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HIGHLIGHTS
OF 197
OPERATIONS

Consolidated net sales of the Ericsson Group
were $781,524,000. The Group’s major markets
were: Sweden, 23.3 percent; Europe outside
Sweden, 42.2 percent; Latin America, 20.5 per-
cent.

Income before special adjustments and taxes was
$99,128,000, equal to 12.7 percent of sales.

Order bookings totaled $892,661,000.

The order backlog at year-end amounted to
$852,196,000.

A cash dividend of $1.14 per share on the
12,304,094 shares outstanding at year-end is
proposed by the Board of Directors.

The number of Group employees at year-end

was 66,900, of whom 29,200 were located in
Sweden.

The world’s first computer-controlled transit
exchange was cut into service in Rotterdam.

Operations in new factories in Finland, Malaysia
and Mexico got under way in 1971.




CONSOLIDATED NET SALES
BY PRODUCT GROUPS AND MARKETS

1971 % 1970 %
GROUP SALES BY Telephone exchanges, switchboards
PRODUCTS and telephone instruments $467,920,000 59.9 $369,038,000 56.2
Transmission, radio and other
telecommunications equipment 76,287,000 9.8 68,124,000 10.4
Cable, wire and network equipment 145,244,000 18.6 132,352,000 20.1
Electronic equipment and development
projects for the military 26,039,000 33 20,427,000 31
Other products 66,034,000 8.4 66,925,000 10.2
Total $781,524,000 100.0 $656,865,000 100.0 |
OVERALL GEOGRAPHIC Sweden $182,214,000 23.3 $178,692,000 27.2
DISTRIBUTION OF SALES Europe (excluding Sweden) 330,044,000 42.2 253,131,000 38.5
Latin America 159,974,000 20.5 139,760,000 21.3
Australia, Asia and Africa 93,355,000 12.0 71,983,000 11.0
U.S.A. and Canada 15,937,000 2.0 13,295,000 2.0
Total  $781,524,000  100.0 $656,865,000  100.0
DISTRIBUTION OF SALES ltaly $ 83,251,000 $ 57,116,000
IN EUROPE (EXCLUDING France 72,008,000 49,810,000
SWEDEN) Norway 37,891,000 33,003,000
Denmark 34,770,000 28,290,000
Finland 30,798,000 20,482,000
The Netherlands 17,116,000 13,749,000
Spain 13,428,000 7,654,000
Great Britain 8,330,000 6,555,000
QOther countries 32,452,000 35,772,000
i 330,044,000 $253,131,000
b ; |
i DISTRIBUTION OF SALES Brazil $ 50,318,000 $ 42,000,000
' IN LATIN AMERICA  Mexico 50,228,000 44,678,000 |
Colombia 18,987,000 13,922,000 .
Argentina 13,914,000 14,607,000
| Venezuela 12,458,000 11,990,000
| Other countries 14,069,000 12,562,000
i $159,974,000 $139,760,000
DISTRIBUTION OF SALES Australia $40,071,000 $32,284,000
IN AUSTRALIA, Asia 36,971,000 26,845,000
ASIA AND AFRICA  Africa 16,313,000 12,859,000
$93,355,000 $71,983,000

All amounts translated at the rate of S.Kr. 4.81 to U.S. $1.00.




THE ERICSSON GROUP/10-YEAR FINANCIAL SUMMARY

INCOME DATA Dollar amounts in thousands except per share figures
1971 1970 1969 1968 1967 1966 1965 1964 1963 1962
Net sales $781,524 656,866 604,316 524,133 476,217 418,709 413,926 343,695 307,828 285,138

Income before special
adjustments and taxes $ 99,128 103,719 96,271 76,077 66,442 63,345 64,503 44,714 33,938 31,526

Per cent of sales 12.79, 15.8 %, 15.9 % 14.5 9%, 14.0 9%, 15.1 % 15.6 9% 13.0 % 11.0 % 11.19%
Depreciation $ 26,651 22,740 19,008 17,760 16,794 14,897 14,736 11,8M 11,393 8,566
Special adjustments § 33,408 29,519 22,443 13,364 16,227 17,141 21,456 13,554 11,326 11,600
Swedish and foreign

income taxes $ 30,068 34,157 39,031 31,885 24,543 19,329 21,797 15,691 11,647 9,643
Reported net income & 27,506 36,399 31,564 28,504 23,017 24,049 19,696 14,595 10,577 9,623

Per share 3 224 2.96 2.57 2,32 1.87 1.95 1.60 1.19 .93 .86
Adjusted net income

per share s 3.34 4.1 3.44 2.82 2.50 2.64 2.48 1.58 1.44 1.33
Dividend $ 14,069 14,069 14,069 10,658 9,593 9,593 8,882 7,106 6,750 5,491

Per share § 1.14 1.14 1.14 .87 i .78 72 .58 .55 .49

(for 1971 as proposed by
the Board of Directors)

BALANCE SHEET DATA

(year-end)
Net working capital £447,642 381,702 327,608 298,453 245,427 252,951 219,935 199,493 176,152 159,884
Ratio of current assets to

current liabilities 23to1 22to1 24to1 2.3 to1 22to1 24101 23to1 23to1 23to1 23to1
Net property, plant and

equipment $206,387 162,913 137,079 124,264 121,175 102,896 101,807 87,017 80,360 72,337
Long-term debt $229,387 158,083 107,525 99,445 62,829 64,823 41,996 39,676 32,557 29,861
Minority interest $ 50,540 33,538 27,388 24,581 21,258 18,480 16,816 14,729 13,810 12,696
Stockholders’ equity $301,133 287,691 261,052 239,714 209,063 192,115 166,405 145,759 137,827 117,996
OTHER DATA 1971 1970 1969 1968 1967 1966 1965 1964 1963 1962

(vear-end)

Capital expenditures for
property, plant and

equipment (000s) 583,630 56,683 33,887 34,919 39,331 26,580 20,181 19,956 25,991 18,272
Number of employees 66,900 61,920 53,600 48,700 46,400 43,800 44,000 41,700 40,600 41,800
Number of shares

outstanding 12,304,094 12,304,094 12,304,004 10,253,412 10,253,412 8,544,510 8,544,510 6,835,608 6,835,608 6,214,189

Backlog of orders (000s)  $852,196 750,759 627,396 589,611 521,694 510,852 475,703 422,495 361,446 353,973

All per share figures are based on the number of shares after stock dividends in 1965 (one for four), 1967 (one for five) and 1969
(one for five).

Adjusted net income per share reflects net income after adding back special adjustments, less amounts equivalent to reduction in
current income taxes resulting from such adjustments.

The United States dollar amounts shown in the above summary represent translations from Swedish kronor at the parity exchange

rate at December 31, 1971 of S.Kr. 4.81 to $1.00.
5
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ANNUAL REPORT OF THE BOARD
OF DIRECTORS TC THE

SHAREHOLDERS
GROUP
Operating results in brief

1971 1970 Change
Order bookings . . $892,661,000 $780,229,000 + 14.49
Order backlog . . . 852,196,000 750,759,000 +13.5%
Sales . . . . . . . 781,524,000 656,866,000 +19.0%,

Income before special
adjustments and

taxes . . . . . . 99,128,000 103,719,000
Percent of sales . 12.7% 15.89,
Reported net income 27,506,000 36,399,000
Per share . . . . $2.24 $2.96
Adjusted net income $ 41,119,000 $ 50,614,000
Per share . . . . $3.34 §4.11

Order bookings

The high rate of expansion of telephone networks con-
tinued in a number of countries during 1971 and L M
Ericsson Telephone Company, together with its subsi-
diaries, participated successfully in the contracts awarded
during the year.

The international economic slowdown led to somewhat
lower demand for telecommunications equipment pur-
chased and used primarily in the private sector: internal
communications systems, mobile radio systems, alarm
systems and electronic components. The market for certain
types of cable and wire was also affected by the lower rate
of economic activity.

Total Group bookings exceeded by 14.4 percent the
very high bookings recorded in the preceding year.

The geographical distribution of order bookings in the
main market areas was as follows:

1971 % 1970 %

Sweden $179,327,000 20.1 $193,453,000 24.8
Europe (excluding

Sweden) 412,844,000 46.3 319,516,000 40.9

Latin America 194,043,000 21.7 168,807,000 21.6
Australia, Asia and

Africa 92,611,000 104 83,215,000 10.7
U.S.A. and Canada 13,836,000 1.5 15,238,000 2.0

$892,661,000 100.0 $780,229,000 100.0




The orientation of the Group’s business in recent years
has been increasingly international. While the percentage
of sales in Sweden has been decreasing, sharp growth
has occurred in the industrialized countries of Western
Europe and in Latin America. The rate of growth in other
parts of the world, taken as a whole, has been more
moderate.

Sweden has achieved a telephone density that is far
higher than that of the major industrial nations, excepting
the U.S.A. As a result, the rate of expansion is relatively
low. The Parent Company’s market for telephone ex-
change equipment and instruments is further limited by
the fact that the Swedish Telecommunications Admini-
stration fills most of its requirements from its own factories.

Expansion of telecommunications in the neighboring
Scandinavian countries is proceeding at a high rate. In
Finland, orders booked from both the national telephone
authority and the local operating companies were higher
than in any previous years. Developments in Norway and
Denmark were also favorable.

The Group’s manufacturing companies in France and
Italy received very large orders within the framework of
long range plans for substantial expansion of the networks
for local, national and international telephone traffic in
the two countries.

The cooperation agreement reached in 1970 with the
Spanish telephone operating company resulted in the first
large orders for automatic telephone exchanges for local
and transit traffic.

The development of business in Eastern Europe, with
few exceptions, did not meet expectations. Modernization
of the telephone networks in most of the countries is
hampered by a scarcity of foreign currencies.

Group operations in Latin America were carried out suc-
cessfully. The Brazilian subsidiary maintained its strong
market position and order bookings were higher than in
any previous year, partly due to large contracts for equip-
ment to handle local and long distance traffic. In Mexico
substantial orders resulted from the continuing sharp
expansion of telecommunications services. Significant orders
from the authorities in Venezuela and Colombia also
contributed to the high bookings in Latin America.

The high rate of expansion of Australian telephony
which had been under way for several years decreased in
1971. Cuts in appropriations for the Australian telephone
administrations will affect the expansion program and the
local telephone manufacturing companies. Order bookings
by the Group’s subsidiaries were appreciably lower than
a year earlier.

Market development in the Near and Far East was
generally favorable and large orders for telephone ex-

change equipment were received in Saudi Arabia and
Thailand, among other countries. '

The African market for telecommunications material
continues to be limited and growth there is modest.

Competition which is exceptionally stiff for most of the
Group’s products with respect to both price and payment
terms, was responsible for depressed price levels. Japanese
competition, increasingly felt in markets where European
suppliers have traditionally met telephone requirements, is
not the least factor in this regard. The problem was
particularly sensitive for the Parent Company which, to a
higher degree, must cultivate new markets in order to
replace production lost to the Swedish factories as a result
of increased manufacturing in subsidiaries within the older
foreign markets.

Despite these factors and the sharply higher deliveries
during the year, the order backlog rose to a new high,
$852,196,000, compared with $750,759,000 a year earlier.

Sales

The large-scale expansion of factories that has taken
place during recent years resulted in improved delivery
capacity. Sales thus increased significantly, exceeding those
of the preceding year by 19 percent.

The geographic distribution of sales in principal markets
was as follows:

1971 % 1970 %
Sweden §182,214,000 23.3 $178,692,000 27.2
Europe (excluding

Sweden) 330,044,000 42.2 253,131,000 38.5

Latin America

Australia, Asia and
Africa 93,355,000 12.0 71,988,000 11.0

US.A. and Canada 15,937,000 2.0 13,295,000 2.0

$781,524.000 100.0 $656,866,000 100.0

159,974,000 20.5 139,760,000 21.3

Sales to customers in Sweden were unchanged but rose
by no less than 30 percent in other European markets. The
increase in Latin America was 14 percent and in other
parts of the world, 28 percent.

There were no major changes in the distribution of
sales by product groups. Approximately 60 percent of



Ericsson's first computer-controlled (AKE 13)
telephone exchange for wholly automatic switching
of long distance and international traffic was
inaugurated in Rotterdam during the year. The
exchange can handle more than half a million calls
in a 24-hour period.

Picture shows racks mounted with circuit cards
containing miniature components.
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The first installation of an Ericsson-designed new-
generation system for Centralized Traffic Control
(CTC) went into operation in Stockholm's Central
Station in 1971. The system uses computers to
monitor and direct railway traffic in the Greater
Stockholm area.




sales comprised telephone exchanges, subscriber switch-
boards and telephone instruments. The percentage attrib-
utable to cable, wire and network material decreased
slightly, due in part to lower copper prices.

Production and employment

There has been a sharp rise in the Group’s production
capacity in Sweden and abroad in order to handle the large
increases in the order backlog during 1968 and 1969 and in
expectation of continuing large increases in the rate of
customer purchases. Capital expenditures for property,
plant and equipment thus amounted to $56,683,000 in
1970 and to $83,630,000 in 1971 after having averaged
$30,980,000 annually during the preceding five-year period.
Production facilities completed by the Group during the
year, including two large plants in Finland and Mexico,
added 1,800,000 sq. ft. of factory and warehouse space,
an increase of 20 percent.

The increase in production capacity during 1969 and
1970 coincided with a high rate of general economic activity
which hampered the recruitment of manpower, particularly
in the Swedish and Australian factories. Toward year-end
1970 and during 1971, the economy weakened, with an
accompanying reduction of pressure on the labor market.
Recruiting became easier and personnel turnover declined.
The availability of components, which had caused serious
problems during the shortages which had prevailed in
previous years, also returned to normal. The large build-up
of inventories in various stages of production came to an
end and better balance was achieved between manu-
facturing and goods tied up in production.

The volume of factory shipments rose 30 percent during
1971, compared with 1970. Very large increases were
achieved in the Swedish, French, Italian and Australian
factories. Capital tied up in raw materials, parts and semi-
finished goods in the factories increased $25,829.000
(1970: $67,576,000) during the year. However, this does
represent a partial return to a better balance between
production and capital invested, even if this balance was
not fully attained.

Employment rates in the Group factories were satis-
factory and operations were carried out largely without
serious disturbances. The telephone factory in Australia
was hit by a strike during the middle of the year and
production was halted for about three weeks. Unrest in
the Italian labor market intermittently affected production
at FATME in Rome.

The number of factory employees in the Group’s manu-
facturing companies increased by 3,100 to 36,000 during
the year. The increase, 9.5 percent, was wholly attributable
to foreign plants.

The following table shows the number of employees at
year-end 1971 and 1970.

Number of employees
December 31

1971 1970

Sweden 29,160 28,590
Europe (excluding Sweden) 22.870 19,610
Latin America 7,950 7,170
Other countries 3,830 3,830
63,810 59,200

Including employees of the telephone operating com-
panies in Argentina and Peru, totals for the years were
66,860 in 1971 and 61,900 in 1970.

Rationalization measures

Product-oriented work groups have been formed to
intensify and coordinate rationalization activities and the
resources available for this work have been divided between
the design of new production facilities and the improvement
of existing ones.

An important element in the program consists of designs
for special machinery and test equipment to automate
manufacturing processes. This phase is carried out largely
in the Parent Company, which is the largest production
entity within the Group.

Rationalization of relay coil production, which repre-
sents a significant part of the Parent Company’s production,
has produced good results. Various assembly operations
have been combined in the automatic machinery and
wholly automatic winding machines manufactured by the
Company have been placed in service. At the same time,
simplification in coil design has made it possible to reduce
the number of work operations and thereby introduce a
new production method.

The larger volumes of mechanical parts have made it
economically feasible to produce an increasing number of
them with advanced hard-metal dies, a development that
has speeded up production and reduced tool wear.



New production equipment for the manufacture of high-
precision printed circuit boards was installed during the
year to meet the new demands imposed in production of
printed circuits.

Many projects designed to rationalize production are
under way in the foreign factories. Good results have been
obtained through the systematic training of employees in
accordance with methods developed in Swedish plants.
The range of “training packages” is being broadened
continuously, along with comprehensive training of engi-
neers and foremen to strengthen the production organiza-
tion over the long term.

Group earnings

Sales and manufacturing costs

Sales in 1971 amounted to $781,524,000, compared with
$656,866,000 a year earlier, while manufacturing costs in
1971 were $430,064,000 as against $345,862 in the pre-
ceding year, providing a margin of 45.0 percent in 1971,
compared with 47.3 percent in 1970.

During most of the Sixties it was possible to offset most
of the wage increases in the Swedish factories through
intensive rationalization and other cost reduction measures.
Toward the end of the decade, and particularly during the
past two years, wage increases were so high that it became
more and more difficult to control their cost-raising effect.
The most recent collective labor agreement meant an
increase of 13 percent in wage costs in the Swedish fac-
tories. Manufacturing expenses, which consist largely of
wages, paralleled this trend.

Since about 60 percent of Group production still occurs
in Swedish plants, consolidated earnings are strongly
affected by the increase in production costs in Sweden.

Another cost-raising factor was the necessity to rapidly
expand production capacity in the Parent Company and
several of the large foreign subsidiaries. This need was
particularly striking in France, Italy, Norway and Australia
and required extraordinary appropriations to train a large
number of new employees and to cover start-up and related
expenses in new production units. An accelerated program
of this type is extremely demanding in terms of cost.

These circumstances, and the fact that sales prices were
largely unchanged during the year, were responsible for
the lower margin of sales over production costs in 1971.
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Other revenues

Dividends, interest and other income, as shown in the
table below, amounted to $26,659,000, an increase of
$2,787,000 over comparable revenues in 1970.

1971 1970
Dividends $ 1,171,000 S 991,000
Interest 20,552,000 19,424,000
Other 4,936,000 3,457,000
Total $26,659,000 $23,872,000

Expenses

Selling, technical development and general administra-
tive expenses increased from $189,195,000 in 1970 to
$220,247,000 in 1971. The rate of increase, 16.4 percent,
was slightly higher than the 16.0 percent recorded in the
preceding year and is substantially attributable to higher
wage costs and continued heavy investments in technical
development.

Depreciation

Depreciation of property, plant and equipment in 1971
amounted to $26,651,000 (1970: $22,740,000). In addi-
tion, the sum of $8,158,000 was charged to the reserves for
future investments for accelerated depreciation of fixed
assets acquired during the year.

Interest expense

Interest charges totaled $25,219,000. The excess of
interest expense over interest income increased by
$6,853,000 during the year.

Foreign exchange losses

Following a period of serious disturbances—including
floating exchange rates—in the international currency
markets, the leading industrial countries agreed at the end
of December to introduce new parity exchange rates.



Soldering of relay racks in Ericsson's factory at Kuala Lumpur, Malaysia. The plant,
inaugurated in March 1971, produces primarily automatic telephone exchanges.

During the year Ericsson produced its millionth crossbar relay manufactured in Sweden.
Nils Palmgren, 84 (left), who helped design the original crossbar, is shown

receiving a replica of the historic unit during ceremonies at the Headquarters plant as
Director General Bertil Bjurel of the Swedish Telecommunications Administration (right)
and Dr. Christian Jacobzsus, LME's executive vice president in charge of research,
(center) look on.




These rates, which permit deviations of plus or minus
2.25 percent, represent devaluations of the U.S. dollar, in
varying amounts, in relation to the currencies of Japan
and the Western European countries. The dollar rate rela-
tive to the Swedish crown decreased from 5.17 to 4.81.
However, the foreign exchange market continues highly
unsettled.

Since the Parent Company has substantial dollar re-
ceivables, the change in exchange rates affected earnings
for the year. The subsidiaries in Latin America also
suffered substantial foreign exchange losses, partly as the
result of continuing internal devaluations in such countries
as Brazil and Argentina and partly because of the close
link between these countries’ currencies and the dollar.

In view of the size of the foreign exchange losses,
$6,874,000 (1970: $£1,984,000), and the fact that they
were to a substantial degree due to extraordinary con-
ditions, they are shown as a special item in the income
statements. Further information on the method applied
in determining these losses appears in Note 4 of the notes
to the financial statements.

Income before special adjustments and taxes

Group income in 1971 before special adjustments and
taxes amounted to $99,128,000, or 12.7 percent of sales,
compared with $103,719,000 or 15.8 percent of sales, a year
earlier. The decrease in income is entirely attributable to
the increase in foreign exchange losses noted above.

Special adjustments

In accordance with tax regulations in Sweden and other
Scandinavian countries, allocations to inventory reserves
and reserves for future investments, among others, are
deductible for tax purposes. As a result, reported net
income is affected by adjustments that are not related
to operations. Such special adjustments in 1971 amounted
to $33,408,000 (1970: $29,509,000).

Reported net income

After provision for taxes in the amount of $30,068,000
(1970: $34,157,000) and deduction of $8,146,000 (1970:
$ 3,654,000) representing minority interests in earnings,
reported net income for the Group was $27,506,000, in
1971, compared with $36,399,000 in 1970. The decrease
was due to the fact that special adjustments were made in
larger amounts than in the preceding year and to an
increase in minority interests in earnings. This increase
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resulted partly from the favorable development of earnings
in subsidiaries with substantial minority ownership and
partly from the sale to the public during the year of 26
percent of the shares in the formerly wholly owned Bra-
zilian subsidiary.

Adjusted net income

If the Group’s reported net income, $27,506,000 (1970:
$36,399,000), is increased on the one hand by the special
adjustments mentioned and reduced on the other hand by
the income taxes which would have been paid if the special
adjustments had not been made, adjusted net income of
the Group in 1971 would amount to $41,119,000 (1970:
$50,614,000), equal to $3.34 per share (1970: $4.11) on
the 12,304,094 shares outstanding in both years. Minority
interests are excluded in determining adjusted net income.

In accordance with previously applied accounting princi-
ples, dividends for 1970 from the majority owned telephone
operating companies in Argentina and Peru, and from the
associated companies, are included in Group net income.
The Group’s share of 1971 net income of these companies,
on the other hand, is not included. The same principles
have been followed in calculating adjusted net income.

Research and development

Research and development in telecommunications is
currently characterized by very large investments in the
field of switching technique. Intensive work is under way
on the part of telecommunications administrations and
manufacturers to evaluate the optimum technical and
economic qualities for automatic telephone exchange
systems of the future. This activity is affected both by the
introduction of computer control to handle the switching
processes and by the increased use of digital transmission
systems in telephone networks. It is likely that a number
of different solutions will be offered and tested during
the first half of the Seventies but that the choice of systems
will not occur until later.

Technical development work within the Ericsson Group
has increased steadily and during the past decade has
required a larger share of expanding resources than was
the case earlier. The number of Parent Company employees
involved in such work more than doubled during this
period. Substantial additional space has been provided for
technical offices and laboratories. Paralleling these trends,
the subsidiaries have also been equipped with substantially
increased technical resources.



viultiple-machine system for winding relay coils in the Group's factory at Eu, France, Processing of semiconductors in the new section of AB
>perated by the French subsidiary, Société Frangaise des Téléphones Ericsson. Rifa's Bollmora plant, completed during the year.

A

A ruby laser is used to develop new welding methods in the
manufacture of mechanical components.

My
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Keyboard being assembled on a teleprinter being manufactur-
ed at GNT AUTOMATIC A/S in Copenhagen, an associated
company.
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The “systems approach” has become increasingly
important in development work. This activity, which in-
volves the basic studies preceding the actual preparation of
designs, includes working out the specifications for the
functions to be performed and the main outlines indicating
how these specifications can be realized mechanically,
electrically or in terms of programming. The systems
approach also involves adapting various parts of a design
to accommodate economic factors and the demand for
compatibility with existing equipment. The explanation
for the growing importance of the systems approach lies
in the greater complexity of telecommunications equipment
and in the increased emphasis on manufacturing econo-
mies, operating dependability and ease of maintenance.

ELLEMTEL, the company jointly owned with the
Swedish Telecommunications Administration, is an im-
portant factor in the field of research and development.
Through this organization, in which highly advanced
technical know-how has been concentrated, conditions
have been created for developing new switching system
designs incorporating both operating company and manu-
facturing viewpoints. The Group’s French subsidiary and
CIT-ALCATEL are engaged in a similar joint venture,
CITEREL.

Ericsson’s computer-controlled telephone exchange in-
tended for wholly automatic routeing of international and
transit traffic was inaugurated at year-end in Rotterdam.
The event marked a significant step in the development of
telephony and Ericsson is today the only manufacturer in
the world that has a computer-controlled transit exchange
in service. When fully expanded, this type of exchange uses
no fewer than 16 large computers which operate in pairs,
distributing the load among them.

Final deliveries of equipment for the computer-controlled
telephone exchange in Paris were made during the year and
work on program organization and design is proceeding.
The exchange is expected to be placed in service during
the current year. CITEREL has also begun the basic
system work for a new type of computer-controlled local
exchange for the French telephone network.

After several years’ work, the French subsidiary’s de-
velopment of a computer-controlled subscriber switch-
board with a very high capacity reached the point where an
initial exchange was installed in the company’s head
office at Colombes. It will go into service during the first
half of 1972.

Design work in the Parent Company’s telephone ex-
change division during the year was very largely oriented
toward modifying the computer-controlled systems to
meet requirements in various markets. Work continued on
the introduction of electronic register processors—a type
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of miniature computer—in crossbar systems. The objective
is to provide the latter with traffic potentials equivalent to
those of computer-controlled systems.

Design work on a new electronically controlled rural
exchange system was completed during the year and modi-
fication of the system, primarily for the Latin American
markets, is under way. The basic development work was
a cooperative effort of the Parent Company and the
Norwegian subsidiary, Elektrisk Bureau, in Oslo.

The introduction of advanced electronic elements with
complex integrated circuits has imposed new demands on
the mechanical construction of telephone exchange systems.
A new construction method with very good technical
characteristics was developed during the year. New types
of miniaturized relays designed for use with electronic
equipment also went into production.

L M Ericsson Pty. Ltd., in Melbourne, placed in opera-
tion a new type of subscriber switchboard designed for
very large installations. The new system was designed
especially for the Australian telephone administration.

System and instrument development work continued in
the field of picture telephony. Field tests during the year
demonstrated, in particular, the system’s potential for
transmitting text and pictures with good legibility. The
first transatlantic picture telephone conversation trans-
mitted via satellite occurred during the year with prototype
instruments developed by the Parent Company.

The first carrier frequency terminal equipment for a
system with a capacity of 10,800 telephone channels over
a single pair of coaxial cables was delivered to the Swedish
Telecommunications Administration during the year.
The equipment was the first of its type in the world to be
delivered for commercial use.

Development of a pulse code modulation (PCM) multi-
plex system was completed by the Parent Company. Tests
of installed systems showed very good results.

Marketing of new mobile radio equipment developed by
Svenska Radio AB, a Group subsidiary, commenced
during the year. The new equipment requires substantially
less space than earlier models and its technical specifica-
tions have been modified to meet conditions in various
export markets.

In the Parent Company’s MI Division, development
work got under way on radar systems for the pursuit
version of the “Viggen” military aircraft.

A system for computer-controlled handling of railway
traffic, developed in cooperation with the Swedish State
Railways, was placed in service during the fall. The system,
which is the first of its type, permits remote control of
train operations within the Greater Stockholm area.

A data communications system for Skandinaviska
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Total 1,184,150 361,470

TELEX EXCHANGES (included in the above list)

Terminal exchanges: 1
Transit exchanges:

£

Total number of telephone lines cut into service during
1971:

Local exchanges: 1,535,270
Transit exchanges: 98,660

Total number of LME lines in service:

Local and terminal exchanges: 13,966,530
Transit exchanges: 590,370

Enskilda Banken is in process of installation. When fully
completed, it will link the bank’s network of approximately
400 offices.

AB Rifa, a subsidiary, was allocated increased funds for
development work in the field of integrated circuits. Several
monolithic microcircuits, including a special relay circuit,
were developed and manufactured on a pilot scale. Series
production of hybrid microcircuits, for such uses as micro-
phone amplifiers and modulators in carrier frequency
systems, started during the year.

At Sieverts Kabelverk, work continued on the further
development of SINIPAL, the nickel-plated aluminum
conductor. Field tests of various types of applications were
positive.

Development work is continuing on new types of power
cable for 10 KV transmission and on high voltage cables
insulated with “Sikaten,” a cross-linked polyethylene.

The Parent Company’s telephone cable division de-
veloped a method of arranging wires in a telephone cable
in such a way that substantially lower imbalance occurs
during production, with a consequent reduction in “cross
talk™ when the cable is in use. Production of local cables
in the new form got under way during the current year.

Qutlook for 1972

General business conditions in many of the Group’s
markets are at present characterized by weak economic
growth coupled with sharp cost increases. With some
exceptions, however, investments in telecommunications
networks appear to be continuing at a high rate. In the
private sector, lower capital expenditure commitments may
affect demand for telecommunications material used pri-
marily in industry and commerce, as well as the demand
for wire and cable related to investments in the construc-
tion industry. However, since the public sector of the tele-
communications market is the dominant one in the Group’s
operations, order bookings during the current year should
not be lower than during 1971.

The backlog of orders on hand means that employment
in Group plants is largely assured for 1972 but certain
disparities can create problems in individual factories or
in some subsidiaries.
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The radar and display equipment for Sweden's advanced
J 37 »Viggen» fighter aircraft was produced by Ericsson. The
first series-produced plane of this type was delivered in June.

At Sieverts Kabelverk the new conductor material,
SINIPAL, is tested by connecting it to all types of contacts.
SINIPAL is a nickelplated aluminum wire which can replace
copper as a conductor in many applications.
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A sales increase close to the average increase in recent
years appears most probable in 1972.

Foreign exchange problems and persistently rising costs
in many countries, not least of all Sweden, make a meaning-
ful forecast of earnings very uncertain.

Capital expenditures

Investments during the year amounted to $33,796,000
(1970: $20,783,000) for property and $49,834,000 (1970:
$35,900,000) for plant and equipment, or a total of
$83,630,000 (1970: $56,683,000). Capital expenditures
were higher than in any previous year, with more than
half of the total allocated to the foreign sector of the Group.

The large factory and office building at Jorvas, near
Helsinki, was completed during the year and inaugurated
in February, 1972 with the president of Finland as guest
of honor.

In Mexico, the new factory and office complex at Tlal-
nepantla, outside Mexico City, was completed and oc-
cupancy got under way at year-end.

Capital expenditures for the current year are expected to
total approximately $83,000,000, of which slightly more
than 50 percent will be in the foreign sector of the Group
where projects under way or decided on include plant
expansions in France, Italy, Norway and Spain.

Financing

The Group’s liquidity was affected by the current
expansion program which required substantial sums for
capital investments, long-term customer credits and in-
creases in inventories.

In Sweden, the Parent Company issued 7% percent
bonds in the amount of 75 million Swedish kronor and
borrowed 80 million Swedish kronor from AB Svensk
Exportkredit during the year. Bank loans in the amounts
of 40 million Swiss francs and 25 million Deutsche mark
were negotiated outside Sweden.

To further strengthen liquidity in expectation of large
capital requirements, the Parent Company early in 1972
issued additional bonds in the amount of 75 million
Swedish kronor at 7 1} percent and negotiated a long-term

loan of 100 million Deutsche mark at 6 3/ percent, with
25 million DM of this loan being used to retire the 25
million DM borrowing noted above.

Changes within the Group

ASEA, the large Swedish manufacturer of power equip-
ment, and L M Ericsson formed a jointly owned company,
ASEA LME Automation AB, during the year. The com-
pany, in which ASEA owns a 60 percent interest and
Ericsson 40 percent, is in the fields of computer-based
process and production control systems for industry, and
materials handling.

The merger of the two companies’ operations in these
fields is designed to strengthen their competitive force and
meet customer requirements more effectively in Sweden
and export markets.

During the year the sale of 49 percent of the shares of the
Spanish subsidiary, Compafiia Espafiola Ericsson, S.A.
to Compaiiia Telefonica Nacional de Espaila was com-
pleted. At the same time the name of the subsidiary was
changed to Industrias de Telecomunicacién, S.A. (Intelsa).

The new stock issue of 20 million cruzeiros in Ericsson
do Brasil Comércio e Industria S.A. (EDB), most of which
was subscribed for by the Brazilian public, resulted in a
reduction to 74 percent of the Parent Company’s interest
in EDB.

Shares with a par value of 5.25 million pesos in the
Mexican subsidiary Teleindustria S.A. were sold to
Mexican interests, leaving the Parent Company with 94
percent of the shares. The sale was in accordance with
previous agreements and with Group policy of making
it possible, wherever appropriate, for domestic investors
to participate in Group operations. Coincident with this
transaction, the shares in the Mexican real estate company
Inmobiliaria Securitas, S.A. de C.V. were transferred from
the Parent Company to Teleindustria S.A.

Activities in India previously handled through a branch
office were transferred to a newly formed company,
Ericsson India Limited, with a capital stock of one million
rupees, 74 percent subscribed for by the Parent Company.

The capital stocks of a number of subsidiary companies
were increased during the year through stock dividends
and new issues, as indicated in the following table, without
affecting the Group’s percentage holdings in the respective
companies except, as noted above, in the cases of the
subsidiaries in Brazil and Mexico.
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Par value Increase Par value
of holding during of holding
12/31/70 1971 12/31/71

In thousands

Sweden
L M Ericsson Instruktions-

teknik AB S.Kr. 100 100 200
AB Rifa S.Kr. 8,000 8,000 16,000

Europe (excluding Sweden)

Oy L M Ericsson Ab FM 12,500 1,875 14,375
Swedish Ericsson Telecommuni-

cations Ltd. £ stg 100 250 350
L M Ericsson Ltd. £ stg 50 50 100
Ericsson AG Sfrs 500 1,000 1,500
Ericsson Centrum GmbH DM 1,000 1,000 2,000
Thorsman & Co. GmbH DM 5 15 20
United States
Ericsson Centrum, Inc. USS$ 200 200 400
Latin America
Cia Argentina de Teléfonos S.A. Arg.P. 14,496 3,640 18,136
Cia Entrerriana de Teléfonos S.A. Arg.P. 4,925 988 5,913
Cia Ericsson S.A.C.I. Arg.P. 1,000 250 1,250
Industrias Eléctricas de Quilmes

S.A. Arg.P. 8,000 4,000 12,000
Ericsson do Brasil Comércio e

Industria S.A. Cruz. 60,000 11,195 71,195
Teleindustria S.A. Mex.P, 35,000 49,750 84,750
Telemontaje S.A. de C.V. Mex.P. 3,000 2,500 5,500
Cia Ericsson S.A. Urug.P. 18,000 5,000 23,000
Other countries
Telecommunication Manufacturers

SDN BHD Ms 800 200 1,000
A.E.E. Capacitors Pty. Ltd. AS 700 500 1,200

Parent Company

Total revenues of the Parent Company amounted to
$399,651,000 in 1971, compared with $334,198,000 in the
preceding year. Revenues from invoiced goods and services
accounted for $365,877,000 (1970: $304,157,000),
which $263,825,000 (1970: $203,023,000) was delivered in

export markets, and revenues from other sources amounted
to 833,774,000 (1970: $30,041,000) as shown below:

1971 1970

Dividends $ 8,884,000 $ 8,781,000
Interest 19,337,000 16,790,000
Other 5,553,000 4,470,000
$33,774,000 $30,041,000

During the year $831,600 was transferred to the account
shown in the balance sheet as “Investment in Technical
Development Projects,” which covers part of the develop-
ment costs mcurred for very long-term projects.

Depreciation of property, plant and equipment amounted
to $10,093,000 (1970: $8,575,000). In addition, acquisi-
tions during the year were depreciated by $3,967.000
(1970: $ 4,990,000) through charges against the reserve for
future investments.

A net amount of $9,248,000 (1970: $6,118,000) was
allocated to the special reserve for accounts receivable and
$17,443,000 (1970: $14,657,000) was transferred to the
special inventory reserve.

After total special adjustments in the amount of
$26,691,000 (1970: $24,933,000, including a transfer of
$4,158,000 to the general reserve) and provision for in-
come taxes in the amount of $5,821,000(1970: $15,176,000),
reported net income of the Parent Company in 1971 was
$18,816.000, compared with $18,904,000 in 1970.

The sum of $9,356,000 was transferred to a reserve for
inventory investments from the reserve for future invest-
ments.

Reference is made to the accompanying income state-
ments and balance sheets of the Group and the Parent
Company, which together with the notes and supplement-
ary information on pages 30—32, form an integral part of
the Annual Report.

Proposed disposition of unappropriated earnings of the Parent Company

As shown in the statement on page 24, the sum of $27,988,000, exclusive of a
general reserve of $20,239,000, is available for disposition by the stockholders at
the Annual Meeting to be held May 29, 1972.

The Board of Directors and the President propose that the above amount be dis-

tributed as follows:

To the stockholders Swedish kronor 5.50 per

share against coupon No. 45
To the special legal reserve .
To be retained in the bu