-
tion of satisfied employees was 86%, com-

pared with 84% in the preceding year.

The Volvo Group as employer

The Group strives to be an attractive employer,
both for current and future employees. At the
end of 2008, a total of 101,380 people were
employed by the Group. Every employee is
expected to take an active role in the Group's
development, process of change and future.
The Group is working in a number of different
areas, such as fitness programs, skill develop-
ment, work environment and leadership sup-

port in an effort to be an attractive employer.

Cutbacks in production

The past years have been characterized by
strong demand and record sales, which has
resulted in the Group having significant recruit-
ment need. Against the background of the rapid
slowdown of the world economy and cor-
responding sharply reduced demand, measures
are being taken to lower cost levels within the
Group. These measures include a reduction in

personnel and a review of all expenses. As a

result of the weak demand, a total of 16,255
permanent employees, temporary employees
and consultants received layoff notices during
2008 and the beginning fo 2009. Before going
so far as redundancy notices, a host of other
measures were taken, including the utilization
of flexible time banks. The Volvo Group is fol-
lowing national regulations in conjunction with
terminations of employment and is cooperating

closely with the unions.

Increased diversity - a strategic goal

One of the Volvo Group’s strategic goals is to
raise awareness about and capitalize on the
diversity that exists throughout the organiza-
tion. For an international group it is essential
that the organization reflects its customers
and understands the conditions prevailing in
local markets, different cultures and future
employees’ requirements. Diversity generates
creativity, which in turn leads to innovation: a

prerequisite for success.

Product quality and safety

Safety issues are a natural component of the

development of world-leading commercial

transport solutions. The Group strives to min-
imize the risk and consequences of accidents
and improve driver safety and work environ-
ment. Human errors or misjudgments are a
decisive or strongly contributory factor in most
accidents, a fact that reflects the importance
of good visibility, driving characteristics and
brakes.

The Group is also a leader in designing ve-
hicles that protect the driver and passengers in
the event of a collision. Safety solutions include
rollover-tested cabs and bodies, frontal colli-
sion protection, deformation zones, seat belts,
deformable fittings and airbags.

The Group is also a leader in improving safety
for other road-users. As early as 1996, the
company introduced the Front Underrun Pro-
tection System to prevent passenger cars from
becoming wedged beneath trucks in a frontal
collision. This protection system has been fitted
as standard to Volvo's trucks in the EU since
2001, and in 2003 the protection system

became a legal requirement in EU countries.

Key figures 2007 2008
Number of employees at year-end 101,700 101,380 Volvo Group Sustainability Report
Share of women, % 7 i report will be available on
Share of women, Board Members, % 11 10 www.volvogroup.com in mid-April.
Share of women, Presidents and other senior executives, % 15 17
Absence due to illness of regular working hours, %
Total absence due to illness of regular working hours, % 5.1 4.6
of which continous sick leave for 60 days or more, % 46.2 39.1 Volvo Group'’s environmental per-
Absence due to ilness (as percentage of regular working hours) by gender formance For information on the Volvo
Men, % 48 44 Group's environmental performance see
Women, % 6.3 5.4 the Eleven-year summary on page 151.
Absence due to ilness (as percentage of regular working hours) by age
29 years or younger, % 4.6 4.6
30-49 years, % 5.1 4.6
50 years and older, % 5.5 4.8
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Net sales by business area

SEKM 2007 2008 %
Trucks 187,892 203,235 8
Construction

Equipment 53,633 56,079 5
Buses 16,608 17,312 4
Volvo Penta 11,719 11,433 2
Volvo Aero 7,646 7,448 3)
Eliminations and

other (703) (5675) (18)
Industrial

operations’ 276,795 294,932 7
Customer

Finance 7,705 8,485 10
Reclassifications

and eliminations 905 250 -
Volvo Group 285,405 303,667 6

increased by 4%.

1 Adjusted for acquired and divested units and changes in
currency rates, net sales for Industrial operations

Net sales by market area

SEK'm 2007 2008 %
Western Europe 124,239 123,881 0
Eastern Europe 27,116 28,126 4
North America 49,435 47,600 4)
South America 15,638 19,553 25
Asia 42,429 55,641 31

Other markets 17,938 20,131 12
Total Industrial

operations 276,795 294,932 7

Operating income (loss) by business area

SEKM 2007 2008
Trucks 15,193 12,167
Construction Equipment 4,218 1,808
Buses 231 (76)
Volvo Penta 1,173 928
Volvo Aero 529 359
Eliminations and other (761) (732)
Industrial operations 20,583 14,454
Customer Finance 1,649 1,397
Volvo Group 22,231 15,851
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Financial performance

The Volvo Group

Net sales

Net sales for the Volvo Group increased by 6%
to SEK 303,667 M in 2008, compared with
SEK 285,405 M in 2007.

Operating income
Volvo Group operating income decreased by
29% in 2008 to SEK 15,851 M compared with
SEK 22,231 M in the year-earlier period.
Operating income for the Industrial oper-
ations declined by 30% to SEK 14,454 M
compared with SEK 20,583 M in the preced-
ing year. The Customer Finance operations
achieved an operating income of SEK 1,397 M
(1,649) a decline of 15%. Since return on
shareholders' equity for the Volvo Group
exceeded 12% in 2008, a provision of SEK
1560 M was made for the Group's global profit-

sharing system for employees.

Net financial items

Net interest expense was SEK 764 M, com-
pared with SEK 170 M in 2007. The increased
interest expense is partly attributable to
increased debt level and it was also negativley
impacted by approximatley SEK 200 M prim-
arily from adjustments in pension liabilities
related to the closure of the plant in Goderich,
Canada.

During the year, market valuation of deriva-
tives mainly used for the customer financing
portfolio had a negative effect on Other finan-
cial income and expenses in an amount of SEK
1,029 M (neg. SEK 384 M). The negative
impact is mainly due to long-term interest

rates decreasing sharply during the last quar-

Net sales increased by 6% to SEK 303.7 billion, while operating income
declined by 29% to SEK 15.9 billion. Income for the year amounted to SEK 10.0
billion, down 33%. Basic and diluted earnings per share was SEK 4.90 (7.37).

ter, with the two-year euro interest rate drop-
ping 1.80 percentage points and the two-year
US interest rate coming down 2.07 percent-
age points. Volvo intends to keep these deri-
vates to maturity, why, over time, the market
valuation will not affect the result or cause any
cash flow. The derivates are mainly held to
match the lending in the customer financing
portfolio. It is however not practically possible
to apply hedge accounting in accordance with
IAS 39 due to the fact that the customer
finance portfolio consists of a large number of

contracts.

Income Taxes

The income tax expense for the year amounted
to SEK 3,994 M corresponding to a tax rate of
29%. During 2007 the income tax expense
amounted to SEK 6,529 M and a tax rate of
30%.

Income for the period and earnings

per share

Income for the period amounted to SEK 10,016
M (15,028), corresponding to a basic earnings
per share of SEK 4.90 (7.37). Diluted earnings
per share was SEK 4.90 (7.37). The return of
shareholders’ equity was 12.1% (18.1).

Industrial Operations

In 2008, net sales for the Volvo Group's Indus-
trial Operations increased by 7% to SEK
294,932 M (276,795). Adjusted for changes
in currency exchange rates and acquired and
divested operations, net sales increased by
4%.



The positive sales trend continued In South
America, parts of Asia including the Middle
East and on other international markets for
most part of the year. Following a strong first
six months, the downturn in Europe was more
rapid than previously expected, aggravated by
the financial crisis. In North America demand
weakened further compared with the already
low levels of the preceeding year. Towards
year-end almost all markets were affected by
the financial crisis and the global economic

downturn.

Operating income decreased

In 2008, operating income for the Volvo
Group’s Industrial Operations amounted to
SEK 14,454 M, which was 30% lower than in
2007. The operating margin for the Industrial
Operations amounted to 4.9% (7.4).

In North America profitability decreased
considerably due to weaker demand and a
lower level of deliveries of trucks and con-
struction equipment in combination with low
capacity utilization and low productivity in the
industrial system.

In 2008, there was a significant negative
impact from cost inflation relating to higher
costs for raw materials and components, esti-
mated at approximately SEK 2.2 billion com-
pared with 2007, of which the majority
impacted  Construction  Equipment. The
increased purchasing costs haven't been fully
compensated by increased prices on the
Group’s products.

As a consequence of rapidly weakening
demand primarily in Europe, deliveries of prod-
ucts decreased in the third and fourth quar-
ters. In order to adjust to market demand, pro-
duction rates have been reduced with lower
capacity utilization as a result. Staffing levels
in Europe are being lowered and operating
expenses reduced to meet lower demand.

Production rates have been reduced at a
more rapid pace than the adaptation of the
cost structure within manufacturing. This
resulted in under-absorption of costs. The cost

structure will gradually be adapted to the lower

Income Statement Volvo Group

SEKM 2007 2008 Change in %
Net sales Volvo Group 285,405 303,667 6
Operating Income Volvo Group 22,231 15,851 (29)
Operating income Industrial operations 20,583 14,454 (30)
Operating income Customer Finance 1,649 1,397 (15)
Interest income and similar credits 952 1,171 23
Interest expense and similar credits (1,122) (1,935) 72
Other financial income and costs (504) (1,077) 114
Income after financial items 21,557 14,010 (35)
Income taxes (6,529) (3,994) (39)
Income for the period 15,028 10,016 (33)
Income Statement Industrial operations
SEKM 2007 2008 Change in %
Net sales 276,795 294,932 7
Cost of sales (214,160) (232,247) 8
Gross income 62,635 62,685 0
Gross margin, % 22.6 21.3
Research and development expenses (11,059) (14,348) 30
Selling expenses (24,671) (25,597) 4
Administrative expenses (7,092) (6,921) ()]
Other operating income and expenses 249 (1,457) -
Income from investments in associated companies 428 23 (95)
Income from other investments 93 69 26)
Operating income Industrial operations 20,583 14,454 (30)
Operating margin, % 7.4 4.9
Income Statement Customer Finance
SEKM 2007 2008 Change in %
Finance and lease income 7,705 8,485 10
Finance and lease expenses (4,535) (5,082) 12
Gross income 3,170 3,403 7
Selling and administrative expenses (1,437) (1,651) 8
Credit provision expenses (125) (483) 286
Other operating income and expenses 4 28 (32)
Operating income 1,649 1,397 (15)
Income taxes (502) (356) (29)
Income for the period 1,147 1,041 9)
Return on Equity, 12 month moving values, % 15.9 12.6

production rates which will lead to continued
under absorption of costs during the first half
of 2009. The adjustment of the cost structure
had a negative impact of SEK 7560 M during
the fourth quarter in layoff-related costs.

In 2008, and development
expenses amounted to SEK 14,348 M (11,059).

The cost increase is primarily a consequence

research

of increased spending ahead of upcoming

Research and development costs

NEE N

76 76
38 33

111 143

Research and
development
costs, SEK bn

. Research and

deve\ogment
costs, % of
net sales

39 49 w=m
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Operating margin

% 2007 2008
Trucks 8.1 6.0
Construction Equipment 7.9 3.2
Buses 1.4 0.4)
Volvo Penta 10.0 8.1

Volvo Aero 6.9 4.8
Industrial operations 7.4 4.9
Volvo Group 7.8 5.2
Change in operating income

SEK bn 2008
Operating income 2007 22.2
Improvement of gross margins 4.5
Lower volumes (0.6)
Lower capacity utilization, lay-off related

costs etc. (3.9
Income from acquired and divested

operations 0.4)
Higher warranty costs 0.6)
Additional provisions for residual value

commitments (0.6)
Changes in currency exchange rates 0.9
Lower capitalization of development costs ©.1)
Higher research and development

expenditures (2.0)
Higher selling and administrative expenses  (0.2)
Higher restructuring costs (0.5)
Gain on sale of Petro Stopping Centers

and Sérred Energi in 2007 (0.5)
Other (0.5)
Operating income 2008 15.9

Impact of exchange rates on operating income
Compared with preceding year, SEK bn

emission regulations in Europe, USA and
Japan in 2009 and 2010 as well as spending
on projects for the launch of diesel-electric
hybrids the next few years. The net of research
and development expense capitalization and
amortization had a negative impact of SEK
800 M compared with a negative impact of
SEK 400 M in 2007.

Impact of exchange rates on operating
income

The combined effect of changed exchange
rates, particularly for the USD, had an adverse
effect on operating income of approximately
SEK 900 M in 2008, compared with 2007.
The main reason is that the USD was weak
during most of 2008.

Customer Finance
Operations
Total new financing volume in 2008 amounted
to SEK 44.5 billion (41.4). In total, 47,986 new
Volvo vehicles and machines (46,686) were
financed during the year. In the markets where
financing is offered, the average penetration
rate was 25% (24).

At December 31, 2008 total assets in Cus-
tomer Finance amounted to SEK 118 billion

(95). Excluding the Nissan diesel receivables,

Net sales' 2.5
Cost of sales (2.4) the credit portfolio grew by 12.7% (12.6),
Research and development expenses 0.0 adjusted for exchange-rate movements. The
Selling and administrative expenses .1
Other operating income and expenses 0.9
Income from investments in shares 0.0 -
Total effect of changes in exchange Key ratios
rates on operating income (0.9) Financial Services 2007 2008
1 Group sales are reported at average spot rates and the Credit portfolio net, SEK bn 1.1 112.3
effects of currency hedges are reported among “Other Operating income, SEKM 1,649 1,397
operating income and expenses’”. Return on shareholders’
equity, % 15.9 12.6
o . Market penetration, % 241 24.9
perating net flow per currency
SEKM 2007 2008 Penetration by business area, %
usD 19,000 23,600 Volvo CE 34 36
EUR 17,800 15,700 Volvo Trucks 29 29
GBP 8,700 7,700 Renualt Trucks 16 18
CAD 2,000 1,900 Buses 13 14
Other currencies 15,800 12,200 Mack Trucks 18 16
Total 63,300 61,100
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funding of the credit portfolio is fully matched
with lending in terms of maturity, interest rates
and currencies.

Operating income amounted to SEK 1,397
M (1,649). Return on shareholders’ equity was
12.6% in 2007 (15.9). The equity ratio at the
end of the year was 8.2% (8.1).

The write-off ratio was 0.54% (0.29). On
December 31, 2008, the total credit reserves
were 1.37% of the credit portfolio (1.59).

Stable growth and profitability

The turmoil in the financial markets poses a
challenge, but the customer finance oper-
ations within Volvo Financial Services (VFS)
continues to provide vital financial services to
Volvo Group customers and dealers through-
out the world, focusing on strong credit discipline
and a close working relationship with dealers,
customers and the other business areas in the
Volvo Group.

At the same time, opportunities arise in this
part of the business cycle. As evidenced by the
strong volume and good penetration levels,
VFS was successful in a number of markets.
VFS provided financing to a larger portion of
the Group's customers while improving oper-
ational processes and maintaining credit
standards.

In North America, the economy continued
to be weak during 2008, and in Europe the
markes are showing similar difficulties. The
global financial crisis and the tightening of
credit that it has brought about has exacer-

bated the downturn in a number of markets.



Financial position

Total assets in the Volvo Group amounted to SEK 372.4 billion at December
31, 2008, an increase of SEK 50.8 billion compared to year-end 2007. The

increase is mainly a result of currency movements, which in total increased

total assets by SEK 39.7 billion.

The net debt in the Group's Industrial Oper-
ations amounted to SEK 29.8 billion at Decem-
ber 31,2008, equal to 39.7% of shareholders’
equity. Excluding provisions for post-employ-
ment benefits net debt amounted to SEK 20.5
billion, which was equal to 27.4% of sharehold-
ers’ equity.

The Group’s liquid funds, cash and cash
equivalents and marketable securities com-
bined, amounted to SEK 23.6 billion at Decem-
ber 31, 2008, of which SEK 0.7 billion was
restricted for use by the Volvo Group and SEK
2.7 billion constituted liquid funds in countries
where exchange controls or other legal restric-
tions apply. In addition to this, the Volvo Group
had granted but unutilized credit facilities
amounting to SEK 26.7 billion.

The Group’s intangible assets amounted to
SEK 43.9 billion at December 31, 2008. The
net value of development costs amounted to
SEK 12.4 billion at the end of the year. The
Group’s total goodwill amounted to SEK 24.8
billion at December 31, 2008, an increase by
SEK 4.8 billion since year-end 2007. The
increase is mainly a result of currency move-
ments and the consolidation of VE Commer-
cial Vehicles, Ltd. from August 1, 2008.

The Group’s tangible assets increased dur-
ing 2008 by SEK 13.0 billion, mainly as a result
of currency movements. Property, plant and
equipment increased by SEK 10.1 billion and
assets under operational leasing by SEK 2.9
billion.

Shares and participations amounted to SEK
2.0 billion at December 31, 2008, a decrease
by SEK 0.2 billion since year-end 2007, mainly
as a result of lower fair value of the holdings of

shares and participations.

Net financial position

Industrial operations Volvo Group

SEKM 2007 2008 2007 2008
Long-term customer-finance receivables - - 40,486 50,432
Long-term interest-bearing receivables 1,808 149 1,019 694
Short-term customer-finance receivables - - 38,361 48,057
Short-term interest-bearing receivables 9,773 3,476 1,380 1.965
Marketable securities 16,488 5,901 16,490 5,902
Cash and bank 13,638 16,674 14,544 17,712
Total financial assets 41,607 26,200 112,280 124,762
Interest-bearing liabilities 38,286 46,749 108,318 145,727
Net financial position excl. post employment
benefits 3,321  (20,549) 3,962 (20,965)
Provision for post employment benefits, net 7,626 9,246 7,643 9,263
Net financial position incl. post employment
benefits (4,305) (29,795) (3,681) (30,228)
Change in net financial position, Industrial operations
SEK bn 2007 2008
Beginning of period’ 23.1 4.3)

Cash flow from operating activities 24.4 9.7

Investments in fixed assets (10.3) (13.0)

Disposals 1.1 0.6
Operating cash-flow 15.2 2.7)
Investments and divestments of shares, net 0.4 0.0
Acquired and divested operations, net (25.9) 1.3
Capital injections to/from Customer Finance operations 2.1 0.2)
Currency effect 1.0 9.1)
Payment to AB Volvo shareholders (20.3) (11.1)
Revaluation of loans - (0.9
Other 0.1 0.2)
Total change (27.9) (25.5)
Net financial position at end of period 4.3) (29.8)

12006 is restated according to new reporting structure for the Volvo Group. Net financial position for Industrial Operations as
of December 31, 2006 changed from SEK 24.7 billion to SEK 23.1 billion.

Provisions for post-employment benefits
amounted to SEK 11.7 billion at December 31,
2008, an increase of SEK 1.9 billion compared
to year-end 2007, mainly generated by cur-
rency movements. Prepaid pensions amounted
to SEK 2.4 billion, an increase of SEK 0.3 bil-

lion. As a result, the net value of assets and

liabilities related to pensions and similar obli-
gations amounted to SEK 9.3 billion at Decem-
ber 31, 2008. Post-employment benefits val-
ued at SEK 9.8 billion were reported outside of
the Group’s balance sheet, an increase of SEK
7.2 billion compared to December 31, 2007,
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Balance Sheets Volvo Group

Industrial operations Customer Finance Elim. and reclassifications Total
Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31
Mkr 2007 2008 2007 2008 2007 2008 2007 2008
Assets
Non-current assets
Intangible assets 36,441 43,909 67 49 0 0 36,508 43,958
Tangible assets
Property, plant and equipment 47132 57,185 78 86 0 0 47,210 57,270
Assets under operating leases 13,850 16,967 288 330 8,364 8,132 22,602 25,429
Financial assets
Shares and participation 2,189 1,935 30 18 0 0 2,219 1,953
Long-term customer-financing receivables 444 467 47,870 59,189 (7,828) (9,224) 40,486 50,432
Deferred tax assets 8,434 10,976 346 204 3 0 8,783 11,180
Other long-term receivables 5,601 5,631 39 38 (861) 489 4,779 6,159
Total non-current assets 114,091 137,070 48,718 59,914 (322) (603) 162,487 196,381
Current assets
Inventories 43,264 54,084 381 961 0 0 43,645 55,045
Short-term receivables
Customer-financing receivables 789 508 42,695 52,436 (5,123) (4,887) 38,361 48,057
Current tax assets 1,660 1,749 43 61 0 0 1,703 1,810
Other receivables 53,976 48,286 1,713 1,902 (11,272) (2,677) 44,417 47,512
Marketable securities 16,488 5,901 2 2 0 0 16,490 5,902
Cash and cash equivalents 13,638 16,674 1,053 2,245 47) (1,207) 14,544 17,712
Total current assets 129,715 127,202 45,887 57,607 (16,442) (8,771) 159,160 176,038
Total assets 243,806 264,272 94,605 117,521 (16,764) (9,374) 321,647 372,419
Shareholders’ equity and liabilities
Equity attributable to the equity holders
of the parent company 74,550 74,416 7,652 9,594 0 0 82,202 84,010
Minority interests 579 630 0 0 0 0 579 630
Total shareholders’ equity 75,129 75,046 7,652 9,594 0 0 82,781 84,640
Non-current provisions
Provisions for post-employment benefits 9,746 1,677 28 28 0 0 9,774 11,705
Provisions for deferred taxes 7,868 6,557 1,259 1,703 0 0 9,127 8,260
Other non-current provisions 7,067 8,869 95 62 139 135 7,301 9,066
Non-current liabilities 41,339 43,062 42,285 53,165 (11,895) (3,609) 71,729 92,608
Current provisions 10,437 11,589 129 83 90 78 10,656 11,750
Current liabilities
Loans 40,539 56,178 4,382 6,501 (49) 48) 44,872 62,631
Trade payables 52,376 50,622 287 404 0 0 52,663 51,025
Current tax liabilities 0 1,044 451 160 0 0 451 1,204
Other current liabilities (695) (372) 38,037 45,831 (5,049) (5,930) 32,293 39,530
Total shareholders’ equity and liabilities 243,806 264,272 94,605 117,521 (16,764) (9,374) 321,647 372,419
Contingent liabilities 8,153 9,427

among other factors as an effect of currency
movements.

The value of inventories increased during
2008 by SEK 11.4 billion. Adjusted for cur-
rency changes, the increase amounted to SEK
5.8 billion. The increase is mainly related to the
truck operations and to construction equip-

ment and is an effect of the rapidly weakening
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demand during the second half of the year.
During the year, the value of finished products
rose by SEK 11.1 billion and production and
other material by SEK 0.3 billion.

Customer financing receivables amounted
to SEK 98.5 billion at December 31, 2008. In
total, customerfinancing receivablesincreased
by SEK 19.6 billion since year-end 2007,

mainly as a result of higher levels of financial
leasing and installment credits. Currency
adjusted, the increase in customer financing
receivables amounted to SEK 9.7 billion.

At the end of the year, the equity ratio in the
Industrial Operations was 28.4% and in the
Volvo Group 22.7%. Shareholder’s equity
amounted to SEK 84.6 billion.



Cash-flow statement

Operating cash flow in the Industrial Operations decreased to a negative SEK

2.7 billion (positive 15.2). The decreased cash flow was mainly due to higher

working capital and lower earnings.

Cash flow

During 2008, the Industrial operations’ oper-
ating cash flow amounted to negative SEK 2.7
billion compared to positive SEK 15.2 billion
2007. The negative development during 2008
was mainly related to the lower operating
income, increased investments in fixed assets
and an increase of the working capital. The
increase is mainly an effect of lower pace in
production and higher levels of inventories. In
order to reduce the capital tied-up in inventory,
a number of shutdown days in production were
carried out during the end of year. Measures
aimed at selling primarily trucks and construc-
tion equipment in inventory were prioritized.
These measures have continued during the
beginning of 2009.

Investments
The industrial operations’ investments in fixed
assets including capitalized development
costs during 2008 amounted to SEK 12.6 bil-
lion (10.1).

Capital expenditures in Trucks amounted to
SEK 8.3 billion (5.3). The capital expenditures
within Trucks consist of investments in cab

plants, assembly in Umeé&, Sweden, as well

Capital expenditures, Industrial operations

assembly and painting in Blainville, France,
aiming for increased capacity, productivity and
flexibility. There are also significant invest-
ments in manufacturing of engines and gear-
boxes, mainly in Képing and Skovde, Sweden,
in order to meet long term capacity needs. The
new assembly facility for trucks in Russia has
been completed during the year and the
expansion of dealer network and workshops,
mainly in Europe, has continued during 2008.
Product related investments refer to Euro V
and US10 emission standards as well as the
introduction of the new range of Volvo trucks
and other renewals in the product program.
Capital investments for Construction Equip-
ment decreased to SEK 2.0 billion from SEK
2.6 billion previous year. The main part of the
investments refers to productivity and capacity
increases in manufacturing for the articulated
haulers and excavator business as well as
within the axle and transmission production. It
also includes a new paint shop for the cab pro-
duction in Hallsberg, Sweden. Product related
investments during the year refer mainly to the
new L45F and LB0OF wheel loaders as well as
the expansion of the C-series and short swing

excavator range.

The investments made within Volvo Aero
was reduced to SEK 0.9 billion from SEK 1.0
billion last year. The main part of the invest-
ments refers to phase two of the new GEnx
engine in cooperation with General Electric
together with investments in production facili-
ties in order to secure the capacity required for
the GEnx program.

The investments in Buses were SEK 0.2 bil-
lion (0.3) and relate mainly to various product
related investments as USO7 engine installation
in the Volvo 9700 Coach for the US market.

The level of investments in Volvo Penta
remained at a level of SEK 0.4 billion and con-
sist mainly of capacity increasing investments
in the Vara plant in Sweden and product
project related investments in tooling and
other development activities.

For 2009 the forecast for investments in
property, plant and equipment amount to SEK
7-8 billion, which is a decrease compared to
2008. However, in the process of planning the
investments for the coming years the Group is,
due to the current market situation, also re-
prioritizing and reviewing already approved
investments.

Investments in leasing assets amounted to
SEK 0.4 billion (0.2).

Self-financing ratio, Industrial operations, %

Property, plant and equipment,

SEK bn

Capitalized development costs, SEK bn

mmm Capital expenditures, % of net sales

7‘ )
55 69 68 80 105
1.7 30 29 21 21
36 43 39 36 43 wem

268

Cash-flow from
operating activities
divided by net
investments in fixed
assets and leasing
assets.

173 235 265 78
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Acquisitions and divestments Financing and dividend Change in cash and cash equivalents

Investments and divestments in shares and ~ Net borrowings increased cash and cash  The Group's cash and cash equivalents

participation had an impact on cash flow of  equivalents by SEK 18.2 billion during 2008. increased by SEK 3.2 billion during the year

SEK 0.0 billion (positive 0.4). In 2008, SEK 11.1 billion, corresponding to amounting to SEK 17.7 billion at December 31,
Acquired and divested companies 2008  SEK 5.50 per share, was paid to AB Volvo's ~ 2008.

had a negative impact on cash flow of SEK 1.3 shareholders.

billion (negative 15.0).

Consolidated cash-flow statements

Industrial operations Customer Finance Elim. and reclassifications Volvo Group Total
SEK bn 2007 2008 2007 2008 2007 2008 2007 2008
Operating activities
Operating income 20.6 14.5 1.7 1.4 0.1) 0.0 22.2 16.9
Depreciation and amortization 10.3 1.8 0.1 0.1 2.1 1.6 12.5 13.5
Other non-cash items (0.4) 0.7) 0.1 0.4 0.2) 0.1 (0.5) 0.2)
Change in working capital .1 (10.9) (10.2) (12.8) 0.4 0.4 9.9 (23.3)
Financial items and income taxes paid (6.0) (5.0) 0.4) 0.2) 0.5 0.0 (5.9 (5.2)
Cash flow from operating activities 24.4 9.7 8.7) 11.1) 2.7 21 18.4 0.7
Investing activities
Investments in fixed assets 10.1) (12.6) 0.0 0.1) 0.0 0.0 10.1) (12.7)
Investment in leasing assets 0.2) (0.4) (0.3) 0.2) (4.3) 4.8) 4.8) (5.4)
Disposals of fixed assets and leasing vehicles 1.1 0.6 0.4 0.1 1.4 2.2 2.9 2.9
Operating cash flow 15.2 2.7) (8.6) (11.3) 0.2) (0.5) 6.4 (14.5)
Investments and divestments of shares, net 0.4 0.0
Acquired and divested operations, net (15.0) (1.3)
Interest-bearing receivables including
marketable securites 3.6 10.9
Cash-flow after net investments (4.6) 4.9)
Financing activities
Change in loans, net 28.7 18.2
Payment to AB Volvo shareholders (20.3) (11.1)
Payment to minority shareholders 0.1 0.1
Other 0.1 0.1
Change in cash and cash equivalents excluding
translation differences 3.8 2.2
Translation difference on cash and cash equivalents 0.0 1.0
Change in cash and cash equivalents 3.8 3.2
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Risks and uncertainties

All business operations involve risk — managed risk-taking is a condition of

maintaining a sustained favorable profitability.

Risk may be due to events in the world and can
affect a given industry or market. Risk can be
specific to a single company. At Volvo work is
carried out daily to identify, measure and man-
age risk — in some cases the Group can influ-
ence the likelihood that a risk-related event will
occur. In cases in which such events are
beyond the Group's control, the Group strives
to minimize the consequences.

External-related risks - such as the
cyclical nature of the commercial vehicles
business, intense competition, changes in
prices for commercial vehicles and govern-
ment regulations;

Financial risks - such as currency fluc-
tuations, interest levels fluctuations, valuations
of shares or similar instruments, credit risk and
liquidity risk and;

Operational risks - such as market recep-
tion of new products, reliance on suppliers,
protection and maintenance of intangible
assets, complaints and legal actions by cus-
tomers and other third parties and risk related

to human capital.

Heavy truck registrations, > 16 tons

N

Europe

== North America

Japan

Vehicles, thousands

255 277 295 329 319
249 308 349 208 185 mm
42 48 48 43 35

In 2008 a new Group-wide risk manage-
ment model based on the Enterprise Risk

Management concept was introduced.

Short-term risk factors
The financial turmoil and credit tightening has
led to an extreme cautiousness among cus-
tomers when it comes to deciding on invest-
ments, which in turn may cause a decrease in
demand for Volvo products.

The development of the financial markets
during the second half of the year has led to an
intensification of Volvo's work with financial
risks. The credit risks are continuously man-
aged through active credit monitoring and
there are regular controls that provisions are
made on incurred losses for doubtful receiv-
ables in accordance with applicable account-
ing principles.

The present market conditions also limit the
accessibility to credits and loan financing,
which may negatively affect customers, sup-
pliers, dealers as well as the Volvo Group. Sup-
pliers’ financial instability could result in deliv-

ery disturbances. A sound balance between

Emissions regulations for trucks and buses

Particles, g/kWh

short- and long-term borrowing, as well as bor-
rowing preparedness in the form of overdraft
facilities, is intended to meet the long-term
financing needs of the Volvo Group.

In the course of its operations, Volvo is
exposed to residual value risks through oper-
ating lease agreements and sales combined
with repurchase agreements. The estimated
net realizable value of the products is continu-
ously monitored on an individual basis. A
decline in prices for used trucks and equip-
ment may negatively affect the consolidated
operating income.

High inventories in the truck industry and the
construction equipmentindustry and low demand
may have a negative impact on the prices of used
trucks and construction equipment.

The reported amounts for contingent liabili-
ties reflect Volvo's risk exposure. Total contin-
2008,

amounted to SEK 9.4 billion, an increase of

gent liabilities at December 31,
SEK 1.2 billion compared to December 31,
2007. Included in the total is a contingent lia-
bility of SEK 0.6 billion pertaining to a claim on

Volvo Powertrain to pay penalties following a
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The currently applicable emissions standards are Euro IV
in Europe and US 07 in North America. The difference
between Euro Il and Euro IV is considerable. Emissions of
particles have been reduced by 80%, and of NOx, by 30%.
During 2009, emission regulations will be lowered further

reduction of NOx emissions compared to Euro IV.
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demand by the US Environmental Protection
Agency (EPA). The demand is a consequence
of dissenting opinions on whether an agree-
ment between EPA and Volvo Powertrain
regarding lower emitting engines also should
include engines sold by Volvo Penta.

The former labour agreement between
Mack Trucks, Inc. and the United Auto Workers
Union (“UAW") expired on September 30,
2007. Since that time, the parties have been
operating under a mutually agreed upon day-
by-day extension of the previous agreement.
Negotiations on a new labor agreement are
ongoing. Both Mack Trucks, Inc. and the UAW
are parties to similar lawsuits filed in the U.S
federal courts addressing the issue of retiree
healthcare benefits. Mack Trucks' lawsuit, the
first of the two lawsuits filed, seeks a declaration
from the court that it is permitted to unilater-
ally amend the terms of the existing retiree
health care plan. The lawsuit filed by the UAW
in response to the Mack lawsuit, seeks a ruling
from the court that the plan of benefits must
remain unchanged. On request by Mack, the
two cases have been consolidated. At present,
it is not possible to estimate the outcome of
the negotiations or the pending lawsuits, but
there is a risk that the outcome may have a
significant negative effect on the consolidated
operating income.

Volvo verifies annually, or more frequently if
necessary, the goodwill value of its business
areas for possible impairment. The size of the
overvalue differs between the business areas
and they are, to a varying degree, sensitive to

changes in the business environment.

Currencies

The annual goodwill tests performed for all
business areas in the fourth quarter have not
resulted in any write-down. A continued financial
crisis and volatility in interest and currency
rates could lead to indications of impairment
for some business areas in the forthcoming
periods, which would require goodwill valua-
tion tests to be performed for those areas as

long as indications remain.

General risks

External-related risk

The commercial vehicles industry

is cyclical

The Volvo Group's markets have undergone
significant changes in demand as the general
economic environment has fluctuated. Invest-
ments in infrastructure, major industrial
projects, mining and housing construction all
impact the Group’s operations, since its prod-
ucts are central to these sectors. The cyclical
demand for the Group’s products makes the
financial result of the operations dependable
on the Group's ability to react to changes in
demand, and in particular to the ability to adapt
production levels and production and operat-

ing expenses.

Intense competition

Continued consolidation in the industry is
expected to create fewer but stronger com-
petitors. Our major competitors are Daimler,
Paccar, Navistar, MAN, Scania, Caterpillar,

Komatsu, Cummins and Brunswick. In recent

years, new competitors have emerged in Asia,
particularly in China. These new competitors
are mainly active in their domestic markets,
but are expected to increase their presence in

other parts of the world.

Prices may change

The prices of commercial vehicles have, at
times, changed considerably in certain mar-
kets over a short period. This instability is
caused by several factors, such as short-term
variations in demand, shortages of certain
component products, uncertainty regarding
underlying economic conditions, changes in
import regulations, excess inventory and
increased competition. Overcapacity within
the industry can occur if there is a lack of
demand, potentially leading to increased price

pressure.

Extensive government regulation
Regulations regarding exhaust emission levels,
noise, safety and levels of pollutants from pro-
duction plants are extensive within the industry.
Most of the regulatory challenges regarding
products relate to reduced engine emissions.
The Volvo Group is a significant player in the
commercial vehicle industry and one of the
world’s largest producer of heavy-duty diesel
engines. The product development capacity
within the Volvo Group is well consolidated to
be able to focus resources for research and
development to meet tougher emission regula-
tions. Future product regulations are well known,
and the product development strategy is well

tuned to the introduction of new regulations.

Interest rates in Sweden, Europe and the US, %

== SEK/USD
SEK/EUR
SEK/100 JPY

Source: Reuters

92 103 97 80 73 756 74 68 78 w=m
84 92 91 91 91 92 93 93 109
82 79 73 67 65 67 58 58 86
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Financial risk

In its operations, the Volvo Group is exposed to
various types of financial risks. Group-wide
policies, which are updated and decided upon
annually, form the basis of each Group compa-
ny’'s management of these risks. The objectives
of the Group's policies for management of
financial risks are to optimize the Group'’s cap-
ital costs by utilizing economies of scale, to
minimize negative effects on income as a
result of changes in currency or interest rates,
to optimize risk exposure and to clarify areas
of responsibility. Monitoring and control that
established policies are adhered to is continu-
ously conducted. Most of the Volvo Group's
financial transactions are carried out through
Volvo's in-house bank, Volvo Treasury, which
conducts its operations within established risk
mandates and limits. Credit risks are mainly
managed by the different business areas.

The nature of the various financial risks and
objectives and policies for the management of
these risks are described in detail in notes 36
and 37. Volvo's accounting policies for finan-
cial instruments are described in note 1. Vari-
ous aspects of financial risk are described
separately in the following paragraphs. The
overall impact on a company’s competitive-
ness is also affected however by how various

macro-economic factors interact.

Currency-related risk

More than 90% of the net sales of the Volvo
Group are generated in countries other than
Sweden. Changes in exchange rates have a
direct impact on the Volvo Group’s operating
income, balance sheet and cash flow, as well
as an indirect impact on Volvo's competitive-
ness, which over time affects the Group’s
earnings. Currency-associated risk in Volvo's
business operations relates to changes in the
value of contracted and expected future pay-
ment flows (commercial currency exposure),
changes in the value of loans and investments
(financial currency exposure) and changes in
the value of assets and liabilities of foreign

subsidiaries (currency exposure of sharehold-

ers’ equity). In addition, currency movements
can affect Volvo's pricing of products sold and
materials purchased in foreign currencies.
Since Volvo has substantial manufacturing
operations in Sweden and generates a sub-
stantial portion of its revenues in currencies
other than the Swedish krona, Volvo's earnings
in Swedish kronor could be positively affected
short-term by an depreciation of the Swedish
krona against other currencies.

The objective of the Volvo Group's currency
risk management is to minimize the short-term
negative effects. The Volvo Group employs
forward contracts and currency options to
hedge the value of future payment flows in for-

eign currencies.

Interest-related risk
risks  that

changes in interest rates will impact the

Interest-related risk includes
Group's income and cash flow (cash flow risks)
or the fair value of financial assets and liabil-
ities (price risks). Interest-rate risk can be
minimized through “matching” of the fixed
interest terms of financial assets and liabilities.
Interest rate swaps are used to adjust the fixed
interest terms of the Group’s financial assets
and liabilities. Currency interest rate swaps
make it possible to borrow from different mar-
kets in foreign currencies without assuming
currency-associated risk. Volvo also holds
standardized futures and forward rate agree-
ments. The majority of these contracts are
used to hedge interest rate levels for short-

term borrowing or investment.

Market risk from investments in shares
or similar instruments

The Volvo Group is indirectly exposed to mar-
ket risks from shares and other similar instru-
ments as a result of managed capital trans-
ferred to independent pension plans being

partly invested in instruments of these types.

Credit-related risk
Volvo's extension of credit is governed by

Group-wide policies and rules for classifying

customers. Efforts are made to ensure that the
credit portfolio is reasonably diversified among
different customer categories and industries.
Credit-associated risk is managed by actively
monitoring credit, routines for follow up and
in certain cases repossession of products.
Additionally,

reserves are monitored in cases involving

continuous and necessary
uncertain receivables. An important part of the
Group’s credit risk is related to how the finan-
cial assets of the Group have been placed. The
majority are placed in Swedish Government
bonds and interest-bearing bonds issued by

Swedish real estate financing institutions.

Liquidity risk

Volvo ensures its financial preparedness by
always maintaining a certain portion of rev-
enues in liquid assets. A healthy balance between
short- and long-term borrowing and access to
credit in the form of credit facilities are intended

to meet the long-term financial needs.

Operational risk

The profitability depends on successful
new products

The Volvo Group's long-term profitability
depends on the Company’s ability to success-
fully launch and market its new products.
Product life cycles continue to shorten, putting
increased focus on the success of the Group’s

product development.

Reliance on suppliers
Volvo purchases raw materials, parts and com-
ponents from numerous external suppliers.
A significant part of the Group’s requirements
for raw materials and supplies is filled by
single-source suppliers. The effects of delivery
interruptions vary depending on the item or
component. Certain items and components
are standard throughout the industry, whereas
others are internally developed and require
unique tools that are time-consuming to
replace.

The Volvo Group'’s costs for raw materials

and components can vary significantly over a

Board of Directors’ Report 2008 47




business cycle. Cost variations may be caused
by changes in world market prices for raw
materials or by an inability of our suppliers to

deliver.

Intangible assets
AB Volvo owns or otherwise has rights to
patents and brands that refer to the products
the Company manufactures and markets.
These have been acquired over a number of
years and are valuable to the operations of the
Volvo Group. Volvo does not consider that any
of the Group'’s operations are heavily depend-
ent on any single patent or group of patents.

Through Volvo Trademark Holding AB, AB
Volvo and Volvo Car Corporation jointly own
the brand Volvo. AB Volvo has the exclusive
right to use the Volvo name and trademark for
its products and services. Similarly, Volvo Per-
sonvagnar AB has the exclusive right to use
the name and trademark Volvo for its products
and services.

The Volvo Group's rights to use the Renault
brand are restricted to the truck operations
only and are regulated by a license from

Renault SA, which owns the Renault brand.

Further risk information is provided in
note 2, note 29 and note 36.
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The Nissan brand is owned by Nissan Motor
and the Volvo Group has limited rights to use

the Nissan Diesel brand.

Complaints and legal actions

The Volvo Group could be the target of com-
plaints and legal actions initiated by custom-
ers, employees and other third parties alleging
health, environmental, safety or business
related issues, or failure to comply with applic-
able legislation and regulations. Even if such
disputes were to be resolved successfully,
without having adverse financial conse-
quences, they could negatively impact the
Group's reputation and take up resources that

could be used for other purposes.

Risk related to human capital

A decisive factor for the realization of the Volvo
Group’s vision is our employees and their
knowledge and competence. Future develop-
ment depends on the company’s ability to
maintain its position as an attractive employer.
To this end, the Volvo Group strives for a work
environment in which energy, passion and

respect for the individual are guiding princi-

ples. Every year a Group-wide survey is con-
ducted, and according to the survey the
number of satisfied employees has continually

increased.

Contractual conditions related to take
over bids

Some of AB Volvo's long term loan agree-
ments contain conditions stipulating a right for
the bondholder to request repayment in
advance under certain conditions following a
change of the control of the company. In Volvo's
opinion it has been necessary to accept those
conditions in order to receive financing on
otherwise acceptable terms. Note 34 Person-
nel contains information concerning rules
regarding severance payments applicable for
the Group Executive Committee and certain

other senior executives.



The Group’s business areas
- together they are the world leader in
commercial transport solutions
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Share of Group's Share of Group's :‘
net sales, % operating income, % -
Trucks 67% 77%
Buses 6% 0%
Construction Equipment 18% 11%
Volvo Penta 4% 6%
Volvo Aero 2% 2%
Financial Services 3% 9%
Other
1
(5%)

he Volvo Group has an in Asia. By strengthening the dealer and serv-

established, strong pos- ice network, the Volvo Group has growed at a
ition in Western Europe,
North

South America. Through

rapid pace in Eastern Europe in recent years.
During 2008, the

accounted for 67% of the Group's net sales

America  and truck  operations

the acquisitions of Japan- and for 77% of Group operating income. Con-
ese truck manufacturer struction Equipment accounted for 18% of net

Nissan Diesel during 2007, Chinese wheel- sales and for 11% of operating income.

loader manufacturer Lingong, the Ingersoll
Rand division for road construction equip-
ment in the same year, and through the for-
mation of a joint-venture company for the
production of trucks and buses with India-
based Eicher Motors in 2008, the Volvo Group

now has a significant industrial presence also

In 2008, the largest market was Europe,
which accounted for 52% of the Volvo Group's
net sales. Asia accounted for 18%, North
America for 16%, South America for 7% and
Other markets for 7%.
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B0 Business areas 2008

Business area overview

Business areas

Volvo Trucks manufactures, sells and services medium-
heavy to heavy trucks for long-haul, regional transport,
and construction operations.

Number of employees: 20,472

Renault Trucks offers many types of vehicles from light
trucks for delivery to heavy trucks for long haulage.

Number of employees: 10,100

Nissan Diesel’s products range from medium-heavy to
heavy trucks used for long-haul, regional transport, and con-
struction operations.

Number of employees: 7,817

Mack Trucks manufactures heavy-duty trucks primarily
for construction, refuse and and heavy regional trans-
ports.

Number of employees: 2,663

Buses has a product range comprising city and intercity
buses, coaches and chassis.

Number of employees: 8,019

Construction Equipment manufactures equipment
for construction applications and related industries.

Number of employees: 16,460

Volvo Penta provides engines and power systems for
leisure and commercial craft, as well as for industrial
applications such as gensets and water pumps.

Number of employees: 1,695

Volvo Aero offers advanced components for aircraft
engines and space applications with a focus on light-
weight technology for reduced fuel consumption. Ser-
vices for the aerospace industry are also offered.

Number of employees: 3,262

Financial Services Conducts operations in customer
and dealer financing.

Number of employees: 1,290

Position on world market

In total, the Volvo Group is Europe’s largest and the
world’s second largest manufacturer of heavy trucks.

The business area is one of the world's largest pro-
ducers of buses.

Volvo CE is the world's largest manufacturer of articu-
lated haulers and wheel loaders, and one of the world’s
largest manufacturers of excavation equipment, road
development machines and compact construction
equipment.

Volvo Penta is the world's largest producer of diesel
engines for leisure boats and a leading, independent
producer of industrial engines.

Volvo Aero holds a leading position as an independent
producer, with engine components in about 90% of all
large commercial aircraft delivered in 2008.

Financial Services cooperates closely with the other busi-
ness areas to strengthen the Group’s competitiveness.
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Trucks
- significant weakening in
all markets

The global market for heavy trucks continued
to grow during most of the year. In the first
half of the year, demand remained strong in
Europe, parts of Asia and South America, but
the market weakened very sharply during
second half in the wake of a global recession
that was deepened by the crisis on financial
markets. The North American market weak-
ened further from the already low level in
2007. The same trend was noted on the Jap-

anese market.

Total market

The total market for heavy trucks in 2008 in
the EU’s 27 countries plus Norway and Switzer-
land amounted to about 318,700 vehicles, a
decline of 3%. All truck manufacturers imple-
mented measures to adapt production to a
newer, much lower demand level. The total
European market for heavy trucks is projected
at 180,000 to 220,000 vehicles in 2009.

In the medium-heavy segment (10-15.9
tons) in Western Europe, the market decreased
by 18% to 29,200 trucks compared to 2007.

The continued weak development in the

North American economy affected the mar-

ket adversely. The total market declined 11%
to 184,900 trucks, compared with 208,000
trucks a year earlier. The North American mar-
ket in 2009 is expected to be characterized by
continued weak demand during the first half of
the year and amount to 165,000-185,000
vehicles for the full year.

Although showing growth for the full year,
demand weakened sharply also in other mar-
kets during the second half of the year. In Bra-
zil, the total market rose 35% to 78,600 heavy
trucks. Among the major markets in Asia,
China rose the most with 11% to a record level
of about 550,000 trucks (>14 tons), compared
with 490,000 a year earlier. The market for
heavy trucks in India amounted to 159,600
vehicles in 2008 (193,000). The total market
for heavy trucks in Japan declined 18% to
34,900 vehicles (43,000). The Japanese mar-
ket for heavy and medium-heavy trucks is
expected to decline by 10-15% in 2009.

Market shares

During 2008, Volvo Trucks' market share in
Europe for heavy trucks rose to 14.8% (14.6).
Renault Trucks’ market share in Europe
increased to 10.8% for heavy trucks (9.7). In
the medium-heavy truck segment (10-15.9
tons), Renault Trucks market share in Western
Europe was 15.1% (12.5) and Volvo Trucks’

6.7% (5.7).

In total, the Volvo Group is the world’s second
largest manufacturer of heavy trucks.

Key ratios

Trucks 2007 2008
Net sales as percentage

of Volvo Group's sales 66 67
Net sales, SEK bn 187.9 203.2
Operating income, SEK bn 16.2 12.2
Operating margin, % 8.1 6.0
Net sales by market

Trucks, SEKM 2007 2008
Europe 108,651 109,914
North America 27,255 26,588
South America 11,483 14,680
Asia 26,593 37,515
Other markets 13,910 14,638
Total 187,892 203,235
Deliveries by market

Trucks 2007 2008
Western Europe 100,106 95,969
Eastern Europe 27,964 25,878
North America 33,280 30,146
South America 15,264 18,092
Asia 39,916 60,725
Other markets 19,826 20,341
Total 236,356 251,151

Volvo Trucks' market share in North America in
2008 declined to 8.9% (9.3), while Mack Trucks'
market share was unchanged at 7.3% (7.3).

In Japan, Nissan Diesel's market share for
heavy trucks rose to 22.6% (21.6). Volvo's
share of heavy trucks on the Brazilian market
declined to 12.9% (13.6).

Market shares in Europe,
heavy trucks

14.6% 14.8%
Volvo Trucks

9.7% 10.8%
Renault Trucks

5.7% 6.7%
Volvo Trucks
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Market shares in Europe,
medium-duty trucks

12.5% 15.1%
Renault Trucks

heavy trucks

9.3% 8.9%
Volvo Trucks

7.3% 7.3%
Mack Trucks

Market shares in North America,

Market shares in Japan,
heavy trucks

21.6% 22.6%
Nissan Diesel



Earnings
Net sales of the truck operations in 2008 rose
8% to SEK 203,235 M (187,892). Operating
income amounted to SEK 12,167 M (15,193),
while the operating margin was 6.0% (8.1).
The lower operating earnings is an effect of
higher prices for raw materials and com-
ponents, particularly in the first half of the year,
increased costs for research and development
in response to new emission legislation and
significant under absorption of costs following
the rapid deceleration of the production pace
toward year-end. In addition, earnings were
affected adversely by about SEK 450 M in
costs related to personnel downsizing during
the latter part of the year and by impairment
losses on the value of used trucks in inventory
and increased provisions for residual value

commitment.

Joint-venture with Eicher Motors in India

During the year, AB Volvo and Eicher Motors
formed the joint-venture company VE Com-
mercial Vehicles (VECV). As of August 1,
2008, 50% of the joint-venture company is
consolidated in the Volvo Group. VECV com-
prises the entire Eicher Motors truck and bus
operations, while concurrently the Volvo Group
is contributing its Indian sales operations in
the truck segment and the service operations

for trucks and buses.

Established in 1984, Eicher Motors devel-
ops and sells a broad product range compris-
ing light, medium-heavy and heavy trucks and
buses as well as truck chassis, engines and
engine components. With a market share of
nearly 30% in the medium-heavy (5-12 tons)
truck segment, Eicher is India’s third largest
manufacturer of commercial vehicles. Eicher's
production facilities are in Pithampur in central
India and it has a dealer network nationwide in
India as well as in other markets. The Indian
market weakened significantly during the year
and is expected to decline also in 2009. During
August 1 and December 31, 2008 deliveries
of 2,744 trucks are consolidated in the Volvo
Group. VECV continues to invest in new prod-
ucts, higher quality and expansion to new

markets.

Volvo Trucks
- a record year in a declining
market

2008 was one of Volvo Trucks most success-
ful year so far, with very high customer satis-
faction, a strong position in the market and a
new competitive product range.

However, the global downturn led to a rapid
decline in orders during the second half of the

year.

In 2008, Volvo Trucks introduced new versions
of the heavy-duty trucks Volvo FH, Volvo FH16

and Volvo FM.

Deliveries by model

Volvo Trucks 2007 2008
Volvo FL, FE, FM 31,570 32,379
Volvo FH, FH16 48,366 53,098
Volvo NH 24 0
Volvo VN, VHD, VT 16,565 15,788
Volvo VM 3,584 4,687
Total 100,109 105,952
Deliveries by market

Volvo Trucks 2007 2008
Western Europe 41,009 41,025
Eastern Europe 18,456 17,162
North America 16,692 15,887
South America 10,166 12,890
Asia 9,002 13,440
Other markets 4,784 5,648
Total 100,109 105,952

Retail a core business

Volvo Trucks' new retail strategy has further
improved customer understanding. Volvo
Trucks has further developed the service busi-
ness with a broader customer offering and
with improved complete solutions adapted to
customer requirements. Focus is on support-
ing customer productivity and profitability by
providing service, lease and maintenance con-
tracts. The parts and aftermarket business
contributes to improving Volvo Trucks financial
performance by being more stable compared

to the sale of new trucks.

Ambitions 2008

» Continued expansion of delivery cap-
acity to meet the strong demand for
trucks in virtually all markets outside
North America.

* Manage inflation and strong cost focus.
Maintain a high level of preparedness
for economic and demand trends.

VOLVO TRUCKS

» Launch new generation of trucks, Volvo
FH and Volvo FM by summer.

* Manage a continued weak demand in
North America.

Outcome 2008

* Record first six moths of the year.

« Dealt with the downturn in the market.
Quick adjustment from eliminating
bottlenecks to instead reducing pro-
duction, lowering costs and freeing
tied-up capital during the third and
fourth quarter.

+ Launch of new, competitive product
range with Volvo FH, Volvo FH16 and
Volvo FM11 with focus on safety, driver
comfort and new drivelines. Field tests
with hybrid refuse trucks.

* Plans for restructuring the North
American business.

* Volvo do Brasil named best employer
in Brazil.

Ambitions 2009

* Handle the downturn so that the market
position is strengthened and flexibility
increased.

* Roll out the new generation of products
(Volvo FH, Volvo FH16 and Volvo
FM11). Launch of Volvo FH16 700.

+ Continue to develop sales of services
supporting the truck according to the
customer segmentation strategy.

* Increase efficiency in North American
operations.

» Continued focus on selling and admin-
istration costs and on cash flow.

» Gradual start-up of production in the
new factory in Kaluga, Russia.
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Product renewal with comprehensive
safety solutions

During 2008, Volvo Trucks renewed its prod-
uct range. Focus has been on safety, driver
comfort and new drivelines. The new safety
features have been developed to help the
driver avoid accidents in stressful traffic situ-
ations. Almost 90% of all accidents are due to
the human factor. When looking at single acci-
dents, 10-20% is due to tired drivers. Accord-
ingly, Volvo Trucks introduced features like the
Driver Alert Support System and the Lane
Changing Support to reduce these figures.
Volvo Trucks have also started field tests with
hybrid refuse trucks — an example of technol-

ogy breakthrough.

The positive trend for “business

around the truck” continues

Total service solutions to support the truck cus-
tomer account for about one fourth of Volvo
Trucks' total sales. The share grows continuously.
A positive effect is that the aftermarket business
is less volatile and it can therefore to some extent
balance a downturn in new truck volumes.

The weak development in the global econ-
omy affected Volvo Truck customers in differ-
ent ways. Lack of liquidity and difficulties in
getting loans was a reality for many of them.

Volvo Trucks works closely together with Volvo

Financial Services to be able to offer finance

solutions in the difficult market environment.

Active role in societal development

Volvo Trucks' ambition is to take an active part
in the debate regarding the development of
transport solutions for a sustainable society.
This encompasses all main areas where trans-
portation impacts society. One example is the
work with alternative fuels and hybrid solu-
tions. Another is the fulfilment of the latest
emission requirements. In this area great
attention is devoted to the development of
new engines and to all main production sites
being CO,-neutural by the end of 2009.

Dealing with the rapid downturn
After a number of years with strong growth,
demand started to weaken in most of Volvo
Trucks' markets around the world during the
autumn. The growth in demand for transporta-
tion declined and uncertainty regarding the
development of the world economy increased.
Volvo Trucks implemented a number of
measures aimed at cutting costs and reducing
tied-up capital. Rapid changes from high util-
ization and extra shifts to drastically lower vol-
umes were needed in the industrial system.
The development has been a challenge for
everyone involved and significant reductions in

staffing levels necessary.

During the year, field tests were commenced with
the hybrid refuse truck Renault Premium
Distribution Hybrys Tech.

Deliveries by model

Renault Trucks 2007 2008
Renault Maxity 6,507 4,427
Renault Master 11,033 9,683
Renault Mascott 6,223 7,295
Renault Kerax 8,336 8,901
Renault Midlum 11,819 10,467
Renault Premium ranges 27,404 28,330
Renault Magnum 8,088 7,455
Other 32 21
Totalt 79,442 76,479
Deliveries by market

Renault Trucks 2007 2008
Western Europe 59,097 54,944
Eastern Europe 9,488 8,699
North America 517 494
South America 1,107 1,172
Asia 4,216 5,252
Other markets 5,017 5,918
Total 79,442 76,479

The downturn makes it necessary to
increase efficiency and streamline internal
processes while providing opportunities for
strong companies to advance their positions

on the market.

Renault Trucks
- a year of contrasts

During the beginning of 2008 production

rates were at levels never reached before,

Ambitions 2008

* Improve service for all customers.
* Increase production capacity.
Successful launch of new models.

» Achieve breakthrough for cost reduc-
tions.

RENUALT TRUCKS
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Outcome 2008

* Improvement of service quality well
underway.

» Production capacity increased to
record rate, then adjusted to lower
demand.

* New models in construction segment
and roomier Renault Magnum.

+ Cost reductions in line with the strate-
gic objectives.

Ambitions 2009

» Defend profitability by managing
downturn.

» Maintain high product and service
quality.

» Optimize production flexibility.

» Develop market share.



accompanied by a boost in deliveries, which
raised expectations that the year would be
even better than the record year 2007.

But by late spring the first signs of an upcom-
ing downturn began to be noticeable in the
slower pace of order bookings. Renault Trucks
had foreseen a possible decline in demand and
at mid-year decided to gradually cut production
rates and reduce the number of temporary
employees during the second half of the year.

During the third and fourth quarter, as the
economy was dramatically weakening due to
the impact of the global financial crisis, the
order book began to decrease, due to low
order intake and an increase in cancellations
from cautious customers. As a consequence,
Renault Trucks started implementing a new
streamlined organization and continued work-
ing on measures aimed at cutting costs.

Towards the end of the year, additional
measures were announced to further adapt to
the business to the declining demand. The
measures included shutdown days in the pro-
duction during November and December and
the beginning of 2009.

New products
Renault Trucks continued its active work to fur-
ther strengthen the product portfolio and the

competitiveness. During the first half of the year,

Renault Trucks launched a new version of its
long-haul truck Renault Magnum with a roomier
and higher cab, full of stowage volumes.

In the construction segment the product
offering was complemented by a new Renault
Kerax with a 500 hp 13-liter engine and a new

Renault Premium Lander 8x4.

Solutions for the future

In September, Renault Trucks took the oppor-

tunity to present a vision of sustainable urban

distribution at the European Transport Forum
in Brussels. The event also provided an oppor-
tunity to unveil the Optifuel Lab, an experimen-
tal tractor truck aimed at cutting fuel con-
sumption and CO, emission by more than
10%, thanks to improved aerodynamics.
Also on display were:

* The Premium Distribution Hybrys-Tech, a
hybrid refuse truck geared at fuel savings of
up to 30%. The refuse truck is being field-
tested in the Lyon area of France.

» The Maxity Electric Concept vehicle.

* The FIDEUS Demonstrator; a low-emission
and low-noise vehicle perfectly suited for
delivery in urban environments at night.

*The CVIS/SAFESPOT Demonstrator; an
intelligent vehicle communicating with other

vehicles and infrastructure.

Nissan Diesel's heavy-duty truck Quon is at the
forefront with engines characterized by low fuel
consumption and low emission levels.

Deliveries by segment

Nissan Diesel' 2007 2008
Light trucks (under 7 tons) 12,338 18,661
Medium trucks (7-15.9

tons) 12,342 15,095
Heavy trucks (over 16 tons) 13,504 15,607
Total 38,184 49,363

1 Nissan Diesel was consolidated in the Volvo Group on
April 1,2007.

Deliveries by market

Nissan Diesel' 2007 2008
Western Europe - -
Eastern Europe 20 9
North America 2,479 1,608
South America 808 933
Asia 26,455 39,089
Other markets 8,422 7,724
Total 38,184 49,363

1 Nissan Diesel was consolidated in the Volvo Group on
April 1,2007.

Nissan Diesel
- develops together with
customers

Nissan Diesel develops and sells trucks and
services designed to support the customers’
operations. In sales as well as development, Nis-
san Diesel strives to improve the trucks perform-
ance and features to suit customer needs.
Nissan Diesel became a part of the Volvo
Group in 2007 and for more than 70 years, Nis-

san Diesel has developed and marketed a broad

Ambitions 2008

+ Focused efforts on sales activities for
the Quon in Japan and on activities for
assisting customers in improving their
efficiency.

» Conduct more eco-driving workshops
so as to contribute to reducing fleet
operating costs and to curbing CO,
emissions.

NISSAN DIESEL

» Expand sales in Asia as the core com-
pany of the Group's strategy in Asia.

* Maintain strong exports to resource-
rich countries such as South Africa.

+ Drive projects to create synergies with
the rest of the Volvo Group.

Outcome 2008

* Nissan Diesel helped customers
improve the efficiency of their busi-
nesses through sales of the Quon
heavy-duty truck series, UD Telematics,
UD-TRUST and other products.

» Eco-driving workshops were held to
assist customers in reducing their truck
operating costs and CO, emissions.

« Truck sales were increased in the Asian
region.

* The Quon heavy-duty truck series was
launched in South Africa, an important
export market.

* Nissan Diesel completed the integra-
tion into the Volvo Group.

Ambitions 2009

+ Build an efficient manufacturing system
that can respond flexibly to declining
truck demand.

* Improve the company’s service organi-
zation in Japan and focus efforts on
aftermarket sales.

+ Strengthen the company’s business in
the Asian region.

» Concentrate efforts on increasing sales
in resource-rich countries.

Business areas
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range of light, medium-heavy and heavy trucks,
as well as buses, bus chassis, engines, vehicle
components and specialized vehicles.

During 2008, demand in Japan weakened
further and, after a strong start to the year,
most of Nissan Diesel's export markets were
also affected by the global economic down-

turn during the second half of the year.

UD TRUST

Nissan Diesel offers a service initiative called
UD-TRUST together with a vehicle lease. Under
this service, Nissan Diesel handles all the paper-
work associated with the insurance, taxes and
other procedures for a single truck, as well as
vehicle management assistance regarding regu-
lar inspections, oil changes and other main-
tenance tasks. This integrated service is offered
in response to customer desires to streamline
the necessary paperwork and vehicle mainte-
nance work involved in owning and operating
trucks.

Purchasing this service frees customers
from various necessary tasks associated with
the use of their trucks. In addition, customers’
trucks receive maintenance and inspections
using the latest vehicle service technologies
possessed by Nissan Diesel dealers, thereby
reducing the possibility that a truck might
break down during operation. Customers can
also streamline their operations because the
paperwork and vehicle maintenance tasks for
each of their trucks are greatly reduced.

The UD-TRUST service was launched in
2004 and 26,795 leased trucks are now

covered under this program.

UD Telematics

Nissan Diesel markets the UD Telematics sys-
tem as a comprehensive vehicle management
tool incorporating an internal communication

module. UD Telematics uses two-way communi-
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cation and real-time data to support efficient
truck operation. The system also incorporates
Nissan Diesel's NENPIOH function that sup-
ports eco-driving by providing real-time voice
guidance concerning fuel-saving driving actions.
In addition, UD Telematics also has functions
for preparing eco-driving and safe driving
reports, as well as a function for collecting vehi-
cle data needed for monitoring vehicle condi-
tions and for maintenance management. More-
over, the system enables offices that oversee
fleet operations to monitor their vehicles in real
time, including the operating status, work
details, present position, driving logs and other
information needed for improving the efficiency
of vehicle dispatch and delivery operations.
Since UD Telematics sales were launched
in 2006, a total of 5,476 units of the system

have been sold.

Increased service competence
Customers want their trucks to be inspected
and maintained properly so that breakdowns
can be avoided. Providing services that meet
customer requirements demands high levels of
technical skills. Since 1970, Nissan Diesel has
been conducting a contest for service parts
personnel and service technicians at dealers to
improve their technical skills and customer
interface ability. The 34th contest was held on
November 9, 2008. In addition to contestants
from all Nissan Diesel dealers in Japan, repre-
sentatives from sales companies in South
Africa, Hong Kong and Australia also took part.

Nissan Diesel ranked highest in overall cus-
tomer satisfaction in both the 2008 Japan
Heavy-Duty Truck Ownership Satisfaction
Study and the Light-Duty Truck Ownership
Satisfaction Study conducted by J.D. Power
and Associates.

Nissan Diesel's fundamental philosophy of

placing priority on close ties with customers is

a universal business principle. Nissan Diesel
will be working harder than ever in sales,
engineering and service activities to support
customers’ business operations from the wid-
est possible perspective concerning their use

of Nissan Diesel trucks.

Mack Trucks
— weak North American truck
market

The low demand for heavy-duty trucks experi-
enced in the second half of 2007 continued in
the first half of 2008, driven by ongoing weak-
ness in the U.S. economy and a continuing
decline in housing construction, and it was
then exacerbated by an unprecedented escal-
ation in fuel prices.

An anticipated start to a turnaround in the
second half of the year failed to materialize as
the U.S. economy remained sluggish and then
grew markedly weaker with the onset of the
global credit and liquidity crisis. With the exist-
ing population of trucks quite old by historical
standards, there is pent-up replacement
demand in the market.

After several years of steady growth, Mack’s
international business volumes were slightly
lower in 2008 primarily due to challenges
experienced in two key markets - Venezuela
and Australia. Mack export business outside
these two countries increased approximately
37%. But there is a degree of uncertainty
moving forward with the impact of the credit
crunch being experienced around the world.

An increased focus on government and
military business resulted in a series of con-
tracts with the U.S. Army totaling approxi-
mately SEK 300 M over the next three years.

The negotiations on a new agreement with

the United Auto Workers that were launched in



the third quarter of 2007 continued through
the end of the year.

Restructuring
launched in August 2008 aimed at

optimizing the Volvo Group’s North American

A plan

truck operations includes the relocation of
Mack’s head office and all support functions
including product planning, product develop-
ment and purchasing from Allentown, Penn-
sylvania to the Volvo Group's facility in Greens-
boro, North Carolina, and a concentration of
Mack’s truck production to the plant in

Macungie, Pennsylvania.

Strong dealers

The company’s dealer network has been
strenghtened in recent years, thanks in part to
significant investments in new facilities. Mack
ranked highest in customer satisfaction for
dealer service, according to the J.D. Power
and Associates 2008 Heavy-Duty Truck Cus-
tomer Satisfaction Study. For the most part
dealers continue to do quite well thanks to

their parts and service operations.

Product development

In early 2008, a new prestige truck, Titan by
Mack, was introduced. The model, developed
specifically for heavy haulage and construc-

tion work, is equipped with the new 16-liter

Mack MP10 engine certified to the US'07
emissions standards. This truck puts driver
environment and comfort in focus and is
designed to handle the toughest conditions -
for example, at mines, in forestry work and on
construction sites. Delivery of the Titan by
Mack began in late 2008.

Customer response to all of the new Mack
products, especially the MP engine series as a
whole and the fuel economy improvements
they deliver in particular, continued to be very
positive.

Mack is well advanced in all aspects of the
implementation of new emission reugulations
in 2010. A significant number of trucks
equipped with Selective Catalytic Reduction
(SCR) were placed in customer hands for test-

ing in 2008, with excellent results.

Capacity adjustments

A strike in the first quarter of 2008 by UAW at
the New River Valley plant stopped practically
all production there for almost two months.
Once a new agreement was reached and pro-
duction lost as a result of the strike made up,
capacity at the NRV plant as well as the plants
in Macungie, PA and Hagerstown, MD was
adjusted to a level consistent with market
demand. Approximately 1,300 employees in
the American production system were laid off

towards the end of the second quarter with

The expression “Built like a Mack truck” is often
used and an acknowledgement of the trucks’
strength and endurance.

Deliveries by model

Mack Trucks 2007 2008
Mack CH / CHN 149 1,144
Mack Vision 1,885 1,370
Mack Granite 8,888 6,469
Mack Pinnacle 4,210 3,906
Mack LE 608 1,289
Mack MR 1,689 1,689
Other 1,192 746
Total 18,621 16,613
Deliveries by market

Mack Trucks 2007 2008
Europe 0 8
North America 13,592 12,157
South America 3,183 3,097
Asia 243 200
Other markets 1,603 1,151
Total 18,621 16,613

additional downward adjustments made at

year end.

Buses
- the city bus of the future
is already here

Volvo Buses took a major step towards a
cleaner urban environment when the company
during the year introduced two bus models
equipped with the Volvo Group's new hybrid
technology. Within a few years, hybrid buses

are expected to dominate the city bus market.

MACK TRUCKS

Ambitions 2008

* Prepare for US'10 introduction and
promote SCR technology.

+ Improve aftermarket profitability.

+ Develop soft product business.

« Continue growth of the business
outside North America.

» Launch a product cost-reduction
project to address and offset increasing
raw materials prices and emissions-
related technology costs.

Outcome 2008

+ All aspects of US'10 project well
advanced; response to SCR test trucks
very positive.

*+ Lower overall truck fleet utilization and
the continuing weak construction
industry impacted aftermarket.

+ Growth of international business
impacted by challenges in two key
markets.

+ Comprehensive North American
restructuring plan to improve efficiency
and effectiveness.

« Financial condition of Mack dealer
network strong despite low new truck
sales levels.

Ambitions 2009

« Execute on cost reduction and adjust
production to ensure inventory levels in
line with demand.

« Focus on optimizing cash flow.
* Remain aggressive on price realization.
* Implement key aspects of restructuring

plan with an eye towards long-term
efficiency.

+ Ensure smooth transition to US'10 emis-
sion standards and leverage completely
renewed, highly fuel efficient Mack
products.
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Demands on the transportation industry for
substantially improved fuel economy is grow-
ing ever stronger - for a number of reasons.
One of the most important is the need to
reduce the CO, emissions that affect the cli-
mate. Another is the price of fuel, which is
expected to be considerably higher in the
future. Thanks to catalyctic converters with
SCR-technology, Volvo Buses has succeeded
in significantly reducing emission levels while
at the same time lowering fuel consumption by
5-10%. But this is only the beginning.

Leading the way in hybrid buses

Thanks to hybrid technology, customers can
expect fuel savings of up to 30%. During
2008, Volvo Buses launched the low-floor
Volvo 7700 Hybrid and the doubledecker
Volvo B5L Hybrid. The company immediately
received its first orders for the new model,
which will begin serial production at the turn of
the year 2009/2010. Volvo has developed a
parallel hybrid in which a small diesel engine
and an electric motor work together and where
braking energy is recovered. At bus stops, the
diesel engine is turned off and the bus starts
using only the electric motor. The price is kept
down, thanks to Volvo mainly using com-
ponents that have been developed inhouse and

which are common for buses, trucks and con-

struction equipment. For the first time there is a

commercially viable hybrid bus in the market.

Limited impact from financial crisis

The total world bus market continued to be
stable for the main part of 2008, in spite of the
financial crisis and the recession. Towards the
end of the year, a softening of demand was
noted in some markets and in particular seg-
ments. This pertained mainly to the coach
market for which order intake declined in
Europe as well as North America and Asia. At
the same time, the city bus market continued

to be strong in most parts of the world.

Increased deliveries

Volvo delivered 9,937 buses (9,916) and chas-
sis during 2008. Sales increased in important
markets such as the UK, Germany, Mexico and
India while they declined somewhat in among
others China and the Nordic countries. Volvo
Buses continues to be the market leader in the

UK and the Nordic countries.

Increased sales

In 2008, net sales increased to SEK 17,312 M
(16,608). Operating income declined from
SEK 231 M to an operating loss of SEK 76
Mkr. Operating income was impacted by a
one-time cost of SEK 110 M in relation to the

Volvo 7700 Hybrid is available from 2009.
The hybrid technology brings fuel savings

of up to 30%.
Key ratios
Buses 2007 2008
Net sales as percentage
of Volvo Group sales 6 6
Net sales, SEK bn 16.6 17.3
Operating income, SEK M 231 (76)
Operating margin, % 1.4 (0.4)
Deliveries by market
Buses 2007 2008
Western Europe 3,377 3,140
Eastern Europe 371 173
North America 1,547 1,884
South America 1,318 995
Asia 2,757 3,033
Other markets 546 712
Total 9,916 9,937
Net sales by market
Buses, SEKM 2007 2008
Europe 7,167 7,321
North America 4,630 5,355
South America 1,623 1,571
Asia 1,802 2,094
Other markets 786 971
Total 16,608 17,312

closure of the plant in Tampere, Finland. An
important factor behind the operating loss is
an unfavorable currency mix. Volvo Buses has
production in countries such as Canada, Brazil
and Poland, whose currencies have strength-
ened in relation to currencies in which sales
take place, primarily the US dollar, which for

most part of the year was weak. The company

Ambitions 2008

+ Strong focus on cost control and
decreased product costs.

BUSES

» Further strengthen aftermarket support
for customers.

» Guarantee successful introduction of
hybrid technology buses.

» Focused strategy for expansion in
North America.

B8 Business areas 2008

Outcome 2008

* More efficient production system in
Europe as one plant has been closed
and one sold. Profitability programs
have lowered the product cost for
a number of models.

* Increased competence regarding buses
in the Group's service workshops
through extensive training. Spare parts
availability increased, in terms of geo-
graphic coverage and number of parts.

» Volvo 7700 Hybrid and Volvo B5L Hybrid

launched. First order received. Delivery
starts in 2009.

* Nova Bus started building a new city bus
plant in the US for introdcution in 2009.
Volvo 9700 from Mexico ready for launch
in the US and Canada in 2009.

Ambitions 2009

+ Strong focus on cash flow.

» Secure a successful introduction of
buses with Euro V engines and hybrid
buses.

* Increased efforts in developing soft
offers.

» Continued work with profitability pro-
gram focused on selective expansion
and reduced costs.



also had high research and development costs
because of the development of hybrids.

The global profitability program aimed at
cost reduction continued with full force and

started to yield positive results.

Closure and investments in plants
As a part of activities aimed at strengthening
the company's profitability, adjustments in
capacity were made in the European production
system. The plant in Tampere, Finland was
closed and the plant in Turku, Finland was sold.
During the spring of 2008, construction of a
new plant in Plattsburgh, New York, USA was
started. In the plant Nova Bus will during 2009
start production in order to be able to sell city
buses in the U.S. In the beginning of the year
the company’s new body plant in India was inau-
gurated, which has contributed to increased

sales in the country.

Construction
Equipment

- significant slowdown in
global demand

After a first and second quarter with record
sales and income, Volvo Construction Equip-
ment (Volvo CE) saw sales decelerate rapidly
during the third and fourth quarters of 2008.

Continued weakness in North America and
a sharp decline in Europe were partly offset by
growth in other markets, such as Asia and in
particular China. This helped the company
achieve increased sales and operating income
during the first half of the year, although high
raw material prices, unfavorable exchange
rates and integration costs of acquired busi-
nesses put pressure on operating margins.

In the latter half of the year the cyclical
slowdown in the construction equipment
industry was greatly exacerbated by the global
financial crisis. To mitigate the impact of
reduced demand, Volvo CE focused on avoid-
ing inventory build up by lowering production
capacity, reducing head count and cutting
operational costs. Volvo CE also decided to
move the motor grader production from Can-

ada to an existing facility in the U.S.

Total market development

The global construction equipment industry
registered a sharp drop during the third and
fourth quarter of 2008 as the financial crisis
hit the real economy worldwide, resulting in
the global construction equipment market

recording a volume-drop of 11% in 2008.

Deliveries and sales
During 2008 Volvo CE sold 64,000 machines,

which was more or less flat compared to 2007.

Volvo CE’s launch of new excavators for pipelaying
was one of many important product launches.

Key ratios

Construction Equipment 2007 2008
Net sales as percentage

of Volvo Group sales 19 18
Net sales, SEK bn 53.6 56.1
Operating income, SEK bn 4.2 1.8
Operating margin, % 7.9 3.2
Net sales by market

Construction

Equipment, SEKM 2007 2008
Europe 25,294 25,192
North America 11,170 10,159
South America 2,165 2913
Asia 12,179 13,738
Other markets 2,835 4,077
Total 53,633 56,079

Net sales increased by 5% to SEK 56,079 M
(53,633). Operating income amounted to SEK
1,808 M (4,218) and the operating margin was
3.2% (7.9%).

The lower operating income is an effect of
sharply falling volumes during the second half
of the year, which had a negative impact on
gross profit. The lower volumes also meant
that there was under-absorption of costs when
production in the factories was at low levels.
Furthermore, operating income was negatively
affected by increased costs for raw materials
and components, costs of about SEK 100 M
related to personnel reductions and unfavor-

able exchange rate developments.

CONSTRUCTION EQUIPMENT

Ambitions 2008
* Integrate and develop road machinery
product offering.

* Maximize opportunity of Lingong busi-
ness in China.

» Focused strategy for India, Russia,
China.

« Strengthen compact equipment prod-
uct offering.

+ Continue research on biofuels and
hybrid technology.

+ Continue to develop specialist applica-
tion focused equipment.

» Execute investments for increased
capacity and improved productivity.

Outcome 2008
* Road machinery product offering is
developing according to plan.

+ Firm strategic plans for Lingong
in place.

+ Further developed distribution base
in emerging markets.

» Expanded segment coverage in oil-and
gas and forestry with the launch of pipe
layers and feller bunchers.

* Increased industrial capacity in
components.

* New compact equipment launched.

* Hybrid wheel loader prototype
launched.

Ambitions 2009

* Adjust production capacity to market
demand.

« Focus on cash flow.

« Improve internal efficiency.

+ Continue to lead the development
of fuel-efficient solutions.

« Continue to focus on emerging market
opportunities.

+ Continue integration of Lingong and
road machinery businesses.
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Focus on integration

Integration work of both the Chinese wheel
loader manufcturer Lingong and the road
machinery business line is going according to
plan. The road machinery product portfolio has

been fully Volvo branded.

Investments

The ongoing investment that began in 2007 to
eliminate capacity bottlenecks in the com-
ponent production facility in Eskilstuna, Sweden
started to take effect in 2008.

During the year it was also announced that
the production of centre-mounted backhoe
loaders would move from Poland to Mexico.
This will speed delivery times to the North and
Latin American markets, where the product is
particularly popular, and decrease the impact
of currency fluctuations.

Furthermore, there were investments an-
nounced in new paint shops in the company’s
articulated hauler plant in Braas, Sweden and
in its cab factory in Hallsberg, Sweden. These
will lead to a reduced environmental impact

and quality improvements.

The product portfolio

Volvo CE continues to evlove as a total solu-
tion provider and to develop its segmentation
approach to customer needs. In line with the

Group’s strategy to increase to grow within

soft products, Volvo CE continues to expand
its soft products offering, including remote
machine monitoring systems and uptime serv-
ices.

The rental business has expanded with 15
new rental stores in North America, Europe
and Other markets.

Products launched in 2008 included:

» L220F Hybrid wheel loader prototype

* L45F and L5OF mid-sized wheel loaders

* EC60C and EW210C mid-sized excavators
*» L180F HL high lift wheel loader

» Feller bunchers for the forestry segment.

Fuel-efficient technology

At the ConExpo exhibition held in Las Vegas in
March 2008, Volvo CE showcased the indus-
try's first prototype hybrid wheel loader, the
Volvo L220F Hybrid. The diesel-electric hybrid
drive system offers improved performance
characteristics and reduces emissions and fuel
consumption. To meet the environmental
requirements and emission legislations of the
future Volvo CE is developing a range of Tier IV
engines and has the technology in place to
meet expected bio-fuel environmental legisla-

tion.

New President
Olof Persson was named Volvo Construction

Equipment’s new President in September. He

Kalmar Industries is a world-leading manufacturer of
different machines for materials handling and one of
Volvo Penta’s largest industrial engine customers.

Key ratios

Volvo Penta 2007 2008

Net sales as percentage
of Volvo Group sales 4 4

Net sales, SEK bn 1.7 1.4
Operating income, SEKM 1,173 928
Operating margin, % 10.0 8.1
Net sales by market

Volvo Penta, SEK M 2007 2008
Europe 6,798 6,554
North America 2,674 1,947
South America 274 364
Asia 1,624 2,082
Other markets 349 486
Total 11,719 11,433
Engine volumes

Volvo Penta, No. of units 2007 2008
Marine engines 67,333 51,270
Industrial engines 23,728 26,061
Total 91,061 77,331

has an extensive international experience from
ABB, Bombardier and Daimler Chrysler and

was most recently President of Volvo Aero.

Volvo Penta
- continues to capture
market share

Volvo Penta offers complete drive systems
and service for leisure boats, workboats and

industrial applications such as diesel-powered

VOLVO PENTA

60 Busine

Ambitions 2008
+ Focus on delivery capacity to ensure
favorable product supply in the market.

* Intensify work to ensure a positive
product cost development.

» Establishment of a new global dealer
network structure.

+ Continued introduction of soft products
and service programs.

ss areas 2008

Outcome 2008
« Continued investments in a new, global
logistics system.

« New European dealer structure
implemented.

» Expanded customer offering of soft
products.

Ambitions 2009

+ Secure favorable profitability also in
weaker market conditions.

+ Secure successful implementation of
new, global logistics structure.

+ Continue to expand industrial engine
business to improve balance between
business segments.



gensets and container handling equipment.

Volvo Penta contributes with substantial
synergies and economies of scale to the Volvo
Group’s total production of diesel engines.
During 2008, Volvo Penta sold approximately
30,000 marine and industrial engines based
on the Group’s diesel engine platforms. The
majority of these volumes consist of industrial
engines - a business that Volvo Penta has
expanded considerably in recent years. With
unique performance characteristics and low
emissions Volvo Penta'’s drive systems contrib-
ute to strengthening the competitiveness of
industrial engine customers such as Kalmar
Industries, Sandvik and Atlas Copco.

This type of customer, with operations
worldwide, can have global support for its
operation through the Volvo Group's complete
product and service offering.

On the marine engine side, Volvo Penta
delivers engines and drive systems to world-
leading boat builders suchas Fairline, Sun-
seeker, Riviera, Four Winns, Jeanneau/Bene-
teau and Cranchi. With innovative technological
solutions and integrated drive systems, Volvo
Penta creates considerable advantages for
the customer in the form lower fuel consump-
tion and shorter installation times.

During the year, Volvo Penta continued the
launch of Volvo Penta IPS - the acclaimed
drive system with forward-facing propellers
and steerable drive units. With new and larger
drive units connected to the Volvo Group's
11-liter engine, Volvo Penta has expanded its
IPS offering with two new power classes:
IPS800 and IPS900. With multi installations
of these systems, Volvo Penta can offer drive
systems for boats up to 100 feet.

For sailboats, Volvo Penta during the year
launched a new series of diesel engines with

very low emission and noise levels. Standard

engines from the same engine family are
installed in all of the yachts taking part in the

Volvo Ocean Race.

Total market

The total market for marine engines weakened
in Europa, while demand for industrial engines
continued to be relatively stable.

In North America, the weakening trend of
recent years in the marine engine market con-
tinued. Following the financial crisis during the
second half of the year, boat sales in North
America declined to historically low levels.

In Asia and many markets in other parts of
the world, for instance the Middle East and
South America, demand for industrial engines

and marine engines continued to be favorable.

Market share development

With aggressive investments in product devel-
opment and product renewal, Volvo Penta has
created a modern and complete product port-
folio that is in demand from a growing number
of boat builders and industrial engine custom-
ers around the world.

Volvo Penta has consolidated and strength-
ened its market share in most market seg-
ments, not least thanks to continued great
success for Volvo Penta IPS, which to an ever
greater extent replaces traditional shaft instal-

lations in the inboard segment.

Financial performance
In total, net sales amounted to SEK 11,433 M,
compared to SEK 11,719 M in the preceding
year. Operating income amounted to SEK 928
M compared to SEK 1,173 M the preceding
year. Operating margin amounted to 8.1% (10.0).
Operating income was negatively impacted
by sharply lower volumes during the second

half of the year, increased under-absorption of

costs in production and one-time costs of
about SEK 100 M associated with carried-out

adjustments of operations to lower demand.

Production and investments

During the year, Volvo Penta invested approxi-
mately SEK 100 M in a new logistics system
that fully implemented will enable substantial
efficiency improvements in the entire chain
from order to delivery.

Production in the plants in Vara, Sweden
and Lexington, Tennessee, USA was gradually
lowered in line with falling demand for marine
engines. Towards the end of the year, Volvo
Penta was forced to implement personnel
reductions in both factories and central admin-
istration to adjust the company to a signifi-
cantly lower demand as a consequence of a

weaker world market.

Voilvo Aero
- leader in lightweight designs

Volvo Aero has for a long time played an import-
ant part as a manufacturing partner in the air-
craft engine industry. This role has in recent
years changed as Volvo Aero has asssumed
greater responsibility as a partner in the devel-
opment of new engine programs.

Today, Volvo Aero develops its own unique
technologies which are important to partners
and other customers in the aerospace indus-
try. The technology development is mainly

concentrated on lightweight designs.

Highly-interesting technologies

Lightweight design has a tremendous import-
ance for engines’ fuel consumption and thus
for emissions. This makes Volvo Aero's tech-

nologies highly interesting, since the oil price
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has had an ever increasing impact on airlines’
total costs while the climate and environmen-
tal concerns have increased demand for
engines with lower emissions.

By using Volvo Aero’s knowledge of light-
weight design, simulation and new, patented
production methods, engine manufacturers
can shorten lead times for the development of
new engines while at the same time produce
engines that are lighter and less noisy.

Through the acquistion of ACAB in 2007
Volvo Aero was able to complement the light-
weight konowledge with composite technolo-
gies, which are expected to have a great

importance for future aircraft engines.

Largest contracts so far
Lowered weight and lowered production costs
were success factors when Volvo Aero signed
its largest engine contracts to date with the
engine manufacturers Pratt & Whitney and
Rolls-Royce. The involvement in the two engine
programs is expected to lead to net sales for
Volvo Aero of approximately SEK 90 billion in
the coming 40 years. The contracts are impor-
tant successes for Volvo Aero's lightweight
technology since the contracts were signed in
stiff competition from conventional technolo-
gies.

During the year, an important milestone was

passed for another new and important aircraft

engine: the GEnx, which received certification
from the U.S. Federal Aviation Administration.
Volvo Aero has been responsible for the de-
velopment of three important components but
in total manufactures six parts of the engine.

The important testing of Volvo Aero com-
posite technology in EU’s VITAL environmental
project was successful. The Fan Blade Out
test is crucial in order to demonstrate the abil-
ity of the components to cope with maximum
strain.

During the year, Volvo Aero and Boeing
extended their marketing and distribution
partnership agreement for an additional 10
years. Volvo Aero’s aftermarket company in the
US will continue to provide services to support
the distribution of aircraft parts for a wide

range of Boeing aircraft.

Declining air traffic

World airline passenger traffic increased
somewhat during the first eleven months of
2008. However, almost all regions showed a
clear decline towards the end of the year. The
domestic North American market in particular
had a significant downturn.

According to IATA, the airlines’ financial
problems increased in 2008. In spite of this,
order backlog for large commercial jets
increased. The order backlog increased from
6,848 aircraft at the beginning of 2008 to

Many aircraft

____‘/ the world over have

components from Volvo Aero.

Key ratios

Volvo Aero 2007 2008
Net sales as percentage

of Volvo Group sales 3 2
Net sales, SEK bn 7.6 7.4
Operating income, SEK' M 529 359
Operating margin, % 6.9 4.8
Net sales by market

Volvo Aero, SEKM 2007 2008
Europe 3,462 3,497
North America 3,723 3,634
South America 127 58
Asia 234 234
Other markets 100 125
Total 7,646 7,448

7,429 at the end of the year. Airbus and Boe-
ing received 1,686 new orders and delivered

858 new aircraft.

Lower profitability

In 2008, Volvo Aero’s sales amounted to SEK
7,448 M compared to SEK 7,646 M the pre-
ceding year, a decline of 3%.

Operating income amounted to SEK 359 M, a
decline of 32% compared to SEK 529 M in 2007.
Operating margin declined from 6.9% to 4.8%.
The lower profitability is mainly attributable to
lower sales and lower margins in the American
aftermarket business, while delays in new aircraft
programs at both Boeing and Airbus impacted
profitability through lower production volumes and

lower capacity utilization.

Ambitions 2008

* Develop composite offerings for cold
structures within the framework of the
acquisition of ACAB.

* Meet increased volumes through
improved productivity and lower prod-
uct costs.

VOLVO AERO

+ Continued improvements in volumes
and profitability within the aftermarket
business.
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Outcome 2008

« The development of composite struc-
tures has been running according to
plan.

+ Successful FBO test (FanBlade Out)
conducted in Derby together with
Rolls-Royce.

* The work to meet higher volumes with
increased productivity and lower prod-
uct cost has developed according to
plan, but will continue in 2009.

« Successful activities in the aftermarket
business, but the sharp decline among
airlines resulted in the American after-
market business not reaching its goals.

Ambitions 2009

* Adjust operations to the expected
downturn and lower volumes.

» Continue working on improving pro-
ductivity and lowering product cost.

» Handle the development of com-
ponents to the new engine programs
Trent XWB and PW1000G.

* Increase volumes and profitability in
the aftermarket business.

» Continue to expand the customer offer
of composites for cold structures.



In order to adjust to an expected downturn
with lower volumes, Volvo Aero in 2008 made
reductions of staff in Kongsberg, Norway, and
Boca Raton, Florida, US, and in January, the
company initiated negotiations regarding
redundancy of 250 blue-collar employees in
Trollhattan, Sweden and more than 100 white-
collar positions through planned retirement
and a reduced number of consultants. All in all,
the reduction comprises about 420 positions

at Volvo Aero.

New president

On November 1, Staffan Zackrisson assumed
the position as President of Volvo Aero. Staffan
Zackrisson has worked for Volvo Aero for a
number of years and in recent years he has
been a member of the business area’'s man-

agement team.

Financial Services
- a vital and trusted partner

Volvo Financial Services supports the Volvo
Group's product range with vital financing
solutions and related offerings to help cus-
tomers acquire the products that they need.
The expanded range of services and customer

financing operations intensify cooperation,

build retention and add value to Volvo Group's
customers.

2008 was a very challenging year with
the financial markets overall experiencing
extremely restricted liquidity in the last quarter
of 2008. Volvo Financial Services (VFS) con-
tinued to provide vital financial services to
Volvo Group customers and dealers through-
out the world, focusing on strong credit disci-
pline and a close working relationship with
dealers, customers and the other business
areas in the Volvo Group.

During 2008, VFS continued its strategy of
geographical expansion as it commenced
retail financing in Chile and Hungary. The
organic growth continued with a new financing
volume of SEK 44.5 billion (41.4) and a pene-
tration level of 25% (24) for the full year.

Volvo Financial Services reached a portfolio
milestone during 2008 of more than SEK 100
billion in managed assets. VFS has been suc-
cessful in a number of markets, which is
reflected in good volumes and favorable pene-
tration, while at the same time maintaining
strict underwriting policies. In recent years
VFS has focused very much on improving the
credit mix of the portfolio, the diversity of the
products financed and the geographical distri-

bution of assets under management.

Volvo Financial Services offers financing to both
dealers and end-customers and contributes to
strengthen the relationship with customers.

Credit portfolio by business area, %

Volvo Trucks 46%
Mack Trucks 7%

Renault Trucks 16%
T~ Buses 3%

Volvo CE 23%
Other 5%

Penetration by business area’, %

08
07

1 Share of business
financed by
Financial Services
in markets where
financial services
are offered.

2929 1618 1816 1314 3436
Volvo Renault Mack Buses Volvo
Trucks Trucks Trucks CE

FINANCIAL SERVICES

Ambitions 2008
Expand and integrate commercial
offering.

+ Controlled growth in new, organic
and acquisition markets.

Extend brand awareness.
+ Business cycle vigilance.

* Employee recruitment, development
and retention.

Outcome 2008

+ Developed integrated solutions with the
other business areas.

» Commenced customer financing activ-
ities in Chile, Hungary, Slovakia and
Australia.

+ Further integration of Road Machinery.

» Enhanced the brands through marketing
campaigns.

* Maintained stability and control in
a difficult economic environment.

* Improved recruitment and retention
activities and implemented key skills
development programs.

Ambitions 2009
*+ Ensure sustained profitability in the
global recession.

» Secure efficient funding and execute
on capital management strategies.

+ Continue optimizing growth by more
tailored customer solutions.

» Secure key competencies and global
mobility.
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Corporate Governance Report

During 2008, the Board focused specifically on adapting the Group'’s operations to the present market
conditions; initially to a very strong demand for the Group’s products and during the second half to a sig-
nificantly weaker development. The Board has furthermore focused specifically on issues pertaining to
the continuous integration of newly acquired operations and on issues relating to the continuous renewal
of the Group’s product portfolio.

Corporate bodies in corporate The Volvo Group Corporate Governance Model
governance

The governance and control of the Volvo Group Sharehold
areholders

is carried out through a number of corporate
bodies. At the Annual General Meeting, the -
shareholders exercise their voting rights with

regard, for example, to the composition of the

Board of Directors of AB Volvo and election of

Annual General Meeting Election Committee

external auditors. An Election Committee pro-
poses candidates to serve as Board members,

Board Chairman and external auditors. The

Board is responsible for the Group’s long-term AU E U LG e

development and strategy as well as control- Auditors
ling and evaluating the company’s operations. Audit Committee
In addition, the Board appoints the President

of AB Volvo, who is also the Chief Executive
Officer (CEQ). The duties of the Board are President
partly exercised through its Audit Committee
and its Remuneration Committee. The CEO is
in charge of the daily management of the Group Executive Committee

Group in accordance with guidelines and

instructions provided by the Board.
Business Areas Business Units

The CEOQ is in charge of the daily manage-

ment of the Group through primarily two differ-

ent bodies, the Group Executive Committee

and the business areas’ and business units’
Boards of Directors. The Group Executive
Committee comprises those who report
directly to the CEO. The Group Executive Com-
mittee meetings, which are led by the CEO,
deal with Group-wide issues and issues affect-
ing more than one business area/unit, and
sharing of information concerning the Group’s
performance. The CEO or another member of
the Group Executive Committee is the Chair-

man of the Boards of all business areas and
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business units and these comprise mainly of
other members of the Group Executive Com-
mittee. The Boards of the business areas and
business units effect control and follow-ups of
business areas’ and business units’ financial
development, business plans and goals as well
as make decisions regarding, for example,

investments.

Swedish Code of Corporate Governance
Volvo applies the Swedish Code of Corporate
Governance, revised as of July 1, 2008 (the
Code), in accordance with which this Corpor-
ate Governance Report has been prepared.
The Board's report of the key aspects of the
company’s system for internal controls and
risk management regarding financial reports is
included as a special section of this Corporate
Governance Report.

Between January 1,2008 and December 31,
2008 Volvo did not deviate from any of the rereg-
ulations set forth in the Code.

This Corporate Governance Report has not

been reviewed by the company’s auditors.

Election Committee

The Election Committee is the shareholders’
body responsible for submitting to the Annual
General Meeting the names of candidates to
serve as Chairman and other members of the
Board as well as proposal for fees and other
compensations to be paid to the Board mem-
bers. In the years in which election of auditors
for Volvo shall be held, the Election Committee
presents proposals for election of auditors and
proposal for fees to be paid to the auditors
based on the preparations carried out by
Volvo's Audit Committee.

The Election Committee's proposal shall be
presented to Volvo in sufficient time to be able
to be included in the notice to attend the
Annual General Meeting and at the same time
to be published on Volvo's website. In conjunc-
tion with the notice to attend the Annual Gen-
eral Meeting is published, the Election Com-
mittee shall among other things comment on

whether those persons who are proposed to

be elected as Board members are to be con-
sidered as independent in relation to the com-
pany and company management as well as to
large shareholders in the company and further
to comment on their material assignments and
holding of shares in Volvo. At Volvo's Annual
General Meeting in 2007, new instructions for
the Election Committee were adopted. Accord-
ing to these instructions, the Annual General
Meeting shall select five members for the
Election Committee, of which four shall repre-
sent the largest shareholders in the company,
in terms of the number of votes, who have
expressed their willingness to participate in
the Election Committee. In addition, one of the
members shall be the Chairman of the AB
Volvo Board. Additionally, the Election Com-
mittee can offer other larger shareholders to
appoint one representative as a member of the
Election Committee. If such an offer is made, it
should be directed in turn to the largest share-
holder in terms of voting rights not already
being represented on the Election Committee.
The number of members on the Election Com-
mittee may not exceed seven however.

The Election

appointed at Volvo's Annual General Meeting

Committee, which was
in 2008 in accordance with the new instruc-
tions, comprised Volvo's Chairman Finn Johns-
son, Carl-Olof By, representing AB Indus-
trivarden, Lars Forberg, representing Violet
Partners LP, Anders Oscarsson, representing
SEB Fonder / Trygg Forsakring and Thierry
Moulonguet, representing Renault. The Elec-
tion Committee elected Thierry Moulonguet as
Later during 2008, the Election
Committee offered Svenska Handelsbanken
togheter with SHB Pension Fund, SHB Pen-
sionskassa, SHB Employee Fund and Okta-

Chairman.

gon and AMF Pension to appoint one repre-
sentative each as a member of the Election
Committee. Handelsbanken and others
appointed Hakan Sandberg and AMF Pension
appointed Christer EImehagen. When Christer
Elmehagen in December 2008 retired from
AMF Pension, he also retired from the Election

Committee.

The Board’s composition and attendance at
meetings January 1, 2008 to December 31,
2008
Remunera-
Audit tion
Board Committee Committee

Finn Johnsson 8 4

Peter Bijur
Per-Olof Eriksson'
Tom Hedelius

Leif Johansson
Philippe Klein
Louis Schweitzer

Ravi Venkatesan?

Lars Westerberg

Ying Yeh

Martin Linder, employee
representative 8

~N[0O|N|N|O o] N W]~

Olle Ludvigsson,

employee representative 8

Johnny Ronnkvist,

employee representative 7

Total number of

meetings 8 3 4

1 Resigned from the Board in conjunction with the 2008
Annual General Meeting.
2 Elected to the Board at the 2008 Annual General Meeting.

The Election Committee has proposed re-
election of Peter Bijur, Leif Johansson, Finn
Johnsson (Chairman of the Board), Louis Sch-
weitzer, Ravi Venkatesan, Lars Westerberg
and Ying Yeh as members of the AB Volvo
Board. In addition, the Election Committee
proposed election for the first time of Jean-
Baptiste Duzan and Anders Nyrén. Tom
Hedelius and Philippe Klein have declined re-

election.

The Board

In 2008, AB Volvo's Board of Directors con-
sisted of nine members elected by the Annual
General Meeting. In addition, the Board had
three members and two deputy members
appointed by employee organizations. The CEO,
Leif Johansson, was a member of the Board.

During 2008, six regular meetings, one
statutory meeting and one extraordinary meet-
ing were held.

The Board has adopted work procedures for
its activities that contain rules pertaining to
the distribution of work between the Board
members, the number of Board meetings, mat-
ters to be handled at regular meetings of the

Board and duties incumbent on the Chairman.
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In addition thereto, the work procedures con-
tain directives concerning the tasks of the
Audit Committee and the Remuneration Com-
mittee respectively. The Board has also issued
written instructions specifying how financial
information should be reported to the Board
as well as the distribution of duties between
the Board and the President.

The Annual General Meeting decides on the
fees to be paid to the Board members elected
by the shareholders. The Annual General
Meeting held on April 9, 2008 approved a total
fee to the Board, for the time until the end of
the next Annual General Meeting, of SEK
5,725,000 to be distributed among the Board
Members according to the following. The
Chairman of the Board should receive a fee of
SEK 1,600,000 and each of the remaining
members should receive afee of SEK 500,000,
with the exception of the President. In addition,
the Chairman of Audit Committee should
receive SEK 250,000 and the other two mem-
bers of the Audit Committee SEK 125,000
each and the members of the Remuneration
Committee SEK 75,000 each.

During the year, the Board reviewed the
business plans and strategies for the various
businesses in the Volvo Group. The Board also
reviewed the financial positions of AB Volvo
and the Volvo Group on a regular basis and
acted in order to ascertain that there are effi-
cient systems in order to follow-up and control
the business and financial position of the Volvo
Group. In connection therewith, the Audit
Committee was responsible for preparing for
the Board's work to assure the quality of the
company’s financial reporting through review-
ing the interim reports and the annual report.
In connection therewith, the Board met with
the company's auditors during 2008. The
Board continuously evaluated the perform-
ance of the CEO.

During 2008, the Board focused specifically
on adapting the Group's operations to the
present market conditions; initially to a very
strong demand for the Group's products and

during the second half to a significantly weaker
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development. The Board has furthermore
focused specifically on issues pertaining to
continuation of the integration of newly acquired
operations and on issues relating to the continu-
ous renewal of the Group's product portfolio.

The Board's work is mainly performed
through Board meetings and through meet-
ings in the respective committees of the
Board. In addition thereto, the Chairman of the
Board is in regular contact with the CEO in
order to discuss on-going business and to
ensure that the decisions taken by the Board
are executed. An account of each Board mem-
ber's age, main education, professional experi-
ence, assignments in the Company and other
important board memberships, own and
related parties ownership of shares in Volvo as
of March 4, 2009 and the years of member-
ship on the Volvo Board, is presented on the
Board and auditors page.

During 2008, the Board performed its
yearly evaluation of the Board's work. The
Chairman has informed the Election Commit-

tee on the result of the evaluation.

Independence requirements

The Board of Directors of Volvo must meet
independence requirements pursuant to the
rules of the OMX Nordic Exchange Stockholm
(the “Stockholm Exchange”), and the Code.
Below follows a short description of the rules
of the Stockholm Exchange and the Code. The
independence requirements mainly mean that
only one person from the company’s manage-
ment may be a member of the Board, that a
majority of the Board members elected by the
General Meeting shall be independent of the
company and the company management and
that at least two of the Board members elected
by the General Meeting that are independent
from the company and the company’s manage-
ment shall also be independent of the compa-
ny's major shareholders. In addition, the Code
demands that a majority of the members in the
Audit Committee shall be independent of the
company and the company management and

that at least one member shall be independent

of the company’s major shareholders. A mem-
ber of the Board who is a member of the com-
pany management shall not be a member of
the Audit Committee. With regard to the Remu-
neration Committee, the Code sets the require-
ment that members of the Remuneration Com-
mittee, with the exception of the Board
Chairman if a member of the Remuneration
Committee, shall be independent of the com-
pany and company management.

Considering the above demands regarding
the Board’s independence, the Election Commit-
tee has reported to the company the following
understanding about the independence from the
company and the company management as well
as the company’s largest shareholders with
regard to the Board members who were elected
at the Annual General Meeting in 2008:

Finn Johnsson, Peter Bijur, Tom Hedelius,
Philippe Klein, Louis Schweitzer, Ravi Venkate-
san, Lars Westerberg och Ying Yeh are all
independent from the company and company
management.

Leif Johansson, as Volvo's CEQ, is not inde-
pendent from the company and company man-
agement.

Louis Schweitzer and Philippe Klein are
Chairman of the Board and employee, respec-
tively, of Renault and represent Renault on the
company’s Board of Directors. Since Renault
controls more than 10% of the shares and
votes in Volvo, these persons may not, pursu-
ant to the Code and the rules of the Stockholm
Exchange, be considered as independent in
relation to one of the company’s major share-
holders.

Also the Election Committee must meet
independence requirements pursuant to the
Code. According to the Code the majority of
the members of the Election Committee are to
be independent of the company and the com-
pany management. Neither the CEO nor other
members of the executive management are to
be members of the Election Committee. At
least one member of the nomination commit-
tee is to be independent of the company’s

largets shareholder in terms of votes or any
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group of shareholders that act in concert in
the governance of the company. All members
of the Election Committee have been consid-
ered to be independent of Volvo and Volvo's
management. All members of the Election
Committee except Thierry Moulonguet have
been considered to be independent of Volvo's
largets shareholder in terms of votes, since
Thierry Moulonguet represents Renault in the
Election Committee and Renault is Volvo's

largest shareholder in terms of votes.

Audit Committee

In December 2002, the Board established an
Audit Committee primarily for the purpose of
overseeing the accounting and financial report-
ing processes and the audit of the financial
statements. The Audit Committee is responsi-
ble for preparing the Board's work to assure the
quality of the company’s financial reporting
through reviewing the interim reports and the
annual report. In addition, the Audit Commit-
tee's task is to establish guidelines specifying
what other services than audit the company
may procure from the company’s auditors and

to provide guidelines for and decisions on trans-

In the autumn of 2008, the Volvo Group'’s Board of Directors visited Eicher's plant in Pithampur, India.

actions with companies and persons closely
associated with Volvo. The Audit Committee is
also responsible for evaluating the internal and
external auditors’ work as well as to provide the
Election Committee with the results of the eval-
uation and to assist in preparing proposals for
auditors. Finally the Audit Committee shall eval-
uate the quality, relevance and efficiency of the
Group's system for internal controls, internal
audit and risk management.

At the statutory Board meeting following the
2008 Annual General Meeting, Peter Bijur, Lars
Westerberg and Ying Yeh were appointed
members of the Audit Committee. Lars Wester-
berg was appointed Chairman of the Audit
Committee.

The Audit Committee met with the external
auditors and Head of Internal Audit at the meet-
ings of the Audit Committee. The Audit Com-
mittee has also met separately with the external
auditors and the Head of Internal Audit without
the presence of the company management.
The Audit Committee and the external auditors
have among other things discussed the exter-
nal audit plan and risk management. The Audit

Committee held three meetings during 2008.

Remuneration Committee

In April 2003, the Board established a Remu-
neration Committee primarily for the purpose
of preparing and deciding on issues relating to
in the

Group. The duties of the Committee include

remuneration to senior executives

presenting recommendations for resolution by
the Board regarding terms of employment and
remuneration for the President of AB Volvo,
principles for remuneration, including pensions
and severance payment for other members of
the Group Executive Committee, and prin-
ciples for variable salary systems, share-based
incentive programs, pensions and severance
payment for other senior executives in the
Group. In addition, the Remuneration Commit-
tee decides the individual terms of employ-
ment for the other members of the Group
Executive Committee in accordance with the
principles established by the Board.

In 2008, the Remuneration Committee
comprised Board members Tom Hedelius,
Louis Schweitzer and Finn Johnsson, Chair-
man. The Remuneration Committee held four

meetings during the year.
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Group Executive Committee

An account of their respective age, principal
education, Board memberships, own and
related parties’ ownership of shares in Volvo
as of March 4, 2009, and year of joining Volvo
for the CEO and each member of the Group
Executive Committee is presented in the

Group Executive Committee section.

External auditing

Volvo's auditors are elected by the Annual
General Meeting, for a period of three or four
years. The current auditor is Pricewaterhouse-
Coopers AB (PwC), which was elected at the
2007 Annual General Meeting for a period of
three years. The next election of auditors will
thus be at the 2010 Annual General Meeting.
Two PwC partners, Goran Tidstrém and Olov
Karlsson, are responsible for the audit of Volvo.
Goran Tidstrom is the Lead Partner.

The external auditors discuss the external
audit plan and risk management with the Audit
Committee. The Auditors review the interim
report for the period January 1 to June 30 and
the annual report. The auditors report their
findings as regards the annual report to the
shareholders through the audit report, which
they present to the Annual General Meeting of
the shareholders. In addition, the auditors
report detailed findings from their reviews to
the Audit Committee twice a year and, once a
year, to the full Board of Directors.

When PwC is retained to provide services
other than the audit, it is done in accordance
with rules decided by the Audit Committee
pertaining to pre-approval of the nature of the

services and the fees.

Disclosure Committee
A Disclosure Committee was established in
2004. The Committee contributes to ensuring
that Volvo fulfills its obligations according to
applicable legislation as well as to listing rules
to timely disclose to the financial market all
share price sensitive information.

The Committee comprises the heads of the
Internal

departments Corporate Finance,
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Audit, Investor Relations, Corporate Legal,
Business Control and Financial Reporting.
Chairman of the Disclosure Committee is the
company's Senior Vice President of Corporate

Communications.

Outstanding share- and share-price-
related incentive programs

An account of outstanding share- and share
price-related incentive programs is provided in

Note 34 Employees in the Group's notes.

The Board’s report on the key aspects
of the company’s system for internal
controls and risk management regard-
ing financial reports

The Board is responsible for the internal con-
trols according to the Swedish Companies Act
and the Swedish Code of Corporate Govern-
ance (the Code). The purpose of this report is
to provide shareholders and other interested
parties an understanding of how internal con-
trol is organized at Volvo with regard to finan-
cial reporting.

The report has been prepared in accordance
with the Code and the guidance issued by the
Confederation of Swedish Enterprise and FAR
SRS and is thus limited to internal control over
financial reporting. This report is included as a
section in the Corporate Governance Report,
but does not comprise a portion of the formal
annual report. This report has not been

reviewed by the company’s external auditors.

Introduction
Until March 2008 AB Volvo's Series B shares
were registered with the Securities and
Exchange Commission (SEC) in the US. Volvo
was subject to the Sarbanes-Oxley Act (SOX)
until the B shares were deregistered from the
SEC. SOX includes, among other things, com-
prehensive regulations regarding the evalua-
tion of the internal control over the financial
reporting.

Also after the deregiotation from the SEC
Volvo has maintained many principles for the

internal controls of the financial reporting

which were implemented when the Group had
to comply with the SOX-regulations. Volvo pri-
marily applies internal control principles intro-
duced by the Committee of Sponsoring
Organizations of the Treadway Commission
(COSO0). The COSO principles consist of five
interrelated components. The components
are: control environment, risk assessment,
control activities, information and communica-
tion and follow-up.

Volvo has had a specific department for
internal control since 2005. The aim of the
Internal Control function is to provide support
for management groups within business areas
and business units, so that they are able to
continuously provide good and improved inter-
nal controls relating to financial reporting.
Work that is conducted through this function is
based primarily on an evaluation methodology
that has been developed for the purpose of
complying with SOX requirements. The meth-
odology is aimed at ensuring both compliance
with directives and policies, as well as to cre-
ate good conditions for specific control activ-
ities in key processes related to financial
reporting. The Audit Committee is informed of
the result of the work performed by the Inter-
nal Control function within Volvo with regard to
risks, control activities and follow-up on the
financial reporting.

Volvo also has an Internal Audit function
with the primary task of independently verify-
ing that companies in the Group follow the
principles and rules that are stated in the
Group's directives, policies and instructions for
financial reporting. The head of the Internal
Audit function reports directly to the CEO, the
Group’s CFO and the Audit Committee.

Control environment

Fundamental to Volvo’s control environment is
the business culture that is established within
the Group and in which managers and employ-
ees operate. Volvo works actively on communi-
cations and training regarding the company’s
basic values as described in The Volvo Way, an

internal document concerning Volvo's busi-



ness culture, and the Group’s Code of Con-
duct, to ensure that good morals, ethics and
integrity permeate the organization.

The foundation of the internal control pro-
cess relating to the financial reporting is built
up around the Group’s directives, policies and
instructions, and the responsibility and author-
ity structure that has been adapted to the
Group’s organization to create and maintain a
satisfactory control environment. The princi-
ples for internal controls and directives and
policies for the financial reporting are con-
tained in Volvo Financial Policies & Procedures
(FPP), an internal book comprising all import-

ant instructions, rules and principles.

Risk assessment

Risks relating to the financial reporting are
evaluated and monitored by the Board through
the Audit Committee inter alia through identi-
fying what types of risks that typically could be
considered as material and where they would
typically occur. The annual evaluation of inter-
nal control activities conducted by the Internal
Control and Internal Audit functions, are based
on a risk-based model. The evaluation of the
risk that errors will appear in the financial
reporting is based on a number of criteria.
Complex accounting principles can, for ex-
ample, mean that the financial reporting risks
being inaccurate for those posts that are
covered by such principles. Valuation of a par-
ticular asset or liability according to various
evaluation criteria can also constitute a risk.
The same is true for complex and/or changing

business circumstances.

Control activities

In addition to the Board of AB Volvo and its
Audit Committee, the Boards and manage-
ment groups of Group companies constitute
the overall supervisory body.

Several control activities are applied in the
ongoing business processes to ensure that
potential errors or deviations in the financial
reporting are prevented, discovered and cor-

rected. Control activities range from review of

outcome results in management group meet-
ings to specific reconciliation of accounts and
analyses of the ongoing processes for finan-
cial reporting. CFOs in Group companies are
ultimately responsible for ensuring that control
activities in the financial processes are appro-
priate and in accordance with the Group’s
policies and instructions. They are also respon-
sible for ensuring that authority structures are
designed so that one person can't perform an
activity and then perform the control of the
same activity. Control activities within IT secur-
ity and maintenance are a key part of Volvo's

internal control over financial reporting.

Information and communication

Policies and instructions relating to the finan-
cial reporting are updated and communicated
on a regular basis from management to all
affected employees. In addition, there are a
number of committees and networks within
Volvo that serve as forums for information and
discussions regarding issues relating to the
financial reporting and application of internal
rules. Included in these committees and net-
works are representatives from the business
areas and the Group's staff units who are
responsible for financial reporting. Work in
these committees and networks is aimed,
among other things, at ensuring a uniform
application of the Group'’s policies, principles
and instructions for the financial reporting and
to identify and communicate shortcomings
and areas of improvement in the processes for

financial reporting.

Follow-up

Ongoing responsibility for follow-up rests with
the business area’s management groups and
accounting and controller functions. In add-
ition, the Internal Audit and the Internal Con-
trol functions conduct follow-up and supervi-
sion in accordance with what is adopted in the
introduction of this report. The outcome of
evaluation activities shall be reported to Group

management and to the Audit Committee.
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Group Management

Leif Johansson
President and CEO

Born 19561. M. Sc. Engineering. President of AB Volvo
and Chief Executive Officer of the Volvo Group since
1997. With Volvo since 1997. Board member: Bristol-
Myers Squibb Company, Svenska Cellulosa Aktie-
bolaget SCA, Confederation of Swedish Enterprise and
The Association of Swedish Engineering Industries.
Member of the Royal Swedish Academy of Engineering
Sciences. Member of the Volvo Board since 1997.
Holdings in Volvo, own and related parties:
540,810 shares, including 349,023 Series B shares.

Stefano Chmielewski
President of Renault Trucks

Born 1952. MA M. Sc. Electronics/Automation. Presi-
dent of Renault Trucks since 2003. Member of the
Group Executive Committee since 2003. With Volvo
since 2001. Holdings in Volvo, own and related
parties: None.

Satoru Takeuchi
President of Nissan Diesel

Born 1946. President of Nissan Diesel since 2007.
Member of the Group Executive Committee since 2007.
With Volvo since 2007. Holdings in Volvo, own and
related parties: None.

Olof Persson

President of Volvo Construction Equipment

Born 1964. Bachelor of Business Administration. Pres-
ident of Volvo Aero Corporation 2006-2008. President
of Volvo Construction Equipment since November 1,
2008. Member of the Group Executive Committee
since 2006. With Volvo since 2006. Holdings in
Volvo, own and related parties: 42,250 Series B
shares.

Staffan Zackrisson
President of Volvo Aero Corporation

Born 1953. Master of Science & Engineering. Presi-
dent of Volvo Aero Corporation since November 1,
2008. Has held various positions at Volvo Aero 1979-
87 and since 1989. With Uddevalla Invest AB 1987~
89. Member of the Group Executive Committee since
November 1, 2008. With Volvo 1979-87 and since
1989. Holdings in Volvo, own and related parties:
10,333 series B shares.
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Staffan Jufors
President of Volvo Truck Corporation

Born 1951. Master of Business Administration. Presi-
dent of Volvo Truck Corporation since 2004. President
of Volvo Penta 1998-2004. Member of the Group
Executive Committee since 1998, With Volvo since
1975. Board member: Seco Tools AB. Holdings in
Volvo, own and related parties: 40,457 shares,
including 34,687 Series B shares.

Dennis Slagle
President and CEO of Mack Trucks, Inc

Born 1954. Bachelor of Science. President and CEO of
Mack Trucks, Inc. since 2008. President and CEO of
Volvo Construction Equipment North America 2003~
2008. Previously President of L.B. Smith, Inc. Member
of the Group Executive Committee since 2008. With
Volvo since 2000. Holdings in Volvo, own and
related parties: 8,838 Series B shares.

Hakan Karlsson
President of Volvo Bus Corporation

Born 1961. M. Sc. Engineering. President of Volvo Bus
Corporation since 2003. President of Volvo Logistics
2000-2003. Member of the Group Executive Commit-
tee since 2003. With Volvo since 1986. Holdings in
Volvo, own and related parties: 37,177 shares,
including 35,842 Series B shares.

Goran Gummeson
President of Volvo Penta

Born 1947. President of Volvo Penta since 2004. Has
held various positions at Volvo Penta since 1991, head
of Volvo Penta’s European operations 1998-2004.
Member of the Group Executive Committee since
2004. With Volvo since 1991. Holdings in Volvo, own
and related parties: 108,862 Series B shares.

Salvatore L Mauro
President of Volvo Financial Services

Born 1960. Bachelor of Science in Accounting. Presi-
dent of Volvo Financial Services since 2001. President
of Volvo Car Finance Europe 1999-2001. Member of
the Group Executive Committee since 2001. With Volvo
since 1985. Holdings in Volvo, own and related par-
ties: 22.015 Series B shares.




Peter Karlsten
President of Volvo Powertrain

Born 1957. M. Sc. Electrical Engineering. President of
Volvo Powertrain since 2007. Senior Vice President
Technology for the Volvo Group since 2007. Head of
Volvo Trucks in Brazil 2001-2003. Head of Volvo's
North American truck operations 2003-2007. Member
of the Group Executive Committee since 2007. With
Volvo since 2001. Holdings in Volvo, own and
related parties: 142,250 series B shares.

Stefan Johnsson
Senior Vice President

Born 1959. Master of Business Administration. Senior
Vice President of AB Volvo responsible for business
units and human resources. Senior Vice President of
AB Volvo and CFO of the Volvo Group 1998-20056.
President of Volvo Group Finance Sweden 1994-1998.
Member of the Group Executive Committee since
1998. With Volvo since 1987. Board member: The
Chalmers University of Technology Foundation.
Holdings in Volvo, own and related parties:
149,042 shares, including 148,667 Series B shares.

Eva Persson
Senior Vice President

Born 1953. Master of Laws. Senior Vice President of
AB Volvo and General Counsel of the Volvo Group.
Responsible for legal, tax and security matters. Member
of the Group Executive Committee since 1997. With Volvo
since 1988. Secretary to the Board of Volvo since 1997.
Board member: Handelsbanken Region Vast, Second
Swedish National Pension Fund. Member of the Swedish
Industry and Commerce Stock Exchange Committee.
Holdings in Volvo, own and related parties: 74,667
shares, including 73,407 Series B shares.

Tony Helsham
Senior Vice President

Born 1954, Bachelor of Engineering. Senior Vice Pres-
ident of AB Volvo responsible for soft products. Presi-
dent of Volvo Construction Equipment 2000-2008.
President and CEO of Euclid Hitachi Heavy Equipment
1995-1998. President of Volvo Construction Equip-
ment Korea 1998-2000. Member of the Group Execu-
tive Committee since 2000. With Volvo since 1985.
Holdings in Volvo, own and related parties: None.

Pir Ostberg
Senior Vice President and Chairman Trucks Asia

Born 1962. Master of Business Administration. Senior
Vice President of AB Volvo since 2005. Has held various
senior positions in the financial areas in the Volvo Group
since 1990, most recently as CFO of the Volvo Group
2005-2008, prior to that as Senior Vice President and
CFO of Renault Trucks 2004-2005. Member of the
Group Executive Committee since 2005. With Volvo
since 1990. Chairman: Nissan Diesel. Holdings in
Volvo, own and related parties: 165,667 Series B
shares.

Mikael Bratt
Senior Vice President and CFO

Born 1967. Senior Vice President of AB Volvo and CFO
of the Volvo Group since February 2008. Responsible for
finance, strategy and business development. Has held
various senior positions in the financial areas in the Volvo
Group since 1988, most recently as Vice President &
Head of Corporate Finance at AB Volvo. Member of the
Group Executive Committee since 2008. With Volvo
since 1988. Holdings in Volvo, own and related par-
ties: 73,802 shares, including 72,967 Series B shares.

Per Lojdquist
Senior Vice President

Born 1949. Senior Vice President of AB Volvo, respon-
sible for corporate communications and brand man-
agement. Member of the Group Executive Committee
since 1997. With Volvo since 1973. Board member:
Nilérngruppen AB. Holdings in Volvo, own and
related parties: 194,142 shares, including 177,362
Series B shares.

Jan-Eric Sundgren
Senior Vice President

Born 1951. M. Sc. Engineering, PhD in solid state
Physics, Professor in materials science. Senior Vice
President of AB Volvo responsible for public and envi-
ronmental affairs. Member of the Group Executive
Committee since 2006. With Volvo since 2006. Board
member: Hogia AB, Lindholmen Science Park AB,
Meritea AB, SAFER. Member of the Royal Swedish
Academy of Engineering Sciences. Holdings in Volvo,
own and related parties: 25,202 Series B shares.

Changes in Group Executive Committee

Par Ostberg, CFO of the Volvo Group, assumed
responsibility for the Group's Asian truck operations
after Jorma Halonen, Executive Vice President and
deputy CEO, who retired on April 30, 2008.

On January 15, 2008, Dennis Slagle was
appointed President of Mack Trucks Inc. and member
of the Group Executive Committee as of April 1, 2008.
Dennis Slagle took over after Paul Vikner, who became
Vice Chairman in Mack Trucks Inc. as of April 1,2008.
Paul Vikner remained a member of the Group Execu-
tive Committee until July 1,2008.

Mikael Bratt was appointed the successor to Pér
Ostberg on February 11,2008 as CFO of the Volvo
Group. He assumed the post immediately, also joining
Volvo's Group Executive Committee. Mikael Bratt has
been Vice President and Head of Corporate Finance at
AB Volvo since 2002 and has worked for the Volvo Group
since 1988, He has held management positions in
Volvo Treasury North America and Volvo Trucks’ opera-
tions in Brazil.

Olof Persson, President of Volvo Aero, was
appointed to take over after Tony Helsham as Presi-

dent of Volvo Construction Equipment as of November
1,2008. Tony Helsham remain a member of the Group
Executive Committee with a responsibility to support
the growth of soft products in the Group. Staffan
Zackrisson assumed the position as President of
Volvo Aero as of November 1, 2008 and then also
becoming a member of the Group Executive Committee.
Staffan Zackrisson was head of Marketing, Programs
and Sales in Volvo Aero prior to the appointment as
President.
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Board of Directors and Auditors

Board members elected by the Annual General Meeting

Finn Johnsson
Chairman of the Board
Chairman of the Remuneration Committee

Born 1946. Master of Business Administration.
Board Chairman: West Sweden Chamber of Com-
merce and Industry, Luvata Oy, Thomas Concrete
Group AB, KappAhl AB, City Airline and EFG Euro-
pean Furniture Group AB. Board member: Skanska
AB and AB Industrivarden. Member of the Volvo Board
since 1998. Chairman since 2004. Holdings in Volvo,
own and related parties: 60,000 shares, including
40,000 Series B shares.

Principal work experience: Machine Division at Swedish
Match; President Arenco Machine Co., USA; President
Swedish Match Europe and Swedish Match Asia; Presi-
dent Tarkett AB; Executive Vice President Stora AB;
President Industri AB Euroc; President United Distillers,
UK; CEO of MdlInlycke Health Care AB.

Ravi Venkatesan

Born 1963. MBA and M Sc Industrial Engineering.
Board chairman of Microsoft Corporation (India) Pvt.
Ltd, and responsible for the company’s marketing,
operational and business development in India.
Board Chairman: Junior Achievement India, Non
profit organisation. Board member: Non Profit Advi-
sory Board Harvard Business School, Advisory Board
Indian Institute of Technology. Member of the Volvo
Board since 2008. Holdings in Volvo, own and
related parties: 700 Series B shares.

Principal work experience: Several leading positions
within the American engine manufacturer Cummins.

Leif Johansson

Born 1951. Master Sc Engineering. President of AB
Volvo and Chief Executive Officer of the Volvo Group
since 1997. With Volvo since 1997. Member of the
Volvo Board since 1997. Board member: Bristol-
Myers Squibb Company, Svenska Cellulosa Aktie-
bolaget SCA, Confederation of Swedish Enterprise
and The Association of Swedish Engineering Indus-
tries. Member of the Royal Swedish Academy of Engi-
neering Sciences. Holdings in Volvo, own and
related parties: 539,477 shares, including 347,690
Series B shares.

Principal work experience: Project consultant Indevo;
Assistant to President Centro Maskin Morgardsham-
mar; President Husqvarna Motorcyklar; Division Man-
ager Office Machines Facit Sweden; President Facit;
Division Manager AB Electrolux Major Appliances;
Division President AB Electrolux Major Appliances;
Executive Vice President AB Electrolux; President AB
Electrolux; CEO Electrolux Group.

Louis Schweitzer
Member of the Remuneration Committee

Born 1942. Bachelor of Laws. Board Chairman:
Renault, AstraZeneca Plc. Chairman of the Supervi-
sory Board of Le Monde. Board member: BNP-
Paribas, Véolia, LOréal. Member of the Volvo Board
since 2001. Holdings in Volvo, own and related
parties: 10,000 Series B shares.

Principal work experience: Official at French Budget
Department; Chief of Staff of Mr Laurent Fabius
(Minister of Budget, then Minister for Industry and
Research, and Prime Minister), Chairman, French
Commission for Equality (since 2005); numerous
positions with Renault SA (Chief Financial Officer and
Executive Vice President Finance and Planning,
President and Chief Operating Officer, Chairman and
Chief Executive Officer).
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Peter Bijur
Member of the Audit Committee

Born 1942. MBA Marketing, BA Political Science.
Board member: Gulfmark Offshore Inc. Member
of the Volvo Board since 2006. Holdings in
Volvo, own and related parties: 3,000 Series B
shares.

Principal work experience: Numerous positions
with Texaco Inc, retired as Chairman and Chief
Executive Officer in 2001.

Tom Hedelius
Member of the Remuneration Committee

Born 1939, Master of Business Administration,
Hon. Dr. of Economics. Board Chairman: AB
Industrivarden, B&B Tools AB, Anders Sandrews
Stiftelse and Jan Wallanders and Tom Hedelius
Stiftelse. Honorary Chairman: Svenska Han-
delsbanken. Vice Chairman: Addtech AB and
Lagercrantz Group AB. Board member: Sven-
ska Cellulosa Aktiebolaget SCA and Lundbergs
AB. Member of the Volvo Board since 1994.
Holdings in Volvo, own and related parties:
13,465 shares, including 3,465 Series B shares.

Principal work experience: AB Industrikredit;
numerous positions with Svenska Handels-
banken (Credit Director, Executive Vice Presi-
dent, President and CEO, Chairman).

Philippe Klein

Born 1957. Executive Vice President, Planning,
Programs and Control, Renault. Member of the
Volvo Board since 2006. Holdings in Volvo,
own and related parties: 2,250 Series B
shares.

Principal work experience: Various positions
within Renault (from Engine Engineer to Senior
Vice President CEO's Office Renault SA and
member of the Renault Management Commit-
tee); Vice President, CEQ's Office at Nissan;
Senior Vice President, CEO/COOQ Office and
Corporate Administration, Nissan Motor Co., Ltd.

Ying Yeh
Member of the Audit Committee

Born 1948, BA, Literature & International Rela-
tions. President and Chairman of Kodak North
Asia Region. Member of the Volvo Board since
2006. Holdings in Volvo, own and related
parties: None.

Principal work experience: Journalist NBC, New
York. Numerous positions with the U S Govern-
ment Foreign Service in Burma, Hong Kong, Tai-
wan and Beijing. Various positions with Eastman
Kodak in China.




Lars Westerberg
Chairman of the Audit Committee

Born 1948. M Sc Engineering, Bachelor
Business Administration.

Board Chairman: Autoliv Inc., Husqvarna AB and
Vattenfall AB.

Board member: SSAB and Plastal AB.

Member of the Volvo Board since 2007.
Holdings in Volvo, own and related parties:
60,000 Series A shares.

Principal work experienec: President and CEO of
Granges AB, ESAB and Autoliv Inc.

Secretary to the Board

Eva Persson

Born 1953, Master of Laws. Senior Vice President of AB Volvo and General
Counsel of the Volvo Group. Secretary to the Volvo Board since 1997.
Holdings in Volvo, own and related parties: 74,667 shares, including
73,407 Series B shares.

Martin Linder

Employee representative. Born 1973. With Volvo since 1994.
Member of Volvo Board since 2004.
Holdings in Volvo, own and related parties: None.

Olle Ludvigsson

Employee representative. Born 1948. With Volvo since 1968.
Deputy member of Volvo Board 1983-1988; member since
1988. Holdings in Volvo, own and related parties: 775
shares, including 525 Series B shares.

Johnny Ronnkvist

Employee representative. Born 1947. With Volvo since 1965.
Member of the Volvo Board since 1999.

Holdings in Volvo, own and related parties: 915 shares,
including 250 Series B shares.

Berth Thulin

Employee representative. Born 1951. With Volvo since
1975. Deputy member of the Volvo Board since 1999.
Holdings in Volvo, own and related parties: 1,175
Series B shares.

Margareta Ohlin

Employee representative. Born 1947. With Volvo
since 1983. Deputy member of Volvo Board
since 2005.

Holdings in Volvo, own and related parties:
250 Series B shares.

Auditors

PricewaterhouseCoopers AB

Goran Tidstrom Olov Karlsson

Authorized Public Accountant Authorized Public Accountant
Lead Partner Partner

Auditor since 2006 Auditor since 1998
Other assignments: Auditor of Securitas,
Telia Sonera och Trelleborg. Chairman of
the Board of EFRAG (European Financial Born 1949
Reporting Advisory Group) and Board

member of IFAC (International Federation

of Accountants).

Other assignments: Auditor of Trelleborg AB.

Born 1946
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Consolidated income statements

SEKM 2007 2008
Net sales Note 7 285,405 303,667
Cost of sales (219,600) (237,578)
Gross income 65,805 66,089
Research and development expenses Note 7 (11,059) (14,348)
Selling expenses (26,068) (27,129)
Administrative expenses (7,133) (6,940)
Other operating income and expenses Note 8 163 (1,915)
Income from investments in associated companies Note 7,9 430 25
Income from other investments Note 10 93 69
Operating income Note 7 22,231 15,851
Interest income and similar credits 952 1,171
Interest expenses and similar charges (1,122) (1,935)
Other financial income and expenses Note 11 (504) (1,077)
Income after financial items 21,557 14,010
Income taxes Note 12 (6,529) (3,994)
Income for the period 15,028 10,016
Attributable to:
Equity holders of the parent company 14,932 9,942
Minority interests Note 13 96 74
15,028 10,016
Basic earnings per share, SEK Note 23 7.37 4,90
Diluted earnings per share, SEK Note 23 7.37 4.90
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Consolidated balance sheets

THE VOLVO GROUP

SEKM December 31,2007 December 31,2008
Assets
Non-current assets
Intangible assets Note 14 36,508 43,958
Tangible assets Note 14

Property, plant and equipment 46,054 56,248

Investment property 1,156 1,022

Assets under operating leases 22,502 69,712 25,429 82,699
Financial assets

Associated companies Note 15 657 652

Other shares and participations Note 15 1,662 1,301

Long-term customer-financing receivables Note 16 40,486 50,432

Deferred tax assets Note 12 8,783 11,180

Other long-term receivables Note 17 4,779 56,267 6,159 69,724
Total non-current assets 162,487 196,381
Current assets
Inventories Note 18 43,645 55,045
Short-term receivables

Customer-financing receivables Note 19 38,361 48,057

Current tax assets 1,703 1,810

Other receivables Note 20 44,417 84,481 47,512 97,379
Marketable securities Note 21 16,490 5,902
Cash and cash equivalents Note 22 14,544 17,712
Total current assets 159,160 176,038
Total assets 321,647 372,419
Shareholders’ equity and liabilities
Shareholders’ equity Note 23

Share capital 2,654 2,554

Additional contributed capital - -

Reserves 2,146 5,078

Retained earnings 62,570 66,436

Income for the period 14,932 9,942
Equity attributable to the equity holders of the parent company 82,202 84,010
Minority interests 579 630
Total shareholders’ equity 82,781 84,640
Non-current provisions

Provisions for post-employment benefits Note 24 9,774 11,705

Provisions for deferred taxes Note 12 9,127 8,260

Other non-current provisions Note 25 7,301 26,202 9,066 29,031
Non-current liabilities Note 26

Bond loans 42,298 35,798

Other loans 21,149 47,299

Other long-term liabilities 8,282 71,729 9,511 92,608
Current provisions Note 25 10,656 11,750
Current liabilities Note 27

Loans 44,872 62,631

Trade payables 52,663 51,025

Current tax liabilities 451 1,204

Other current liabilities 32,293 130,279 39,530 154,390
Total shareholders’ equity and liabilities 321,647 372,419
Assets pledged Note 28 1,656 1,380
Contingent liabilities Note 29 8,153 9,427
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Changes in consolidated Shareholders’ equity

Shareholders’ equity attributable to equity holders
of the parent company

Share Other Translation Retained Minority Total

SEKM capital  reserves?  reserve earnings Total interests equity!
Balance at December 31, 2006 2,554 987 677 82,686 86,904 284 87,188
Translation differences - - 1,163 - 1,163 3 1,166
Translation differences on hedge instruments
of net investments in foreign operations - - (123) - (123) - (123)
Available-for-sale investments: Note 15, 23

Valuation gains/(losses) taken to equity - (222) - - (222) - (222)
Change in hedge reserve Note 23 - (338) - - (338) - (338)
Net income recognized directly in equity (560) 1,040 0 480 3 483
Income for the period - - - 14,932 14,932 96 15,028
Total recognized income and expense
for the period (660) 1,040 14,932 15,412 99 15,511
Share reduction (426) - - 496 0 - 0
Bonus issue 426 - - (426) 0 - 0
Dividends and payment for redemption
of shares to Volvo's shareholders - - - (20,255) (20,255) (78) (20,333)
Share based payments Note 34 - - - 176 176 - 176
Change in consolidation of Nissan Diesel’ - - - (44) (44) - (44)
Minority regarding new acquisitions - - - - - 267 267
Other changes - 8 ) 7 9 7 16
Balance at December 31, 2007 2,554 435 1,711 77,502 82,202 579 82,781
Translation differences - - 6,126 - 6,126 23 6,149
Translation differences on hedge instruments
of net investments in foreign operations - - (414) - (414) - (414)
Accumulated translation difference reversed
to income - - (82) - (82) - (82)
Available-for-sale investments: Note 15, 23

Valuation gains/(losses) taken to equity - (459) - - (459) - (459)
Change in hedge reserve Note 23 - (2,239) - - (2,239) (10)  (2,249)
Net income recognized directly in equity (2,698) 5,630 - 2,932 13 2,945
Income for the period - - - 9,942 9,942 74 10,016
Total recognized income and
expense for the period - (2,698) 5,630 9,942 12,874 87 12,961
Dividends - - - (11,150) (11,150) (B4) (11,204)
Share based payments Note 34 - - - 73 73 - 73
Minority regarding new acquisitions - - - - - (62) (62)
Other changes - - - 11 11 80 91
Balance at December 31, 2008 2,554 (2,263) 7,341 76,378 84,010 630 84,640

1 Refers to change in consolidation method (neg SEK 25 M) and change in minority interests for Nissan Diesel between the AB Volvo acquisition date and the

redemption of the remaining minority (neg SEK 19 M).
2 For specification of other reserves please see Note 23.
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THE VOLVO GROUP

Consolidated cash-flow statements

SEKM 2007 2008
Operating activities
Operating income 22,231 15,851
Depreciation and amortization Note 14 12,474 13,524
Other items not affecting cash Note 30 (458) (133)
Changes in working capital:
(Increase)/decrease in receivables (2,692) 3,209
(Increase)/decrease in customer finance receivables (10,031) (10,174)
(Increase)/decrease in inventories (4,436) (6,664)
Increase/(decrease) in liabilities and provisions 7,166 (9,675)
Interest and similar items received 1,077 1,100
Interest and similar items paid (832) (1,302)
Other financial items (139) 109
Income taxes paid (5,970) (5,076)
Cash-flow from operating activities 18,390 769
Investing activities
Investments in fixed assets (10,150) (12,664)
Investments in leasing assets (4,800) (5,440)
Disposals of fixed assets and leasing assets 2,945 2,905
Shares and participations, net Note 30 436 (29)
Acquired and divested subsidiaries and other business units, net Note 4, 30 (15,013) (1,317)
Interest-bearing receivables including marketable securities 3,554 (23,028) 10,882 (5,663)
Cash-flow after net investments (4,638) (4,894)
Financing activities
Increase/(decrease) in bond loans and other loans 28,746 18,230
Cash payment to AB Volvo shareholders’ (20,255) (11,150)
Dividends to minority shareholders (78) (54)
Other ) 8,410 8 7,034
Change in cash and cash equivalents,
excluding translation differences 3,772 2,140
Translation difference on cash and cash equivalents 15 1,028
Change in cash and cash equivalents 3,787 3,168
Cash and cash equivalents, January 1 Note 22 10,757 14,544
Cash and cash equivalents, December 31 Note 22 14,544 17,712

The effects of major acquisitions and divestments of subsidiaries in
each year have been excluded from other changes for the balance
sheetitems in the cash-flow statement. The effects of currency move-
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Notes to consolidated financial statements

Amounts in SEK M unless otherwise specified. The amounts within parentheses refer to the preceding year, 2007.

Note 1 Accounting principles

The consolidated financial statements for AB Volvo and its subsidiaries have
been prepared in accordance with International Financial Reporting Standards
(IFRS) issued by the International Accounting Standards Board (IASB), as
adopted by the EU. The portions of IFRS not adopted by the EU have no mate-
rial effect on this report. This annual report is prepared in accordance with
IAS 1 Presentation of Financial Statements and in accordance with the Swed-
ish Companies Act. In addition, RFR 1.1 Supplementary Rules for Groups, has
been applied, issued by the Swedish Financial Reporting Board.

In the preparation of these financial statements, the company man-
agement has made certain estimates and assumptions that affect the
value of assets and liabilities as well as contingent liabilities at the
balance sheet date. Reported amounts for income and expenses in
the reporting period are also affected. The actual future outcome of
certain transactions may differ from the estimated outcome when
these financial statements were issued. Any such differences will
affect the financial statements for future accounting periods. The key
sources of estimation uncertainty are set out in note 2.

Changes of accounting principles

Effective in 2005 Volvo has applied International Financial Reporting
Standards (IFRS) in its financial reporting. In accordance with the
IFRS transition rules in IFRS 1, Volvo applies retroactive application
from the IFRS transition date at January 1, 2004. The details of the
transition from Swedish GAAP to IFRS are set out in Note 3 in the
annual reports of 2005 and 2006. Refer to the 2004 Annual Report
for a description of the previous Swedish accounting principles applied
by Volvo.

New accounting principles in 2008
Two new interpretations from IFRIC take effect as of 1 January 2008:
IFRIC 11 'IFRS 2 Group and Treasury Share Transactions’ and IFRIC
14 'IAS 19 The limit on a defined benefit asset, minimum funding
requirements and their interaction’. Their implementation have not had
any significant impact on the Group’s financial statements.

The amendments to IAS 39 and IFRS 7 effective from 1 July 2008,
published and endorsed in October 2008, have not had a significant
effect on the Group’s financial statements.

New accounting principles 2009 and 2010

When preparing the consolidated accounts as of December 31, 2008,
a number of standards and interpretations have been published, but
have not yet become effective. The following is a preliminary assess-
ment of the effect that the implementation of these standards and
statements could have on the Volvo Group's financial statements.

IFRS 8 Operating segments

The standard becomes effective on January 1, 2009 and applies for the
fiscal years beginning on that date. The standard addresses the distribution
of the company’s operations in different segments. In accordance with the

standard, the company shall adopt an approach based on the internal
reporting structure and determine the reportable segments based on this
structure. Volvo does not expect the adoption of IFRS 8 to result in any
change in the identification of segments. Volvo will however, in connection
to the implementation of IFRS 8, remove the reclassification of leases from
operating to finance leases within the Customer Finance segment. Volvo
will also reclassify currency exchange effects that are now reported in
operating income to be reported in gross income from 1 January 2009.
See note 3 for further details.

IAS 23 amendment Borrowing costs

The amendment becomes effective on January 1, 2009 and applies
to fiscal years beginning on or after that date. The amendment states
that borrowing costs that are directly attributable to the acquisition,
construction or production of an asset that necessarily takes a sub-
stantial period of time to get ready for its intended use or sale, should
form part of the cost of that asset. The Group will apply the amend-
ment as of January 1,2009. According to the current accounting prin-
ciple applied by Volvo, borrowing costs are expensed. The amendment
will result in a change of accounting principle for the Volvo group, but
is not expected to have a significant impact on the Group’s financial
statements.

IAS 1 amendment Presentation of financial statements

The amendment becomes effective on January 1, 2009 and applies
to fiscal years beginning on or after that date. The amendment con-
cerns the form for presentation of financial position, comprehensive
income and cash flow and contains a requirement for statement of
comprehensive income. The Group will apply the amendment as of
January 1, 2009, which will not have a significant impact on the
Group’s financial statements, but only to a limited extent affect the
form of presentation for the Group financial statements.

Revised IFRS 3 Business combinations*

The standard becomes effective on July 1, 2009 and applies to fiscal
years beginning on or after that date. The standard entails changes to
the reporting of future acquisitions regarding for example the account-
ing of transaction costs, any contingent considerations and step
acquisitions. The Group will apply the amendment as of January 1,
2010. The application will prospectively affect the accounting for busi-
ness combinations made from the application date.

IAS 27 amendment Consolidated and separate financial statements*
The standard becomes effective on July 1, 2009, as a consequence
of the revised IFRS 3, and applies to fiscal years beginning on or after that
date. The amendment brings about changes in IAS 27 regarding for
example how to report changes to the ownership in cases where the
parent company retains or loses the control of the owned entity. The
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Notes to consolidated financial statements

Group will apply the amendment as of January 1, 2010. The applica-
tion will prospectively affect the accounting for business combina-
tions made from the application date.

In addition to the above-mentioned, the below standards and inter-
pretations from IFRIC are applicable for the Volvo Group going for-
ward, but are not expected to have a significant impact on the Group’s
financial statements. Changes as a consequence of the IASB's annuall
improvements project are not expected to significantly affect the
Volvo Group’s financial statement.

To be applied by Volvo starting from January 1, 2009:

IFRIC 12 Service Concession Arrangements*

IFRIC 13 Customer Loyalty Programmes

IFRIC 15 Agreements for the construction of Real Estate*

IFRIC 16 Hedges of a net investment in a foreign operation*

IFRS 2 amendment Sharebased payments: Vesting conditions and
cancellations

IAS 32 and IAS 1 amendment Puttable financial instruments and
obligations arising on liquidation*

IFRS 1 and IAS 27 amendment Cost of an investment in a subsidi-
ary, jointly-controlled entity or associate on a first time adoption*

To be applied by Volvo starting from January 1, 2010:

IFRIC 17 Distribution of non-cash assets to owners*
IAS 39 amendment Financial instruments: Recognition and Meas-
urement: Eligible Hedged items*

Consolidated financial statements

Principles for consolidation

The consolidated financial statement have been prepared in accord-
ance with the principles set forth in IAS 27, Consolidated and Separ-
ate Financial Statements. Accordingly, intra-Group transactions and
gains on transactions with associated companies are eliminated. The
consolidated financial statements comprise the parent company, sub-
sidiaries, joint ventures and associated companies.

- Subsidiaries are defined as companies in which Volvo holds more
than 50% of the voting rights or in which Volvo otherwise has a con-
trolling interest.

- Joint ventures are companies over which Volvo has joint control
together with one or more external parties. Joint ventures are reported
by use of the proportionate method of consolidation.

- Associated companies are companies in which Volvo has a sig-
nificant influence, which is normally when Volvo's holdings equals to at
least 20% but less than 50% of the voting rights. Holdings in associ-
ated companies are reported in accordance with the equity method.
The Group’s share of reported income in such companies is included
in the consolidated income statement in Income from investments in
associated companies, reduced in appropriate cases by depreciation
of surplus values and the effect of applying different accounting prin-
ciples. Income from associated companies is included in operating
income as the Volvo investments are of operating nature. For practical
reasons, most of the associated companies are included in the con-
solidated accounts with a certain time lag, normally one quarter. Divi-
dends from associated companies are not included in consolidated
income. In the consolidated balance sheet, the book value of share-
holdings in associated companies is affected by Volvo's share of the
company’s net income, reduced by depreciation of surplus values and
by the amount of dividends received.

Volvo applies IFRS 3, Business Combinations for acquisitions after
January 1, 2004, in accordance with the IFRS 1 transition rules. All
business combinations are accounted for in accordance with the pur-
chase method. Volvo decided not to restate prior acquisitions. Volvo

values acquired identifiable assets, tangible and intangible, and liabil-
ities at fair value. Surplus amounts compared to the purchase consid-
eration are reported as goodwill. Any lesser amount, so-called nega-
tive goodwill, is reported in the income statement. Transactions with
the minority are reported as transactions with external parties to the
group. Divestments to the minority may result in gains or losses in the
income statement. Acquisitions from the minority may result in good-
will corresponding to the difference between considerations paid and
acquired part of net asset value in the acquired subsidiary. Companies
acquired during the year are consolidated as of the date of acquisition.
Companies that have been divested are included in the consolidated
financial statements up to and including the date of divestment.

Translation to Swedish kronor when consolidating

companies using foreign currencies

AB Volvo's functional currency is the Swedish krona. All reporting in
group companies for group purposes is made in the currency, in which
the company has the majority of its revenues and expenses; normally
the currency of the country where the company is located. AB Volvo's
and the Volvo Group’s presentation currency is Swedish kronor. In pre-
paring the consolidated financial statements, all items in the income
statements of foreign subsidiaries and joint ventures (except for sub-
sidiaries in highly inflationary economies) are translated to Swedish
kronor at the average exchange rates during the year (average rate).
All balance sheet items are translated at exchange rates at the respect-
ive year-ends (closing rate). The differences in consolidated share-
holders’ equity, arising as a result of variations between closing rates,
for the current and previous year are charged or credited directly to
shareholders’ equity as a separate component.

The accumulated translation difference related to a certain sub-
sidiary, joint venture or associated company is reversed to income as
a part of the gain/loss arising from the divestment or liquidation of
such a company.

IAS 29, Financial Reporting in Hyperinflationary Economies, is
applied to financial statements of subsidiaries operating in highly
inflationary economies. Volvo applies reporting based on historical
value. Translation differences due to inflation are charged against
earnings for the year. Currently, Volvo has no subsidiaries with a func-
tional currency that could be considered a hyperinflationary currency.

Receivables and liabilities in foreign currency

In the individual Group companies as well as in the consolidated
accounts, receivables and liabilities in foreign currency are valued at
closing rates. Translation differences on operating assets and liabili-
ties are recognized in operating income, while translation differences
arising in financial assets and liabilities are charged to other financial
income and expenses. Financial assets and liabilities are defined as
items included in the net financial position of the Volvo Group (see
Definitions at the end of this report). Currency swap contracts are
reported at fair value, unrealized gains on exchange rates are reported
as short term receivables and unrealized losses on exchange rates
are reported as short term liabilities. Exchange rate differences on
loans and other financial instruments in foreign currency, which are
used to hedge net assets in foreign subsidiaries and associated com-
panies, are offset against translation differences in the shareholders’
equity of the respective companies. Exchange rate gains and losses
on payments during the year and on the valuation of assets and liabil-
ities in foreign currencies at year-end are credited to, or charged
against, income in the year they arise. The more important exchange
rates applied are shown in the table on the next page.

* These standards/interpretations have not been adopted by the EU at this time. Accordingly, stated dates for adoption may change as a consequence of deci-

sions within the EU endorsement process.
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Exchange rates Average rate Closing rate

Country Currency 2007 2008 2007 2008
Brazil BRL 3.4724 3.6152 3.6800 3.2490
Canada CAD 6.3098 6.1723 6.5960 6.3060
China CNY 0.8876 0.9464 0.8900 11300
Denmark DKK 1.2423 1.2895 1.2716 1.4691
Euro EUR 9.2564 9.6142 9.4828 10.9448
Great Britain GBP 13.56369 12.0975 12.9113 11.25638
Japan JPY 0.0575 0.0641 0.0573 0.0861
Norway NOK 1.1655 11716 1.1885 1.1045
South Korea KRW 0.0073 0.0060 0.0069 0.0061
United States USsbh 6.7631 6.6821 6.4688 7.7538

Net sales and revenue recognition

The Group’s reported net sales pertain mainly to revenues from sales
of goods and services. Net sales are reduced by the value of dis-
counts granted and by returns.

Income from the sale of goods is recognized when significant risks
and rewards of ownership have been transferred to external parties,
normally when the goods are delivered to the customers. If, however,
the sale of goods is combined with a buy-back agreement or a residual
value guarantee, the sale is accounted for as an operating lease
transaction if significant risks of the goods are retained in Volvo. Rev-
enues are then recognized over the period of the residual value com-
mitment. If the residual value risk commitment is not significant, inde-
pendent from the sale transaction or in combination with a commitment
from the customer to buy a new Volvo product in connection to a buy-
back option, the revenue is recognized at the time of sale and a provi-
sion is reported to reflect the estimated residual value risk (see Provi-
sions below).

Revenue from the sale of workshop services is recognized when
the service is provided. Interest income in conjunction with finance
leasing or installment contracts are recognized during the underlying
contract period. Revenue for maintenance contracts are recognized
according to how costs associated with the contracts are distributed
during the contract period.

Interest income is recognized on a continuous basis and dividend
income when it is received.

Leasing

Volvo as the lessor

Leasing contracts are defined in two categories, operating and
finance leases, depending on the contract's financial implications.
Operating leasing contracts are reported as non-current assets in
Assets under operating leases. Income from operating leasing is
reported equally distributed over the leasing period. Straight-line
depreciation is applied to these assets in accordance with the terms
of the undertaking and the deprecation amount is adjusted to corre-
spond to the estimated realizable value when the undertaking expires.
Assessed impairments are charged to the income statement. The
product’s assessed realizable value at expiration of the undertaking is
reviewed continuously on an individual basis.

Finance leasing agreements are reported as either Non-current or
current receivables in the customer finance operations. Payments
from finance leasing contracts are distributed between interest
income and amortization of the receivable in the customer finance
operations.

In accordance with IAS 14, Segment reporting, operating leasing
contracts should be reclassified to finance leases in the segment

reporting of Customer Finance if the residual value in these contracts
is guaranteed to Customer Finance by another Volvo business area. In
the Volvo Group's consolidated balance sheet, these leasing agree-
ments are reported as operating leases. Reclassification from operat-
ing to financial leasing contract also affects the income statement
with regards to sales and depreciation. Customer Finance's sales are
reduced as a result of the reclassification as well as depreciation,
which affect cash flow from operating activities. However, the con-
solidated balance sheet and income statement still recognize leasing
contracts as operating and, accordingly, report higher sales and
depreciation compared to sales and depreciation reported within the
Customer Finance segment.

Volvo as the lessee

Volvo evaluates leasing contracts in accordance with IAS 17, Leases.
In those cases in which risks and benefits that are related to owner-
ship are substantially held by Volvo, so called finance leases, Volvo
reports the asset and related obligation in the balance sheet at the
lower of the leased asset’s fair value or the present value of minimum
lease payments. Future leasing fee commitments are reported as
loans. The lease asset is depreciated in accordance with Volvo’s policy
for the respective non-current asset. The lease payments when made
are allocated between amortization and interest expenses. If the leas-
ing contract is considered to be a so called operational lease, lease
payments are charged to the income statement over the lease con-
tract period.

Reporting of financial assets and liabilities

Financial assets treated within the framework of IAS 39 are classified
either as

- Financial assets at fair value through profit and loss,

- Investments held to maturity,

- Loans and receivables, or as

- Available-for-sale financial assets

Financial liabilities are reported at amortized cost.

Purchases and sales of financial assets and liabilities are recog-
nized on the transaction date. A financial asset is derecognized (extin-
guished) in the balance sheet when all significant risks and benefits
linked to the asset have been transferred to a third party. The same
principles are applied for financial assets in the segment reporting of
Volvo Group.

The fair value of assets is determined based on the market prices
in such cases they exist. If market prices are unavailable, the fair value
is determined for each asset using various valuation techniques.
Transaction expenses are included in the asset's fair value except in
cases in which the change in value is recognized in the income state-
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ment. The transaction costs arising in conjunction with assuming
financial liabilities are amortized over the term of the loan as a finan-
cial cost.

Embedded derivatives are detached from the related main contract, if
applicable. Contracts containing embedded derivatives are valued at fair
value in the income statement if the contracts’ inherent risk and other
characteristics indicate a close relation to the embedded derivative.

Financial assets at fair value through profit and loss

All of Volvo's financial assets that are recognized at fair value in the
income statement are classified as held for trading. Included are
derivatives that are not part of an evidently effective hedge account-
ing. Gains and losses on these assets are recognized in the income
statement. Short-term investments that are reported at fair value
through profit and loss mainly consist of interest-bearing financial
instruments and are reported in note 21.

Derivatives used for hedging interest-rate exposure in the customer
financing portfolio are included in this category as it is not practically
possible to apply hedge accounting in accordance with IAS 39 due to
the large number of contracts that the customer finance portfolio con-
sist of. Volvo intends to keep these derivatives to maturity, why, over
time, the market valuation will be offset as a consequence of the inter-
est-rate fixing on borrowing and lending for the customer finance
operations, and accordingly not affect result or cash flow.

Financial assets held to maturity

Held-to-maturity investments are non-derivative assets with fixed
payments and term and that Volvo intends and is able to hold to matur-
ity. After initial recognition, these assets are measured in accordance
with the effective interest method, with adjustment for any impair-
ment. Gains and losses are recognized in the income statement when
assets are divested or impaired as well as in pace with the accrued
interested being reported. At year end 2008 Volvo did not have any
financial instruments classified in this category.

Loan receivables and other receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments, originated or acquired, that are not quoted in
an active market. After initial recognition, loans and receivables are
measured in accordance with the effective interest method. Gains and
losses are recognized in the income statement when the loans or
receivables are divested or impaired as well as in pace with the
accrued interested being reported.

Accounts receivables are recognized initially at fair value, which
normally corresponds to the nominal value. In the event that the pay-
ment terms exceed one year, the receivable is recognized at the dis-
counted present value.

Assessment of impairment — loan receivables and other receivables
Volvo conducts routine controls to ensure that the carrying value of
assets valued at amortized cost, such as loans and receivables, has
not decreased, which would result in an impairment loss reported in
the income statement. Allowances for doubtful receivables are con-
tinuously reported based on an assessment of a possible change in
the customer’s ability to pay.

Impairments consist of the difference between carrying value and
current value of the estimated future payment flow attributable to the
specific asset with consideration to the fair value of any collateral.
Discounting of future cash flow is based on the effective rate used
initially. Initially, the impairment requirement is evaluated for each
respective asset. If, based on objective grounds, it cannot be deter-
mined that one or more assets are subject to an impairment loss, the
assets are grouped in units based, for example, on similar credit risks
to evaluate the impairment loss requirement collectively. Individually
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written down assets or assets written down during previous periods
are not included when grouping assets for impairment test. If the con-
ditions for a completed impairment loss later prove to no longer be
present, and that can be related to a specific event after the impair-
ment event, the impairment loss is reversed in the income statement
as long as the carrying value does not exceed the amortized cost at
the time of the reversal.

Volvo discloses loan receviables and accounts receivables in the
notes 16, 17, 19 and 20.

Available-for-sale assets

This category includes assets available for sales or those that have
not been classified in any of the other three categories. These assets
are initially measured at fair value. Fair value changes are recognized
directly in shareholders’ equity. The cumulative gain or loss that was
recognized in equity is recognized in profit or loss when an available-
for-sale financial asset is sold. Unrealized value declines are recog-
nized in equity, unless the decline is significant or prolonged. Then the
impairment is recognized in the income statement. If the event caus-
ing the impairment no longer exists, impairment can be reversed in the
income statement if it does not involve an equity instrument.

Earned or paid interest attributable to these assets is recognized in
the income statement as part of net financial items in accordance with
the effective interest method. Dividends received attributable to these
assets are recognized in the income statement as Income from other
investments.

Volvo reports shares and participations in listed companies at mar-
ket value on the balance-sheet date, with the exception of investments
classified as associated companies and joint ventures. Holdings in
unlisted companies for which a market value is unavailable are recog-
nized at acquisition value. Volvo classifies these types of investments
as assets available for sale. See note 15 for Volvo's holdings of shares
and participations in listed companies.

Assessment of impairment — available-for-sale assets

If an asset available for sale is to be impaired, it shall be effected by
taking the difference between the asset’s acquisition value (adjusted
for any accrued interest if it involves that type of asset) and its fair
value. If it instead involves equity instruments such as shares, a com-
pleted impairment shall not be reversed in the income statement. On
the other hand, impairments that have been made on debt instruments
(interest-bearing instruments) shall in whole or part be reversed in the
income statement, in those instances where an event that is proven to
have occurred after the impairment was performed is identified and
impacts the valuation of that asset.

Hedge accounting

In order to apply hedge accounting in accordance with IAS 39, the
following criteria must be met: the position being hedged is identified
and exposed to market value movements, for instance related to
exchange-rate or interest-rate movements, the purpose of the loan/
instrument is to serve as a hedge and the hedging effectively protects
the underlying position against changes in the fair value. Financial
instruments used for the purpose of hedging future currency flows are
accounted for as hedges if the currency flows are considered highly
probable to occur.

- Volvo applies hedge accounting for hedging against currency-
rate risk and interest-rate risks pertaining to commercial assets and
liabilities. For financial instruments used to hedge forecasted internal
commercial cash flows and forecasted electricity consumption, the
fair value is debited or credited to a separate component of equity to
the extent the requirements for cash-flow hedge accounting are ful-
filled. To the extent that the requirements are not met, the unrealized
gain or loss will be charged to the income statement. Unrealized and



realized gains and losses on hedges are reported in operating income
within Other operating income and expenses.

- Volvo applies hedge accounting for financial instruments used to
hedge interest and currency risks on loans only for cases when hedge
accounting requirements are fulfilled. For cases where hedge account-
ing is not considered to be fulfilled, unrealized gains and losses up
until the maturity date of the financial instrument will be charged to
the financial net in the income statement.

- Volvo applies hedge accounting for certain net investments in
foreign operations. The current result for such hedges is reported in a
separate component in shareholders’ equity. In the event of a divest-
ment, the accumulated result from the hedge is recognized in the
income statement.

See note 37 for the valuation of all financial instruments in the
Volvo Group and for details and further description on principles for
hedge accounting.

Research and development expenses

Volvo applies IAS 38, Intangible Assets, for reporting of research and
development expenses. In accordance with this standard, expend-
itures for development of new products, production systems and soft-
ware shall be reported as intangible assets if such expenditures with
a high degree of certainty will result in future financial benefits for the
company. The acquisition value for such intangible assets shall be
amortized over the estimated useful life of the assets. In order for
these development expenditures to be reported as assets, a number
of criteria must be met. For example, it must be possible to prove the
technical functionality of a new product or software prior to its devel-
opment being reported as an asset. In normal cases, this means that
expenditures are capitalized only during the industrialization phase of
a product development project. Other research and development
expenses are charged to income as incurred.

Tangible and intangible non-current assets

Volvo applies acquisition values for valuation of intangible and tan-
gible assets. Borrowing costs during the acquisition period for a non-
current asset are expense.

Information regarding estimated value of investment property is
based on discounted cash flow projections. The estimation is per-
formed by the Group’s Real Estate business unit. The required return
is based on current property market conditions for comparable prop-
erties in comparable locations.

In connection with participation in industrial cooperation projects
together with other companies, such as the aircraft engine projects
that Volvo Aero participates in, Volvo pays in certain cases pays an
entrance fee to participate. These entrance fees are capitalized as
intangible assets.

Depreciation, amortization and impairment

Depreciation is made on a straight-line basis based on the acquisition
value of the assets, adjusted in appropriate cases by write-downs, and
estimated useful lives. Impairment tests for depreciable non-current
assets are performed if there are indications of impairment at the bal-
ance sheet date.

Goodwill is reported as an intangible non-current asset with indefin-
ite useful life. For non-depreciable non-current assets such as good-
will, impairment tests are performed annually, as well as if there are
indications of impairments during the year, through calculation of the
asset's recovery value. If the calculated recovery value is less than the
carrying value, a write-down is made to the asset’s recovery value. See
note 14 for goodwill.

Depreciation periods
Capitalized type-specific tools
Operational leases

Machinery

Buildings and Investment property

2 to 8 years

3 to b years

5 to 20 years
25 to 50 years

Land improvements 20 years
Trademarks 20 years
Distribution networks 10 years
Product and software development 3 to 8 years

Non-current assets held for sale and discontinued operations
Volvo applies IFRS 5, Non-current Assets Held for Sale and Discon-
tinued Operations. Processes are continuously ongoing regarding the
sale of assets or groups of assets at minor values. In cases in which
the criteria for being classified as a non-current asset held for sale are
fulfilled and the asset or group of assets is not of minor value, the
asset or group of assets and the related liabilities are reported on a
separate line in the balance sheet. The asset or group of assets are
tested for impairment and, if impaired valued at fair value after deduc-
tion for selling expenses.

Inventories

Inventories are reported at the lower of cost, in accordance with the
first-in, first-out method (FIFO), or net realizable value. The acquisition
value is based on the standard cost method, including costs for all
direct manufacturing expenses and the apportionable share of the
capacity and other related manufacturing costs. The standard costs
are tested regularly and adjustments are made based on current con-
ditions. Costs for research and development, selling, administration
and financial expenses are not included. Net realizable value is calcu-
lated as the selling price less costs attributable to the sale.

Share-based payments

Volvo applies IFRS 2, Share-based Payments for share-based incen-
tive programs. IFRS 2 distinguishes between “cash-settled” and
“equity-settled”, in Volvo's case, shares, components of share-based
payments. The Volvo program includes both a cash-settled and an
equity-settled part. The value of the equity-settled payments is deter-
mined at the grant-date, recognized as an expense during the vesting
period and credited to equity. The fair value is calculated according to
share price reduced by dividend connected to the share before the
allotment. The additional social costs are reported as a liability,
revalued at each balance sheet date in accordance with UFR 7, issued
by the Swedish Financial Reporting Board. The cash-settled payment
is revalued at each balance sheet day and is reported as an expense
during the vesting period and as a short term liability. An assessment
whether the terms for allotment will be fulfilled is made continuously.
If the assessment changes, the expense will be adjusted. The
employee stock option program is accounted for in accordance with
the transition principles of IFRS 2, meaning that the equity-settled
part is accounted for at fair value at each reporting period and pro-
vided for as an accrued expense over the vesting period. See note
34.

Provisions

Provisions are reported on balance when a legal or constructive obli-
gation exists as a result of a past event and it is probable that an
outflow of resources will be required to settle the obligation and the
amount can be reliably estimated.
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Pensions and similar obligations (Post-employment benefits)

Volvo applies IAS 19, Employee Benefits, for pensions and similar
obligations. In accordance with IAS 19, actuarial calculations should
be made for all defined-benefit plans in order to determine the present
value of obligations for benefits vested by its current and former
employees. The actuarial calculations are prepared annually and are
based upon actuarial assumptions that are determined close to the
balance sheet date each year. Changes in the present value of obliga-
tions due to revised actuarial assumptions and experience adjust-
ments are treated as actuarial gains or losses. These are amortized
according to function over the employees' average remaining service
period to the extent they exceed the corridor value for each plan. Devi-
ations between expected return on plan assets and actual return are
also treated as actuarial gains or losses. Provisions for post-employ-
ment benefits in Volvo's balance sheet correspond to the present
value of obligations at year-end, less fair value of plan assets, unrec-
ognized actuarial gains or losses and unrecognized unvested past
service costs. See note 24.

As a supplement to IAS 19, Volvo applies UFR 4, in accordance with
the recommendation from the Swedish Financial Reporting Board in
calculating the Swedish pension liabilities.

For defined contribution plans premiums are expensed as incurred
over the income statement according to function.

Provisions for residual value risks

Residual value risks are attributable to operating lease contracts or
sales transactions combined with buy-back agreements or residual
value guarantees. Residual value risks are the risks that Volvo in the
future would have to dispose used products at a loss if the price devel-
opment of these products is worse than what was expected when the
contracts were entered. Provisions for residual value risks are made
on a continuing basis based upon estimations of the used products’
future net realizable values. The estimations of future net realizable
values are made with consideration to current prices, expected future
price development, expected inventory turnover period and expected
direct and indirect selling expenses. If the residual value risks are per-
taining to products that are reported as tangible assets in Volvo's bal-
ance sheet, these risks are reflected by depreciation or write-down of
the carrying value of these assets. If the residual value risks are per-
taining to products, which are not reported as assets in Volvo's bal-
ance sheet, these risks are reflected under the line item current
provisions.

Contingent liabilities

A contingent lliability is reported for a possible obligation, for which it
is not yet confirmed that a present obligation exists that could lead to
an outflow of resources; or for a present obligation that do not meet
the definitions of a provision or a liability as it is not probable that an
outflow of resources will be required to settle the obligation or when a
sufficiently reliable estimate of the amount cannot be made.

Warranty expenses

Estimated costs for product warranties are charged to operating
expenses when the products are sold. Estimated costs include both
expected contractual warranty obligations as well as expected good-
will warranty obligations. Estimated costs are determined based upon
historical statistics with consideration of known changes in product
quality, repair costs or similar. Costs for campaigns in connection with
specific quality problems are charged to operating expenses when the
campaign is decided and announced.
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Restructuring costs

Restructuring costs are reported as a separate line item in the income
statement if they relate to a considerable change of the Group struc-
ture. Other restructuring costs are included in Other operating income
and expenses. A provision for decided restructuring measures is
reported when a detailed plan for the implementation of the measures
is complete and when this plan is communicated to those who are
affected.

Income taxes

Tax legislation in Sweden and other countries sometimes contains
rules other than those identified with generally accepted accounting
principles, pertaining to the timing of taxation and measurement of
certain commercial transactions. Deferred taxes are reported on dif-
ferences that arise between the taxable value and reported value of
assets and liabilities (temporary differences) as well as on tax-loss
carryforwards. However, with regard to the valuation of deferred tax
assets, that is, the value of future tax reductions, these items are rec-
ognized provided that it is probable that the amounts can be utilized
against future taxable income.

Deferred taxes on temporary differences on participations in sub-
sidiaries and associated companies are only reported when it is prob-
able that the difference will be recovered in the near future.

Tax laws in Sweden and certain other countries allow companies to
defer payment of taxes through allocations to untaxed reserves.
These items are treated as temporary differences in the consolidated
balance sheet, that is, a split is made between deferred tax liability
and equity capital. In the consolidated income statement an allocation
to, or withdrawal from, untaxed reserves is divided between deferred
taxes and net income for the year.

Cash-flow statement

The cash-flow statement is prepared in accordance with IAS 7, Cash
flow statement, indirect method. The cash-flow statements of foreign
Group companies are translated at the average rate. Changes in
Group structure, acquisitions and divestments, are reported net,
excluding cash and cash equivalents, in the item Acquisition and
divestment of subsidiaries and other business units and are included
in cash flow from Investing activities.

Cash and cash equivalents include cash, bank balances and parts
of marketable securities, with date of maturity within three months at
the time for investment. Marketable securities comprise interest-
bearing securities, the majority of which with terms exceeding three
years. However, these securities have high liquidity and can easily be
converted to cash. In accordance with IAS 7, certain investment in
marketable securities are excluded from the definition of cash and
cash equivalents in the cash-flow statement if the date of maturity of
such instruments is later than three months after the investment was
made.

Earnings per share

Earnings per share is calculated as the income for the period attrib-
uted to the shareholders of the parent company, divided with the aver-
age number of outstanding shares per reporting period. To calculate
the diluted earnings per share, the average number of shares in the
denominator is adjusted with the average number of shares that would
be issued as an effect of ongoing sharebased incentive programs and
employee stock option programs that have been exercised or can-
celled during the period. See note 23



Note 2 Key sources of estimation uncertainty

Volvo's significant accounting principles are set out in note 1, Account-
ing Principles and conform to IFRS as endorsed by the EU. The prep-
aration of Volvo's Consolidated Financial Statements requires the use
of estimates, judgements and assumptions that affect the reported
amounts of assets, liabilities and provisions at the date of the financial
statements and the reported amounts of sales and expenses during
the periods presented. In preparing these financial statements, Volvo's
management has made its best estimates and judgements of certain
amounts included in the financial statements, giving due considera-
tion to materiality. The application of these accounting principles
involves the exercise of judgement and use of assumptions as future
uncertainties and, accordingly actual results could differ from these
estimates. In accordance with IAS 1, preparers are required to provide
additional disclosure of accounting principles in which estimates,
judgments and assumptions are particularly sensitive and which, if
actual results are different, may have a material impact on the finan-
cial statements. The accounting principles applied by Volvo that are
deemed to meet these criteria are discussed below:

Impairment of goodwill, other intangible assets

and other non-current assets

Property, plant and equipment, intangible assets, other than goodwill,
and certain other non-current assets are amortized and depreciated
over their useful lives. Useful lives are based on management's esti-
mates of the period that the assets will generate revenue. If, at the
date of the financial statements, there is any indication that a tangible
or intangible non-current asset has been impaired, the recoverable
amount of the asset should be estimated. The recoverable amount is
the higher of the asset’s net selling price and its value in use, esti-
mated with reference to management’s projections of future cash
flows. If the recoverable amount of the asset is less than the carrying
amount, an impairment loss is recognized and the carrying amount of
the asset is reduced to the recoverable amount. Determination of the
recoverable amount is based upon management's projections of
future cash flows, which are generally made by use of internal busi-
ness plans or forecasts. While management believes that estimates of
future cash flows are reasonable, different assumptions regarding
such cash flows could materially affect valuations. Intangible and tan-
gible non-current assets amounted to 126,657 (106,220) whereof
24,813 (19,969) represents goodwill. For Goodwill and certain other
intangible assets with indefinite useful lives, an annual impairment
review is performed. Such an impairment review will require manage-
ment to determine the fair value of Volvo's cash generating units, on
the basis of projected cash flows and internal business plans and
forecasts. Volvo has since 2002 performed a similar impairment
review. No impairment charges were required for the period 2002
until 2008. See note 14 for the allocation and impairment tests of
goodwill.

Revenue recognition

Revenue from the sale of goods is recognized when significant risks
and rewards of ownership have been transferred to external parties,
normally when the goods are delivered to the customers. If, however,
the sale of goods is combined with a buy-back agreement or a residual
value guarantee, as described below regarding residual value risks,
the sale is accounted for as an operating lease transaction under the
condition that significant risks of the goods are retained by Volvo. In
certain cases Volvo enters into a buy-back agreement or residual

value guarantee after Volvo sold the product to an independent party
or in combination with an undertaking from the customer that in the
event of a buy-back to purchase a new Volvo product. In such cases,
there may be a question of judgement regarding whether or not sig-
nificant risks and rewards of ownership have been transferred to the
customer. If it is determined that such an assessment was incorrect,
Volvo's reported revenue and income for the period will decline and
instead be distributed over several reporting periods.

Residual value risks
In the course of its operations, Volvo is exposed to residual value risks
through operating lease agreements and sales combined with repur-
chase agreements. Residual value commitments amount to SEK
16.422 million at December 31, 2008. Residual value risks are
reflected in different ways in the Volvo consolidated financial state-
ments depending on the extent to which the risk remains with Volvo.

In cases where significant risks pertaining to the product remain
with Volvo, the products, primarily trucks, are generally recognized in
the balance sheet as assets under operating leases. Depreciation
expenses for these products are charged on a straight-line basis over
the term of the commitment in amounts required to reduce the value
of the product to its estimated net realizable value at the end of the
commitment. The estimated net realizable value of the products at the
end of the commitments is monitored individually on a continuing
basis. In monitoring estimated net realizable value of each product
under a residual value commitment, management makes consider-
ation of current price-level of the used product model, value of options,
mileage, condition, future price deterioration due to expected change
of market conditions, alternative distribution channels, inventory lead-
time, repair and reconditioning costs, handling costs and overhead
costs in the used product divisions. Additional depreciations and esti-
mated impairment losses are immediately charged to income.

The total risk exposure for assets under operating lease is reported as
current and non-current residual value liabilities. See notes 26 and 27.

If the residual value risk commitment is not significant, independent
from the sale transaction or in combination with a commitment from
the customer to buy a new Volvo product in connection to a buy-back
option, the asset is not recognized on balance. Instead, the risk
exposure is reported as a residual value provision equivalent to the
estimated residual value risk. See note 25. To the extent the residual
value exposure does not meet the definition of a provision, the remain-
ing residual value risk exposure is reported as a contingent liability.
See note 29.

Deferred taxes

Under IFRS, deferred taxes are recognized for temporary differences,
which arise between the taxable value and reported value of assets
and liabilities as well as for unutilized tax-loss carryforwards. Volvo
records valuation allowances for deferred tax assets where manage-
ment does not expect such assets to be realized based upon current
forecasts. In the event that actual results differ from these estimates
or management adjusts these estimates in future periods, changes in
the valuation allowance may be needed that could materially impact
the financial position and the income for the period. At December 31,
2008, the valuation allowance amounted to 245 (156) for the value of
deferred tax assets. Net of this valuation allowance, deferred tax
assets net of 16,003 (12,208) were recognized in the Group’s balance
sheet.
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Inventory obsolescence

Inventories are reported at the lower of cost, in accordance with the
first-in, first-out method (FIFO), and net realizable value. The esti-
mated net realizable value includes management consideration of
out-dated articles, over-stocking, physical damages, inventory-lead-
time, handling and other selling costs. If the estimated net realizable
value is lower than cost, a valuation allowance is established for inven-
tory obsolescence. The total inventory value, net of inventory obsoles-
cence allowance, is per December 31, 2008, 55,045 (43,645).

Credit loss reserves

The establishment of credit loss reserves on customer financing
receivables is dependent on estimates including assumptions regard-
ing past dues, repossession rates and the recovery rate on the under-
lying collaterals. At December 31, 2008, the total credit loss reserves
in the segment Customer Finance segment amounted to 1.37% (1.59)
of the total credit portfolio in the segment. See note 36 for a descrip-
tion of the credit risk.

Pensions and other post-employment benefits

Provisions and costs for post-employment benefits, mainly pensions
and health-care benefits, are dependent on assumptions used by
actuaries in calculating such amounts. The appropriate assumptions
and actuarial calculations are made separately for the respective
countries of Volvo's operations. The assumptions include discount
rates, health care cost trends rates, inflation, salary growth, long-term
return on plan assets, retirement rates, mortality rates and other fac-
tors. According to IAS 19, actuarial assumptions such as the discount
rate shall be based on market expectations at the balance sheet date
for the period over which the obligations are to be settled and reflect
the time-value of money but not the actuarial or investment risk. The
market situation at the end of the financial year 2008 makes discount
rate assumptions specially difficult to determine. Volvo’s assumptions
regarding discount rate are presented in note 24. Health care cost
trend assumptions are developed based on historical cost data, the
near-term outlook, and an assessment of likely long-term trends. Infla-
tion assumptions are based on an evaluation of external market indi-
cators. The salary growth assumptions reflect the long-term actual
experience, the near-term outlook and assumed inflation. Retirement
and mortality rates are based primarily on officially available mortality
statistics. The actuarial assumptions are revieved on an annual basis
and modifications are made to them when it is deemed appropriate to
do so. Actual results that differ from management’s assumptions are
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accumulated and amortized over future periods. See Note 24 for more
information regarding costs and assumptions for post-employment
benefits. At December 31, 2008 net provisions for post-employment
benefits amounted to 9,264 (7,643).

Product warranty costs

Estimated costs for product warranties are charged to cost of sales
when the products are sold. Estimated warranty costs include con-
tractual warranty and goodwill warranty (warranty cover in excess of
contractual warranty or campaigns which is accepted as a matter of
policy or normal practice in order to maintain a good business relation
with the customer). Warranty provisions are estimated with considera-
tion of historical claims statistics, the warranty period, the average
time-lag between faults occurring and claims to the company and
anticipated changes in quality indexes. Differences between actual
warranty claims and the estimated claims generally affect the recog-
nized expense and provisions in future periods. Refunds from sup-
pliers, that decrease Volvo's warranty costs, are recognized to the
extent these are considered to be certain. At December 31, 2008
warranty cost provisions amounted to 10,354 (9,373).

Legal proceedings

Volvo recognizes obligations in the Group accounts as provisions or
other liabilities only in cases where Volvo has a present obligation
from a past event, where a financial responsibility is probable and
Volvo can make a reliable estimate of the size of the amount. In
instances where these criteria are not met, a contingent liability may
be disclosed in the notes to the accounts.

Volvo regularly reviews the development of significant outstanding
legal disputes in which Group companies are parties, both civil law
and tax disputes, in order to assess the need for provisions and con-
tingent liabilities in the financial statements. Among the factors that
Volvo considers in making decisions on provisions and contingent
liabilities are the nature of the dispute, the amount claimed, the
progress of the case, the opinions or views of legal counsels and other
advisers, experience in similar cases, and any decision of Volvo's man-
agement as to how Volvo intends to handle the dispute. The actual
outcome of a legal dispute may deviate from the expected outcome of
the dispute. The difference between actual and expected outcome of
a dispute might materially affected future financial statements, with
an adverse impact upon our results of operation, financial position and
liquidity. See note 29 for the Volvo Group’s gross exposure to contin-
gent liabilities.



Note 3 Restatement of 2008 for comparison numbers

As stated in note 1 Accounting pinciples, a revised standard for seg-
ment reporting, IFRS 8 Operating Segments, will be applied by the
Volvo Group from 1 January 2009. IFRS 8 introduces a ‘management
approach’ to identify and measure the financial performance of an
entity’s operating segments. Reported segment information should be
based on the information used internally by the chief operating deci-
sion maker, the Volvo Group Executive Committee in the case of Volvo.
Under the current standard, IAS 14, which is applied for the last time
in these financial statements, segment information is reported strictly
according to IFRS measures.

Volvo will not change its composition of reportable segments due
to the revision of the standard. See note 7 for the identification of seg-
ments in Volvo Group. However, in connection to the application of

Income Statement

IFRS 8 in 2009, Volvo will no longer reclassify operating leases on a
consolidated level to finance leases in the segment reporting of Cus-
tomer Finance (see Note 1 for explanation). The reclassification has
been done in order to reflect the strict IFRS interpretation of transfer
of risk and rewards in internal transactions. Also, starting from Janu-
ary 1, 2009, Volvo will report currency effects within Gross income,
that are currently reported in Other operating income.

These changes will result in a need to restate comparison informa-
tion for the financial year 2008, in the financial reports during 2009
and going forward. Please see below tables for restated numbers to
be used for comparison 2009. Detailed information per segments as
well as restated numbers for isolated and accumulated quarters dur-
ing 2008 will be published on www.volvogroup.com.

Volvo Group Industrial operations Customer Finance Elim and reclassifications Volvo Group Total

Adjust- Adjust- Adjust- Adjust-
SEKM Reported ment  Restated Reported ment  Restated Reported ment Restated Reported ment  Restated
Net sales 294,932 904 295,836 8,485 2,688 11,073 260 (2,618) (2,268) 303,667 975 304,642
Cost of sales (232,247)  (1,267) (233,5614) (5,082) (2,601) (7,683) (250) 2,518 2,268 (237,678) (1,350) (238,928)
Gross income 62,685 (363) 62,322 3,403 (13) 3,390 0 0 0 66,089 (376) 65,713

Research and
development

expenses (14,348) 0 (14,348) 0 0 0 0 0 0 (14,348) 0 (14,348)
Selling expenses (25,597) 0 (25,597) (1,632) 0 (1,532) 0 0 0 (27,129) 0 (27,129)
Administrative

expenses (6,921) 0 (6,921) (19) 0 (19) 0 0 0 (6,940) 0 (6,940)
Other operating

income and

expenses (1,457) 363 (1,094) (457) 13 (444) 0 0 0 (1,915) 376

Income from invest-
ments in associ-

ated companies 23 0 23 2 0 2 0 0 0 25 0

Income from other

investments 69 0 69 0 0 0 0 0 0 69 0

Operating

income 14,454 0 14,454 1,397 0] 1,397 0 0 (0] 15,851 0 15,851
Interest income

and similar credits 1,297 0 1,297 0 0 0 (126) 0 (126) 1,171 0

Interest expenses

and similar charges (2,061) 0 (2,061) 0 0 0 126 0 126 (1,935) 0

Other financial

income and

expenses (1,077) 0 (1,077) 0 0 0 0 0 0 (1,077) 0

Income after

financial items 12,612 0 12,612 1,397 0] 1,397 (V] 0 (0] 14,010 (V] 14,010
Income taxes (3,638) 0 (3,638) (356) 0 (356) 0 0 0 (3,994) 0

Income for the

period* 8,974 0] 8,974 1,041 0] 1,041 0 0 (0] 10,016 (V] 10,016
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Volvo Group

Industrial operations
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Customer Finance

Elim and reclassifications

Volvo Group Total

Adjust- Adjust- Adjust- Adjust-
SEKM Reported ment  Restated Reported ment  Restated Reported ment  Restated Reported ment  Restated
Assets
Non-current
assets
Intangible assets 43,909 0 43,909 49 0 49 0 0 0 43,958 0 43,958
Tangible assets
Property, plant
and equipment 57,185 0 57,185 86 0 86 0 0 0 57,270 0 57,270
Assets under
operating leases 16,967 0 16,967 330 12,908 13,238 8,132 (12,908)  (4,776) 25,429 0 25,429
Financial assets
Shares and partici-
pations 1,935 0 1,935 18 0 18 0 0 0 1,953 0 1,963
Long term cus-
tomer financing
receivables 467 0 467 59,189 (8,729) 50,460 (9,224) 8,729 (495) 50,432 0 50,432
Deferred tax assets 10,976 0 10,976 204 0 204 0 0 0 11,180 0 11,180
Other long-term
receivables 5,631 0 5,631 38 0 38 489 0 489 6,159 0 6,159
Total non-current
assets 137,070 0 137,070 59,914 4,179 64,093 (603) 4,179) (4,782) 196,381 0 196,381
Current assets
Inventories 54,084 0 54,084 961 0 961 0 0 0 55,045 0 55,045
Short-term receiv-
ables
Customer-finan-
cing receivables 508 0 508 52,436 (4,054) 48,382 (4,887) 4,054 (833) 48,057 0 48,057
Current tax assets 1,749 0 1,749 61 0 61 0 0 0 1,810 0 1,810
Other receivables 48,286 0 48,286 1,902 0 1,902 (2,677) 0 (2,677) 47,512 0 47,512
Marketable
securities 5,901 0 5,901 2 0 2 0 0 0 5,902 0 5,902
Cash and cash
equivalents 16,674 0 16,674 2,245 0 2,245 (1,207) 0 (1,207) 17,7112 0 17,712
Total current
assets 127,202 0 127,202 57,607 (4,054) 53,553 (8,771) 4,054 (4,717) 176,038 0 176,038
Total assets 264,272 0 264,272 117,521 125 117,646 (9,374) (125) (9,499) 372,419 0 372,419
Shareholders’
equity and
liabilities
Shareholders’
equity
Equity attributable
to the equity hold-
ers of the parent
company 74,416 0 74,416 9,594 0 9,594 0 0 0 84,010 0 84,010
Minority interests 630 0 630 0 0 0 0 0 0 630 0 630
Total sharehold-
ers’ equity 75,046 0 75,046 9,594 (o] 9,594 (o] 0] 0] 84,640 0 84,640
Non-current provi-
sions
Provisions for
post-employment
benefits 11,677 0 11,677 28 0 28 0 0 0 11,705 0 11,705
Provisions for
deferred taxes 6,557 0 6,557 1,703 0 1,703 0 0 0 8,260 0 8,260
Other non-current
provisions 8,869 0 8,869 62 85 147 135 (85) 50 9,066 0 9,066
Non-current
liabilities 43,062 0 43,062 53,155 0 53,165 (3,609) 0 (3,609) 92,608 0 92,608
Current provisions 11,689 0 11,689 83 40 123 78 (40) 38 11,750 0 11,750
Current liabilities 107,472 0 107472 52,896 0 52896 (5,978) 0 (5,978) 154,390 0 154,390
Total sharehold-
ers’ equity and
liabilities 264,272 0 264,272 117,521 125 117,646 (9,374) (125) (9,499) 372,419 0 372,419
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Note 4 Acquisitions and divestments of shares in subsidiaries

AB Volvo's holding of shares in subsidiaries as of December 31,2008
is shown in the table, AB Volvo’s holding of shares. Significant
acquisitions, formations and divestments within the Group are listed
below.

Acquisitions in 2008

VE Commercial Vehicles Ltd.

The Volvo Group finalized, in the third quarter 2008, the deal with
Eicher Motors for the establishment of a new Indian joint venture, VE
Commercial Vehicles Ltd. The joint venture comprises Eicher Motors’
entire truck and bus operations and the Volvo Group is currently in the
process of transferring its Indian truck sales operations and service
network for trucks and buses, to the joint venture.

Volvo paid 1,845 for the direct and indirect ownership in the joint
venture and contributed to the joint venture its Indian truck sales oper-
ations fair valued at 530, whereof 234 equivalent to 50% of the over-
value, was recognized as a gain in the Volvo Group in the third quarter.

In connection to the acquisition, a preliminary purchase price allo-
cation was made which includes goodwill of 8565, other intangible
assets of 564 and fair value adjustments on property, plant and equip-
ment of 157. The monthly negative impact on operating income from
amortization and depreciation on the purchase price allocation adjust-
ments amounts to approximately 7.

The transaction has been approved by the requisite authorities and
Volvo's 50% interest in the joint-venture company is consolidated
according to the proportionate method in the Volvo Group from August
1 2008. Short term, the transaction is expected to have only marginal
effect on the Volvo Group’s profitability, financial position and earn-
ings per share.

In addition to that, the Volvo Group has only made minor acquisi-
tions and divestments in 2008 that have not had a significant impact
on the Group’s financial statements.

Acquisitions in 2007

Comparison numbers for 2007 include the purchase price allocations
for the acquisition of Ingersoll Rand’s road development division,
Nissan Diesel and Shandong Lingong Construction Machinery Co.

Ingersoll Rand'’s road development division

On April 30 2007, Volvo completed the acquisition of American Inger-
soll Rand'’s road development division, with the exception of the oper-
ations in India, which followed on May 4, 2007. Ingersoll Rand's road
development division is a world-leading manufacturer of heavy con-
struction equipment for road and soil work, and the acquisition was
mainly an acquisition of assets; accounts receivables, inventory and
plant and equipment. The purchase consideration amounted to SEK
9.2 billion. The goodwill arising from the acquisition is mainly related
to synergies at the operating income level, attributed to sales and
distribution. The effect of the acquisition on the Volvo Group cash and
cash equivalents was a negative SEK 9.2 billion. The division is con-

solidated in the Volvo Group from May 1, 2007. Ingersoll Rand's road
development division is reported in the Construction Equipment
segment.

Nissan Diesel

The acquisition of Nissan Diesel was achieved in stages during 2006
and 2007. At the beginning of 2007, the reported value for Nissan
Diesel amounted to 5,445, which was equivalent to holdings of 19%.
The holdings were then reported as an associated company, since
according to Volvo's assessment, Volvo held significant control. On
March 29, 2007, Volvo acquired additional shares in Nissan Diesel,
worth SEK 7.4 billion. This brought the total holdings to 96% of the
shares outstanding at the end of the first quarter 2007. The minority
was then acquired during the fourth quarter 2007.

Nissan Diesel is consolidated in the consolidated balance sheet of
the Volvo Group as of the end of first quarter of 2007. As Volvo con-
solidated Nissan Diesel according to the purchase method, the hold-
ings previosusly-reported as an associate company was reversed.
Sales and earnings are reported as from the beginning of second
quarter 2007. The operations of Nissan Diesel are reported in the
Trucks segment. The goodwill arising from the acquisition of Nissan
Diesel is related to integration gains as a result of increased purchas-
ing volumes and positive effects within product development, engines
and drivelines.

The effect of the acquisition on the Volvo Group cash and cash
equivalents amounted to a negative SEK 11.9 billion.

Shandong Lingong Construction Machinery Co.

In January 2007, the acquisition of 70% of the shares in the Chinese
manufacturer of construction equipment, Shandong Lingong Con-
struction Machinery Co. (Lingong), was completed, after having
obtained all the requisite approvals from the Chinese authorities. Lin-
gong is China’s third-largest manufacturer of wheel-loaders, with an
extensive dealership network in the country. Volvo Construction
Equipment paid CNY 328 M, corresponding to slightly more than 300,
for 70% of the shares in Lingong. The transaction had a limited effect
on Volvo's financial position. In the fourth quarter 2008, Volvo
increased its holdings to 85% by a shareholder’s contribution.

Other divestment and acquisitions

During the fourth quarter 2007, Volvo Aero acquired the composite
company Applied Composites AB, ACAB, as a part of the investment
in lightweight technologies. The transaction had a limited impact on
the Volvo Group.

During the second quarter 2007, Volvo divested its ownership in
U.S. truck stop chain Petro Stopping Centers Holding L.P. and the
former subsidiary Sorred Energi. The two transactions resulted in a
total capital gain of 516.

In addition to this, only a few dealerships were acquired or divested
during 2007. These transactions did not have a material impact on the
Volvo Group.
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Acquisitions

The effects on the Volvo Group’s balance sheet and cash flow state-
ment in connection with the acquisition of subsidiaries and other busi-
ness units are specified in the following table based on valuations on
the respective acquisition dates:

2007 2008
Intangible assets
Product development 3,356 201
Trademarks 2,687 0
Distribution network 803 302
Other intangible assets 107 82
Other assets and liabilities
Property plant and equipment 11,226 898
Shares and participations 939 (113)
Inventories 4,885 278
Current receivables 7,205 186
Liquid funds 2,090 819
Other assets 6,285 261
Provisions (6,215) (284)
Loans (12,099) (347)
Other liabilities (8,909) (499)
Minority interests (179) 95
12,081 1,879
Goodwill 11,418 1,028
Total net assets 23,499 2,907
Less: minority interests (82) -
Total acquired net assets 23,417 2,907
Cash and cash equivalents paid (22,957) (2,672)

Cash and cash equivalents according
to acquisition analysis 2,090 819

Effect on Group cash and cash

equivalents in the period’ (20,867) (1,853)
Cash to be paid (460) 0
Effect on Group cash

and cash equivalents (21,327) (1,853)

The purchase price allocations for aquisitions made during 2008 are
preliminary and are expected to be finalized within 12 months from the
acquisition date

1 Whereof the effect on the consolidated cash flow during 2007 amounts to
SEK 15.4 billion.
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Acquisitions after the end of the period
Volvo has not made any acquisitions after the end of the period that
have had a significant impact on the Volvo Group.

Divestments

The effects on the Volvo Group'’s balance sheet and cash-flow state-
ment in connection with the divestment of subsidiaries and other busi-
ness units are specified in the following table:

Divestments 2007 2008
Intangible assets - 3)
Property, plant and equipment (96) (445)
Assets under operating lease 11) 0
Inventories (79) (513)
Other receivables (48) (90)
Cash and cash equivalents 0 41)
Provisions 17 21

Other liabilities 42 644

Divested net assets (175) (427)
Cash and cash equivalents received 408 577

Cash and cash equivalents, divested companies 0 (41)

Effect on Group cash and cash equivalents 408 536

Non-Current Assets Held for Sale
Volvo Group reports no non-current assets held for sale for the finan-
cial year 2008 or the comparison year 2007.



Note 5 Joint ventures

Joint ventures are companies over which Volvo has joint control
together with one or more external parties. Joint ventures are reported
by applying the proportionate consolidation method, in accordance
with IAS 31 Joint ventures. Group holdings of shares in joint ventures
are listed below.

Dec 31,2008

Holding

Shares in joint ventures percentage
Shanghai Sunwin Bus Corp., China 50
Xian Silver Bus Corp., China 50
Dong Feng Nissan Diesel Motor Co,, Ltd., China 50
VE Commercial Vehicles, Ltd., India 50

Dong Feng Nissan Diesel Motor Co., Ltd. consolidated according to the
proportionate method from july 1, 2008. The direct and indirect owner-

Volvo’s share of joint ventures’

balance sheets 2007 2008
Non-current assets 121 2,207
Current assets 454 1,794
Total assets 575 4,001
Shareholders’ equity 167 2,681
Provisions 12 304
Long-term liabilities 2 78
Current liabilities 394 938
Total shareholders’ equity and liabilities 575 4,001

At the end of 2008 guarantees amounting to 110 (88) were issued for
the benefit of joint ventures by AB Volvo. At the same date Volvo's
share of contingent liabilities issued by its joint ventures amounted to

ship in VE Commercial Vehicles, Ltd. is consolidated from August 1, 50
2008.
Volvo’s share of joint ventures’
income statements 2007 2008
Net sales 654 1,326
Operating income 3 (71)
Income after financial items 3) (60)
Income taxes - 14
Income of the period 3) 46)
2007 2008

Number of of which Number of of which
Average number of employees employees women, % employees women, %
Shanghai Sunwin Bus Corp. 473 21 470 21
Xian Silver Bus Corp. 245 8 212 17
Dong Feng Nissan Diesel Motor Co,, Ltd. - - 142 12
VE Commercial Vehicles, Ltd. - - 765 2
Total number of employees 718 17 1,589 1

Note 6 Associated companies

The following table presents summarized financial information for the associated companies partly owned by Volvo. Volvo consolidates the
associated companies according to the equity method. For more information about Volvo's shareholding, see notes 9 and 15.

Income statement data 2007 2008
Net sales 7,401 6,479
Cost of sales (7,293) (6,439)
Financial income and expense (18) (22)
Income before taxes 90 18
Income taxes (24) (6)
Income of the period 66 12

Dec 31, Dec 31,
Balance sheet data 2007 2008
Property, plant and equipment, net 1,460 1,474
Other non-current assets 130 198
Current assets 4,904 5,147
Total Assets 6,494 6,819
Shareholders’ equity 1,462 1,625
Provisions 44 59
Long-term liabilities 236 160
Current liabilities 4,752 5,075
Total Shareholders' equity and liabilities 6,494 6,819
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Note 7 Segment reporting

Reporting by business segment
The Volvo Group’s operations are organized in nine business areas:
Volvo Trucks, Renault Trucks, Mack Trucks, Trucks Asia, Buses, Con-
struction Equipment, Volvo Penta, Volvo Aero and Customer Finance.
In addition to the nine business areas, there are other operations con-
sisting mainly of business units that are designed to support the busi-
ness areas’ operations. The business units include Volvo Powertrain,
Volvo 3P, Volvo IT, Volvo Logistics and Volvo Parts. As the four truck
brands share product development, production and other activities in
business units such as Volvo 3P and Volvo Powertrain and also share
certain infrastructure in distribution such as dealers, the four truck
brands are reported as one business segment. The Volvo Group is
thus reported divided in six segments where net sales and operating
income are reported for each product area.

Each business area, except for Customer Finance, has total respon-
sibility for its operating income, operating capital and operating cash
flow. Volvo Financial Services within Customer Finance has responsi-
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bility for its net income and total balance sheet within certain restric-
tions and principles that are established centrally. The supervision and
coordination of treasury and tax matters is organized centrally to
obtain the benefits of a Group-wide approach. The legal structure of
the Volvo Group is based on optimal handling of treasury, tax and
administrative matters and, accordingly, differs from the operating
structure.

The business units are designated to support the business areas and
are therefore not reportable business segments. As from January 1,
2007, the results from the synergies created in the business units are
transferred back to the various product areas. The allocation is based
on the degree to which individual product areas have utilized the ser-
vices of the business units. The heading Other contains mainly earnings
linked to corporate functions including the Group’s treasury operations.
The Group’s real estate, held in Volvo Real Estate, is reported under
industrial operations, and earnings are transferred back to the business
areas.



Net sales 2007 2008 Depreciation and amortization 2007 2008
Trucks 187,892 203,235 Trucks 7,601 8,675
Construction Equipment 53,633 56,079 Construction Equipment 1,502 1,927
Buses 16,608 17,312 Buses 385 393
Volvo Penta 11,719 11,433 Volvo Penta 417 454
Volvo Aero 7,646 7,448 Volvo Aero 346 387
Other and eliminations (703) (575) Other (465) (707)
Industrial operations 276,795 294,932 Industrial operations 9,786 11,029
Customer Finance 7,705 8,485 Customer Finance 147 86
Reclassifications and eliminations 905 250 Reclassification Group versus
Volvo Group 285,405 303,667 segment Customer Finance 2,541 2,409
] ] ] ] ] Volvo Group total’ 12,474 13,524
The above sales figures include internal sales in the following amounts:
1 Of which write-down 57 (0).
Net sales to Group companies 2007 2008
Trucks 1584 1,830 Research and development
Construction Equipment 247 483 expenses 2007 2008
Buses 549 147 Trucks 7,799 10,253
Volvo Penta e 73 Construction Equipment 1,588 2,134
Volvo Aero 93 35 Buses 739 963
Other and eliminations (1,261) (976) Volvo Penta 645 695
Industrial operations 1,253 1,892 Volvo Aero 290 269
Other 2) 44
Customer Finance 383 376 Volvo Group total 11,059 14,348
Eliminations (1,636) (2,268)
Volvo Group o o Income from investments in
Internal sales between business areas are generally made at standard | 2SSOciated companies 2007 2008
cost of sales, including calculated interest and product improvement | Trucks 403 40
expenses. Internal sales from service companies are generally made | Construction Equipment 0 0
at market prices. Buses 11 8
Volvo Penta 0 0
Operating income 2007 2008 Volvo Aero 0 0
Trucks 15,193 12,167 Other 14 (25)
Construction equipment 4,218 1,808 Industrial operations 428 23
Buses 231 (76) Customer Finance 2 2
Volvo Penta 1178 928 Volvo Group total 430 25
Volvo Aero 529 359
Other (761) (732)
Industrial operations 20,583 14,454 Total assets 2007 2008
Operating assets, Industrial operations:'
Customer Finance 1,649 1,397 Trucks 116,599 140,205
Volvo Group 22,231 15,851 Construction Equipment 42,693 47914
Buses 1,477 12,073
Volvo Penta 5,973 6,222
Volvo Aero 10,177 11,973
Other 1,405 1,831
Total operating assets
Industrial operations 188,324 220,238
Interest-bearing financial assets 43,727 28,631
Tax receivables 10,094 12,725
Total assets in Customer Finance 94,605 117,521
Other and eliminations (15,103) (6,696)
Volvo Group total 321,647 372,419
1 Defined as Total assets less Interest-bearing financial assets and Tax
receivables.
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Total shareholders’ equity and liabilities 2007 2008 Capital expenditures 2007 2008
Operating liabilities, Industrial operations!’ Trucks 5,816 7,998
Trucks 77975 85,366 Construction Equipment 2,795 2,603
Construction Equipment 18,310 18,137 Buses 405 386
Buses 6,072 6,531 Volvo Penta 510 656
Volvo Penta 3,254 3,517 Volvo Aero 824 1,304
Volvo Aero 4137 4,975 Other 31 359
Other 372 869 Industrial operations 10,381 13,206
.T.?JﬁL?r?;'f,ﬂZ?a't'ﬁ,TQt'“ 110,120 119,395 | Customer Finance 291 246
Reclassification Group versus
Financial liabilities 48,032 58,426 segment Customer Finance 4,266 4,840
Tax liabilities 8,619 8,242 Volvo Group total 14,938 18,292
Total liabilities in Customer Finance 86,953 107,927 i .
Other and eliminations (14,758) ©,11) | Reporting by geographical segment
Total liabilities 238,866 287,779 Net sales 2007 2008
Shareholders’ equity 82,781 84,640 ELcj)rr?[Eimerica 122215? 15488'85?2
Volvo Group total 321,647 372,419 South America 16,’287 QO,’801
1 Defined as Total liabilities less Shareholders’ equity, Financial liabilities and Asia 42513 55,797
Tax ligbilities. Other markets 17,985 20,198
Investments in associated companies 2007 2008 Volvo Group total* 285,405 303,667
Trucks 292 266 “of which:
Construction Equipment - - Sweden 13,087 13,855
Buses 55 64 | United States 39,697 36,681
Volvo Penta - ~ | France 31,327 33,707
Volvo Aero 1 1
Customer Finance 25 18 Total assets 2007 2008
Other 284 303 Sweden 76,832 77,591
Volvo Group total 657 652 Europe excluding Sweden 110,806 129,325
North America 61,218 71,007
South America 13,5621 15,704
Asia 51,879 70,439
Other markets 7,391 8,353
Volvo Group total 321,647 372,419
Capital expenditures 2007 2008
Sweden 3,444 5,358
Europe excluding Sweden 6,991 9,071
North America 2,806 2,147
South America 220 182
Asia 1,365 1,264
Other markets 112 270
Volvo Group total 14,938 18,292
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Note 8 Other operating income and expenses
2007 2008

Gains/losses on currency related forward and options contracts 587 (1,375)
Exchange rate differences on trade receivables and payables (38) 999
Gains/losses on divestment of group companies 324 471
Change in allowances and write-offs for doubtful receivables, customer financing (121) (484)
Change in allowances and write-offs for doubtful receivables, other 18 (282)
Expenses for closing Volvo operations in Bromma, Sweden (62) -
Damages and litigations (61) (269)
Restructuring cost (44) (554)
Volvo profit sharing program (436) (109)
Other income and expenses 4 (312)
Total 163 (1,915)
Note 9 Income from investments in associated companies Note 1 o Income from other investments
Income from investments in associated companies are specified Dividends received 2007 2008
below: Deutz AG 0 30

Holdings of Nissan Diesel 8 12
Income/loss 2007 2008 Other 5 15
Nissan Diesel Niigata Sales Co - 13 Subtotal 13 57
JV Fonderie Venissieux 7 10
Merkavim Metal Works Ltd 1 3 Revaluation and write-downs of shares
Thomas Hardie Commercials Ltd 3 0 Vindic Holding AB - (0)
Nissan Diesel to April 1, 2007 76 _ Holdings of Volvo Technology Transfer’ an 4)
Other companies 11 16) Other @ (C)
Subtotal 108 15 | Subtotal as @3
Revaluation and write-down of shares Gain on divestment of shares
Other companies ®) 0 Volverkinvest AB - 23
Subtotal 3) 0 Holdings of Volvo Technology Transfer' 44 17

Smaféretagarinvest 46 -
Gains (losses) on divestment of Other 3 5
shares in a§SOC|ated companles Subtotal 93 45
Petro Stopping Centers Holdings LP 325 10

Total 93 69
Subtotal 325 10
Total income (loss) from investments 1 A Volvo venture-capital company.
in associated companies 430 25
Note 1 1 Other financial income and expenses
SEKM 2007 2008
Financial instruments at fair value through profit or loss (389) (1,027)
Exchange rate gains and losses on financial assets and liabilites (15) 12)
Financial income and expenses related to taxes 42) 24
Costs for Treasury function, credit facilities, etc (58) (62)
Total (504) 1,077)
For further information regarding financial instruments please see note 37.
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Note 1 2 Income taxes

Income taxes were distributed as follows:

At year-end 2008, the Group had unused tax loss carryforwards
amounting to 5,600 (3,900). These loss carryforwards expire accord-

2007 2008 ) o

Current taxes relating to the period (5,203) (4,349) ing to the adjoining table.
Adjustment of current taxes
for prior periods (20) (45) Due date 2007 2008
Deferred taxes originated or Within 1 year 500 100
reversed during the period (1,548) 352 Within 2 years 200 100
Recognition and derecognition Within 3 years 0 400
of deferred tax assets 242 48 Within 4 years 100 100
Total income taxes (6,529) (3,994) | Within 5 years 100 100

After 6 years 3,000 4,800
Provisions have been made for estimated tax charges that may arise | Togal 3,900 5,600

as a result of prior tax audits in the Volvo Group. Volvo evaluates tax
processes on a regular basis and makes provisions for possible out-
come when it is probable that Volvo will have to pay more taxes and
when it is possible to make a reasonably assessment of the possible
outcome. Tax claims for which no provision has been deemed neces-
sary were reported as contingent liabilities.

Deferred taxes relate to income taxes payable or recoverable in
future periods in respect of taxable temporary differences, deductible
temporary differences, unused tax loss carryforwards or unused tax
credit carryforwards. Deferred tax assets are recognized to the extent
that it is probable that the amount can be utilized against future tax-
able income. At December 31, 2008, the valuation allowance attribut-
able to deductible temporary differences, unused tax loss carryfor-
wards and unused tax credit carryforwards for which no deferred tax
asset was recognized amounted to 245 (156).

Deferred taxes of 899 (neg 70) have at December 31, 2008, been
accounted for as a direct increase of equity. It is related to fair value of
derivative instruments.
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The Swedish corporate income tax rate is 28%. The table below
shows the principal reasons for the difference between this rate and
the Group's tax rate, based on income after financial items.

2007, % 2008, %

Swedish corporate income tax rates 28 28
Difference in tax rate in various countries 4 4
Capital gains 0 M
Other non-taxable income (@) 0
Other non-deductible expenses 1 0
Adjustment of current taxes for prior years 1) 0
Recognition and derecognition of deferred

tax assets 1) 0
Other, net 1 ()]
Income tax rate for the Group 30 29




Specification of deferred tax assets 2007 2008
and tax liabilities 2007 2008 Deferred tax liabilities:
Deferred tax assets: Accelerated depreciation on property,
Unused tax loss carryforwards 1,257 1,839 plant and equipment 2,660 3,885
Other unused tax credits 97 100 Accelerated depreciation on leasing
Intercompany profit in inventories 666 810 assets 1,368 1,902
Valuation allowance for doubtful receivables 589 689 L”:Q vgluatlon of inventories 185 263
Provisions for warranties 1,510 1,596 Ciﬁ"tal'zec‘lj pr<|>duct art1d 0091 4944
Provisions for residual value risks 371 407 sov ware deve OPme” ! !
Provisions for Adju§tment to fair value at company
post-employment benefits 2,876 3,197 acquisitions 2,885 503
— - Untaxed reserves 1,008 300
Provisions for restructuring measures 23 123 - S
- ; Fair value of derivative instruments 197 26
Adjustment to fair value at company :
acquisitions 1,782 13 Other taxable temporary differences 2,228 1,960
Fair value of derivative instruments 127 1,108 Deferred tax liabilities 12,552 13,083
Other deductible temporary differences 3,066 6,366 | Deferred tax assets/liabilities, net’ (344) 2,920
Deferred tax assets before 1 Deferred taxes are partially recognized in the balance sheet on a net basis
deduction for valuation allowance 12,364 16,248 after taking into account offsetting possibilities. Changes in tax rates during
. 2008 and 2009 have been considered when measuring deferred tax assets
Valuation allowance (156) (245) and deferred tax liabilities and have affected the income tax cost of the
Deferred tax assets after year. Deferred tax assets and liabilities have been measured to the tax rates
deduction for valuation allowance 12,208 16,003 that are expected to apply to the period when the asset is realized or the

Note 1 3 Minority interests

liability is settled. Changes in tax rates are mostly related to Sweden, and
has had a positive effect of about 200.

The cumulative amount of undistributed earnings in foreign subsidiar-
ies, which Volvo currently intends to indefinitely reinvest outside of
Sweden and upon which deferred income taxes have not been pro-
vided is approximately SEK 45 billion (43) at year end. There are dif-
ferent taxation rules depending on country, in some countries divi-
dends are not taxable and in some countries there are withholding
taxes. See note 36 how Volvo handles equity currency risk.

Minority interests in income (loss) for the period and in shareholders’ equity consisted mainly of the minority interests in Volvo Aero Norge A/S
(22%), in Wuxi da Hao Power Co, Ltd (30%), in Berliet Maroc S.A (30%), in Shandong Lingong Construction Machinery Co, Ltd (15%) as well
as in Nissan Diesel South Africa (Pty) Ltd (20%).

Note 1 4 Intangible and tangible assets

Entrance Product and Other Total

fees, industrial software intangible intangible

Intangible assets, acquisition costs Goodwill' programs development assets assets
Value in balance sheet 2007 19,969 3,168 19,123 5,387 47,647
Capital expenditures 0 399 2,150 326 2,875
Sales/scrapping 0 0 (549) (14) (563)
Acquired and divested operations® 1,028 0 185 381 1,594
Translation differences 3,634 2 2,386 1,287 7,309
Reclassifications and other 182 0 ®) (380) (203)
Value in balance sheet 2008 24,813 3,569 23,290 6,987 58,659
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Entrance Product and Other Total
fees, industrial software intangible intangible
Accumulated depreciation and amortization Goodwill programs  development assets assets
Value in balance sheet 2007 - 1,639 7,954 1,546 11,139
Depreciation and amortization - 60 2,864 362 3,286
Write-downs - - - - -
Sales/scrapping - 0 (547) 12) (559)
Acquired and divested operations® - 0 (16) 0 (16)
Translation differences - 0 633 209 842
Reclassifications and other - 0 21 12) 9
Value in balance sheet 2008 (o} 1,699 10,909 2,093 14,701
Net carrying value in balance sheet 20084 24,813 1,870 12,381 4,894 43,958
Total
Construction investment
in progress, property,

i including property, Assets under Total
Tangible assets, Land and land Machinery advance plant and operating tangible
acquisition costs Buildings  improvements  and equipment? payments  equipment leases assets
Value in balance sheet 2007 25,903 9,644 58,992 3,166 97,605 32,975 130,580
Capital expenditures 1,504 328 4,410 3,735 9,977 5,440 15,417
Sales/scrapping (319) (118) (2,567) 3) (3,007) (5,397) (8,404)
Acquired and divested operations® 66 196 532 (239) 555 0 555
Translation differences 4,218 2,603 8,055 297 15,173 3,359 18,532
Reclassifications and other 525 148 (278) (1,609) 1,214) 1,205 9)
Value in balance sheet 2008 31,897 12,701 69,144 5,347 119,089 37,582 156,671

Total
Construction investment
in progress, property,
Lo including property, Assets under Total
Accumulated depreciation Land and land Machinery advance plant and operating tangible
and amortization Buildings  improvements  and equipment? payments equipment leases assets
Value in balance sheet 2007 11,831 559 38,005 - 50,395 10,473 60,868
Depreciation and amortization® 983 65 4,670 - 5,718 4,520 10,238
Sales/scrapping (192) () (2,288) - (2,488) (2,993) (5,481)
Acquired and divested operations?® (13) 0 1156 - 102 0 102
Translation differences 2,270 50 5,994 - 8,314 1,158 9,472
Reclassifications and other (75) 5 (152) - (222) (1,005) (1,227)
Value in balance sheet 2008 14,804 671 46,344 - 61,819 12,153 73,972
Net carrying value in balance
sheet 20084 17,093 12,030 22,800 5,347 57,270 25,429 82,699

1 Includes on the date of IFRS adoption, acquisition costs of 14,184 and
accumulated amortization of 3,863.

2 Machinery and equipment pertains mainly to production equipment.

3 Includes subsidiaries and joint ventures that previously were accounted for
according to the equity method.

“Reclassifications and other” mainly consist of “assets under operat-
ing leases” related to legal sales transactions, where revenue is
deferred and accounted for as operating lease revenue. Assets clas-
sified as inventory will, when the operating lease model is applied for
revenue recognition, be reclassified from “inventory” to “assets under
operating leases”, when the legal sales transaction occurs. If the prod-
uctis returned after the lease period, there will again be a reclassifica-

98 Financial information 2008

4 Acquisition costs less accumulated depreciation, amortization and write-downs.
5 Of which write-down 57 (0).

tion from “assets under operating leases” to “inventory”. When a buy-
back agreement has expired, but the related product is not returned,
the acquisition cost and the accumulated depreciation are reversed in
“reclassification and other”, within the line item “assets under operat-
ing leases”. Some of the reclassifications within tangible assets relate
to construction in progress, which are reclassified to the respective
category within property, plant and equipment.



Depreciation and

amortization by type of asset 2007 2008
Intangible assets 2,719 3,286
Property, plant and equipment 5,385 5,718
Assets under operating leases 4,370 4,520
Total 12,474 13,524
Capital expenditures by type of asset 2007 2008
Intangible assets 2,202 2,875
Property, plant and equipment 7,936 9,977
Assets under operating leases 4,800 5,440
Total 14,938 18,292
Goodwill

Volvo verifies annually, or more frequently if necessary, the value of its
operations to secure that they do not fall below the carrying value. If
impairment is detected the carrying value, in the first place goodwill,
has to be written down. Volvo's evaluation model is based on a dis-
counted cash-flow model, with a forecast period of mainly four years.
Evaluation is made on cash-generating units, identified as Volvo's
business areas.

Goodwill assets are allocated to these cash-generating units on
the basis of anticipated future utility. The evaluation is based on man-
agement’s best estimation of the operations’ development and has
been performed with prudence due to the current financial environ-
ment. The basis for this estimation is long-term forecasts of the mar-
ket's growth, two to four percent, in relation to the development of
Volvo's operations. In the model, Volvo is expected to maintain stable
capital efficiency over time. The evaluation is made on nominal values
and the general rate of inflation, in line with the European target, is
used. Volvo uses a discounting factor calculated to 12% before tax for
2008.

During 2008, the value of Volvo's operations has exceeded the
carrying value of goodwill for all business areas, and accordingly, no
impairment have been recognized. However, the positive margins in

the evaluation tests have decreased for some business areas, which
make them, to a varying degree, sensitive to changes in the assump-
tions described above. Consequently, Volvo follows continuously the
development of the business areas whose overvalue is dependent on
the fulfilment of Volvo's assessments. A continued financial turmoil
and volatility in interest and currency rates could lead to indications of
impairment for some business areas in the forthcoming periods, which
would require goodwill valuation tests to be performed as long as indi-
cations remain and could have a negative impact on the operating
income for those areas.

The most important factors for the future operations of Volvo, are
described on the Volvo business areas, as well as in the Risk manag-
ment section.

Goodwill per Business Area 2007 2008
Volvo Trucks 4,307 4,356
Renault Trucks 2,331 2,723
Trucks Asia 3,397 6,243
Mack Trucks 824 985
Construction Equipment 7,592 9,007
Buses 1,148 1,124
Other business areas 370 375
Total goodwill value 19,969 24,813

Investment property

Investment property is property owned for the purpose of obtaining
rental income and/or appreciation in value. The acquisition cost of
investment property was 1,603 (1,755) at year-end. Capital expend-
itures during 2008 amounted to 99 (80). Accumulated depreciation
was 582 (599) at year-end, whereof 50 (57) during 2008. The esti-
mated fair value of investment property was SEK 1.9 billion (2.0) at
year-end, based on the yield. The required return is based on current
property market conditions for comparable properties in comparable
locations. All investment properties were leased out during the year.
Net income for the year was affected by 275 (295) in rental income
from investment properties and 50 (50) in direct costs.
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Note 1 5 Shares and participations

Group holdings of shares and Registration Percentage Dec 31,2007 Dec 31,2008
participations in non-Group companies number holding ~ Carryingvalue  Carrying value
Shares in associated companies, equity method of accounting

Blue Chip Jet Il HB, Sweden 969717-2105 50 266 286
Nissan Diesel Doto Sales Co.,Ltd., Japan - 38 57 88
Nissan Diesel Niigata Sales Co.,Ltd., Japan - 50 42 82
Merkavim Metal Works Ltd, Israel - 27 46 54
JV Fonderie Venissieux, France - 49 25 38
PK-UD Axle Co.Ltd. (HangZhou), China - 45 20 21
Diamond Finance Ltd, USA - 40 25 18
Blue Chip Jet HB, Sweden 969639-1011 40 19 17
Thomas Hardie Commercials Ltd, Great Britain - 24 15 13
Quingdao Sunwin Bus Corp, China - 21 9 9
Arabian Vehicle & Truck Industry Ltd, Saudi Arabia - 25 9 9
Dong Feng Nissan Diesel Motor Co.,Ltd., China - - 116 -
Other holdings - - 8 17
Total shares and participations in associated companies’ 657 652

Shares and participations in other companies

Deutz AG, Germany - 7 536 212
Nippon Express Co.,Ltd., Japan - 1 140 138
Nippon Railroad Co Ltd, Japan - - 36 57
Sankyu Inc,, Japan - 1 60 48
Iron Planet.com Inc., USA - 4 34 34
TBK Co.,Ltd., Japan - 7 68 25
Vantage Egipment. LLC, USA - 16 16 19
Scott Van Keppel, USA - 40 13 16
Other holdings - - 659 752
Total shares and participations in other companies'’ 1,562 1,301
Total value of Group holdings of shares and participations in

non-Group companies 2,219 1,953

1 Volvo's share of shareholders’ equity in associated companies (incl. equity in untaxed reserves) amounted to 652 (657). Excess values amounted to O (54).

The carrying values of Volvo's holdings of shares and participations in listed companies as of December 31, 2008 are shown in the table below.
Carrying values are equal to market values for holdings in listed companies.

Carrying value
Deutz AG 212
Nippon Express Co.,Ltd., Japan 138
TBK Co. Ltd., Japan 25
Sankyu Inc., Japan 48
Nishi-Nippon Railroad Co.,Ltd., Japan 57
Nippon Konpo Unyu Soko Co.,Ltd. 25
Fukuyama Transporting Co.,Ltd., Japan 16
Senko Co.,Ltd, Japan 42
Tonami Transportation Co.,Ltd., Japan 21
Yamato Holdings Co.,Ltd., Japan 21
Holdings in other listed companies 56
Total holdings in listed companies 661
Holdings in non-listed companies' 640
Total shares and participations in other companies 1,301
1 Unlisted shares, for which a reliable fair value cannot be determined, are
reported at the acquisition value reduced in appropriate cases by write-downs.
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Dong Feng Nissan Diesel Motor Co., Ltd
The company is consolidated in the Volvo Group according to the pro-
portionate method as from July 1, 2008.

Petro Stopping Centers
Volvo's holdings in the company were divested in 2007.

Smaforetagarinvest AB
Volvo's holdings in the company were divested in 2007.

Nissan Diesel
Nissan Diesel is consolidated in the Volvo Group as of the first quarter
of 2007.

Changes in the Volvo Group’s holdings of shares and participations: 2007 2008
Balance sheet, December 31, preceding year 6,890 2,219
Change in Group structure (5,535) (88)
Acquisitions and divestments, net 907 16
Net of write-downs/revaluations (15) (33)
Capital contribution 165 56
Share of income in associated companies 108 15
Revaluation of shares to fair value (204) (546)
Translation differences (39) 325
Dividends 0 (@)
Other (48) 4)
Balance sheet, December 31 2,219 1,953
Note 1 6 Long-term customer-financing receivables

2007 2008
Installment credits 19,836 23,029
Financial leasing 20,298 26,874
Other receivables 3562 529
Total 40,486 50,432

Effective interest rate for Long-term customer-financing receivables was 7.20% as per December 31, 2008.

Long-term customer-financing receivables maturities

2010 20,643
2011 15,653
2012 9,243
2013 3,652
2014 or later 1,341
Total 50,432

See notes 36 and 37 for financial instruments and goals and policies
in financial risk management.
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Note 1 7 Other long-term receivables

2007 2008
Other loans to external parties 177 219
Prepaid pensions 2,131 2,442
Other financial receivables 1,088 1,857
Other receivables 1,383 1,641
Total 4,779 6,159
Note 1 8 Inventories

2007 2008
Finished products 28,077 39,137
Production materials, etc. 15,5668 15,908
Total 43,645 55,045
Inventories recognized as cost of sale during the period amounted to 223,986 (204,381).
Increase (decrease) in allowance for inventory obsolescence 2007 2008
Balance sheet, December 31, preceding year 2,015 2,837
Increase in allowance for inventory obsolescence charged to income 757 1,229
Scrapping (239) (325)
Translation differences 2 305
Reclassifications, etc.' 302 (524)
Balance sheet, December 31 2,837 3,522
1 (5667) is related to reversal of the allowance for inventory obsolescence in Volvo Aero’s operations in Bromma during 2008.
Note 1 9 Short-term customer-financing receivables

2007 2008
Installment credits 13,620 16,747
Financial leasing 10,494 14,324
Dealer financing 13,191 16,135
Other receivables 1,056 851
Total 38,361 48,057

Effective interest rate for Short-term customer-financing receivables | See notes 36 and 37 for financial instruments and goals and policies
was 6.89% as per December 31, 2008. in financial risk management.
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Note 2 o Other short-term receivables

2007 2008
Accounts receivable 30,604 30,623
Prepaid expenses and accrued income 2,855 3,032
VAT receivables 2,884 3,348
Loans to external parties 403 121
Other financial receivables' 2,903 4,791
Other receivables 4,868 5,697
Total, after deduction of valuation allowances for doubtful accounts receivable 44,417 47,512
1 Fair value financial derivatives.
Change of valuation allowances for doubtful accounts receivable 2007 2008
Balance sheet, December 31, preceding year 939 923
New valuation allowance charged to income 152 357
Reversal of valuation allowance charged to income (231) (149)
Utilization of valuation allowance related to actual losses (70) 172)
Acquired and divested operations 114 3
Translation differences 16 287
Reclassifications, etc. 3 500
Balance sheet, December 31 923 1,749
See notes 36 and 37 for financial instruments and goals and policies in financial risk management.
Note 2 1 Marketable securities
Marketable securities consist mainly of interest-bearing securities, distributed as shown below:

2007 2008
Government securities 778 298
Banks and financial institutions 6,293 504
Real estate financial institutions 9,419 5,100
Total 16,490 5,902
Note 2 2 Cash and cash equivalents

2007 2008
Cash in banks 10,262 10,889
Time deposits in banks 4,282 6,823
Total 14,544 17,712

Cash and cash equivalents at December 31, 2008, include SEK 0.7 billion restricted for use by the Volvo Group and SEK 2.7 billion that are
liquid funds in countries where exchange controls or other legal restrictions apply.

Note 23 Shareholders’ equity

The share capital of the Parent Company is divided into two series of
shares, A and B. Both series carry the same rights, except that each
Series A share carries the right to one vote and each Series B share
carries the right to one tenth of a vote. The shares quota value is SEK
1.20.

At the end of 2006 share capital amounted to 2,654 and was
based on 425,684,044 registered shares. During 2007, following a
decision at the Annual General Meeting, a 6:1 share split with auto-
matic redemption was carried out, in which the sixth share was
redeemed by AB Volvo for SEK 25.00 per share. Together with the

ordinary dividend a total of 20,2565 was distributed to Volvo's share-
holders. The decision also included a bonus issue without issuance of
new shares through the transfer of 426 from unrestricted sharehold-
ers’ equity to share capital which then was restored to the same level
as prior to the redemption procedure. Following these transactions
Volvo has a total of 2,128,420,220 registered shares.

Cash dividend decided by the Annual General Meeting 2008 was
SEK 5.50 (25.00) per share or total 11,149.6 (10,127.5).

Unrestricted equity in the Parent Company at December 31, 2008
amounted to 27,678 (22,254).
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Information regarding shares 2007 2008
Own Series A shares 20,728,135 20,728,135
Own Series B shares 82,054,652 80,310,082
Total own shares 102,782,787 101,038,217
Own shares in % of total registered shares 4.80 4.75
Outstanding Series A shares 656,873,495 656,873,495

Outstanding Series B shares

1,368,763,938 1,370,508,508

Total outstanding shares

2,025,637,433 2,027,382,003

Total registered Series A shares

677,601,630 677,601,630

Total registered Series B shares

1,450,818,590 1,450,818,590

Total registered shares

2,128,420,220 2,128,420,220

Average number of outstanding shares 2,025,279,790 2,026,977,937
Changes in outstanding Volvo shares
Balance December 31, 2007 2,025,637,433
Share-based incentive program 1,744,570

2,027,382,003

Available for
Change in other reserves Hedge reserve sale-reserve Total
Balance at January 1,2008 182 2563 435
Fair value gains in year (3,671) - (3,671)
Tax on fair value gains 967 - 967
Transfers to income 792 - 792
Tax on transfers to income statement (222) - (222)
Change in fair value of commodity contracts (105) - (105)
Fair value adjustments regarding holding in Deutz - (324) (324)
Fair value adjustments regarding shares held by Nissan Diesel - 110) 110)
Fair value adjustments regarding holding in Vindic AB - (2b) (25)
Other - - -
Balance at December 31, 2008 (2,057) (206) (2,263)
Earnings per share 2007 2008
Earnings per share is calculated as income for the period, attributable | Number of shares, December 31, in millions 2026 2027
to the Parent Company’s shareholders, divided by the Parent Com- Average number of shares
pany's average number of shares outstanding for the fiscal year. | pefore dilution in millions 2025 2027
Diluted earnings per share is calculated as income for the period Average number of shares after
attributable to the Parent Company's shareholders divided by the | gijution in millions 2,026 2027
average number of shares outstanding plus the average number of Average share price, SEK 118.39 73.80
shares that would be issued as an effect of ongoing share-based
incentive programs and employee stock option programs. If during the | Net income attributable to
year there were potential shares redeemed or expired during the | Parent Company shareholders 14,932 9,942
period, these are also included in the average number of shares used | Basic earnings per share, SEK 7.37 4.90
to calculate the earnings per share after dilution. Diluted earnings per share, SEK 7.37 4.90
The share-based incentive program creates a dilution effect when s

the non-market-based financial goals are achieved for the fiscal year. Dilution effect, number of shares
Similarly, the employee stock option program creates a dilution effect Share-based incentive program 143,073 -

by taking into account the difference between the exercise price and
the share’s average market price to determine how many shares that
are assumed to be issued without any payment. It is solely this number
of shares that have an effect on the calculated diluted earnings. The
number of shares that this value symbolizes is less than the total
potential number of shares attributable to the employee stock option
program.
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Employee stock option program 462,477 188,822

Number of potential shares, December 31 605,660 188,822

The share-based incentive program is implemented if certain non-mar-
ket based financial goals are fulfilled partly or wholly. As a result of the
development of the share price no dilution effect arise between the
grant date and year-end close 2008. The employee stock option pro-
gram creates a dilution effect amounting to 188,822 shares. In this
case, the difference between the exercise price and the share’s aver-
age value under the actual period has been taken into account. Except
for the programs described above no other transactions have occurred
that affected, or will have an effect on, the compilation of the reported
share capital.



Note 24 Provisions for post-employment benefits

Post-employment benefits, such as pensions, healthcare and other
benefits are mainly settled by means of regular payments to inde-
pendent authorities or bodies that assume pension obligations and
administer pensions through defined contribution plans. The remain-
ing post-employment benefits are defined benefit plans; that is, the
obligations remain within the Volvo Group or are secured by own pen-
sion foundations. Costs and the obligations at the end of period for
defined benefit plans are calculated based on actuarial assumptions
and measured on a discounted basis. The Volvo Group defined bene-
fits plans relate mainly to subsidiaries in the US and comprise both
pensions and other benefits, such as healthcare. Other large-scale
defined benefit plans apply for salaried employees in Sweden (mainly
through the Swedish ITP pension plan) and employees in France and
Great Britain. See note 1 for further information about the accounting
principles.

The following tables disclose information about defined benefit
plans in the Volvo Group. Volvo reports the difference between the
obligations and the plan assets adjusted for unrecognized actuarial
gains and losses in the balance sheet. The information refers to
assumptions applied for actuarial calculations, periodical costs and the
value of obligations and plan assets at year-end. The tables also include
reconciliation of obligations and plan assets during the year and the
difference between fair values and carrying amounts reported on the
balance sheet date. According to IAS 19, actuarial assumptions such
as the discount rate shall be based on market expectations at the bal-
ance sheet date for the period over which the obligations are to be
settled and reflect the time-value of money but not the actuarial or
investment risk. The market situation at the end of the financial year
2008 makes discount rate assumptions especially difficult to deter-
mine.

Summary of provision for Assumptions applied for December 31, December 31,

post-employment benefits 2007 2008 actuarial calculations, % 2007 2008

Obligations 35,984 41171 Sweden

Fair value of plan assets 25,768 22,105 Discount rate 4.50 4.50

Funded status (10,216) (19,066) Expected return on plan assets' 6.00 6.00

. . Expected salary increases 3.20 3.50

Unrecognized actuarial :

(gains) and losses 2,220 9,320 Inflation 2.00 2.00

Unrecognized past service costs 353 482 United States

Net provisions for post- Discount rate 5.75-6.25 5.75-6.25

employment benefits (7,643) (9,264) Expected return on plan assets' 7.65 7.65
Expected salary increases 3.50 3.50
Inflation 2.50 2.50
France
Discount rate 5.25 5.25
Expected salary increases 3.00 3.00
Inflation 2.00 2.00
Great Britain
Discount rate 5.75 5.75
Expected return on plan assets' 5.30-6.10 4.60-56.50
Expected salary increases 4.20-490  3.60-4.90
Inflation 3.40 3.00

1 Applicable for the following accounting period. These assumptions reflect
the expected long-term return rate on plan assets, based upon historical
yield rates for different categories of investments and weighted in accord-
ance with the foundation’s investment policy. The expected return has been
calculated net of administrative expenses and applicable taxes.
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Pension costs 2007 2008
Current year service costs 877 864
Interest costs 1,380 1,657
Expected return on plan assets (1,653) (1,65b6)
Actuarial gains and losses' 68 81

Past service costs

- Unvested 15 14
- Vested 25 39
Curtailments and settlements (4) 167
Termination benefits 147 21

Pension costs for defined benefit plans 855 1,088
Pension costs for defined contribution plans 3,080 3,462
Total pension costs 3,935 4,550

1 For each plan, actuarial gains and losses are reported as income or expenses, when the accumulated amount exceeds the so called corridor. The income or
expenses are then recognized over the expected average remaining service period of the employees.

Costs for post-employment benefits other than pensions 2007 2008
Current year service costs 129 284
Interest costs 319 336
Expected return on plan assets 11 3)
Actuarial gains and losses' 4 1
Past service costs

- Unvested 5 1)
- Vested 0 1
Curtailments and settlements () 0
Termination benefits 32 0
Total costs for post-employment benefits other than pensions 476 618

1 For each plan, actuarial gains and losses are reported as income or expenses, when the accumulated amount exceed the so called corridor. The income or
expenses are then recognized over the expected average remaining service period of the employees.

An increase of one percentage point per year in healthcare costs | by about 169 and reduce costs by approximately 11. Calculations
would change the accumulated post-employment benefit obligation | made as of December 31,2008 show an annual increase of 9% in the
as of December 31,2008 by approximately 200, and the post-employ- | weighted average per capita costs of covered healthcare benefits; It is
ment benefit expense by approximately 13. A decrease of one per- | assumed that the percentage will decline gradually to 5% and then
centage point would decrease the accumulated value of obligations remain at that level.

United Great
Obligations in Sweden States France Britain ~ US Other Other
defined benefit plans Pensions Pensions Pensions Pensions benefits plans Total
Obligations at January 1, 2007 7,142 12,017 1,571 4,987 6,199 2,824 34,740
Acquisitions, divestments and other changes 57 688 (8) - 216 1,949 2,902
Current year service costs 259 267 47 90 89 21 963
Interest costs 295 653 60 251 311 115 1,685
Past service costs
- Unvested - 2 457 - - (10) 449
- Vested - 7 - - - 26 33
Termination benefits 165 - - - - 36 201
Curtailments and settlements 7 1) 1) - - (34) (29)
Employee contributions - - - 33 - - 33
Actuarial (gains) and losses 822 (923) (143) (402) (308) (156) (1,110)
Exchange rate translation - (706) 76 (206) (354) 131 (1,059)
Benefits paid (296) (797) (259) (145) (571) (756) (2,824)
Obligations at December 31, 2007 8,451 11,207 1,800 4,608 5,582 4,336 35,984
of which
Funded defined benefit plans 7,847 10,928 - 4,050 3,617 1,884 28,326
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United Great

Obligations in Sweden States France Britain US Other Other
defined benefit plans Pensions Pensions Pensions Pensions benefits plans Total
Acquisitions, divestments and other changes 13) (226) ) 116 - 22 (103)
Current year service costs 265 224 55 72 269 263 1,148
Interest costs 383 672 93 250 327 168 1,893
Past service costs
- Unvested 1 - - - - - 1
- Vested 6 27 - - - 6 39
Termination benefits 14 - - - - 7 21
Curtailments and settlements (34) 65 ) - 42) 11) (24)
Employee contributions - - - 29 - () 27
Actuarial (gains) and losses 336 257 47 (304) 261 205 802
Exchange rate translation - 2,212 281 (593) 1,151 891 3,942
Benefits paid 312) (790) (185) (143) B77) (%52) (2,559)
Obligations at December 31, 2008 9,097 13,648 2,087 4,035 6,971 5,333 41,171
of which
Funded defined benefit plans 8,675 13,322 - 4,035 3,224 2,179 31,435
United Great
Fair value of plan assets in Sweden States France Britain ~ US Other Other
funded plans Pensions Pensions Pensions Pensions benefits plans Total
Plan assets at January 1, 2007 6,394 12,226 - 4,880 139 1,588 25,227
Acquisitions, divestments and other changes - 643 - - - 49 692
Expected return on plan assets 384 849 - 275 1 97 1,606
Actuarial gains and (losses) (182) 13 - (45) 4 12) (222)
Employer contributions 52 - - 135 54 144 385
Employee contributions - - - 33 - 26 59
Exchange rate translation - (751) - (222) @) 115 (865)
Benefits paid - (785) - (145) (55) (129) (1,114)
Plan assets at December 31, 2007 6,648 12,195 - 4,911 136 1,878 25,768
Acquisitions, divestments and other changes - (180) - 95 - 1 84)
Expected return on plan assets 397 886 - 275 3 97 1,658
Actuarial gains and (losses) (1,5678) (3,695) - (715) - (220) (6,208)
Employer contributions - - - 147 10 147 304
Employee contributions - - - 29 - 33 62
Exchange rate translation - 2,226 - (609) 18 64 1,699
Benefits paid - (760) - (141) (63) (130) (1,094)
Plan assets at December 31, 2008 5,467 10,672 - 3,992 104 1,870 22,105
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United Great
Net provision for Sweden States France Britain US Other Other
post-employment benefits Pensions Pensions Pensions Pensions benefits plans Total
Funded status at December 31, 2007 (1,803) 988 (1,800) 303 (5,446) (2,458) (10,216)
Unrecognized actuarial (gains) and losses 1,616 111 115 255 67 278 2,220
Unrecognized past service costs - (1) 429 - (66) () 353
Net provisions for post-employment
benefits at December 31, 2007 (187) 876 (1,263) 558 (5,445) (2,182) (7,643)
whereof reported as
Prepaid pensions and other assets 12 1,226 - 558 242 93 2,131
Provisions for post-employment benefits (199) (350) (1,263) - (5,687) (2,275) 9,774)
Funded status at December 31,2008 (3,630) (2,976) (2,087) @43) (6,867) (3,463) (19,066)
Unrecognized actuarial (gains) and losses 3,476 4,021 207 604 382 630 9,320
Unrecognized past service costs - 1) 464 - (8) 27 482
Net provisions for post-employment
benefits at December 31,2008 (154) 1,044 (1,416) 561 (6,493) (2,806) (9,264)
whereof reported as
Prepaid pensions and other assets 14 1,422 0 561 320 124 2,441
Provisions for post-employment benefits (168) (378) (1,416) 0 (6,813) (2,930) (11,705)
Plan assets by category 2007 % 2008 %
Shares and participation, Volvo 313 1 138 1
Shares and participations, other 12,422 48 9,046 41
Bonds 10,578 41 10,664 48
Property 427 2 732 3
Other 2,028 8 1,625 7
Total 25,768 100 22,105 100
Actuarial gains and losses 2007 2008
Experience-based adjustments in obligations 151 871)
Experience-based adjustments in plan assets (222) (6,208)
Effects of changes in actuarial assumptions 959 69
Actuarial gains and (losses), net 888 (7,010)
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Volvo's pension foundation in Sweden was formed in 1996 to secure
obligations relating to retirement pensions for salaried employees in
Sweden in accordance with the ITP plan (a Swedish individual pension
plan). Plan assets amounting to 2,456 was contributed to the founda-
tion at its formation, corresponding to the value of the pension obliga-
tions at that time. Since its formation, net contributions of 1,472 have
been made to the foundation. The plan assets in Volvo's Swedish pen-
sion foundation are invested in Swedish and foreign stocks and mutual
funds, and in interest-bearing securities, in accordance with a distri-
bution that is determined by the foundation’s Board of Directors. At
December 31, 2008, the fair value of the foundation’s plan assets
amounted to 5,467 (6,648), of which 35% (43) was invested in shares
or mutual funds. At the same date, retirement pension obligations
attributable to the ITP plan amounted to 8,675 (7,847). In the valu-
ation of Volvo's pension liability for the Swedish companies, the life-
expectancy assumptions was changed during 2007. Men are now
assumed to live about two years longer than previously. The increase
for women is about one year. The changed life-expectancy assump-
tions increased the pension obligation by about 14% 2007. However,
this increase did not immediately affected the carrying amount of the
Volvo Group's liabilities for 2007 since Volvo applies the corridor
approach to actuarial gains and losses. Swedish companies can
secure new pension obligations through balance sheet provisions or
pension fund contributions. Furthermore, a credit insurance must be

Note 2 5 Other provisions

taken for the value of the obligations. In addition to benefits relating to
retirement pensions, the ITP plan also includes, for example, a collec-
tive family pension, which Volvo finances through insurance with the
Alecta insurance company. According to an interpretation from the
Swedish Financial Reporting Board, this is a multi-employer defined
benefit plan. For fiscal year 2008, Volvo did not have access to infor-
mation from Alecta that would have enabled this plan to be reported
as a defined benefit plan. Accordingly, the plan has been reported as
a defined contribution plan. Alecta’s funding ratio is 112% (152.0).
Alecta’s current funding ratio is below the target of 140%.

Volvo's subsidiaries in the United States mainly secure their pen-
sion obligations through transfer of funds to pension plans. At the end
of 2008, the total value of pension obligations secured by pension
plans of this type amounted to 13,322 (10,928). At the same point in
time, the total value of the plan assets in these plans amounted to
10,672 (12,195), of which 50% (58) was invested in shares or mutual
funds. The regulations for securing pension obligations stipulate cer-
tain minimum levels concerning the ratio between the value of the
plan assets and the value of the obligations. During 2008, Volvo con-
tributed O (0) to the pension plans.

During 2008 Volvo has made extra contributions to the pension-
plans in Great Britain in the amount of 147 (135).

In 2009, Volvo estimate to transfer an amount of not more than
SEK 1 billion to pension plans.

Value in Acquired Value in
balance Provisions and balance Whereof Whereof
sheet and divested Translation Reclassi- sheet  due within due after
2007  reversals Utilizations companies differences fications 2008 12 months 12 months
Warranties 9,373 6,201 (5,982) 45 828 (111) 10,354 5,681 4,673
Provisions in insurance operations 387 135 (98) - 77 8 509 9 500
Restructuring measures' 214 360 (207) 5 15 (19) 368 280 88
Provisions for residual value risks? 670 483 (321) - 76 10) 898 356 542
Provisions for service contracts 1,911 943 (827) - 114 134 2,275 1,147 1,128
Dealer bonus 1,802 2,778 (2,791) (1) 87 22 1,897 1,749 148
Other provisions 3,600 3,461 (3,034) 18) 354 162 4,515 2,628 1,987
Total 17,957 14,361 (13,260) 31 1,551 176 20,816 11,750 9,066

1 whereof reversed not utilized provisions 65.
2 whereof reversed not utilized provisions 52.

Note 26 Non-current liabilities

The listing below shows the Group’s non-current liabilities in which the
largest loans are distributed by currency. Most are issued by Volvo
Treasury AB. Information on loan terms is as of December 31, 2008.

Actual interest rate,

Volvo hedges foreign-exchange and interest-rate risks using deriva-
tive instruments. See Note 36.

Effective interest rate,

Bond loans Dec 31,2008, % Dec 31,2008, % 2007 2008
EUR 2002-2008/2010-2017 3.18-6.14 3.22-6,23 27,070 21,903
SEK 2006-2008/2010-2017 3.569-6.33 3.64-6.43 13,378 12,183
JPY 2001/2011 2.90 2.90 1,203 86
USD 2007/2010 3.62-4.68 3.67-4.73 647 1,626
Total' 42,298 35,798

1 Whereof loans raised to finance the credit portfolio of the customer financing operations 17,787 (26,311).
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Effective interest rate,

Other loans Dec 31,2008, % Dec 31,2008, % 2007 2008
USD 2004-2008/2010-2018 2.15-5.17 2.17-6.27 3,622 10,134
EUR 2003-2008/2010-2017 3.45-6.50 3.48-6.50 4,076 5,419
GBP 2005-2008/2010-2012 2.63-6.72 2.66-6.89 520 1,952
SEK 2007-2008/2010-2017 2.69-7.98 2.72-8.22 1,228 3,778
CAD 2004-2008/2010-2013 2.84-4.07 2.87-4.13 1,518 2,712
MXN 2005-2007/2010-2012 8.81-9.33 9.17-9.74 1,239 1,197
JPY 2005-2008/2010-2016 1.22-2.07 1.22-2.08 4,631 17,076
CHF 200672011 2.563 2.55 1,141 735
BRL 2003/2017 8.42 8.89 2,085 2,994
Other loans 4.85-6.73 4.94-7.89 1,189 1,302
Total other non-current loans? 21,149 47,299
Deferred leasing income 2,894 2,608
Residual value liability 4,440 4,350
Other non-current financial liabilities 523 1,658
Other non-current liabilities 425 995
Total 71,729 92,608

Of the above long-term loans, 374 (541) was secured.

Long-term loans mature as follows:

2010 23,951
2011 17,359
2012 6,703
2013 9,694
2014 4,500
2015 or later 20,990
Total 83,097

See note 16 for maturities of long-term customer financing receivables.

Note 2 7 Current liabilities

Balance sheet amounts for loans were as follows:

2 Whereof loans raised to finance the credit portfolio of the customer financing operations 34,955 (13,449) and financial derivatives 198 (74).

Of other non-current liabilities the majority will mature within five
years.

Atyear-end 2008, credit facilities granted but not utilized and which
can be used without restrictions amounted to approximately SEK 26.7
billion (23.2). These facilities consisted of stand-by facilities for loans
with varying maturities through the year 2013. A fee is normally
charged for the unused portion of credit facilities and is reported in
the income statement under other financial income and expenses.

Balance sheet amounts for Other current liabilities were as follows:

Non-interest-bearing liabilities accounted for 91,759 (85,406), or
59% (66) of the Group's total current liabilities.
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2007 2008 2007 2008

Bank loans 12,979 15,222 Advances from customers 3,321 3,352
Other loans 31,893 47,409 Wages, salaries and withholding taxes 6,703 6,978
Total' 44,872 62,631 VAT liabilities 1,624 1,455
1 Whereof loans raised to finance the credit portfolio of the customer Accrued expenses and prepaid income 12,161 13,440
financing operations 47,180 (32,797) and derivatives 604 (242). Deferred leasing income 1,864 2,203
Residual value liability 1,928 2,138

Bank loans include current maturities, 4,701 (2,975), of long-term Other financial liabilities 989 5,430
loans. Other loans include current maturities of long-term loans, | QOther liabilities 3,810 4534
26,336 (22,554), and commercial paper, 17,876 (6,547). Total 32,293 39,530

In Other current liabilities is also included trade payables that
amounted to 51,025 (52,663) and current tax liabilities to 1,204 (451).
Secured bank loans at year-end 2008 amounted to 312 (264). The
corresponding amount for other current liabilities was 416 (590).



Note 2 8 Assets pledged

2007 2008
Property, plant and equipment - mortgages 202 190
Assets under operating leases 265 165
Chattel mortgages 364 369
Receivables 600 569
Cash, marketable securities 125 97
Total 1,556 1,380

The liabilities for which the above assets were pledged amounted at year-end to 1,102 (1,395).

Note 2 9 Contingent liabilities

2007 2008
Credit guarantees issued for
customers and others 1,884 2,687
Tax claims 783 931
Other contingent liabilities 5,486 5,809
Total 8,153 9,427

The reported amounts for contingent liabilities reflect the Volvo
Group's risk exposure on a gross basis. The reported amounts have
thus not been reduced because of counter guarantees received or
other collaterals in cases where a legal offsetting right does not exist.
At December 31, 2008, the estimated value of counter guarantees
received and other collaterals, for example the estimated net selling
price of used products, amounted to 4,172 (3,934).

Tax claims amounted to 931 (783) pertain to charges against the
Volvo Group for which provisions are not considered necessary. Other
contingent liabilities pertain mainly to residual value guarantees.

Legal proceedings

The former labor agreement between Mack Trucks, Inc. and the United
Auto Workers Union (‘UAW"), expired on September 30, 2007. Since
that time, the parties have been operating under a mutually agreed
upon extension of the previous agreement that can be terminted by
either party on short notice. Negotiations on a new labor agreement
are ongoing. Both Mack Trucks, Inc. and the UAW are parties to similar
lawsuits filed in the U.S federal courts addressing the issue of retiree
health benefits. Mack Trucks’ lawsuit, the first of the two lawsuits filed,
seeks a declaration from the court that it is permitted to unilaterally
amend the terms of the existing retiree health care plan. The lawsuit
filed by the UAW in response to the Mack lawsuit, seeks a ruling from
the court that the plan of benefits must remain unchanged. The cases

have been consolidated to one trial on Mack’s request. At present, itis
not possible to estimate the outcome of the negotiations or the pend-
ing lawsuits, but there is a risk that the outcome may have a significant
negative effect on the consolidated operating income.

In July 1999 Volvo Truck Corporation and Volvo Construction
Equipment entered into a Consent Decree with the US Environmental
Protection Agency (EPA.) The Consent Decree included, among other
provisions, that new stricter emission requirements for certain engines
that would come into force on January 1, 2006, should be applied by
VTC and VCE from January 1, 2005. The Consent Decree was later
transferred from VTC and VCE to Volvo Powertrain Corporation. Dur-
ing 2008, the EPA demanded stipulated penalties from Volvo Power-
train Corporation in the amount, including interest, of USD 72,006,337,
alleging that the stricter standards under the Consent Decree should
have been applied to engines manufactured by Volvo Penta during
2005. Volvo Powertrain disagrees with EPA's interpretation and is
defending the case vigorously based on, among other grounds, that
the Volvo Penta engines were not subject to the Consent Decree. The
dispute was in January 2009 refered to a US court. The amount
requested by the EPA is included in contingent liabilities.

Global actors like Volvo are occasionally involved in tax disputes of
different proportions and in different stages. On a regular basis Volvo
evaluates the exposure related to such disputes and, to the extent it is
possible to reasonably estimate what the outcome will be, makes pro-
visions when it is more likely than not that there will be additional tax
to pay.

Volvo is involved in a number of other legal proceedings incidental
to the normal conduct of its businesses. Volvo does not believe that
any liabilities related to such proceedings are likely to entail any risk,
in the aggregate, of having a material effect on the financial condition
of the Volvo Group.
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Note 30 Cash-flow

Other items not affecting

Acquired and divested subsidiaries

cash amounted to: 2007 2008 and other business units: 2007 2008
Risk provisions and losses related to doubtful Acquired subsidiaries and
receivables/customer - financing receivables 90 729 other business units (15,421) (1.853)
Capital gains/losses on the sale of subsidiaries Divested subsidiaries and
and other business units (558) (395) other business units 408 536
Unrealized exchange rate gains/losses on (15,013) 1.317)
trade receivables and payables (68) (241)
Incentive program 210 17
Other changes (132) (243)
(458) (133)
Investments in shares and participations: 2007 2008
New issue of shares (24) (13)
Capital contribution 14 (43)
Acquisitions 0 (94)
Divestments 106 78
Revaluations 15 -
Other 325 43
436 (29)

Note 31 Leasing

Volvo as a lessor

At December 31, 2008, future rental income from noncancellable
financial and operating leases (minimum leasing fees) amounted to
63,233 (49,435). Future rental income is distributed as follows:

Volvo as a lessee

At December 31, 2008, future rental payments (minimum leasing
fees) related to noncancellable leases amounted to 4,206 (3,705).

Future rental payments are distributed as follows:

Finance Operating Finance Operating
leases leases leases leases

2009 16,742 5,772 2009 481 935
2010-2013 29,902 9,809 2010-2013 611 1,606
2014 or later 783 225 2014 or later 107 466
Total 47,427 15,806 Total 1,199 3,007
Allowance for uncollectible future
rental income (459)
Unearned rental income (5,766)
Present value of future rental income
related to noncancellable leases 41,202

112 Financial information 2008



Rental expenses amounted to:

2007 2008
Finance leases:
Contingent rents 0 4
Operating leases:
Contingent rents (10) (19)
Rental payments (1,053) (959)
Sublease payments 13 8
Total (1,050) (970)

Note 3 2 Transactions with related parties

The Volvo Group has transactions with some of its associated com-
panies. The transactions consist mainly of sales of vehicles to dealers.
Commercial terms and market prices apply for the supply of goods
and services to/from associated companies.

2007 2008
Sales to associated companies 1,096 1,222
Purchase from associated companies 98 116
Receivables from associated companies, Dec 31 397 273
Liabilities to associated companies, Dec 31 19 63

Group holdings of shares in associated companies are presented in
note 15, Shares and participations.

Note 33 Government grants

During 2008, government grants amounting to 492 (469) have been
received and 465 (365) have been accounted for in the income state-
ment. R&D credits are included with 237 (210). The grants were mainly
received from the European Commission and the Swedish govern-

Book value of assets subject to finance lease:

2007 2008
Acquisition costs:
Buildings 139 131
Land and land improvements 69 65
Machinery and equipment 675 2,609
Assets under operating lease 403 392
Total 1,286 3,197

Accumulated depreciation:
Buildings (45) (40
Land and land improvements - -

Machinery and equipment (207) (1,769)
Assets under operating lease (200) (127)
Total (452) (1,936)
Book value:

Buildings 94 91
Land and land improvements 69 65
Machinery and equipment 468 840
Assets under operating lease 203 265
Total 834 1,261

The Volvo Group also has transactions with Renault and its subsidiar-
ies. Sales to and purchases from Renault amounted to 113 (1561) and
2,833 (2,950). Amounts due from and due to Renault amounted to 31
(40) and 539 (1,089) respectively, at December 31, 2008. The sales
were mainly from Renault Trucks to Renault and consisted of compo-
nents and spare parts. The purchases were mainly made by Renault
Trucks from Renault and consisted mainly of light trucks. Renault
Trucks has a license from Renault for the use of the trademark
Renault.

ment. During 2007 Volvo Buses received a grant of 116 from the
Swedish Energy Agency for the development of hybrid technology. 48
(14) of the 116 have been accounted for during 2008.
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Note 3 I Personnel

Remuneration policy decided at

the Annual General Meeting in 2008

The Annual General Meeting of 2008 decided upon principles for
remuneration and other employment terms for the members of Volvo's
Group Executive Committee (‘Remuneration Policy”). The accepted
principles can be summarized as follows.

The guiding principle is that remuneration and other employment
terms for company management, shall be competitive to ensure that
Volvo can attract and retain skilled persons in the Group Executive
Committee. The fixed salary shall be competitive and shall reflect the
individual’s area of responsibility and performance.

In addition to the fixed salary a variable salary may be paid. The
variable salary may for the CEO amount to a maximum of 65% of the
fixed salary and for the other senior executives a maximum of 50% of
the fixed salary. The variable salary shall be based on the Volvo Group’s
and/or the executive's respective Business Area’s or Business Unit's
fulfilment of certain financial goals. These goals are decided by the
Board of AB Volvo and may be related, for example, to operating
income and/or cash flow.

In addition to fixed and variable salary, normally other customary
benefits, such as company car and company healthcare are provided.
In individual cases, accommodation benefits and other benefits may
be provided.

In addition to pension benefits provided by law and collective bar-
gain agreements, the members of the Group Executive Committee
domiciled in Sweden are offered a defined-contribution pension plan
whereby the amount of the individual's pensions comprises the pre-
mium paid and any return. Members of the Group Executive Commit-
tee domiciled outside Sweden are offered pension solutions that are
competitive in the country in which the person is domiciled.

With regard to notice of termination of employment for members of
the Group Executive Committee domiciled in Sweden, the notification
period is 12 months if the company terminates the employment and
six months if the individual terminates the employment. In addition, the
employee is entitled to a severance pay of 12 months’ salary if Volvo
terminates the employment. Those members who are domiciled out-
side Sweden are offered terms in this respect that are competitive in
the country in which the person is domiciled.

Fee paid to the Board of directors

In accordance with a resolution adopted at the Annual General Meet-
ing 2008, the fee paid to the Board of Directors was SEK 5,725,000,
to be distributed among the members as follows: SEK 1,575,000 to
the Chairman, including fee in the capacity of being a member of the
Remuneration Committee, and SEK 500,000 to each of the mem-
bers; in addition, SEK 250,000 to the chairman of the Audit Commit-

For the financial year 2008, Leif Johansson received a fixed salary
of SEK 12,331,236 and a variable salary of SEK 3,432,043. The vari-
able salary corresponded to 27.8% of the fixed annual salary and was
mainly pertaining to the first six months of 2008. Leif Johansson
received no variable salary from September to December 2008. The
allotment of the share-based incentive program based on the 2008
financial goals was distributed during 2009 and resulted in the allot-
ment of shares to the President and CEO corresponding to an amount
of SEK 48,255. Other benefits, mainly pertaining to car and housing,
amounted to SEK 628,045 in 2008.

For the financial year 2007, Leif Johansson received 40,000 shares
since certain financial goals for 2007 were achieved. The shares were
alloted in February 2008 and corresponded to a value of SEK
3,600,000.

The employee stock options were granted in 2003 based on the
financial result of 2002. The allotment of the options were reported in
the annual report 2003 and the holdings have been reported in the
annual reports after that. The costs for the stock options have been
reported in previous periods. The options exercised by the President
and CEO at the end of the exercise period are valued at SEK
16,493,896 and resulted in an income of SEK 6,471,842 in the Volvo
Group as a consequence of the lower share price at exercise date
compared to the valuation of the obligation at the inception of the
financial year.

Leif Johansson is covered by the Volvo executive pension plans,
Volvo Management Pension (VMP) and Volvo Executive Pension
(VEP). The retirement benefit is a defined contribution plan with
refund protection. The disability pension is a defined benefit plan.
Contributions to VMP and VEP are not tax deductable, the benefit
from the insurance is not taxable to the company, but pension paid will
be tax deductable. A defined time for retirement does not exist. The
pensionable salary consists of the annual salary and the average of the
variable salary for the previous five years. The premium for the VMP is
SEK 30,000 plus 20% of the pensionable salary over 30 income base
amounts and the premium for VEP is 10% of pensionable salary.
There are no other commitments other than the payment of the pre-
miums. The disability pension consists of 70% of pensionable salary

Salary and share-based incentive program to
CEO Leif Johansson for 2007 and 2008

Full allotment in share-based
Salary incentive program

3% allotment in share-based  Operating
incentive program income
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tee and SEK 125,000 to other members of the Audit Committee and Variable salary

SEK 75,000 to each of the members of the Remuneration Committee.
Apart from the board fee, the members of the Board of directors have
not obtained any other remuneration.

Fixed salary

mmsm Operating income
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Terms of employment and remuneration to the CEO
The President and Chief Executive Officer, Leif Johansson, is entitled -1
to a remuneration consisting of a fixed annual salary and a variable
salary. The variable salary is based on operating income and cash flow
for the Volvo Group up to a maximum of 65% of his fixed annual salary.
Leif Johansson also participates in the Volvo Group long-term incen-
tive program and may receive shares to the extent the financial goals
for the financial year are being met.

For 2007: For 2008:

Fixed salary: SEK 11.84 M Fixed salary: SEK 12.33 M
Variable salary: SEK 4.80 M Variable salary: SEK 3.43 M
Share-based incentive Share-based incentive
program: SEK 3.60 M program: SEK 0.06 M
Total: SEK 20.24 M Total: SEK 16.81 M
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up to 30 income base amounts and 40% of the pensionable salary
between 30 and 50 income base amounts. The right to disability pension
is conditional to employment and will cease upon termination of duty.

Pension premiums for the President and CEO amounted to SEK
4,903,292 for 2008.

Leif Johansson has a six-month notice of termination on his own
initiative and 12 months notice of termination from AB Volvo. Leif
Johansson is not entitled to severance payments.

Remuneration to other senior executives

Fixed and variable salaries

Members of the Group Executive Committee and a number of senior
executives receive variable salaries in addition to fixed salaries. Vari-
able salaries are in most cases based on the fulfiiment of certain
financial targets. The targets are decided by the Board of Directors in
AB Volvo and may relate to operating income and/or cash flow. During
2008, a variable salary could amount to a maximum of 50% of the
fixed annual salary.

For the financial year 2008, fixed salaries amounted to SEK
55,249,098 and variable salaries amounted to SEK 11,721,674 for
members in the Group Executive Committee, excluding the President
and CEO. In addition to the CEO, the Group Executive Committee
comprised of 17 members at the beginning and at the end of the year.
Allotment of the share-based incentive program based on the 2008
financial goals was distributed in 2009 and resulted in the allotment
of shares corresponding to a total amount of SEK 391,358 for other
senior executives. Other benefits, mainly pertaining to car and hous-
ing, amounted to SEK 3,584,993 in 2008.

For the financial year 2007, other senior executives received SEK
19,874,970 related to allotted shares and SEK 8,487,861 pertaining
to cash payments, for the GEC members not residing in Sweden,
linked to the share-based incentive program 2007. This allotment,
made in 2008, was based on the fullfillment of certain financial goals
in 2007.

Severance payments

The employment contracts for members of the Group Executive Com-
mittee and certain other senior executives contain rules governing
severance payments when the company terminates the employment.
The rules provide that, when the company terminates the employment,
an employee is entitled to severance pay equal to the employee’s
monthly salary for a period of 12 or 24 months, depending on age at
date of severance.

In agreements concluded after the spring of 1993, severance pay
is reduced, in the event the employee gains employment during the
severance period, with an amount equal to 75% of the income from
the new employment. In agreements concluded after the spring of
2004, severance pay is reduced by the full income from the new
employment. Furthermore, age limit at date of notice of termination is
removed and with few exceptions, severance pay is entitled for a
period of 12 months.

Pensions
Previous pension agreements for certain senior executives stipulated
that early retirement could be obtained from the age of 60. The
defined pension benefits are vested and earned gradually over the
years up to the employee’s retirement age and are fully earned at age
60. During the period between ages of 60 and 65 the employee
receives a pension equal to 70% of the pensionable salary. Agree-
ments for retirement at age 60 are no longer signed, and are instead
replaced by a defined-contribution plan without a definite time for
retirement. The premium constitutes 10% of the pensionable salary.
Earlier defined-benefit pension plans, which entitled the employee

to 50% of the pensionable salary after normal retirement age, have
also been replaced by a defined-contribution plan. The premium con-
stitutes of SEK 30,000 plus 20% of the pensionable salary over 30
income base amounts. The pensionable salary consists of the annual
salary and the average of the variable salary for the previous five years.
Pension premiums amounted to SEK 46,183,160 for other senior
executives in 2008.

Total costs for remuneration and

benefits to senior executives

Total costs for total remuneration and benefits to the members of the
Group Excecutive Committee (GEC) in 2008 is pertaining to the fol-
lowing: fixed salary SEK 87 million (86); variable salary SEK 19 million
(28); other benefits including allotted shares in the share incentive
program SEK 49 million (58); employee stock options revenue of SEK
6 million (cost of 17) and pensions SEK 61 million (66). Total costs for
members of the GEC include social fees on salaries and benefits,
special pension tax and additional costs for other benefits. The remu-
neration model of the Volvo group is to a main part designed to follow
changes in the profitability of the group, why the remuneration to the
members of the GEC have declined significantly during the last six
months of 2008.

Incentive programs

During 2008, Volvo had two types of incentive programs for certain
senior executives outstanding, one program for employee stock
options (exercised 2006/2008) and a share-based incentive program
(allotment in 2009).

Employee stock options program

The period to exercise the employee stock options was ongoing from
May 2, 2006, up to and including May 1, 2008, and the employee
stock option program is thus ended. The Volvo B share price, for
options exercised during 2008, has in average been SEK 91 within a
range from SEK 88 up to SEK 96. The Volvo B share price, for options
exercised during 2007, has in average been SEK 116 within a range
from SEK 110 up to SEK 148.

Share-based incentive program

In 2006 the Annual General Meeting approved a share-based incen-
tive program for certain senior executives within the Volvo Group.
Allotment of a value corresponding to 480,000 shares in the program
was executed in March 2007 and was based on the fulfillment of cer-
tain financial goals determined by the Board for fiscal year 2006. The
allotment was made from Volvo's treasury stock, with 263,667, and
cash payment corresponding to 216,333 shares. The share price at
allotment was SEK 560. The total costs for the share-based incentive
program 2006/2007 amounted to SEK 276 million, whereof SEK 110
million during 2007 and SEK 166 million during 2006 and pertains to
the costs for payments in shares and in cash.

The Annual General Meeting in 2007 decided on a similar program
for allotment in 2008. In February 2008, allotment was made of a
value corresponding to 2,443,333 shares and was based on the ful-
fillment of certain financial goals determined by the Board for fiscal
year 2007. The allotment was made from Volvo's treasury stock, with
1,333,333 and cash payment corresponding to 1,110,000 shares.
The share price at allotment was SEK 90,00. The total cost for Volvo
for the share-based incentive program 2007/2008 amounted to SEK
304 million whereof SEK 249 million during 2007 and SEK 55 million
during 2008 and pertains to the costs for payments in shares and in
cash.

The Annual General Meeting in 2008 decided on a similar program
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for allotment in 2009. Allotment was made in 2009 as certain financial
goals determined by the Board for fiscal year 2008 had been fulfilled
by the company. The cost for Volvo for the incentive program including
social fees was approximately SEK 7 million, since the price of the
Volvo B shares at the grant date, excluding dividend of SEK 5,50 for
2008, was SEK 91.50 and the share price was estimated to be SEK
35.50 at allotment date. The annual General Meeting decided that
Volvo's own shares could be used for allotment in this program.

The Board of Directors intends to propose that the Annual General
Meeting in 2009 approves a share-based incentive program for sen-
ior executives within the Volvo Group pertaining to the financial year
2009. Under the program, a maximum number of 2,950,000 Volvo
shares type B may be allotted to a maximum number of 275 senior
executives within the Volvo Group, including members of Volvo's Group
Executive Committee and other executives appointed by the Board of
Directors. The CEO and President may receive a maximum of 40,000
shares and the other participants a maximum of 10,000-20,000

shares each. Participants not resident in Sweden at the time of allot-
ment may, to the extent AB Volvo considers it favourable from a cost
or administrative perspective, instead of shares, receive an amount in
cash corresponding to the market value of the shares at the time of
allotment.

Shares will be allotted provided the Volvo Group’s return on equity
(ROE), calculated on the basis of the Volvo Group's annual report for
2009 is higher than 12%. Maximum allotment will be effected if ROE
reaches 15% and shares will be allotted proportionally within the
interval in accordance with the Board's instructions. Allotment will be
made within six months after the end of 2009.

Assuming the maximum allotment of shares is made (2,950,000
shares), Volvo's costs for implementing the program, including social
fees, will be maximum SEK 123 milion, calculating with a share price
of SEK 35.50. Another element of the proposal is that treasury shares
held by AB Volvo may be used to fulfil the company’s commitments in
accordance with the program.

Outcome of the sharebased incentive program decided at the Annual General Meeting 2008 Shares'
CEO 1,333
Other members of GEC 10,811
Other senior executives 73,441
Total 85,585

1 Of the total 85,685 shares, 45,022 shares have been allotted and a cash-settlement corresponding to 40,563 shares has been paid at allotment date.

Total number of

Summary of the option pro-

outstanding options

gram, 2002, ended in May, Excercise Value/ Vesting,

2008 Allotment date  Dec 31,2007 Dec 31,2008 price  Excercise period options years
May 2, 2006~

2002, employee stock options' May 2, 2003 137,195 - May 1,2008 - 3

1 In January 2000, a decision was made to implement a new incentive pro-
gram for senior executives within the Volvo Group in the form of so-called
employee stock options. The decision covers allotment of options for 2000,
2001 and 2002. The executives have not made any payment for the options.
The employee stock options gives the holders the right to exercise their
options or alternatively receive the difference between the actual price at
that time and the exercise price determined at allotment. The theoretical
value of the options at allotment was set using the Black & Scholes pricing
model for options. For the options allotted in 2003, the Annual General
Meeting has decided that Volvo’s own shares may be used for the program.
Recalculation has taken place of the exercise price and the number of
shares each option entitles the option holder to acquire. The exercise price
was previously SEK 163 per share and each option entitled the option

Change in number of options
Number of options

holder to acquire one share. According to the terms and conditions of the
option program, recalculation shall take place under certain circumstances
such as extra dividends, issues of new shares and dividend of shares. At the
AB Volvo Annual General Meeting in 2004, a decision was taken to distrib-
ute shares in Ainax AB to Volvo's shareholders. As a consequence hereof, a
recalculation of the exercise price and the number of shares each option
entitles the option holder to acquire has taken place. On April 26, Volvo's
share split 6:1 with automatic redemption, in which the sixth share was
redeemed by AB Volvo for SEK 25 per share took effect, which meant that
the number of shares were fivefold. The exercise price is after that is SEK
30 per share and each option entitles the option holder to acquire 5.43041
Volvo B shares.

December 31, 2007 137,195
Cancelled -
Exercised

December 31,2008

(137,195)

Cost for incentive programs

Change in obligations related to the employee stock option programs
is recorded in the income statement. The income 2008 for the
employee stock option program amounted to SEK 19 M, the reason
was a share price at SEK 108,50 in December 2007 and lower share
price when the options was exercised during 2008 between SEK 88
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to SEK 96. The cost 2008 for the share-based incentive program
2007/2008 was SEK 55 M and SEK 5 M for the share-based incen-
tive program 2008/2009. Total cost for the three programs was for
2008 SEK 41 M (396). The cost for the incentive program includes
both cash payments and costs for remuneration in shares, including
social costs. At December 31, 2008, provisions related to the share-
based incentive program amounted to SEK 5 M (216).



2007 2008

Number of of which Number of of which
Average number of employees employees women, % employees women, %
AB Volvo
Sweden 178 51 196 47
Subsidiaries
Sweden 27,826 20 28,126 21
Western Europe 27,340 15 27,584 18
Eastern Europe 5,027 18 5,694 20
North America 11,716 19 10,625 19
South America 4,664 13 4,328 13
Asia 12,824 10 17,924 1
Other countries 2,685 20 2,663 13
Group total 92,260 17 97,030 17

2007 2008

Number at of which Number at of which
Board members and chief officers year-end women, % year-end women, %
AB Volvo
Board members 11 9 " 9
CEO and GEC 18 6 18 6
Volvo Group
Board members 954 1 885 10
Presidents and other senior executives 1,678 15 1,701 17

2007 2008
of which of which
Wages, salaries and other Board and variable Other Board and variable Other
remunerations, SEK M Presidents' salaries employees Presidents' salaries employees
AB Volvo
Sweden 379 14.0 165.4 31.0 9.8 1956.7
Subsidiaries
Sweden 79.2 30.6 10,426.3 78.3 30.7 11,650.3
Western Europe 495.9 24.3 10,482.3 514.3 10.2 10,628.7
Eastern Europe 56.8 7.3 863.5 50.1 11.8 1,087.2
North America 189.5 23.2 5,800.1 163.0 34.4 4,808.9
South America 15.3 1.7 766.7 26.5 16.5 9741
Asia 168.3 13.0 3,664.5 1256.3 16.6 4,840.1
Other countries 49.8 6.3 543.8 59.3 3.3 614.8
Group total 1,092.7 120.4 32,612.6 1,047.8 133.3 34,699.8
2007 2008
Wages, Wages,

Wages, salaries and other remunerations salaries, Social of which salaries, Social of which
and social costs, SEK M remunerations costs  pens.costs  remunerations costs  pens. costs
AB Volvo? 203.3 106.9 66.0 226.7 1071 62.1
Subsidiaries 33,602.0 10,638.0 3,868.8 35,620.9 11,632.9 4,487.9
Group total® 33,705.3 10,744.9 3,934.8 35,747.6 11,740.0 4,550.0

1 Including current and former Board members, Presidents and Executive

Vice Presidents.

2 The Parent Company’s pension costs, pertaining to Board members and

The cost for non-monetary benefits in the Group amounted to 1,615.0
(1,500.9) of which 43.9 (41.0) to Board members and Presidents.

Presidents are disclosed in Note 21 in the Parent Company.

3 Of the Group's pension costs, 170.8 (288.4) pertain to Board members and
Presidents, including current and former Board members, Presidents and
Executive Vice Presidents. The Group'’s outstanding pension obligations to
these individuals amount to to 246.4 (183.3).

The cost for non-monetary benefits in the Parent company
amounted to 13.0 (11.2) of which 1.8 (1.0) to Board members and
Presidents.
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Note 3 5 Fees to the auditors

Audit fees 2007 2008
Audit fees to PricewaterhouseCoopers 109 105
Audit fees to other audit firms 3 2
Total 112 107
Other fees to PricewaterhouseCoopers

Fees for audit related services 97 12
Fees for tax services 12 17
Total 109 29
Fees and other remuneration

to external auditors total 221 136

Note 3 6 Goals and policies in financial risk management

Apart from derivatives, Volvo's financial instruments consist of bank
loans, financial leasing contracts, accounts payable, accounts receiv-
able, shares and participations, as well as cash and short-term invest-
ments.

The primary risks deriving from the handling of financial instru-
ments are interest-rate risk, currency risk, liquidity risk and credit risk.
All of these risks are handled in accordance with an established finan-
cial policy.

Interest-rate risk

Interest-rate risk refers to the risk that changed interest-rate levels will
affect consolidated earnings and cash flow (cash-flow risks) or the fair
value of financial assets and liabilities (price risks). Matching the inter-
est-fixing terms of financial assets and liabilities reduces the exposure.
Interest-rate swaps are used to change/influence the interest-fixing
term for the Group's financial assets and liabilities. Currency interest-
rate swaps permit borrowing in foreign currencies from different mar-
kets without introducing currency risk. Volvo also has standardized
interest-rate forward contracts (futures) and FRAs (forward-rate
agreements). Most of these contracts are used to hedge interest-rate
levels for short-term borrowing or investment.

Cash-flow risks

The effect of changed interest-rate levels on future currency and
interest-rate flows refers mainly to the Group's customer financing
operations and net financial items. Within the customer finance oper-
ations the degree of matching interest-rate fixing on borrowing and
lending is measured. The calculation of the matching degree excludes
equity, which in the customer finance operations amount to between
8 and 10%. According to the Group'’s policy, the degree of matching
for interest-rate fixing on borrowing and lending in the customer-
financing operations must exceed 80%. Atyear-end 2008, the degree
of such matching was 100% (100). A part of the short-term financing
of the customer financing operations can however be pertaining to
internal loans from the industrial operations, why the matching ratio in
the Volvo group then may be slightly lower. At year-end 2008, in add-
ition to the assets in its customer-financing operations, Volvo's inter-
est-bearing assets consisted primarily of cash, cash equivalents and
liquid assets invested in short-term interest-bearing securities. The
objective is to achieve an interest-fixing term of six months for the
liquid assets in Volvo's industrial operations through the use of deriva-
tives. On December 31, 2008, after taking derivatives into account,
the average interest on these assets was 2.9% (4.4). After taking
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Auditing assignments involve examination of the annual report and
financial accounting and the administration by the Board and the
President, other tasks related to the duties of a company auditor and
consultation or other services that may result from observations noted
during such examination or implementation of such other tasks. All
other tasks are defined as other assignments.

derivatives into account, outstanding loans had interest terms corre-
sponding to an interest-rate fixing term of six months and the average
interest at year-end amounted to 4.1% (4.5).

Price risks
Exposure to price risks as result of changed interest-rate levels refers
to financial assets and liabilities with a longer interest-rate fixing term
(fixed interest). A comparison of the reported values and the fair val-
ues of all of Volvo's financial assets and liabilities, as well as its deriva-
tives, is provided in note 37, Financial instruments. After the transition
to IFRS in 2005, the market values agree with the book values.

Assuming that the market interest rates for all currencies suddenly
rose by one percentage point (100 interest-rate points) over the inter-
est-rate level on December 31,2008, for the next 12-month period, all
other variables remaining unchanged, Volvo's net interest income
would be negatively impacted by 88 (negatively 25) considering an
interest rate fixing term of six months. Assuming that the market inter-
est rates for all currencies fell in a similar manner by one percentage
point (100 interest-rate points), Volvo's net interest income would be
positively impacted by a corresponding amount.

The following table shows the effect on income in Volvo's key
financing currencies if the interest-rate level were to increase by
1 percentage point, not considering interest rate fixing terms.

SEKM Effect on income
SEK 62
uUSD a7)
EUR (130)
CAD 12
JPY (125)
KRW 8

The above sensitivity analysis is based on assumptions that rarely
occur in reality. It is not unreasonable that market interest rates
change with 100 interest-rate points over a 12-month period. How-
ever, in reality, market interest rates usually do not rise or fall at one
point in time. Moreover, the sensitivity analysis also assumes a parallel
shift in the yield curve and an identical effect of changed market inter-
est rates on the interest-rates of both assets and liabilities. Conse-
quently, the effect of actual interest-rate changes may deviate from
the above analysis. Volvo uses derivatives to hedge currency and
interest rate risks.



Currency risks

The content of the reported balance sheet may be affected by changes
in different exchange rates. Currency risks in Volvo's operations are
related to changes in the value of contracted and expected future
payment flows (commercial currency exposure), changes in the value
of loans and investments (financial currency exposure) and changes
in the value of assets and liabilities in foreign subsidiaries (currency
exposure of shareholders’ equity). The aim of Volvo’s currency-risk
management is to minimize, over the short term, negative effects on
Volvo's earnings and financial position stemming from exchange-rate
changes.

Commercial currency exposure

In order to hedge the value of future payment flows in foreign curren-
cies, Volvo uses forward contracts and currency options. For each cur-
rency, 75% of the forecast net flows for the coming six months are
hedged and 50% for months seven to 12, while contracted flows after
12 months shall normally be hedged. As a consequence of the finan-
cial turmoil, Volvo will gradually and temporarily shift focus from
hedging forecast flows to only hedge contracted flows.

The nominal amount of all outstanding forward and option con-
tracts amounted to SEK 73.8 billion (63.1) at December 31, 2008. On
the same date, the fair value of these contracts was negative in an
amount of SEK 2,936 million (positive 266).

The table below presents the effect a change of the value of the
Swedish krona in relation to other currencies would have on the fair
value of outstanding contracts. In reality, currencies usually do not
change in the same direction at any given time, so the actual effect of
exchange-rate changes may differ from the below sensitivity analysis.

Fair value of
outstanding contracts

Change in value of SEK in relation to
all foreign currencies, %

(10) (6,245)
0 (2,936)
10 373

Financial currency exposure

Loans and investments in the Group’s subsidiaries are done mainly
through Volvo Treasury in local currencies, which minimizes individual
companies’ financial currency exposure. Volvo Treasury uses various
derivatives, in order to facilitate lending and borrowing in different cur-
rencies without increase the company’s own risk. The financial net
position of the Volvo Group is affected by exchange rate fluctuations,
since financial assets and liabilities are distributed among Group
companies that conduct their operations in different currencies.

Currency exposure of shareholders’ equity

The consolidated value of assets and liabilities in foreign subsidiaries
is affected by current exchange rates in conjunction with translation of
assets and liabilities to Swedish kronor. To minimize currency exposure
of shareholders’ capital, the size of shareholders’ equity in foreign
subsidiaries is continuously optimized with respect to commercial and
legal conditions. Currency hedging of shareholders’ equity may occur
in cases where a foreign subsidiary is considered overcapitalized. Net
assets in foreign subsidiaries and associated companies amounted at
year-end 2008 to SEK 66.0 billion (61.1). Of this amount, SEK 4.3
billion (3.8) was currency-hedged through loans in foreign currencies.
Out of the loans used as hedging instruments SEK 3.3 billion are due
in 2010 and the remaining SEK 1.0 billion in 2011. The need to under-
take currency hedging relating to investments in associated com-
panies and other companies is assessed on a case-by-case basis.

Credit risks

Volvo's credit provision is steered by Group-wide policies and cus-
tomer-classification rules. The credit portfolio should contain a sound
distribution among different customer categories and industries. The
credit risks are managed through active credit monitoring, follow-up
routines and, where applicable, product reclamation. Moreover, regu-
lar monitoring ensures that the necessary provisions are made for
incurred losses on doubtful receivables. In the tables below, ageing
analyses are presented of accounts receivables overdues and cus-
tomer finance receivables overdue in relation to the reserves made. It
is not unusual that a receivable is settled a couple of days after due
date, which affects the extent of the age interval 1-30 days.

The credit portfolio of Volvo's customer-financing operations
amounted at December 31, 2008, to approximately SEK 98 billion
(79) in the Volvo group and SEK 112 billion (91) in the segment Cus-
tomer Finance. The difference is pertaining to the reclassification in
the segment reporting of Customer Finance as operational leases are
reclassified to financial leases in accordance with IAS 14 Segment
Reporting. See note 1 for details regarding the accounting treatment.
The credit risk of this portfolio is distributed over a large number of
retail customers and dealers. Collaterals are provided in the form of
the financed products. Credit provision aims for a balance between
risk exposure and expected yield. The Volvo Group’s financial assets
are largely managed by Volvo Treasury and invested in the money and
capital markets. All investments must meet the requirements of low
credit risk and high liquidity. According to Volvo's credit policy, coun-
terparties for investments and derivative transactions should have a
rating of A or better from one of the well-established credit rating
institutions.

The use of derivatives involves a counterparty risk, in that a poten-
tial gain will not be realized if the counterparty fails to fulfill its part of
the contract. To reduce the exposure, master netting agreements are
signed, wherever possible, with the counterparty in question. Counter-
party risk exposure for futures contracts is limited through daily or
monthly cash transfers corresponding to the value change of open
contracts. The estimated gross exposure to counterparty risk relating
to futures, interest-rate swaps and interest-rate forward contracts,
options and commodities contracts amounted at December 31, 2008,
to 3,798 (3,424), 2,763 (2,527), 229 (48) and 38 (113).

Credit portfolio = Accounts receivable and
Customer financing receivables

Accounts receivable 2007 2008
Accounts receivable gross 31,427 32,272
Valuation allowance for doubtful

accounts receivable (923) (1,749)

Accounts receivable net 30,504 30,523

For details regarding the accounts receivable and the valuation for
doubtful accounts receivable, refer to note 20.

Customer financing receivables 2007 2008
Customer financing receivables gross 80,210 99,931

Valuation allowance for doubtful customer

financing receivables (1,363) (1,442)

Customer financing receivables net 78,847 98,489
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Change of valuation allowances for doubtful

customer financing receivables 2008
Balance sheet, December 31, preceding year 1,363
New valuation allowance charged to income 483
Reversal of valuation allowance charged to income (39)
Utilization of valuation allowance related to actual losses (475)
Translation differences 110
Balance sheet, December 31 1,442

For details regarding the long-term customer finance receivables and
the short-term customer receivables, refer to Note 16 and 19.

Age analysis of portfolio value - Accounts receivable and Customer financing receivables

2007

2008

Accounts receivable not due 1-30 31-90

>90 Total not due 1-30 31-90 >90 Total

Accounts receivable gross 27,520 1,930 704

1,273 31,427

27,045 2,008 1,266 1,953 32,272

Valuation allowance for doubtful
accounts receivable (214) (39) TN

(599) (923) (400) (63) (79) (1,207) (1,749)

Accounts receivable not

recognized as impairment losses 27,306 1,891 633 674 30,504 26,645 1,945 1,187 746 30,523
2007 2008

Customer financing receivables

payments due not due 1-30 31-90 >90 Total not due 1-30 31-90 >90 Total

Overdue amount - 597 173 126 896 - 955 497 387 1,839

Valuation allowance for doubtful

customer financing receivables (159) (46) (70) (115)  (390) (82) (65) (149) (146) 442)

Customer financing receivables

not recognized as impairment

losses (159) 551 103 1 506 (82) 890 348 241 1,397

The table above presents overdue payments within the customer
financing operations in relation to specific reserves. The total con-
tractual amount that the overdue payments are pertaining to are pre-
sented in the table below. In order to provide for occured but not yet
identified customer financing receivables overdues, there are add-
itional reserves of 1,000 (973). The remaining exposure is secured by

Customer financing receiva- 2007

liens on the purchased equipment, and, in certain circumstances,
other credit enhancements such as personal guarantees, credit insur-
ance, liens on other property owned by the borrower etc.

Collaterals taken in possession that meet the recognition criteria
amounted to 748 (130) at December 31, 2008.

2008

bles total exposure not due 1-30 31-90

>90 Total not due 1-30 31-90 >90 Total

Customer financing receivables 66,812 10,527 2,162

709 80,210 83,618 9,237 4,129 2947 99,931

Renegotiated financial assets

Financial assets that would otherwise have been overdue whose
terms have been renegotiated amount to 2,826 (937) and are mainly
related to renegotiated customer contracts within the customer
finance operations.
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Concentration of credit risk

Customer concentration

The ten largest customers in Customer Finance account for 4.7%
(4.7) of the total asset portfolio. The rest of the portfolio is pertinent
to alarge number of customer. This way the credit risk is spread across
both many markets and among many customers.

Concentration by geographical market
The table below shows the concentration of the customer financing
portfolio divided into geographical markets.

Geographical market Percentage of customer financing portfolio

Europe 56.9
North America 29.7
Asia 6.1
Other markets 7.3

Liquidity risks

Volvo assures itself of sound financial preparedness by always keeping a
certain percentage of its sales in liquid assets. A sound balance between
short- and long-term borrowing, as well as borrowing preparedness in the
form of overdraft facilities, are intended to meet long-term financing
needs.

The table below shows expected future cash-flows including deriv-
atives related to financial liabilities. Capital flow refers to expected
payments of loans and derivatives. Interest flow refers to the future
interest payments on loans and derivatives based on interests rates
expected by the market. The interest flow is reported within cash flow
from operating activities.

See also note 26 for long-term loans maturity analysis and for
credit facilities granted but not utilized as well as note 31 for contrac-
tual duration analysis of future rental payments of noncancellable
finance lease agreements and operating lease agreements.

Future cash-flow including deriva-

tives related to financial liabilities Capital flow Interest flow

2009 (60,475) (4,73b)
2010 (23,946) (2,533)
2011 (19,318) (1,827)
2012 (6,691) (1,325)
2013 (9,804) (1,094)
2014 (4,922) (832)
2015~ (19,335) (1,768)
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Note 37 Financial instruments
The financial assets treated within the framework of IAS 39 are clas- | for-sale financial assets. Financial liabilities are classified as financial
sified either as financial assets at fair value through profit and loss,as | liabilities at fair value through profit and loss or as financial liabilities
loans and receivables, as investments held to maturity or as available- valued at amortized cost.
Information regarding reported and fair values
In the table below, carrying values are compared with fair values of financial instruments.
December 31, 2007 December 31,2008
Carrying value Fair value Carrying value Fair value
Assets
Financial assets at fair value through profit and loss
The Volvo Group's outstanding currency risk contracts — commercial exposure 1,192 1,192 2,280 2,280
The Volvo Group’s outstanding raw materials contracts 13 13 38 38
The Volvo Group’s outstanding interest risk contracts - financial exposure 2,685 2,685 4,510 4,510
Marketable securities 16,490 16,490 5,902 5,902
20,480 20,480 12,730 12,730
Loans receivable and other receivables
Accounts receivable 30,604 - 30,623 -
Customer financing receivables?® 78,847 - 98,489 -
Loans to external parties and other interest-bearing receivables 525 - 384 -
Conduit loans and other interest-bearing loans 106 102 10 6
109,982 102 129,406 6
Financial assets available for sale
Shares and participations for which:
a market value can be calculated' 1,030 1,030 661 661
a market value can not be calculated? 1,189 - 1,292 -
2,219 1,030 1,953 661
Cash and cash equivalents 14,544 14,544 17,712 17,712
Liabilities
Financial liabilities at fair value through profit and loss
The Volvo Group's outstanding currency risk contracts
- commercial exposure 924 924 5,216 5,216
The Volvo Group’s outstanding raw materials contract 20 20 93 93
The Volvo Group's outstanding interest risk contracts - financial exposure 876 876 2,978 2,978
1,820 1,820 8,287 8,287
Financial liabilities valued at amortized cost
Long term bond loans and other loans 63,470 66,338 82,948 84,712
Short term bank loans and other loans 44,630 44161 62,027 62,148
108,100 110,499 144,975 146,860
Trade Payables 52,663 - 51,025 -
1 Refers to Volvo's ownership in Deutz AG valued at market value and Nissan 3 In the current environment of illiquid and highly volatile markets, it is not
Diesel’s holdings in listed shares. possible to provide accurate estimates of the price at which an orderly
2 Unlisted, for which a reliable fair value can not be determined, are reported transaction would take place between willing participants. As such, fair
at aquisition value. No single block of shares represent a significant amount. value estimates have not been provided for the customer finance portfolio.
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Derecognition of financial assets

Gains, losses, interest income and expenses related to financial instruments

The table below shows how gains and losses as well as interest income and expense have affected income after financial items in the Volvo

Group divided on the different categories of financial instruments.

not the case, the part of the financial assets that reflect Volvo's con-
Financial assets that have been transferred in such a way that part or | tinuous involvement are being recognized. On December 31, 2008,
all of the financial assets do not qualify for derecognition, are included | Volvo recognizes SEK 3.9 (3.4) billion corresponding to Volvo's con-
in reported assets of the Volvo Group. In accordance with IAS 39 | tinuous involvement, mostly within the customer financing operations.
Financial Instruments, Recognition and Measurement, an evaluation Of this balance, SEK 3.8 (3.0) billion derives from credit guarantees
is made whether substantially all the risks and rewards have been for customer finance receivables that Nissan Diesel has entered into.
transferred to an external part. When Volvo has concluded that it is | A corresponding amount is reported as a financial liability.

2007 2008

Gains/ Interest Interest Gains/ Interest Interest

Losses income expenses Losses income expenses
Financial assets and liabilities
at fair value through profit and loss
Marketable securities 898 0 0 864 0 0
Derivatives for financial exposure (403) 0 0 (924) 0 0
Loans receivable and other receivables 0 37 0 0 11 0
Financial assets available for sale
Shares and participations for which a market value
can be calculated 8 - - 42 - -
Shares and participations for which a market value
cannot be calculated 98 - - 60 - -
Cash and cash equivalents - 249 0 0 362 0
Financial liabilities valued at amortized cost 3 0 (4,048) M 0 (5,083)
Effect on income 604 286 (4,048) 41 373 (5,083)
Net effect of foreign exchange gains and losses
Foreign exchange gains and losses pertaining to financial instruments have affected income after financial items in
the Volvo Group according to the below below.

2007 2008

Derivative instruments 1,364 812)
Cash and cash equivalents (191) (421)
Loans originated by the company and Financial liabilities value at amortized cost - Volvo internal (133) 12,373
Loans originated by the company and Financial liabilities value at amortized cost - External (965) (11,041)
Effect on income 75 99

Various categories of financial instruments are treated separately in
specific notes. See note 15 for Shares and participations, notes 16
and 19 for Customer-financing receivables, note 20 for Other short-
term receivables, note 21 for Marketable securities, note 22 for Cash
and cash equivalents, note 26 for Non-current liabilities and note 27
for Current liabilities.
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Below is a presentation of derivative instruments and options.

Outstanding derivative instruments for dealing with currency
and interest-rate risks related to financial assets and liabilities

Dec 31,2007 Dec 31,2008
Notional Carrying Notional Carrying
amount value amount value
Interest-rate swaps
- receivable
position 103,738 2,519 47,441 2,752
- payable
position 47,415 (512) 85,980 (2,038)
Forwards and futures
- receivable
position 21,776 8 19,443 11
- payable
position 24,164 ®) 17,740 (32)
Foreign exchange derivative contracts
- receivable
position 18,5621 3569 32,671 1,608
- payable
position 19,636 (595) 30,022 (766)
Options purchased
- receivable
position 503 1 1,675 139
- payable
position 503 1) 4928 (26)
Options written
- receivable
position 647 2 42 0
- payable
position 1565 0 1,147 (116)
Total 1,775 1,532
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Outstanding forward contracts and options contracts for
hedging of currency risk and interest risk of commercial

receivables and liabilities

Dec 31,2007 Dec 31,2008
Notional Carrying Notional Carrying
amount value amount value

Foreign exchange derivative contracts

- receivable

position 28,826 3,065

25,712 2,190

- payable

position 31,146 (2,819)

41,773 (4,710)

Options purchased

- receivable
position 1,726 35

3,142 90

- payable
position - -

Options written

- receivable
position - -

- payable
position 1,382 (15)

3,214 (506)

Subtotal 266

(2,936)

Raw materials derivative contracts

- receivable
position 208 13

85 38

- payable
position 530 (19)

443 (93)

Total 360

(2,991)




Hedge accounting

Cash-flow hedging

Derivative financial instruments used for hedging of forecasted com-
mercial cash-flows and electricity consumption have, in accordance
with IAS 39, been reported at fair value, which is debited or credited
to a separate component of equity to the extent the requirements for
cash-flow hedge accounting are fulfilled.

Accumulated changes in the value of the hedging instruments are
booked to the income statement of the same time as the underlying
hedged transaction affects the Group results.

The table in note 23, Shareholders’ equity shows how the currency
risk reserve has changed during the year.

To the extent that the requirements for hedge accounting are not
met, any changes in value attributable to derivatives are immediately
charged to the income statement.

The hedged amount of projected future flows for all periods are within
the framework of Volvo's currency policy.

Volvo tests all cash-flow hedges for effectiveness when they are
entered into. Hedging is considered to be effective when the pro-
jected future cash flow’s currency fluctuation and maturity date coin-
cide with those of the hedging instrument. The hedging relationship is
regularly tested up until its maturity date. If the identified relationships
are no longer deemed effective, the currency fluctuations on the
hedging instrument from the last period the instrument was con-
cidered effective are reported in the Group’s income statement. For
2008, Volvo reported 22 (20) in revenue related to the ineffective-
ness of cash-flow hedging. Hedging of forecasted electricity is con-
sidered to be effective when predetermined factors that affect elec-
tricity prices are in agreement with forecasts of future electricity
consumption and designated derivative instruments. The hedging
relationship is regularly tested up until its maturity date. If the identi-
fied relationships are no longer deemed effective, the currency fluc-
tuations on the hedging instrument from the last period the instru-
ment was concidered effective are reported in the group’s income
statement. For 2008, Volvo reported 1 (0) related to the ineffectiv-
ness of the heding of forecasted electricity consumption.

The Volvo Group’s outstanding forward contracts and options contracts for hedging of commercial currency risks

Other
Currencies currencies Fair value

Million uUsD GBP EUR JPY Net SEK
Due date 2009 amount 1,754 185 888 (7,030) 5,944
Due date 2010 amount 12 12 (@) - 347
Due date 2011 amount @ 4) - - 0
Total 1,735 169 884 (7,030) 6,291
Average contract rate 6.69 11.97 9.48 0.07
Fair value of outstanding forward contracts (1,460) 55 (1,191) 131 471) (2,936)

Hedging of currency and interest rate risks on loans

Volvo has chosen to apply hedge accounting for a loan of 1 billion
euro borrowed in the second quarter 2007. Fair value of the outstand-
ing hedge instrument amounts to 1,088 (159). Volvo has also applied
hedge accounting for hedge of a currency risk in future repayment of
a loan in foreign currency for which the outgoing fair value of the
hedge instrument amounts 40 (neg 148). This hedge is designated as
a cash-flow hedge and changes in fair value has affected the cash-
flow hedge reserve within equity.

Volvo has not applied hedge accounting for financial instruments
used to hedge interest and currency risks on loans before. Changes in
market value on the instruments used for hedging of risk in financial
assets and liabilities for which hedge accounting has not been applied
are reported in net financial income and expense, see note 11. Going
forward, in applicable cases when the requirements for hedge
accounting are considered to be fulfilled, Volvo will consider to apply
hedge accounting for this kind of instruments.

Hedging of net investments in foreign operations

Volvo applies hedge accounting for certain net investments in foreign
operations. Current earnings from such hedging shall be accounted
for in a separate item within shareholders’ equity. A total of neg 473
(neg 59) in shareholders’ equity relating to hedging of net investments
in foreign operations was reported in 2008.
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Parent Company AB Volvo

Corporate registration number 556012-5790.

Board of Directors’ report

AB Volvo is Parent Company of the Volvo Group and its operations
comprise the Group’s head office with staff together with some corpo-
rate functions.

Other operating income and expenses include expenses of 117
(USD 19,6 M) due to the settlements reached by AB Volvo with the US
authorities during the first quarter. The settlements include fines and
disgorgement of past profits on contracts from two of the subsidiar-
ies” activities in Iraq under the Qil-for-Food Program.

In the beginning of 2008, AB Volvo divested the shares in the sub-
sidiary Mack Trucks Inc to Volvo Holding USA AB for 3,225 cor-
responding to book value. Volvo Holding USA AB is a wholly-owned
subsidiary in the Volvo group.

In the third quarter the shares in Volvo Korea Holding AB with a
book value of 2,655 were transferred from the subsidiary Volvo Group
Finance Europe BV (VGFE). The shares in VGFE were written down to
zero and the company was liquidated, which resulted in an income of
net 1,659 in the parent company.

Income from investments in Group companies includes dividends
amounting to 15,356 (841), Group contributions and transfer price
adjustments, net of neg 1,521 (5,944), a capital gain of 2,662 from the
liquidation of VGFE and write-downs of shareholdings of 1,003 (135).
The dividends were received from Volvo Holding Sverige AB, 12,935,
Volvo Construction Equipment NV, 1,134 and from Sotrof AB, 1,041.

Income statements

The carrying value of shares and participations in Group companies
amounted to 46,122 (47,011), of which 45,596 (46,461) pertained to
shares in wholly owned subsidiaries. The corresponding shareholders’
equity in the subsidiaries (including equity in untaxed reserves but
excluding minority interests) amounted to 92,009 (94,345).

Other shares and participations include the direct and indirect
acquisition of Volvo Eicher Commercial Vehicles (VECV) for total
amount of 1,845. In the consolidated accounts of the Volvo group,
VECV is reported as a joint venture and consolidated according pro-
portional method. The indirect ownership is an effect of the acquisi-
tion of 8.1% of Eicher Motors Limited, which is the other venturer of
VECV. These shares are not separately valued as they form a part of
the indirect ownership in VECV.

Shares and participations in non-Group companies included 199
(214) in associated companies that are reported in accordance with
the equity method in the consolidated accounts. The portion of share-
holders’ equity in associated companies accruing to AB Volvo totaled
303 (286). Shares and participations in non-Group companies include
listed shares in Deutz AG with a carrying value of 212, corresponding
to the quoted market price at year-end. In 2008 revaluation of the
ownership has decreased the value by 324, recognized in equity.

Financial net debt amounted to 11,510 (20,894).

AB Volvo's risk capital (shareholders’ equity plus untaxed reserves)
amounted to 38,273 corresponding to 65% of total assets. The com-
parable figure at year-end 2007 was 59%.

SEKM 2007 2008
Net sales 781 790
Cost of sales (781) (790)
Gross income 0 0
Selling expenses (B) -
Administrative expenses Note 2 (619) (524)
Other operating income and expenses Note 3 13 (126)
Income from investments in Group companies Note 4 6,651 15,494
Income from investments in associated companies Note 5 (118) (59)
Income from other investments Note 6 0 30
Operating income 5,922 14,815
Interest income and similar credits Note 7 13 2
Interest expenses and similar charges Note 7 (527) (845)
Other financial income and expenses Note 8 36 97
Income after financial items 5,444 14,069
Allocations Note 9 (1,230) 2,530
Income taxes Note 10 (1,022) 226
Income for the period 3,192 16,825

126 Financial information 2008



Balance sheets

SEKM December 31,2007 December 31,2008
Assets
Non-current assets

Intangible assets Note 11 0 110

Tangible aseets Note 11 17 16
Financial assets

Shares and participations in Group companies Note 12 47,01 46,122

Other shares and participations Note 12 772 2,280

Deferred tax assets Note 10 199 234

Other long-term receivables 11 47,993 1 48,647
Total non-current assets 48,010 48,773
Current assets

Short-term receivables from Group companies 10,814 9,561

Current tax receivables 539 364

Other short-term receivables Note 13 210 222

Cash and bank accounts 10 0
Total current assets 11,573 10,147
Total assets 59,583 58,920
Shareholders’ equity and liabilities
Shareholders’ equity
Restricted equity

Share capital (2,128,420,220 shares, quota value SEK 1:20) 2,654 2,554

Statutory reserve 7,337 9,891 7,337 9,891
Unrestricted equity

Non-restricted reserves 359 135

Retained earnings 18,703 10,718

Income for the period 3,192 22,254 16,825 27,678
Total shareholders’ equity 32,145 37,569
Untaxed reserves Note 14 3,234 704
Provisions

Provisions for pensions Note 15 179 178

Other provisions 23 202 0 178
Non-current liabilities Note 16

Liabilities to Group companies 6 7
Current liabilities

Trade payables 112 80

Other liabilities to Group companies 23,563 20,166

Other current liabilities Note 17 321 23,996 216 20,462
Total shareholders' equity and liabilities 59,683 58,920
Assets pledged - -
Contingent liabilities Note 18 192,071 253,489
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Changes in Shareholders’ equity

Restricted equity Unrestricted equity Total
Share share-
Share  Statutory premium Fairvalue  Retained holders’
SEKM capital reserve reserve reserve  earnings Total equity
Balance at December 31, 2006 2,554 7,337 40 475 38,830 39,345 49,236
Share reduction (426) - - - 426 0 0
Bonus issue 426 - - - (426) 0 0
Dividends and payment for redemption of shares
to Volvo's shareholders - - - - (20,255) (20,255) (20,255)
Share-based payments - - 48 - 128 176 176
Revaluation of shares in listed companies - - - (204) - (204) (204)
Income for the period - - - - 3,192 3,192 3,192
Balance at December 31, 2007 2,554 7,337 88 271 21,895 22,254 32,145
Cash dividend - - - - (11,150) (11,150) (11,150)
Share-based payments - - 100 - 27) 73 73
Revaluation of shares in listed companies - - - (324) - (324) (324)
Income for the period - - - - 16,826 16,825 16,825
Balance at December 31, 2008 2,554 7,337 188 (53) 27,543 27,678 37,569

Further information regarding the share capital of the Parent company is shown in note 23 to the consolidated financial statements.
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Cash-flow statements

SEKM 2007 2008
Operating activities
Operating income 5.922 14,815
Depreciation and amortization 1 7
Other adjustments of operating income Note 19 451 5,191
Changes in working capital:
(Increase)/decrease in receivables 131) 1)
Increase/(decrease) in liabilities and provisions (84) 47)
Interest and similar items received 202 116
Interest and similar items paid (711) (960)
Other financial items 36 97
Income taxes paid/received (1,614) 367
Cash-flow from operating activities 4,072 19,575
Investing activities
Investments in fixed assets (1) (116)
Shares and participations in Group companies, net Note 19 (2,927) 2,391
Shares and participations in non-Group companies, net Note 19 1,814 (1,892)
Interest-bearing receivables including marketable securities, net Note 19 (13) (1,127) 13 396
Cash-flow after net investments 2,945 19,971
Financing activities
Increase/(decrease) in loans Note 19 17,291 (8,831)
Cash payment to AB Volvo shareholders (20,255) (2,964) (11,150) (19,981)
Change in liquid funds 19) (10)
Liquid funds, January 1 29 10
Liquid funds, December 31 10 0

Liquid funds
Liquid funds include cash and bank balances and deposits at Volvo Treasury.
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Notes and comments

General information

Amounts in SEK M unless otherwise specified. The amounts within
parentheses refer to preceding year.

Intra-Group transactions

Of the Parent Company’s net sales, 707 (677) pertained to Group
companies while purchases from Group companies amounted to 406
(421).

Note 1 Accounting principles

The accounting principles applied by Volvo are described in note 1 to
the consolidated financial statements.

The Parent Company also applies RFR 2.1 including the exception
in the application of IAS 39 which concerns accounting and valuation
of financial contracts of guarantee in favour of subsidiaries and asso-
ciated companies.

The share-based incentive programs adopted at the Annual Gen-
eral Meeting as from 2004 are covered by IFRS 2 Share-based pay-
ments.

The Volvo Group has adopted IAS 19 Employee Benefits in its
financial reporting. The parent company is still applying the principles
of FAR SRS’s Recommendation No. 4 “Accounting of pension liabili-

Note 2 Administrative expenses

Fees to external auditors

Fees and other remunerations paid to PricewaterhouseCoopers for
the fiscal year of 2008 totaled 23 (107), of which 16 (18) for auditing
and 7 (89) related to non-audit services.

ties and pension costs” as in previous years. Consequently there are
differences between the Volvo Group and the Parent Company in the
accounting for defined-benefit pension plans as well as in valuation of
plan assets invested in the Volvo Pension Foundation.

The difference between depreciation according to plan and tax
depreciation is reported as accumulated additional depreciation,
which is included in untaxed reserves. In the consolidated balance
sheet a split is made between deferred tax liability and equity.

Reporting of Group contributions is in accordance with a statement
issued by the Swedish Financial Reporting Board. Group contributions
are reported among Income from investments in Group companies.

Administrative expenses include depreciation of 7 (1) of which O (1) pertain to machinery and equipment, 1 (0) to buildings and 6 (-) to other

intangible assets.

Note 3 Other operating income and expenses

Other operating income and expenses include profit-sharing payments to employees in the amount of O (1).
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Note 4 Income from investments in Group companies

Of the income reported, 15,356 (841) pertain to dividends from Group
companies. Of the dividends, 12,935 pertain to dividend from Volvo
Holding Sverige AB, 1,134 from Volvo Construction Equipment NV
and 1,041 from Sotrof AB. The shares in Volvo Group Finance Europe
BV (VGFE) have been written down by 1,003. In 2007, the shares in

Note 5 Income from investments in associated companies

VFS Servizi Finanziari Spa and Volvo Information Technology AB were
written down by 22 and 113, respectively.

Transfer price adjustments and Group contributions total a net of
neg 1,621 (5,944). The liquidation of VGFE resulted in a gain of
2,662.

Income from associated companies that are reported in the Group accounts in accordance with the equity method amounted to neg 59 (neg 118).
The participations in Blue Chip Jet | HB amounted to neg 1 (104) and in Blue Chip Jet Il HB to neg 568 (neg 80). In 2007, divestment of shares
in Nissan Diesel to N.A. KK, a wholly-owned Japanese subsidiary, resulted in a capital loss of 142.

Note 6 Income from other investments

Dividend of 30 was received from Deutz AG.

Note 7 Interest income and expenses

Interest income and similar credits amounting to 2 (13) included interest in the amount of 1 (10) from subsidiaries, and interest expenses and
similar charges totalling 845 (527) included interest of 837 (521) to subsidiaries.

Note 8 Other financial income and expenses

Other financial income and expenses include exchange rate differ-
ences on loans, guarantee commissions from subsidiaries, financial
income pertaining to changed taxable income previous years, costs

Note 9 Allocations

for confirmed credit facilities as well as costs of having Volvo shares
registered.

2007 2008
Allocation to additional depreciation 0 0
Tax allocation reserves (1,230) 2,530
Total (1,230) 2,530
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Notes and comments

Note 1 O Income taxes

2007 2008
Current taxes (1,024) 191
Deferred taxes 2 35
Total income taxes (1,022) 226
Current taxes were distributed as follows:

2007 2008
Current taxes for the period (1,036) -
Adjustment of current taxes for prior
periods 12 191
Total current taxes (1,024) 191

Claims as a consequence of tax audit carried out previously for which
provisions are not deemed necessary amount to 184 (-). The amount
is included in contingent liabilities.

Deferred taxes relate to estimated tax on the change in tax-loss
carryforwards and temporary differences. Deferred tax assets are
reported to the extent that it is probable that the amount can be utilized
against future taxable income.

Deferred taxes related to change in tax-loss carryforwards amount
to 78 (=) and to changes in other temporary differences to neg 43 (2).

Note 1 1 Intangible and tangible assets

The table below shows the principal reasons for the difference

between the corporate income tax (28%) and the tax for the period.
2007 2008

Income before taxes 4214 16,599
Income tax according to applicable tax
rate (28%) (1,180) (4,648)
Capital gains/losses (35) 746
Non-taxable dividends 235 4,308
Non-taxable revaluations of shareholdings 42) (281)
Other non-deductible expenses (15) (83)
Other non-taxable income 3 8
Adjustment of current taxes for prior periods 12 191
Recognition and derecognition of deferred
tax assets due to change in tax rate - (15)
Income taxes for the period (1,022) 226
Specification of deferred tax assets 2007 2008
Tax-loss carryforwards - 78
Valuation allowance for doubtful receivables 1 1
Provision for post-employment benefits 198 165
Deferred tax assets 199 234

Value in balance Capital Sales/ Value in balance
Acquisition cost sheet 2007 expenditures scrapping sheet 2008
Rights 52 - - 52
Other intangible assets - 116 - 116
Total intangible assets 52 116 - 168
Buildings 6 - - 6
Land and land improvements 3 - - 3
Machinery and equipment 46 0 (1) 45
Total tangible assets 55 0 ) 54

Value in balance

Net carrying

Sales/ Value in balance  value in balance

Accumulated depreciation sheet 2007" Depreciation? scrapping sheet 2008 sheet 2008°
Rights 52 - - 52 0
Other intangible assets - 6 - 6 110
Total intangible assets 52 6 - 58 110
Buildings 1 1 - 2 4
Land and land improvements 0 0 - 0 3
Machinery and equipment 37 0 (1) 36 9
Total tangible assets 38 1 ) 38 16

The assessed value of buildings was 3 (3) and of land 2 (2). Capital
expenditures in intangible and tangible assets amounted to 116 (-)
and 0 (1) respectively. Capital expenditure in intangible assets relate
to a competition clause included in the agreement with Eicher Motors
Limitied. Capital expenditures approved but not yet implemented at
year-end 2008 amounted to 2 (2).
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2 Including write-downs.
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Note 1 2 Investments in shares and participations

Holdings of shares and participations are specified in AB Volvo's holding of shares. Changes in holdings of shares and participations are shown

below.

Group companies Non-Group companies

2007 2008 2007 2008
Balance December 31, previous year 40,419 47,01 6,400 772
Acquisitions/New issue of shares 2,909 2,660 148 1,891
Divestments m (3,225) (2,103) -
Shareholder contributions 342 679 - -
Write-downs/Participations in partnerships (151) (1,003) 24 (59)
Revaluation of shares in listed companies - - (204) (324)
Reclassification, Nissan Diesel 3,493 - (3,493) -
Balance, December 31 47,011 46,122 772 2,280

Shares and participations in Group companies

The shares in Volvo Korea Holding AB with a book value of SEK 2,665
were transferred from Volvo Group Finance Europe BV (VGFE). The
shares in VGFE were written down completely with 1,003 whereupon
the company has been liquidated.

During the year, newly issued shares in Volvo Bussar AB was
acquired with the amount of 5.

As of January 31, 2008, AB Volvo divested the shares in the sub-
sidiary Mack Trucks Inc to Volvo Holding USA AB for 3,225 cor-
responding to book value. Volvo Holding USA AB is a wholly-owned
subsidiary in the Volvo group.

Shareholders’ contributions were made in 2008 with 529 to Volvo

Italia Spa and with 150 to Volvo Powertrain AB.
2007: During the first quarter 2007, 2,886 was transferred to
N.A.KK, a wholly-owned newly-formed Japanese company, whose
main business is to acquire and hold the shares in Nissan Diesel. The
parent company's holding in Nissan Diesel (19%) with a carrying value
of 2,001 was sold to N.A.KK and remaining shares consisting of pref-
erence shares with a carrying value of 3,493, were reclassified from
shares in non-Group companies to shares in Group companies at the
time Nissan Diesel was consolidated in the balance sheet of the Volvo
Group.

During the year, Ericsson AB'’s share in Alviva AB was acquired by
AB Volvo with the amount of 23. Alviva AB was established in 2002
as a joint venture between AB Volvo (51%) and Ericsson AB (49%) in
order to pursue healthcare.

Shareholders’ contributions were made in 2007 with 35 to VNA
Holding Inc and with 307 to Volvo Financial Services AB.

Write-downs were carried out at year-end on the holdings in Volvo
Penta UK Ltd, 16, VFS Servizi Finanziari Spa 22, and Volvo Informa-
tion Technology AB, 113.

Shares and participations in non-Group companies

Other shares and participations include the direct and indirect hold-
ings of VE Commercial Vehicles (VECV) for total amount of 1,845. In
the consolidated accounts of the Volvo group, VECV is reported as a
joint venture and consolidated according to the proportionate method.
The indirect ownership is an effect of the acquisition of 8.1% of Eicher
Motors Limited, which is the other venturer of VECV. These shares are
not separately valued as they form a part of the indirect ownership
VECV.

Blue Chip Jet Il HB was capitalized during 2008 with 43. The par-
ticipations in the partnerships Blue Chip Jet | HB and Blue Chip Jet Il
HB decreased during the year by a net of 59.

The revaluation of AB Volvo's ownership in the listed company
Deutz AG has decreased the value by 324 during 2008.

2007: The participations in the partnerships Blue Chip Jet | HB
and Blue Chip Jet Il HB increased during the year by a net of 24.

Blue Chip Jet Il HB was capitalized with 145. Repayment of 102
was received from Blue Chip Jet | HB.

The revaluation of AB Volvo's ownership in the listed company
Deutz AG decreased the value by 204 during 2007.
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Notes and comments

Note 1 3 Other short-term receivables

2007 2008
Accounts receivable 26 35
Prepaid expenses and accrued income 180 162
Other receivables 4 25
Total 210 222

Note 1 4 Untaxed reserves

The valuation allowance for doubtful receivables amounted to 5 (5) at
the end of the year.

Value in balance Value in balance

The composition of, and changes in, untaxed reserves sheet 2007 Allocations 2008 sheet 2008
Tax allocation reserve 3,230 (2,5630) 700
Accumulated additional depreciation
Land 3 - 3
Machinery and equipment 1 0 1
Total 3,234 (2,530) 704

Note 1 5 Provisions for pensions

Provisions for pensions and similar benefits correspond to the actu-
arially calculated value of obligations not insured with third parties or
secured through transfers of funds to pension foundations. The
amount of pensions falling due within one year is included. AB Volvo
has insured the pension obligations with third parties. Of the amount
reported, 41 (0) pertains to contractual obligations within the frame-
work of the PRI (Pension Registration Institute) system.

The Volvo Pension Foundation was formed in 1996. Plan assets
amounting to 224 were contributed to the foundation at its formation,
corresponding to the value of the pension obligations at that time.
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Since its formation, net contributions of 25 have been made to the
foundation.

AB Volvo's pension costs amounted to 95 (96).

The accumulated benefit obligation of all AB Volvo's pension obli-
gations at year-end 2008 amounted to 570, which has been secured
in part through provisions for pensions and in part through funds in
pension foundations. Net asset value in the Pension Foundation,
marked to market, accruing to AB Volvo was 42 lower than the cor-
responding pension obligations. A provision was recorded to cover
this deficit.



Note 1 6 Non-current liabilities

Non-current debt matures as follows:

2014 or later 7
Total 7
Note 1 7 Other current liabilities

2007 2008
Wages, salaries and withholding taxes 78 62
Other liabilities 103 2
Accrued expenses and prepaid income 140 1562
Total 321 216

No collateral is provided for current liabilities.

Note 1 9 Cash-flow

Other adjustments of operating income 2007 2008
Revaluation of shareholdings 127 1,061
Gain/loss on sale of shares 125 (2,661)

Group contributions and transfer price

adjustments, current year (8,061) (1,351)
Payments of previous year's Group contribu-

tions and transfer price adjustments 8,124 8,061
Other 136 81
Total 451 5,191
Further information is provided in notes 4, 5 and 6.

Shares and participations in Group companies, net
Investments (2,944) (841)
Disposals 17 3,232
Net investments in shares and

participations in Group companies (2,927) 2,391

Investments and sales of shares in Group companies are shown in
note 12.

Note 1 8 Contingent liabilities

Of the contingent liabilities amounting to 253,489 (192,071), 253,186
(191,976) pertained to Group companies.

Guarantees for various credit programs are included in amounts
corresponding to the credit limits. These guarantees amount to
246,646 (185,971), of which guarantees on behalf of Group com-
panies totaled 246,536 (185,884).

At the end of each year, the utilized portion amounted to 126,880
(84,397), including 126,762 (84,302) pertaining to Group companies.

Shares and participations in

non-Group companies, net 2007 2008
Investments (147) (1,892)
Disposals 1,961 -

Net investments in shares and

participations in non-Group companies 1,814 (1,892)

Investments and sales of shares in non-Group companies are pre-
sented in note 12.

Interest-bearing receivables including
marketable securities, net

New loans granted (318) -

Amortization received 305 13

Change in interest-bearing

receivables, net 13) 13

Increase /decrease in loans

New loans 17,609 2

Amortization (318) (8,833)
Change in loans, net 17,291 (8,831)
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Notes and comments

Note 2 O Financial risks and instruments

Volvo's accounting policies for financial instruments are described in
note 1, note 36 and note 37 to the consolidated financial statements.
Hedging transactions in AB Volvo are carried out through Volvo Treas-

ury AB. The Parent Company has used interest-rate swaps to hedge
financial liabilities of Group companies. Maturities of these swaps are
during 2009.

Outstanding derivative instruments for hedging of financial currency risks and interest rate risks

related to financial assets and liabilities

December 31, 2007

December 31,2008

Notional amount

Carrying value

Fairvalue  Notional amount Carrying value Fair value

Interest-rate swaps

- payable position 5,110

) 1,651 1 (1)

Note 21 Personnel

Wages, salaries and other remunerations amounted to 227 (203).
Social costs amounted to 140 (137) of which pension costs, 95 (96).
Of the pension costs 32 (27) pertained to Board members and Presi-
dents. The Company’s outstanding pension obligations to these indi-
viduals amounted to 1 (1).

The number of employees at year-end was 196 (182). Information
on the average number of employees, wages, salaries and other remu-
nerations including option programs as well as Board members and
senior executives by gender is shown in note 34 to the consolidated
financial statements.

Absence due to illness 2007 2008
Total absence due to illness in percentage of regular working hours 1.8 1.5
of which, continuous sick leave for 60 days or more, % 62.1 33.5
Absence due to illness in percentage of regular working hours
Men, % 0.5 0.9
Women, % 3.2 2.1
29 years or younger, % 0.2 0.7
30-49 years, % 1.2 1.7
50 years or older, % 3.2 1.3
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AB Volvo’s holding of shares

Dec 31,2007 Dec 31,2008
AB Volvo’s holding of shares Registration Percentage  Carrying value, Carrying value,
and participations in non-Group companies' number holding? SEKM SEKM
Deutz AG, Germany - 7 536 212
Blue Chip Jet Il HB, Sweden 969717-2105 50 212 198
Other investments 24 22
Total carrying value, Non-Group companies 772 432

1 AB Volvo's holdings of shares and participations include the direct and indirect holdings of VE Commercial Vehicles (VECV). AB Volvo's direct holdings in VECV
amount to SEK 1,845 M. In the consolidated accounts of the Volvo group, VECV is reported as a joint venture, consolidated according to the proportionate

method, and accordingly included in the table for group companies below.
2 Percentage figures refer to share capital as well as voting rights.

Dec 31,2007 Dec 31,2008

AB Volvo’s holding of shares and Registration Percentage  Carrying value, Carrying value,
participations in major Group companies number holding SEKM SEKM
Volvo Lastvagnar AB, Sweden 556013-9700 100 8,678 8,678
Volvo Truck Center Sweden AB, Sweden B56072-7777 100 - -
Volvo Finland AB, Finland - 100 - -
Volvo Trucks Center Hamburg Gmbh, Germany - 100 - -
Volvo Group Belgium NV, Belgium - 100 - -
Volvo Group UK Ltd, Great Britain - 100 - -
Volvo Otomotiv Turk Ltd STI, Turkey - 100 - -
Volvo India Ltd, India - 100 - -
Volvo Holding Sverige AB, Sweden 556539-9853 100 7,634 7,634
Volvo Logistics AB, Sweden 556197-9732 100 - -
BRS Ltd, Great Britain - 100 - -
Volvo Construction Equipment North America, Canada - 100 - -
Volvo Polska Sp. 0.0., Poland - 100 - -
Volvo (Southern Africa) Pty Ltd, South Africa - 100 - -
Volvo do Brasil Veiculos Ltda, Brazil - 100 - -
Banco Volvo (Brasil) SA, Brazil - 100 - -
Volvo Trucks Canada Inc., Canada - 100 - -
Volvo Road Machinery Ltd, Canada - 100 - -
Prévost Car Inc, Canada - 100 - -
Volvo Commercial Vehicles Australia Pty, Australia - 100 - -
Volvo Holding France SA, France - 100 - -
Volvo Trucks France SAS, France - 100 - -
Volvo Compact Equipment SAS, France - 100 - -
Volvo CE Europe SAS, France - 100 - -
VFS Finance France SAS, France - 100 - -
VFS Location France SAS, France - 100 - -
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Dec 31,2007 Dec 31,2008
AB Volvo’s holding of shares and Registration Percentage  Carrying value, Carrying value,
participations in major Group companies (cont.) number holding SEK M SEKM

Renault Trucks, France - 100 - -

Renault Trucks Deutschland GmbH, Germany - 100 - -

Renault Trucks Polska SP Z OO, Poland - 100 - -

Renault Trucks, Espafia, Spain - 100 - -

Renault Trucks Italia Spa, Italy - 100 - -
Mack Trucks Inc, USA' - 100 3,225 -
Nissan Diesel Motor Ltd, Japan - 100 3,493 3,493

Kanto Nissan Diesel Co.,Ltd., Japan - 100 - -

Tokai Nissan Diesel Co.,Ltd., Japan - 100 - -

Chubu Nissan Diesel, Japan - 100 - -

Kinki Nissan Diesel Co.,Ltd., Japan - 100 - -

Kyushu Nissan Diesel Co,, Ltd., Japan - 100 - -

DRD Co ., Ltd, Japan - 100 - -

Nissan Diesel Trucks Co., Ltd, Japan - 100 - -

Nissan Diesel South Africa (Pty) Ltd., South Africa - 80 - -
Volvo Bussar AB, Sweden 556197-3826 100 1,877 1,882
Volvo Construction Equipment NV, The Netherlands - 100 2,682 2,682

Volvo Construction Equipment AB, Sweden 556021-9338 100 - -

Volvo Maskin AS, Norway - 100 - -

Volvo Construction Equipment Europe Ltd, Great Britain - 100 -

Volvo Construction Equipment Europe GmbH, Germany - 100 - -

ABG Algemeinen Baumaschinen GmbH, Germany - 100 -

Volvo Compact Equipment GmbH & Co KG, Germany - 100 - -
AB Volvo Penta, Sweden 556034-1330 100 421 421
Volvo Aero AB, Sweden 556029-0347 100 2,885 2,885

Volvo Aero Norge AS, Norway - 78 - -
VNA Holding Inc., USA - 100 2,491 2,491

Volvo Trucks North America Inc, USA - 100 - -

Arrow Truck Sales, Inc., USA - 100 - -

Mack Trucks Inc, USA! - 100 - -

Volvo Construction Equipment North America Inc., USA - 100 - -

Volvo Penta of The Americas Inc., USA - 100 - -

Volvo Aero Services LP, USA - 100 - -

Volvo Commercial Finance LLC The Americas, USA - 100 - -

VFS US LLC, USA - 100 - -

VFS Leasing Co., USA - 100 - -
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Dec 31,2007 Dec 31,2008

AB Volvo’s holding of shares and Registration Percentage  Carrying value, Carrying value,
participations in major Group companies (cont.) number holding SEKM SEKM
Volvo Financial Services AB, Sweden 556000-5406 100 1,720 1,720
VFS International AB, Sweden 556316-6064 100 - -
VFS Nordic AB, Sweden 556579-1778 100 - -
VFS Financial Services BV, The Netherlands - 100 - -
VFS Financial Services Belgium NV, Belgium - 100 - -
VFS Financial Services (UK) Ltd, Great Britain - 100 - -
VFS Deutschland GmbH, Germany - 100 - -
VFS Financial Services Spain EFC, SA Spain - 100 - -
Volvo Finance (Suisse) SA, Switzerland - 100 - -
VFS Vostok, Russia - 100 - -
VFS Romania, Romania - 100 - -
VFS Canada Inc, Canada - 100 - -
VE Commercial Vehicles, Ltd, India®”’ - 50 - -
NA Co Ltd, Japan - 100 2,886 2,886
Volvo Treasury AB, Sweden 556135-4449 100 3,044 3,044
Sotrof AB, Sweden 556519-4494 100 1,388 1,388
Volvo Group Real Estate AB, Sweden 556006-8313 100 - -
Volvo Group Finance Europe BV, The Netherlands - 100 1,003 -
Volvo Korea Holding AB, Sweden 556531-8572 100 - 2,655
Volvo Construction Equipment Korea Co Ltd, South Korea - 100 - -
Volvo China Investment Co Ltd, China - 100 523 523
Shanghai Sunwin Bus Co, China? - 50 - -
XIAN Silver Bus Co, China? - 50 - -
Shandong Lingong Construction Machinery, China - 85 - -
Volvo Automotive Finance (China) Ltd, China - 100 491 491
Volvo Truck & Bus Ltd, Great Britain® - 100 413 413
Volvo Holding Mexico, Mexico - 100 388 388
Volvo Technology Transfer AB, Sweden 556542-4370 100 361 361
Volvo Powertrain AB, Sweden 556000-0753 100 348 498
Volvo Information Technology AB, Sweden 556103-2698 100 163 163
Volvo Parts AB, Sweden 556365-9746 100 200 200
Volvo Group Insurance Férsakrings AB, Sweden 516401-8037 100 182 182
Volvo Business Services AB, Sweden 556029-5197 100 107 107
Volvo Danmark Holding AS, Denmark - 100 104 104
VFS Servizi Financiari Spa, Italy* - 100 79 79
Kommersiella Fordon Europa AB, Sweden 556049-3388 100 89 89
Volvo Norge AS, Norway - 100 56 56
Volvo Malaysia Sdn, Malaysia - 100 48 48
ZAO Volvo Vostok, Russia® - 100 34 34
Volvo ltalia Spa, Italy - 100 27 556
Rossareds Fastighets AB, Sweden 556009-1190 100 26 26
Alviva AB, Sweden 556622-8820 100 24 24
Volvo East Asia (Pte) Ltd, Singapore - 100 9 9
Volvo Automotive Holding BV, The Netherlands - 100 3 3
Volvo Information Technology GB Ltd, Great Britain - 100 3 3
Other holdings 6 6
Total carrying value Group companies® 47,011 46,122

1 As from 2008, Mack Trucks Inc is owned by VNA Holding Inc.

2 Joint venture, reported in accordance with the proportionate consolidation method in Volvo's consolidated accounts.

3 Total holding by VTC Holding and AB Volvo is 100%.
4 Total holding by Volvo Italia and AB Volvo is 100%.

5 Total holding by AB Volvo and Volvo Trucks Regional Central Europe is 100%.

6 AB Volvo's share of shareholders’ equity in subsidiaries (including equity in untaxed reserves) was 92,009 (94,345).
7 AB Volvo's holdings of shares and participations include the direct and indirect holdings of VE Commercial Vehicles (VECV). AB Volvo's direct holdings in VECV
amount to SEK 1,845 M. In the consolidated accounts of the Volvo group, VECV is reported as a joint venture, consolidated according to the proportionate

method, and accordingly included in the table for group companies above.
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Proposed remuneration policy

Proposal by the Board of Directors of AB Volvo
to be adopted by the Annual General Meeting April 1, 2009
This Policy concerns the remuneration and other terms of employment for
the Group Executive Committee of the Volvo Group. The members of the
Group Executive Committee, including the President and any possible
Executive Vice President, are in the following referred to as the “Execu-
tives”.

This Policy will be valid for employment agreements entered into after
the approval of the Policy by the Annual General Meeting and for changes
made to existing employment agreements thereafter.

1. Guiding principles for remuneration and other terms of employment
The guiding principle is that the remuneration and the other terms of
employment for the Executives shall be competitive in order to ensure that
the Volvo Group can attract and retain competent Executives.

The annual report 2008 sets out details on the total remuneration and
benefits awarded to the Executives during 2008.

2. The principles for fixed salaries
The Executive’s fixed salary shall be competitive and based on the indi-
vidual Executive’s responsibilities and performance.

3. The principal terms of variable salary and incentive schemes, including
the relation between fixed and variable components of the remunera-
tion and the linkage between performance and remuneration

The Executives may receive variable salaries in addition to fixed salaries.

The variable salary may, as regards the President, amount to a maximum

of 65% of the fixed annual salary and, as regards the other Executives,

a maximum of 50% of the fixed annual salary.

The variable salary may be based on i.a. the performance of the entire
Volvo Group or the performance of the Business Area or Business Unit
where the Executive is employed. The performance will be related to the
fulfilment of various improvement targets or the attainment of certain
financial objectives. Such targets will be set by the Board and may relate
to i.a. operating income or cash flow.

The Board will, for each financial year, evaluate whether a share or
share-price related incentive program comprising the year in question will
be proposed to the Annual General Meeting or not. The Annual General
Meeting decides upon such programs. The Board of Directors has decided
to propose that the Annual General Meeting 2009 approves the adoption
of a share-based incentive program relating to the financial year 2009.

The Executives are also participating in Volvo's Profit Sharing Program
(VPS), which applies to the majority of the Volvo Group’s employees and
which can give a maximum individual result of SEK 8,500 per year, pro-
vided AB Volvo's return on equity (ROE) amounts to 20% or more. Results
under VPS are principally placed in Volvo shares and they can be disposed
of on the individual level after three years, at the earliest.

4. The principal terms of non-monetary benefits, pension, notice of termi-
nation and severance pay

4.1 Non-monetary benefits

The Executives will be entitled to customary non-monetary benefits such
as company cars and company health care. In addition thereto in individual
cases company housing and other benefits may also be offered.

4.2 Pension

In addition to pension benefits which the Executives are entitled to accord-
ing to law and collective bargaining agreements, Executives resident in
Sweden may be offered defined-contribution plans with annual premiums
amounting to SEK 30,000 plus 20% of the pensionable salary over 30
income base amounts. In the defined-contribution plan, the pension
earned will correspond to the sum of paid-in premiums and possible return
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without any guaranteed level of pension received by the employee. In the
defined-contribution plan, no definite retirement date is set.

Some of the Executives have earlier been entitled to defined-benefit
pension plans, but the majority of the Executives have re-negotiated these
to the new system of defined-contribution plans. In connection therewith,
agreements have in some cases been reached on individual adjusting pre-
miums in accordance with actuarial calculations.

Previous pension agreements for certain Executives stipulated that
early retirement could be obtained from the age of 60. Such agreements
are no longer signed and the majority of the Executives that earlier were
entitled to such defined-benefits pension plans have agreed to exchange
these for defined-contribution plans without any defined point of time for
retirement. The premium amounts to 10% of the pensionable salary plus
individual adjusting premiums based on actuarial calculations in some
cases.

Executives resident outside Sweden or resident in Sweden but having
a material connection to or having been resident in a country other than
Sweden may be offered pension benefits that are competitive in the coun-
try where the Executives are or have been resident or to which the Execu-
tives have a material connection, preferably defined-contribution plans.

4.3 Notice of termination and severance pay
For Executives resident in Sweden, the termination period from the Com-
pany will be 12 months and 6 months from the Executive. In addition
thereto, the Executive, provided that termination has been made by the
Company, will be entitled to 12 months severance pay.

Executives resident outside Sweden or resident in Sweden but having
a material connection to or having been resident in a country other than
Sweden may be offered notice periods for termination and severance pay-
ment that are competitive in the country where the Executives are or have
been resident or to which the Executives have a material connection, pref-
erably solutions comparable to the solutions applied to Executives resi-
dent in Sweden.

S. The Board’s preparation and decision-making on issues concerning
remuneration and other terms of employment for the Group Executive
Committee

The Remuneration Committee recommends and the Board decides, on

the remuneration and other terms of employment for the President and

any possible Executive Vice President. The Remuneration Committee
decides on the remuneration and other terms of employment for the other
members of the Group Executive Committee, in accordance with the prin-
ciples decided by the Board.

The Remuneration Committee is further responsible for the review and
recommendation to the Board of share and share-price related incentive
programs to be decided upon by the Annual General Meeting.

6. Deviations from this Policy

The Board of Directors may deviate from this Policy, except as regards
section 3, third paragraph, if there are specific reasons to do so in an
individual case.

7. Information on earlier decisions on remuneration that has not become
due for payment at the time of the Annual General Meeting’s considera-
tion of this Policy

The decisions already taken on remuneration to the Executives fall within

the frames of this policy, except that some of the Executives have a right to

receive 24 months severance pay provided they are above 50 years of age.

The policy concerning remuneration and other terms of employment
for the Group Executive Committee decided at the Annual General
Meting 2008 is provided in note 34 Personnel.



Proposed disposition of unappropriated earnings

AB Volvo SEKM
Retained earnings 10,8563
Income for the period 2008 16,825
Total 27,678

The Board of Directors and the President propose that the above
sum be disposed of as follows:

SEKM
To the shareholders, a dividend of
SEK 2.00 per share 4,065
To be carried forward 23,623
Total 27,678

The record date for determining who is entitled to receive dividends is
proposed to be Monday, April 6, 2009.

In view of the Board of Directors’ proposal to the Annual General
Meeting to be held April 1, 2009 to decide on the distribution of a
dividend of SEK 2.00 per share, the Board hereby makes the following
statement in accordance with Chapter 18, Section 4 of the Swedish
Companies Act.

The Board concludes that the Company's restricted equity is fully
covered after the proposed dividend. The Board further concludes
that the proposed dividend is justifiable in view of the parameters set
out in Chapter 17, Section 3, second and third paragraphs of the
Swedish Companies Act. In connection herewith, the Board wishes to
point out the following.

The proposed dividend reduces the Company’s solvency from 63.8
per cent to 61.1 per cent and the Group's solvency from 22.7 per cent
to 21.9 per cent, calculated as per year end 2008. The Board of Dir-
ectors considers this solvency to be satisfactory with regard to the
business in which the Group is active.

According to the Board of Directors’ opinion, the proposed dividend
will not affect the Company’s or the Group’s ability to fulfil their pay-
ment obligations and the Company and the Group are well prepared to
handle both changes in the liquidity and unexpected events.

The Board of Directors is of the opinion that the Company and the
Group have capacity to assume future business risks as well as to
bear contingent losses. The proposed dividend is not expected to
adversely affect the Company’s and the Group's ability to make further
commercially justified investments in accordance with the Board of
Directors’ plans.

In addition to what has been stated above, the Board of Directors
has considered other known circumstances which may be of import-
ance for the Company's and the Group’s financial position. These cir-
cumstances include the prevailing financial crisis and the expected
future weaker earnings trend.

If the Annual General Meeting resolves in accordance with the
Board of Directors’ proposal, SEK 23,623 M will remain of the Com-
pany’s non-restricted equity, calculated as per year end 2008.

The Board of Directors has the view that the Company’s and the
Group'’s shareholders’ equity will, after the proposed dividend, be suf-
ficient in relation to the nature, scope and risks of the business.

Had the assets and liabilities not been estimated at their market
value pursuant to Chapter 4, Section 14 a of the Swedish Annual
Accounts Act, the company’s shareholders’ equity would have been
SEK 50,659,436.00 more.

The Board of Directors and the President certify that the annual finan-
cial report has been prepared in accordance with generally accepted
accounting principles and that the consolidated accounts have been
prepared in accordance with the international set of accounting stand-
ards referred to in Regulation (EC) No 1606/2002 of the European
Parliament and of the Council of 19 July 2002 on the application of
international accounting standards, and give a true and fair view of the
position and profit or loss of the Company and the Group, and that the
management report for the Company and for the Group gives a fair
review of the development and performance of the business, position
and profit or loss of the Company and the Group, and describes the
principal risks and uncertainties that the Company and the companies
in the Group face.

Goteborg, March 4, 2009

Finn Johnsson
Board Chairman

Peter Bijur
Board member

Tom Hedelius
Board member

Leif Johansson

Philippe Klein

Board member

President and CEO of the
Volvo Group and

Louis Schweitzer
Board member

Board member

Ravi Venkatesan
Board member

Martin Linder

Board member

Lars Westerberg

Board member

Olle Ludvigsson

Board member

Ying Yeh

Board member

Johnny Rénnkvist

Board member

Our audit report was issued on March 4, 2009

PricewaterhouseCoopers AB

Goran Tidstrom
Authorized Public Accountant
Lead Partner

Olov Karlsson
Authorized Public Accountant
Partner
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Audit report for AB Volvo

We have audited the annual accounts, the consolidated accounts, the
accounting records and the administration of the Board of Directors
and the President of AB Volvo for the year 2008. The annual accounts
and the consolidated accounts of the Company is included on pages
24-63 and 74-141 of the printed version of this document. The Board
of Directors and the President are responsible for these accounts and
the administration of the Company as well as for the application of the
Annual Accounts Act when preparing the annual accounts and the
application of international financial reporting standards IFRSs as
adopted by the EU and the Annual Accounts Act when preparing the
consolidated accounts. Our responsibility is to express an opinion on
the annual accounts, the consolidated accounts and the administra-
tion, based on our audit.

We conducted our audit in accordance with generally accepted
auditing standards in Sweden. Those standards require that we plan
and perform the audit to obtain reasonable assurance that the annual
accounts and the consolidated accounts are free of material misstate-
ment. An audit includes examining, on a test basis, evidence support-
ing the amounts and disclosures in the accounts. An audit also
includes assessing the accounting principles used and their applica-
tion by the Board of Directors and the President, and significant esti-
mates made by the Board of Directors and the President when pre-
paring the annual accounts and consolidated accounts, as well as
evaluating the overall presentation of information in the annual
accounts and consolidated accounts. As a basis for our opinion con-

cerning discharge from liability, we examined significant decisions,
actions taken and circumstances of the Company in order to be able
to determine the liability, if any, to the Company of any Board member,
or the President. We also examined whether any Board member or the
President has, in any other way, acted in contravention of the Com-
panies Act, the Annual Accounts Act, or the Company’s Articles of
Association. We believe that our audit provides a reasonable basis for
our opinion set out below.

The annual accounts have been prepared in accordance with the
Annual Accounts Act and give a true and fair view of the Company’s
financial position and results of operations in accordance with gener-
ally accepted accounting principles in Sweden. The consolidated
accounts have been prepared in accordance with international finan-
cial reporting standards IFRS as adopted by the EU and the Annual
Accounts Act and give a true and fair view of the Group’s financial
position and results of operations. The Board of Directors’ Report is
consistent with the other parts of the annual accounts and the con-
solidated accounts.

We recommend to the annual general meeting of shareholders that
the income statements and balance sheets of the Parent Company
and the Group be adopted, that the profit of the Parent Company be
dealt with in accordance with the proposal in the Board of Directors’
Report, and that the members of the Board of Directors and the Presi-
dent be discharged from liability for the financial year.

Goteborg, March 4, 2009

PricewaterhouseCoopers AB

Goran Tidstrom
Authorized Public Accountant
Lead Partner
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Eleven-year summary

The eleven-year summary presents each year in accordance with Gen-
eral Accepted Accounting Practice for that year. Earlier years are not
restated when new accounting standards are applied. The years 1998-
2003 are accounted for in accordance with Swedish GAAP for the
respective year. As from 2004 the reporting is based on IFRS. The tran-
sition to IFRS is described in note 3 in the Annual Reports 2005 and
2006. As from January 1, 2007, the benefits from the synergies created

Consolidated income statements

in the business units are transferred back to the product areas. Also, as
from January 1, 2007, the responsibility for the Group's treasury oper-
ations and real estate has been transferred from Financial services,
which, as from January 1, 2007, only are consolidated in accordance
with the purchase method. Comparison figures for 2006 have been
recalculated.

SEKM 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Net sales 212,936 125,019 130,070 189,280 186,198 183,291 211,076 240,559 258,835 285,405 303,667
Cost of sales (163,876)  (99,501) (104,548) (155,592) (151,569) (146,879) (164,170) (186,662) (199,054) (219,600) (237,578)
Gross income 49,060 25,518 25,522 33,688 34,629 36,412 46,906 53,897 59,781 65,805 66,089
Research and development
expenses (10,104) (4,525) (4,876) (5,391) (5,869) (6,829) (7,614) (7,557) (8,354) (11,059) (14,348)
Selling expenses (19,042) (8,865) (10,140) (15,766) (16,604) (16,866) (19,369) (20,778) (21,213) (26,068)  (27,129)
Administrative expenses (8,091) (4,791) (4,974) (6,709) (5,658) (5,467) (5,483) (6,301) (6,551) (7,133) (6,940)
Other operating income and
expenses (2,634) ®11) 622 (4,096) (4,152) (1,367) (618) (588) (3,466) 163 (1,915)
Income (loss) from investments
in associated companies 444 567 444 50 182 200 27 (557) 61 430 25
Income from other investments 4526 170 70 1,410 309 (3,5679) 830 37 141 93 69
Income from divestment of
subsidiaries - 26,695 - - - - - - - - -
Restructuring costs (2,331) - - (3,862) - - - - - - -
Operating income (loss) 11,828 34,158 6,668 (676) 2,837 2,504 14,679 18,153 20,399 22,231 15,851
Interest income and similar credits 1,268 1,812 1,688 1,275 1,217 1,096 821 654 666 952 1171
Interest expenses and similar
charges (1,315) (1,505) (1,845) (2,274) (1,840) (1,888) (1,254) 972) (585) (1,122) (1,935)
Other financial income and
expenses (162) 131 (165) (191) (201) (55) (1,210) 181 181) (504) (1,077)
Income (loss) after
financial items 11,619 34,596 6,246 (1,866) 2,013 1,657 13,036 18,016 20,299 21,557 14,010
Income taxes (3,140) (2,270) (1,510) 326 (590) (1,334) (3,129) (4,908) (3,981) (6,529) (3,994)
Income (loss) for the period 8,479 32,326 4,736 (1,540) 1,423 323 9,907 13,108 16,318 15,028 10,016
Attributable to
Equity holders of the parent
company 8,437 32,222 4,709 (1,467) 1,393 298 9,867 13,054 16,268 14,932 9,942
Minority interest 42 104 27 (73) 30 25 40 54 50 96 74
8,479 32,326 4,736 (1,540) 1,423 323 9,907 13,108 16,318 15,028 10,016
Consolidated income statements Industrial operations
SEKM 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Net sales 205,712 116,382 120,392 180,615 177,080 174,768 202,171 231,191 249,020 276,795 294,932
Cost of sales (158,077)  (92,772)  (97,131) (149,477) (145/453) (141,256) (158,453) (180,823) (192,400) (214,160) (232,247)
Gross income 47,635 23,610 23,261 31,138 31,627 33,512 43,718 50,368 56,620 62,635 62,685
Research and development
expenses (10,104) (4,525) (4,876) (5,391) (5,869) (6,829) (7,614) (7,557) (8,354) (11,059) (14,348)
Selling expenses (18,468) 8,117) (9,285) (14,663) (15,393) (15,891) (18,317)  (19,616) (19,999) (24,671) (25,597)
Administrative expenses (7,950) (4,632) (4,651) (6,474) (5,464) (5,259) (5,310) (6,147) (6,481) (7,092) (6,921)
Other operating income and
expenses (2,515) (587) 309 (3,071) (2,989) (540) 7 (397) (3,275) 249 (1,457)
Income from Financial Services 681 1,066 1,499 325 490 926 1,365 2,033 - - -
Income (loss) from investments
in associated companies 354 478 341 (86) 126 166 2 (568) 61 428 23
Income from other investments 4,626 170 70 1,408 309 (3,581) 828 37 141 93 69
Income from divestment of
subsidiaries - 26,695 - - - - - - - - -
Restructuring costs (2,331) - - (3,862) - - - - - - -
Operating income (loss) 11,828 34,158 6,668 (676) 2,837 2,504 14,679 18,153 18,713 20,583 14,454
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Eleven-year summary

ELEVEN-YEAR SUMMARY

Consolidated balance sheets
SEKM 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Intangible assets 5,778 6,618 6,925 17,525 17,045 16,756 17,612 20,421 19,117 36,508 43,958

Property, plant and equipment 36,207 19,788 22,231 33,234 30,799 30,640 31,151 35,068 34,379 47,210 57,270

Assets under operating leases 22,285 12,337 14,216 27,101 23,5625 21,201 19,634 20,839 20,501 22,5602 25,429

Shares and participations 3,393 29,213 30,481 27,798 27,492 22,206 2,003 751 6,890 2,219 1,953
Inventories 32,128 21,438 23,5651 31,075 28,305 26,459 28,598 33,937 34,211 43,645 55,045
Customer-financing receivables 46,798 34,313 41,791 48,784 46,998 46,002 51,193 64,466 64,742 78,847 98,489
Interest-bearing receivables 4,735 18,617 19,228 8,079 5,490 6,632 3,384 1,897 4116 4,530 5,101
Other receivables 34,197 24,019 26,352 39,946 33,990 32,621 35,747 42,881 42,567 55,1562 61,5660
Non-current assets held for sale - - - - - - - - 805 - -
Liquid funds 20,224 29,269 15,968 27,383 25,5678 28,735 34,746 36,947 31,099 31,034 23,614
Assets 205,745 195,612 200,743 260,925 239,222 231,252 223,968 257,207 258,427 321,647 372,419
Shareholders’ equity’ 70,235 98,236 88,931 85,676 78,525 72,636 70,155 78,760 87,188 82,781 84,640
Provision for post-

employment benefits 2,936 2,130 2,632 14,647 16,236 15,288 14,703 11,986 8,692 9,774 11,705
Other provisions 25,187 14,832 14,941 18,427 16,721 15,048 14,993 18,556 20,970 27,084 29,076
Interest-bearing liabilities 64,230 53,345 66,233 81,568 72,437 74,092 61,807 74,885 66,957 108,318 145,727
Liabilities associated with

assets held for sale - - - - - - - - 280 - -
Other liabilities 43,157 27,069 28,006 60,707 55,303 54,188 62,310 73,020 74,340 93,690 101,271
Shareholders’ equity

and liabilities 205,745 195,612 200,743 260,925 239,222 231,252 223,968 257,207 258,427 321,647 372,419
' of which minority interests 860 544 593 391 247 216 229 260 284 579 630
Assets pledged 5,388 3,930 2,990 3,737 3,610 3,809 3,046 3,255 1,960 1,656 1,380
Contingent liabilities 6,737 6,666 6,789 10,441 9,334 9,611 9,189 7,850 7,726 8,153 9,427
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Consolidated balance sheets, Industrial operations

SEKM 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Intangible assets 5,692 6,518 6,781 17,366 16,919 16,662 17,570 20,348 19,054 36,441 43,909
Property, plant and equipment 33,944 17,318 19,652 30,370 27,789 27,248 27,260 31,330 30,493 47,132 57,185
Assets under operating leases 1,817 1,611 4,245 15,020 11,165 8,976 8,477 10,260 11,822 13,850 16,967
Shares and participations 11,744 35,296 37,366 35,145 34,750 30,022 10,116 10,357 16,565 2,189 1,935
Inventories 31,883 21,053 22,998 30,5657 27,564 25,848 28,291 33,683 33,893 43,264 54,084
Customer-financing receivables 384 9 15 114 99 118 230 1,377 1,193 1,233 975
Interest-bearing receivables 4,715 18,617 19,286 12,426 8,495 9,413 12,127 7,691 13,214 13,701 6,056
Other receivables 31,398 21,075 24,882 38,815 34,256 33,079 36,635 43,992 43,335 55,970 60,586
Non-current assets held for sale - - - - - - - - 805 - -
Liquid funds 15,439 24,465 10,958 24,874 24,164 28,102 34,628 36,047 29,907 30,026 22,675
Assets 137,016 145,962 146,183 204,687 185,181 179,468 175,234 194,985 200,281 243,806 264,272
Shareholders’ equity 70,179 98,236 88,931 85,676 78,5625 72,636 70,155 78,760 87,188 75,129 75,046
Provision for post-

employment benefits 2,904 2,118 2,619 14,632 16,218 15,264 14,677 11,966 8,661 9,746 11,677
Other provisions 19,435 9,861 8,277 14,085 13,893 12,792 14,115 17,164 19,385 25,372 27,015
Interest-bearing liabilities 5,018 12,206 18,233 29,710 22,494 24,677 13,968 13,097 9,779 38,286 46,749
Liabilities associated with

assets held for sale - - - - - - - - 280 - -
Other liabilities 39,480 23,541 28,123 60,684 54,051 54,099 62,319 73,998 74,988 95,273 103,785
Shareholders’ equity

and liabilities 137,016 145,962 146,183 204,687 185,181 179,468 175,234 194,985 200,281 243,806 264,272
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ELEVEN-YEAR SUMMARY

Eleven-year summary

Consolidated cash-flow statements

SEK bn 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Operating income' 11.8 7.5 6.7 0.7) 2.8 2.5 14.7 18.2 20.4 22.2 15.9

Depreciation and amortization 9.6 5.2 6.3 10.0 10.8 10.2 10.0 9.9 12.4 1256 13.6

Other items not affecting cash 4.9 0.3 (0.4) 0.5 2.0 4.9 0.1) 0.4 0.7 (0.5) 0.2)
Change in working capital 1.5 (1.0) (3.3) 6.4 1.0 0.4 (1.4) 4.7 7.7) 9.9) (23.3)
Customer financing receivables, net  (12.8) (7.1) (4.5) 3.7) B.7) (4.3) (7.4) (7.8) - - -

Financial items and income tax (2.0) (1.7) (1.3) @1 (1.3) 0.9) (0.5) (2.0) 4.3) (5.9) (5.2)
Cash-flow from operating

activities 3.2 2.6 3.5 10.4 9.6 12.8 15.3 14.0 21.5 18.4 0.7

Investments in fixed assets (10.5) 4.9 (5.4) (8.1) 6.7) (6.0) (7.4) (10.3) (10.0) (10.1) 12.7)
Investments in leasing assets (12.7) (5.6) (5.7) (5.8) (5.2) (6.3) (4.4) (4.5) (4.6) (4.8) (5.4)
Disposals of fixed assets and

leasing assets 2.6 1.6 2.1 2.6 3.2 2.9 2.4 2.6 3.2 2.9 2.9

Shares and participations, net 5.5 (25.9) (1.6) 3.9 .1 0.1 15.1 0.3 (5.8) 0.4 0.0

Acquired and divested subsidiaries

and other business units, net (5.6) 31.0 0.0 13.0 0.2) 0.0 0.1 0.7 0.5 (15.0) 1.3)
Interest-bearing receivables

including marketable securities 3.5 (16.9) 1.7 (3.7) (1.5) (2.0) (6.4) (1.3) 7.7 3.6 10.9

Cash-flow after net investments (14.0) (18.1) 4.6 12.3 (0.9) 2.3 14.5 1.5 12,5 (4.6) (4.9)
Increase (decrease) in loans 19.5 16.3 8.1 6.2 0.1 1.9 (8.8) 3.6 (2.6 28.7 18.2

Repurchase of own shares - - (11.8) (8.3) - - (2.5) (1.8) - - -

Cash dividend/payment to

AB Volvo's shareholders (2.2) (2.6) 3.1) (3.4) 3.4 (3.4) (3.4) (5.1) (6.8) (20.3) (11.1)
Other 0.2) 0.1 0.0 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0

Change in cash and cash

equivalents excluding

translation differences 3.1 4.5) (2.2) 6.9 4.3) 0.9 0.2) (1.8) 3.1 3.8 2.2

Translation differences on cash

and cash equivalents 0.3 0.2) 0.3 0.6 ©.7) 0.6) 0.2) 1.1 (0.5) 0.0 1.0

Change in cash and cash

equivalents 3.4 4.7) (1.9) 7.5 (5.0) 0.3 (0.4) (0.7) 2.6 3.8 3.2

11999, excluding gain on sale of Volvo Cars of SEK 26.7 billion.

Operating cash-flow Industrial operations

SEK bn 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Operating income 1.1 6.4 5.2 (1.0) 2.3 1.6 13.3 16.1 18.7 20.6 14.5

Depreciation and amortization 6.4 3.1 3.8 7.0 7.8 7.2 7.1 7.3 9.8 10.3 1.8

Other items not affecting cash (5.5) (0.5) (1.6) 0.0 1.0 41 (0.6) 0.2 0.2 (0.4) 0.7)
Change in working capital 0.4 1.6) (3.0) 6.8 0.4 0.7 (1.4) (5.6) 3.1 0.1 (10.9)
Financial items and income taxes (2.3) 1.7) (0.8) (2.3) (R (0.7) 0.2) (1.9) 3.7) (6.0) (5.0)
Cash flow from operating

activities 10.1 5.7 3.6 10.5 10.4 12.9 18.2 16.1 21.9 24.4 9.7

Investments in fixed assets (10.2) @7 5.1) (7.7) (6.3) (5.8) (7.2) 9.9 9.7) (10.1) (12.6)
Investments in leasing assets (0.9) (0.5) 0.6 (0.5) 0.1 ©.1) 0.3) 0.3 (0.5) 0.2) (0.4)
Disposals of fixed assets and

leasing assets 1.5 0.8 0.7 1.1 1.1 0.6 0.7 0.9 0.9 1.1 0.6

Operating cash-flow 0.5 1.3 1.4) 3.4 5.1 7.6 1.4 6.8 12.6 15.2 2.7)
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Exports from Sweden

SEKM 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Volvo Group, total 64,401 52,719 46,251 50,394 52,730 49,300 62,653 71,133 80,517 88,606 96,5671
Key ratios

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Gross margin, %' 23.2 20.3 19.3 17.2 17.9 19.2 216 21.8 227 22.6 21.3

Research and development
expenses as percentage of

net sales' 4.9 3.9 4.1 3.0 3.3 3.9 3.8 3.3 3.4 4.0 4.9
Selling expenses as percentage

of net sales' 9.0 7.0 7.7 8.1 8.7 9.1 9.1 8.5 8.0 8.9 8.7
Administration expenses as

percentage of net sales' 3.9 4.0 3.9 3.6 3.1 3.0 2.6 2.7 2.6 2.6 2.3
Return on shareholders’ equity, % 13.0 34.9 5.0 neg 1.7 0.4 13.9 17.8 19.6 18.1 1241

Interest coverage, times' 9.6 23.1 4.5 neg 2.2 1.9 1.0 16.7 26.1 20.7 8.8
Self-financing ratio, % 16 29 39 92 110 162 163 116 189 163 5
Self-financing ratio Industrial

operations, % 105 130 72 148 196 243 268 173 235 265 78
Financial position, Industrial

operations, SEK M 12,232 28,758 9,392 (7,042) (6,063) (2,426) 18,110 18,675 23,076 (4,305)  (29,795)

Net financial position as
percentage of shareholders'

equity, Industrial operations 17.4 29.3 10.6 8.2) (7.7) (3.3 25.8 237 29.2 &7 (39.4)
Shareholders’ equity as
percentage of total assets 34.1 50.2 44.3 32.8 32.8 31.4 31.3 30.6 33.7 25.7 22.7

Shareholders’ equity as

percentage of total assets,

Industrial operations 51.2 67.3 60.8 41.8 42.4 40.5 40.0 40.4 40.6 30.8 28.4
Shareholders’ equity excluding

minority interest as percentage of
total assets 33.7 49.9 44.0 32.6 32.7 31.3 31.2 30.5 33.6 25.6 22.6

1 Pertains to the Industrial operations. For periods before 2006, Financial Services is included and consolidated according to the equity method.
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Eleven-year summary

Volvo share statistics

Data per share (adjusted for issues and splits)’
1998 1999 2000 2001

2002 2003 2004 2005 2006 2007 2008

Basic earnings, SEK' 3.82 14.60 2.24 (0.70) 0.66 0.14 472 6.44 8.03 7.37 4.90
Cash dividend, SEK 1.20 1.40 1.60 1.60 1.60 1.60 2.50 3.356 10.00° 5.50 2.00'°
Share price at year-end, SEK (B share) 37.2 44 31.3 36.2 28.4 44 52.7 74.9 90.70 108.50 42.90
Direct return, % (B share) ? 3.2 3.2 5.1 4.5 5.6 10.58 4.7 45 11.0 5.1 47
Effective return, % (B share)? (10) 22 (23) 17.6 (14.8) 71.2 25.5 48.5 39.8 256.7 (59)
Price/earnings ratio (B share)* 9 3 14 neg 43 310 1.2 11.6 1.3 14.7 8.8
EBIT multiple® il 10 10 25 23 14 9.2 9.3 10.3 9.7 3.6
Payout ratio, %° 31 10 71 neg 242 1,143 53 52 62 75 41
Shareholders’ equity, SEK” 314 44.2 44.4 40.6 374 34.6 34 38.8 43 41 41
Return on shareholders’ equity 13.0 34.9 5.0 neg 1.7 0.4 13.9 17.8 19.6 18.1 121
Other share data 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Number of shareholders

at year-end 210,600 238,000 230,000 214,000 211,000 208,500 202,300 195442 183,735 197519 220,192
Number of Series A shares out-

standing at year-end, million 138.6 138.6 124.7 131.7 131.7 131.7 131.5 131.4 131.4 657 657

Number of Series B shares
outstanding at year-end, million 302.9 302.9 272.6 287.8

287.8 287.8 278.6 2731 273.4 1,369 1,371

Average number of outstanding

shares, million 441.5 441.5 421.7 4224 419.4 4194 418.5 405.2 404.7 2,025 2,027
Number of Series A shares traded in
Stockholm during the year, million ~ 34.5 27.0 42.4 40.3 27.3 31.4 42.0 39.3 56.4 172.3 308

Number of Series B shares
traded in Stockholm during the

year, million 371.3 479.6 391.2 344.4 3494 404.8 498.0 518.7 617.0 2,712.4 3,130.0
Number of shares traded in ADR,
NASDAQ during the year, million 50.5 54.9 16.0 15.0 11.0 10.4 24.0 19.8 14.1 113.5 -

1 Basic earnings per share is calculated as income for the period divided by
average number of shares outstanding. Reporting according to IFRS from
2004.

2 Proposed dividend in SEK per share divided by share price at year-end.

3 Share price at year-end, including proposed dividend during the year, divided
by share price at beginning of the year, (2006 includes a share split 6:1 in
which the sixth share was redeemed by AB Volvo for an amount of SEK 5.00
per share).

4 Share price at year-end divided by basic earnings per share.

5 Market value at year-end minus net financial position and minority interests
divided by operating income excluding restructuring costs and revaluation of
shares.

The largest shareholders in AB Volvo, December 31, 2008

6 Cash dividend divided by basic earnings per share.
7 Shareholders’ equity for shareholders in AB Volvo divided by number of
shares outstanding at year-end.
8 Including distribution of shares in Ainax equal to SEK 3.01 (share-split
adjusted) per Volvo share in 2004.
9 Including extrapayment of SEK 5 through redemption of shares.
10 Proposed by the Board of Directors.

Distribution of shares, December 31, 2008’

Number of % of total Share Number of % of total Share of
shares votes capital, % Volvo shareholders shareholders votes' capital, %'

Renault SA 441,520,885 21.3 21.8 1-1,000 shares 164,631 2.1 2.4
Industrivarden 69,975,606 8.8 3.5 1,001-10,000 shares 50,814 5.6 6.9
Violet Partners LP 43,727,400 5.5 2.2 10,001-100,000 shares 4,101 3.5 4.8
AFA Insurance 48,466,587 4.9 2.4 100,001~ 646 88.8 85.9
Svenska Handelsbanken? 36,534,768 4.6 1.8 Total 220,192 100 100
AMF Pension and Funds 67,864,006 4.1 3.3
Alecta (pension funds) 59,075,000 33 29 Following the repurchase of its own shares, AB Volvo held 4.8% of the
SEB fonder (savings funds)/ Company's shares on Dec. 31, 2008.
Trygg Forsékring 49,076,988 3.2 24 1 Based on all registered shares.
Skandia Liv 25,333,390 2.6 1.2
Swedbank Robur fonder 72,794,001 2.5 3.6
Total 914,368,631 60.8 45.1

1 Based on the number of outstanding shares.

2 Svenska Handelsbanken comprises shares held by Svenska Handelsbanken,
Svenska Handelsbanken Pension Fund, Svenska Handelsbanken Personnel
Foundation, Svenska Handelsbanken pensionskassa and Oktogonen.
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Business area statistics
Net sales’
SEKM 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Trucks Western Europe 27,837 30,006 30,415 60,841 61,406 63,097 68,664 70,567 80,116 86,035 86,994
Eastern Europe 3,089 2,265 3,158 5,626 6,424 7,004 8,767 9,139 13,166 22,616 22,920
North America 17,659 22,303 17,048 33,630 33,721 28,151 35,154 46,129 50,605 27,255 26,588
South America 3,777 2,190 3,111 3,993 3,277 3,464 5,223 7,657 9,213 11,483 14,680
Asia 2,047 2,010 3,432 4,659 5,919 9,206 12,378 13,551 8,975 26,593 37,515
Other markets 1,267 1,492 1,91 7919 8,005 6,047 6,693 8,353 9,190 13,910 14,538
Total 55,676 60,266 59,075 116,568 118,752 116,969 136,879 155,396 171,265 187,892 203,235
Buses Western Europe 5,628 5,735 6,767 6,263 6,695 6,163 6,422 6,564 7,390 7,204 6,987
Eastern Europe 366 226 182 373 409 381 526 578 534 563 334
North America 5,574 6,871 7,723 6,847 3,838 2,984 2,960 4,247 4,910 4,630 5,355
South America 910 469 732 757 366 329 521 2,641 1,637 1,623 1,671
Asia 1,519 943 1,269 1,839 2,022 1,447 1,632 1,612 2,003 1,802 2,094
Other markets 389 469 514 596 705 684 661 947 897 786 971
Total 14,286 14,713 17,187 16,675 14,035 11,978 12,722 16,589 17,271 16,608 17,312
Construction Western Europe 9,657 9,901 10,029 10,326 10,383 11,576 12,443 14,213 18,438 21,852 20,763
Equipment & e Europe 336 193 255 341 454 772 1010 1311 1888 3,442 4429
North America 6,548 5,725 5,823 6,145 5,667 5,428 8,601 10,337 11,280 11,170 10,159
South America 957 498 776 847 709 636 922 1,238 1,358 2,165 2,913
Asia 1,092 1,903 2,484 2,773 3,048 3,707 4,961 B,717 6,903 12,179 13,738
Other markets 882 662 626 703 751 1,035 1,423 2,000 2,264 2,835 4,077
Total 19,372 18,882 19,993 21,135 21,012 23,154 29,360 34,816 42,131 53,633 56,079
Volvo Penta  Western Europe 2,725 2,986 3,204 3,789 3,846 4,081 4,723 4,845 5,748 6,290 6,100
Eastern Europe 23 26 30 38 99 108 184 257 363 508 454
North America 1,412 1770 2257 2175 2,261 2,109 2,500 2,832 2,815 2,674 1,947
South America 163 134 160 213 127 146 142 208 221 274 364
Asia 476 692 794 988 1141 947 1,324 1,427 1,359 1,624 2,082
Other markets 142 1563 154 177 195 205 184 207 268 349 486
Total 4,931 5,761 6,599 7,380 7,669 7,596 9,057 9,776 10,774 11,719 11,433
Volvo Aero Western Europe 4,231 4,560 4,651 4,788 3,422 3,951 3,130 3,346 3,674 3,431 3,468
Eastern Europe 47 16 42 87 28 49 49 60 124 31 29
North America 3,602 4,557 5,040 5,841 4,573 3,301 3,127 3,612 3,815 3,723 3,634
South America 284 193 134 187 177 152 138 168 173 127 58
Asia 336 491 701 708 497 428 400 284 356 234 234
Other markets 184 136 145 173 140 149 81 68 91 100 125
Total 8,584 9,953 10,713 11,784 8,837 8,030 6,925 7,538 8,233 7,646 7,448
Other and
eliminations 4,781 6,807 6,825 7,073 6,775 7,041 7,228 7,076 (654) (703) (575)
Net sales Industrial operations 107,630 116,382 120,392 180,615 177,080 174,768 202,171 231,191 249,020 276,795 294,932
Customer Western Europe 5,465 6,300 6,240 5,314 5,573 5,604 6,114 4,213 4,009 3,845 6,021
Finance Eastern Europe 86 185 257 360 424 474 499 584 379 639 1,078
North America 1,152 1,620 2,626 3,216 3,344 2,542 2,432 2,036 2,569 2,467 369
South America 297 455 452 451 403 358 396 570 608 620 791
Asia 0 1 0 24 49 65 90 101 45 87 158
Other markets 224 76 103 130 132 110 67 45 38 47 68
Total 7,224 8,637 9,678 9,495 9,925 9,153 9,598 7,549 7,648 7,705 8,485
Eliminations - - - (830) (807) (630) (693) 1,819 2,167 905 250
Volvo Group excluding
divested operations 114,854 125,019 130,070 189,280 186,198 183,291 211,076 240,559 258,835 285,405 303,667
Cars 103,798 - - - - - - - - - -
Other divested operations and
eliminations (5,716) - - - - - - - - - -
Volvo Group total 212,936 125,019 130,070 189,280 186,198 183,291 211,076 240,559 258,835 285,405 303,667
As of January 1, 2007, the results from the synergies created in the 1 Net sales 1998-2001 have been restated in accordance with new organiza-
business units are transferred back to the various business areas. Com- tion effective from 2002.
parison figures for 2006 have been restated.
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Operating income
SEKM 1998¢ 1999° 2000 20014 2002 20033 20042 2005 2006' 2007 2008
Trucks’ 2,769 3,247 1,414 (2,066) 1,189 3,951 8,992 1,717 13,116 15,193 12,167
Buses 37) 224 440 916) 94) (790) 1568 470 745 231 (76)
Construction Equipment 626 1,709 1,594 527 406 908 1,898 2,752 4,072 4,218 1,808
Volvo Penta 63) 314 484 658 647 695 940 943 1,105 1,173 928
Volvo Aero 527 584 621 653 5 (44) 403 836 359 529 359
Customer Finance 681 1,066 1,499 325 490 926 1,365 2,033 1,686 1,649 1,397
Other 3,950 319 616 143 194 (3,142) 923 (598) (684) (762) (731)
Volvo Group excluding
divested operations 8,453 7,463 6,668 (676) 2,837 2,504 14,679 18,153 20,399 22,231 15,851
Cars 3,375 26,695 - - - - - - - - -
Operating income (loss)
Volvo Group 11,828 34,158 6,668 (676) 2,837 2,504 14,679 18,153 20,399 22,231 15,851

As of January 1, 2007, the benefits from the synergies created in the
business units are transferred back to the various Business Areas.
Comparison figures for 2006 have been restated.

1 Operating income in 2006 includes adjustment of goodwill of neg 1,712,
reported in Trucks.

2 Operating income in 2004 included reversal of write-down of shares in Scania
AB of 915, reported in Other, and write-down of shares in Henlys Group Plc of
95, reported in Buses.

3 Operating income in 20083 included write-down of shares in Scania AB and
Henlys Group Plc amounting to 4,030, of which 429 was reported in Buses
(Henlys Group) and 3,601 was reported in Other (Scania AB).

Operating margin

4 Operating income in 2001 included restructuring costs mainly related to the
integration of Mack Trucks and Renault Trucks of 3,862 of which 3,106 in
Trucks, 392 in Buses and 364 in Construction Equipment.

5 Effective January 1, 1999, Volvo Cars was reported as a divested operation.
The capital gain from the divestment was 26,695.

6 Restructuring costs in 1998 amounted to 1,650 of which 46 in Trucks, 422 in
Buses, 910 in Construction Equipment and 168 in Volvo Penta. In addition
operating income included a capital gain from the sale of shares in Pharmacia
UpJohn amounting to 4,452.

7 Refers to Volvo Trucks for 1998-2000.

% 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Trucks 5.0 5.4 24 (1.8) 1.0 34 6.6 7.5 7.7 8.1 6.0
Construction Equipment 3.2 9.1 8.0 2.5 1.9 3.9 6.5 7.9 9.7 7.9 3.2
Buses 0.3) 1.5 2.6 (5.5) 0.7) (6.6) 1.2 2.8 4.3 1.4 0.4
Volvo Penta 1.3) 5.5 7.3 8.9 8.4 91 10.4 9.6 10.3 10.0 8.1

Volvo Aero 6.1 5.9 5.8 5.5 0.1 (0.5) 5.8 1.1 4.4 6.9 4.8
Volvo Group excluding

divested operations 7.9 6.4 5.5 (0.4) 1.6 1.4 7.3 7.9 7.9 7.8 5.2
Operating margin, total 5.7 29.3 5.5 (0.4) 1.6 1.4 7.3 7.9 7.9 7.8 5.2
Number of employees at year-end

Number' 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Trucks 22,560 23,330 24,320 44,180 43,470 46,900 49,450 50,240 49,900 64,390 64,280
Buses 8,690 8,860 9,060 6,230 6,660 6,680 7,700 7,710 7,760 9,290 8,930
Construction Equipment 9,680 8,900 8,830 7,780 8,410 9,280 9,930 10,290 11,050 19,710 19,810
Volvo Penta 1,490 1,400 1,480 1,370 1,410 1,440 1,680 1,560 1,650 3,000 2,940
Volvo Aero 3,990 4,550 4,240 4,040 3,660 3,440 3,350 3,460 3,610 3,650 3,510
Financial Services 860 1,160 1,220 1,080 1,060 1,060 1,100 1,070 1,010 1,150 1,290
Other 5,190 5,270 5,120 6,240 6,490 6,940 7,970 7,530 8,310 610 620
Volvo Group, excluding

divested operations 52,460 53,470 54,270 70,920 71,160 75,740 81,080 81,860 83,190 101,700 101,380
Cars 27,360 - - - - - - - - - -
Volvo Group, total 79,820 53,470 54,270 70,920 71,160 75,740 81,080 81,860 83,190 101,700 101,380

1 As of 2007, employees on Business Units are allocated to the Business Areas.
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Employees

Number 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Sweden 43,900 24,840 25,030 24,350 25,420 26,380 28,530 27,070 27,830 28,660 28,190
Europe, excluding Sweden 17,880 11,900 12,320 27,800 27,130 29,120 28,930 29,650 30,070 32,780 32,940
North America 12,100 11,880 11,410 12,670 12,440 12,270 14,620 15,140 14,820 15,750 14,200
South America 1,980 1,930 2,100 2,090 2,020 2,640 3,110 3,690 3,890 4,640 4,380
Asia 3,340 2,480 2,570 2,550 2,590 3,710 4,130 4,210 4,420 17,150 19,090
Other markets 620 440 840 1,460 1,560 1,620 1,760 2,100 2,160 2,720 2,680
Volvo Group total 79,820 53,470 54,270 70,920 71,160 75,740 81,080 81,860 83,190 101,700 101,380
Delivered units
Number 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Heavy trucks (>16 tons) 78,690 81,240 76,470 117180 120,200 120,920 152,300 172,242 179,089 172,322 179,962
Medium-heavy trucks (7-15.9 tons) 4,590 3,850 5,360 17,310 16,220 15,870 18,800 18,643 14,695 27,933 30,817
Light trucks (<7 tons) - - - 20,820 20,710 19,200 22,120 23,494 26,147 36,101 40,372
Total trucks 83,280 85,090 81,830 155,310 157,130 155,990 193,220 214,379 219,931 236,356 251,151
Buses and bus chassis 10,200 9,500 11,015 9,953 9,059 7,817 8,232 10,675 10,360 9,916 9,937
Number 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Trucks  Total Europe 42,350 42,530 46,140 98,040 96,290 92,080 102,670 103,622 114,417 128,070 121,847
Western Europe 37,810 39,630 42,050 90,460 87,490 82,670 90,750 91,087 97,074 100,106 95,969
Eastern Europe 4,540 2,900 4,090 7,580 8,800 9,410 11,920 12,635 17,343 27,964 25,878
North America 29,310 34,300 23,610 34,650 36,510 34,760 49,270 64,974 70,499 33,280 30,146
South America 6,020 3,900 4,530 5,790 5,360 5,980 9,190 11,248 11,646 15,264 18,092
Asia 3,760 2,720 5,560 6,600 9,140 16,290 24,880 25,706 12,817 39,916 60,725
Other markets 1,840 1,640 1,990 10,230 9,830 6,880 7,210 8,829 10,652 19,826 20,341
Total 83,280 85,090 81,830 155,310 157,130 155,990 193,220 214,379 219,931 236,356 251,151
Buses Total Europe 3,860 3,630 3,994 3,115 3,413 3,087 3,417 3,723 3,670 3,748 3,313
Western Europe 3,680 3,430 3,870 2,899 3,076 2,782 3,073 3,385 3,081 3,377 3,140
Eastern Europe 280 200 124 216 337 305 344 338 489 371 173
North America 2,730 3,640 3,869 3,128 1,945 1,663 1,388 1,546 1,741 1,547 1,884
South America 1,510 710 980 1,009 495 369 624 2,297 1,236 1,318 995
Asia 1,650 1,000 1,669 2,209 2,639 2,227 2,341 2,554 3,349 2,757 3,033
Other markets 450 520 513 492 567 581 462 5565 464 546 712
Total 10,200 9,500 11,015 9,953 9,059 7,817 8,232 10,675 10,360 9,916 9,937
Environmental performance of Volvo production plants, Industrial operations
Absolute values related to net sales 2004 2005 2006 2007! 2008
Energy consumption (GWh; MWh/SEK M) 2,695; 13.3 2,683; 11.6 2,612; 10.5 2,426; 9.6 2,754;9.3
CO, emissions (1,000 tons; tons/SEK M) 293; 1.5 292; 1.3 282; 1.1 242: 1.0 339;1.2
Water consumption (1,000 m?; m®*/SEK M) 8,495; 42.2 7,419; 32.1 7,596; 30.6 7,067, 27.9 8,205; 27.8
NOx emissions (tons; kilos/SEK M) 645; 3.2 672;2.9 606; 2.4 542, 2.1 800; 2.7
Solvent emissions (tons; kilos/SEK M) 2,085; 10.3 1,960; 8.5 2,048; 8.3 1,979; 7.8 1,945; 6.6
Sulphur dioxide emissions (tons; kilos/SEK M) 184; 0.9 209; 0.9 69; 0.3 58;0.2 64;0.2
Hazardous waste (tons; kg/SEK M) 24,675; 122 23,590; 102 26,987; 109 27,120; 107 27,675; 94
Net sales, SEK bn 202.1 231.2 248.1 253.2 294.9

1 Excluding Nissan Diesel and Ingersoll Rand Road Development.
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Customer offering

Trucks
All brands in the Volvo Group’s truck operations have a unique and distinct brand-specific character and compete in certain markets.
Volvo Trucks, Renault Trucks, Nissan Diesel, Mack Trucks and Eicher offer customers a broad range of products and services for efficient and

economic transports.

Long-haul Regional distribution City distribution Construction

o 1L

Volvo
Trucks

Renault
Trucks

Nissan
Diesel

Mack
Trucks

Volvo Buses' product line includes complete buses and bus chassis for city, intercity and coach traffic. The company has a total offering that, in addi-

Buses

tion to buses, includes a global service network, efficient spare parts handling, service and repair contracts, financial services and traffic information
systems

Coaches Chassis

LI
»

City buses

Marine and industrial applications

Volvo Penta manufactures engines and drive systems for marine applications, for both leisure and commercial craft, with an engine range of 10 to
2,000 hp and have a global service network with approximatly 5,000 dealers. Volvo Penta also supplies industrial engines ranging from 75 kW to
600 kW for irrigation pumps, generator units and other application areas.

Marine leisure Industrial engines
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Construction equipment

Volvo Construction Equipment develops, manufactures and markets equipment for construction and related industries. Its products are leaders in
many world markets, and include a comprehensive range of wheel loaders, hydraulic wheeled and crawler excavators, articulated haulers, road
machinery and a wide range of compact equipment.

Compact construction equipment Road machinery

Wheel loaders Articulated haulers Motor graders

Compaction equipment

-l

Pavers

Lingong wheel loaders

Skidsteer loaders

Aerospace industry

Volvo Aero specializes in a number of highly advanced components for aircraft engines and space rockets. More than 90% of all new large com-
mercial aircraft are equipped with engine components from Volvo Aero, which is also responsible for the engines of the Swedish Air Force'’s
Gripen fighters. Volvo Aero also has a substantial aftermarket business.

Engine components Engine overhaul Space
P 7 l

Financial services such as customer and dealer financing and other services such as insurance contribute to create customer value. Providing cost

Financial services

effective and attractive financing solutions and other services is essential in retaining existing customers and attracting new ones to the Volvo Group.

Customer and dealer financing




Definitions

Basic earnings per share
Income for the period attributable to shareholders of the parent com-
pany divided by the weighted average number of shares outstanding

during the period.

Capital expenditures

Capital expenditures include investments in property, plant and equip-
ment, intangible assets and assets under operating leases. Invest-
ments in fixed assets included in the Group’s cash-flow statement
include only capital expenditures that have reduced the Group's liquid

funds during the year.

Cash-flow

Combined changes in the Group's liquid funds during the fiscal year.
Changes inliquid funds are specified with reference to changes in
operations, operating activities, changes depending on investments in
equipment, fixed assets etc and financing acitivites such as changes

in loans and investments.

Diluted earnings per share

Diluted earnings per share is calculated as income for the period
attributable to the Parent Company’s shareholders divided by the
average number of shares outstanding plus the average number of
shares that would be issued as an effect of ongoing share-based

incentive programs and employee stock option programs.

Equity ratio
Shareholders’ equity divided by total assets.

Interest coverage
Operating income plus interest income and similar credits divided by

interest expense and similar charges.

Joint ventures
Companies over which the Company has joint control together with

one or more external parties.

Net financial position
Cash and cash equivalents, marketable securities and interest-bearing
short- and long-term receivables reduced by short- and long-term inter-

est-bearing liabilities and provisions for post-employment benefits.

Operating margin

Operating income divided by net sales.

Return on shareholders’ equity

Income for the period divided by average shareholders’ equity.

Self-financing ratio
Cash-flow from operating activities (see Cash-flow statement) divided
by net investments in fixed assets and leasing assets as defined in the

cash-flow statement.



Annual General Meeting, April 1, 2009
The Annual General Meeting of AB Volvo will be held in Géteborg in Lisebergshallen (entrance
from Orgrytevagen) Wednesday April 1, 2009, at 3:00 p.m.

Notice

Shareholders who wish to participate must: be recorded in the share register maintained by
Euroclear Sweden AB (former VPC AB) not later than March 26, 2009, give notice of intention
to attend, not later than Thursday, March 26, 2009, preferably before 12:00:

* by telephone, +46 31 66 00 00 beginning February 27, 2009
* by mail addressed to AB Volvo (publ), Legal Department, SE-405 08 Géteborg, Sweden
» at Volvo's website www.volvogroup.com

When giving notice, shareholders should state their:

* name

« personal number (registration number)

+ address and telephone number

+ name and personal number (registration number) of the proxy, if any
+ name(s) of any accompaning assistant(s)

Shareholders whose shares are held in the trust department of a bank or by a brokerage firm
should request the shares to be temporarily registered in the shareholder’s name several banking
days prior to March 26, 2009.

April 6, 2009 has been proposed as the record date for dividends, which are expected to be
distributed on April 9, 2009.

Volvo’s Election Committee
The following persons are members of Volvo's Election Committee:

Thierry Moulonguet Chairman of the Election Committee, Renault
Finn Johnsson Chairman of the Board

Carl-Olof By AB Industrivarden

Anders Oscarsson SEB funds / Trygg Insurance

Lars Forberg Violet Partners LP

Hakan Sandberg SHB Pension Fund, SHB Pensionskassa,

SHB Employee Fund och Oktogonen

The Election Committee is responsible for submitting to the Annual General Meeting the names
of candidates to serve as members of the Board of Directors, as Chariman of the Board and as
auditors. The Committee also proposes the amount of the fees to be paid to the holders of these
positions.

Preliminary publication dates

Three months ended March 31, 2009 April 24,2009
Six months ended June 30, 2009 July 21,2009
Nine months ended September 30, 2009 October 23,2009
Report on 2009 operations February, 2010
Annual Report 2009 March, 2010

The reports are available on www.volvogroup.com on date of publication and are also sent
directly to all shareholders who have advised Volvo that they wish to receive financial informa-
tion.

Historical and current time series reflecting the Volvo Group's market information and share
data are published regularly on www.volvogroup.com.

Contacts

Investor Relations: Aktiebolaget Volvo (publ) 556012-5790
Christer Johansson  +46 31-66 13 34 Investor Relations, VHK

Patrik Stenberg +46 31-66 13 36 SE-405 08 Géteborg

Anders Christensson +46 31-66 11 91 Sweden

John Hartwell +1 212 418 7432 Tel +46 31 66 00 00

Fax +46 31 53 72 96
E-post investorrelations@volvo.com
www.volvogroup.com
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