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Annual General Meeting

The Annual General Meeting will be held in the Berwald Hall, Stranduvdgen 69,
Stockholm, at 5.00 p.m. Tuesday, May 19, 1987. For further information see page 52.
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Favorable trend of profitability

The downtrend in earnings since 1983 was reversed during 1986. The
improvement in operating results and the reduction in working capital
occurred gradually during the year, indicating that profitability has turned
upward.

Improvement in equity ratio and cash flow

Cash flow improved markedly, reducing the need for external borrowing.
The equity ratio improved from 26.5 to 30.5 during 1986.

AXE exchange placed in service by British Telecom

The first AXE local telephone exchange delivered to British Telecom was
placed in service. The original contract for 400,000 lines of equipment was
increased. At year-end, British Telecom had ordered a total of 790,000 lines.

Continued success for mobile telephony in the U.S.

Fifteen more mobile telephone systems were delivered to customers in the
U.S. Ericsson now has 35 percent of the U.S. market not served by tele-
phone operating companies.

Increased investment in R&D

Ericsson’s total costs for research and development increased to Skr 3,117
million in 1986, equal to 9.9 percent of sales, compared with 8.6 percent
in 1985.

1986 1985 Change,
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Highlights

Skr m. Skr m. percent

Net sales 31,644 32,496 -3
Order bookings 32,794 33,812 -3
Order backlog at year-end 23,625 23,055 2
Income before appropriations and taxes 911 878 4
Net income per share after taxes paid, Skr  14.96 12.62 19
Net income per share after paid and

estimated deferred taxes on appro-

priations, Skr 17.21 15.156 14
Dividend per share, Skr* 9.00 9.00 -

*For 1986, proposed by the Board of Directors



Ericsson in Brief

Ericsson is one of the world’s leading suppliers of systems and services
for the handling and transmission of voice, data, image and text in pub-
lic and private communications networks. Ericsson also supplies advan-
ced electronic defense systems.

Telefonaktiebolaget LM Ericsson, the Parent Company, is based in
Stockholm, where Ericsson’s corporate headquarters are located.

Ericsson, established in 1876, today has approximately 200 subsidiaries
in more than 100 countries.

Ericsson has 72,500 employees, of whom half are located in Sweden.

Ericsson’s operations are organized in seven Business Areas: Public Tele-
communications, Information Systems, Cables, Defense Systems, Radio
Communications, Network Engineering and Construction and Compo-
nents.

Telefonaktiebolaget LM Ericsson’s share capital amounts to Skr 1,908
million, represented by 38,162,382 shares, each with a par value of Skr
50. Approximately 43 percent of the shares are owned outside Sweden.

Research and development is a priority sector. In 1986, an amount equal
to 9.9 percent of Ericsson’s sales was allocated for R&D.

Operations are concentrated in areas where Ericsson can achieve large
market shares. In each of its markets, Ericsson operates as a domestic
company, often with local production and local development work.

Ericsson is known for its broad international experience, high level of
technical expertise and advanced systems-oriented development pro-
grams.

Sales in 1986 amounted to Skr 31,644 million.

Geographic distribution of sales %

Public Telecommunications 22.1(20.0) Sweden

9.9(9.9) US.A. andCanada

Defense Systems

10.4 (13.1) Latin America

Radio Communications

4.7(5.1) Australia, New Zealand

Network Engineering
and Construction

/ ‘ .

and Oceania

426 (37.5) Europe, excl. Sweden

Information Systems

3.2(4.3) The Middle East

Components

1.9(21) Africa

Other Operations

52(80) Asia, excl. The Middle East




Net sales/Order bookings Skr m.
35,000

Income before appropriations
and taxes Skrm.

2,100

30,000 BIERE=E
B =

25,000 - Net sales
-
20,000 ==

] Order
15,000 bookings
10,000 |

5,000

82 83 &84 8 86

Sales and order bookings declined 3 percent during
1986. Excluding divestments and the decline in the
U.S. dollar exchange rate, sales by comparable units
rose 6 percent, and order bookings 6 percent. The
average annual rate of growth in sales and order book-
ings during the past five years was 13 and 10 percent,
respectively.
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The declining trend of profits since 1983 was halted in
1986. Income was 4 percent higher than in 1985,
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As a result of improved income in 1986 and a lower
tax rate for the year, profit per share after taxes paid
increased 19 percent compared with 1985.
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Return on equity increased from 6.1 percent in 1985
to 6.9 percent in 1986. Return on capital employed
increased from 11.3 percent to 13.1 percent in the
same period.

Cash flow before external financing Skr m. Equity ratio %
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The negative cash flow of recent years was reversed
to a positive flow of Skr 2.8 billion in 1986.

As a result of the reduction in tied-up capital and, con-
sequently lower borrowing, the equity ratio (including
50 percent of untaxed reserves) rose from 26.6 per-
cent in 1985 to 30.5 percent in 1986.
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tinued to rise during 1986. The use of communications systems that

handle both voice and data is expanding. Development of public
telecom networks is being spurred by the opportunities the new technology
offers to provide increased service to private customers, public institutions
and industrial companies.

System approaches are becoming more important than individual
products. Possibilities for expansion are increasingly decisive factors for
customers’ long-term investments in systems. We are favored by this trend,
and we are continuing to build on our solid systems know-how.

Ericsson’s production will gradually be concentrated on strategically
important technologies where satisfactory volume and profitability can be
maintained. For some time now, production has consisted more of assembly
operations than of manufacturing in the traditional sense. In the future,
less capital will be tied up in inventory, machinery and buildings.

Digitalization of systems, greater use of fiber optics and the develop-
ment of components, combined with increasing demands for advanced com-
munications facilities, have resulted in structural change within the indus-
try. Most companies have had to make rapid major adjustments to the new
reality. Ericsson is no exception in this respect. We have had to actively
change direction, and we have made changes in our organization. The
action programs introduced in 1985 and 1986 will continue as planned and
will achieve their full impact in 1989.

Mergers and cooperation agreements have become increasingly com-
mon in the telecommunications and data processing industry. Large vol-
umes are important in order to develop systems and products that are com-
petitive over the long term. Only a few companies have tested systems that
permit further development in line with the changes in demand that are
now taking place.

Ericsson is strong enough to be able to continue as an independent
company with its own core products. We shall become even better in areas
where we have our real strengths. At the same time, we must realize that we
cannot do everything ourselves. Through cooperation in various areas, we
are achieving efficiency and the volumes of business required to support
continued development work. The agreements we have made in the fields of
bank terminal and mobile telephony systems are examples. We are assuring
our long-term competitiveness by concentrating and developing our own
expertise in strategically important areas.

The past two years have required major efforts, but Ericsson has also
attained a higher degree of stability and our future direction is completely
clear. The changes ahead in technology will be great, however. As a result,
we must expect a continuing decline in the number of employees engaged in
production.

Based on the structural changes already made and those that are
planned within Ericsson, and on the strategy we are now following, I am
cautiously optimistic about the trend of profitability in 1987. The gradual
improvement achieved during 1986 should continue.

T he rate of change within the entire communications industry con-

/ e

Bjiérn Svedberg
President
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Trend of the economy

Changes in the price of oil and other raw materials, combined with the
declining rate of exchange for the U.S. dollar, affected the development of
the world economy during 1986. In Europe, the cost increase has leveled off
and the inflation rate is low in most countries.

The United States’ foreign debt has risen sharply as a result of high
import-based consumption. This has caused relatively strong intervention
in financial and trade policy, with the objective of restraining consumption
and increasing exports. There are increasing demands for balance in foreign
trade and for foreign manufacturers to establish production in the U.S.

Within Europe, these restraints are likely to lead to increased competi-
tion, from America as well as from Japan and other countries that want to
compensate for reduced demand in the U.S.

In most countries that are producers of raw materials in the Middle
East, Latin America and Southeast Asia, the trend of prices has resulted in
sharply reduced investments. But countries with substantial mass produc-
tion, such as Taiwan, the Republic of Korea and Hong Kong, continue to
have strong economies and large trade surpiuses.

Japan has benefitted from low oil prices but has simultaneously been
hit relatively hard by the rising rate of exchange of the yen against the U.S.
dollar. Apart from its activities in Europe, Japan is now strengthening its
grip on nearby markets through substantial investments in Southeast Asia
and Oceania.

Ericsson and the economy

Ericsson is concentrating its operations to strengthen its positions in the
fastest-growing market areas: the United States, Europe and certain coun-
tries in Latin America and Southeast Asia. Activities in other areas are de-
signed to maintain market shares already achieved. Ericsson has the advan-
tage of a stable presence in many countries that require regular investments
to expand and modernize their telecommunications networks.

Ericsson is affected relatively little by short-term fluctuations in the
economy. This is due primarily to the make-up of the Company’s custo-
mers. Telecommunications administrations plan long-term, which has a sta-
bilizing effect. A broad product program and geographically widespread
operations are other contributing factors.

Reduced capital expenditures in traditionally important Ericsson mar-
kets in the Middle East, Southeast Asia and a large part of Latin America
resulted in lower order bookings in 1986, however. This trend was offset
only in part by good growth in Europe, where Ericsson strengthened its
market positions during 1986.

The rate of growth in the People’s Republic of China has been lower
than expected. In Malaysia and Indonesia, weakened economies caused
reduced demand for both fixed and mobile telephone systems. Contracts
received in Thailand will be filled over a longer period than was planned
earlier.

In Latin America, Mexico, where Ericsson has a very strong position,
has a comprehensive investment program. In Venezuela, Ericsson, together
with two other companies, will supply equipment in connection with the
expansion of the country’s telecommunications network. Ericsson’s opera-
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tions in Latin America have declined in recent years and, as a result, the
Company is less exposed to currency risks.

AXE being developed for the world’s most demanding markets

The British market is growing rapidly. The strategically very important
business for which Ericsson signed an agreement there in 1985 has devel-
oped well. The first systems have been installed and taken over by British
Telecom. Ericsson established a strong market position in Great Britain
during the year.

The United States accounts for 40 percent of the world market for pub-
lic telecommunications. Here, one finds a wide range of services, high exper-
tise, and customers who continuously demand new facilities. Ericsson is
working aggressively to increase its presence in the North American market.

The analysis and evaluation of the AXE system by Bellcore (Bell Com-
munications Research), the research organization of the Bell operating
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companies, has proceeded on schedule and the first phase was completed
during 1986. It resulted in orders from NYNEX and US West for field test-
ing of the AXE system in New York and Canon City, Colorado, respect-
ively. During the autumn of 1986 AXE equipment was also delivered to
Southwestern Bell in Dallas and Houston for market tests involving new
services. The evaluation and further development of AXE will thus be
taking place in the world’s most demanding market. The objective is to
obtain between five to ten percent of the market for local exchanges in the
U.S. at the end of the Eighties. The successes achieved during 1986 are also
of great importance for Ericsson’s competitiveness in other markets.

Ericsson leads in mobile telephony

Mobile telecommunication is increasing rapidly, notably in Europe, the
United States and the Far East. Parallel with the introduction of digital
technology, system capacity is increasing, as is the ability to provide voice
coding and more efficient transmission of data. Radio, mobile telephony
and personal paging are now being increasingly used in many companies.

Ericsson, which leads in the development of systems for mobile teleph-
ony, had a 45-percent share of the world market in this field at year-end
1986. The Nordic Mobile Telephone network, the largest in the world with
310,000 subscribers, is largely based on Ericsson technology. During the
year this network was expanded through the introduction of a new system
— NMT 900 — to further increase capacity.

Fifteen new Ericsson mobile telephony systems were placed in service
during the year in the U.S., where Ericsson today accounts for 35 percent of
the market that is not served by U.S. telephone operating companies.

MD 110: the base for information systems

A modular systems concept for private communication facilities has been
built up around Ericsson’s MD 110 subscriber exchange. This exchange
meets all the requirements for integration of various functions.

All data processing and communications equipment in an office can be
connected to a single system. Continuing refinement of the MD 110 is de-
signed to provide systems offering additional services. Special custom-tai-
lored adaptations are available for hospitals, hotels and companies with
various specific requirements.

An advanced communications system for voice and data was placed in
service in San Diego, California during the year. Signals in this system are
transmitted with the aid of optical cable and microwave links. In Stock-
= holm, Ericsson’s larger units are connected in a common MD 110 system
30,000 B s with a capacity of more than 25,000 subscriber lines.

Net sales/Order bookings Skr m.
35,000
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change rate of the U.S. dollar affected sales adversely.
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Sales to external customers, per Business Area

Public Telecommunications 10,316 10,561
Information Systems 9,187 9,986
Cables 3,618 4,225
Defense Systems* 2,795 2,143
Radio Communications* 2,688 2,480
Network Engineering and

Construction 2,201 2,013
Components 788 852
Otheroperations | 51 236
Total 31,644 32,496

* Due to organizational changes, figures for 1985 are not comparable with 1986 figures.
Order bookings decreased 3 percent, from Skr 33,812 m.
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in 1985 to Skr

32,794 m. in 1986. The order backlog at year-end 1986 was Skr 23,625 m.,

against Skr 23,055 m. at the close of 1985.
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Income

Consolidated operating income before appropriations and taxes in 1986 was
Skr 911 m., compared with Skr 878 m. in 1985, an increase of 4 percent.

Operating income after depreciation improved by Skr 477 m., to Skr
2,114 m. in 1986. Income in 1986 included net capital gains of Skr 378 m. on
the sale of shareholdings and fixed assets, compared with capital gains of
Skr 333 m. in 1985.

The improvement in operating income resulted in large part from the
favorable trend of business in the Informations Systems Business Area.

Consolidated net financial expense increased from Skr 952 m. in 1985 to
Skr 1,180 m. in 1986. The increase was wholly attributable to currency and
working capital developments in Mexico during the year.

Ericsson’s share of income, after tax, in associated companies rose to
Skr 181 m. in 1986, compared with Skr 34 m. in the preceding year. The ma-
jority interest in Ficap, the former subsidiary in Brazil, was divested. Ac-
cordingly, Ericsson’s share of income in this company during the latter six-
months of the year is included in ”Equity in earnings (after taxes) of asso-
ciated companies” in the Consolidated Income Statement. Ericsson do
Brasil’s income improved substantially during the year.

Minority interest in income before appropriations and taxes amounted
to Skr 204 m., compared with a net loss of Skr 159 m. a year earlier. The
change was attributable primarily to the fact that ARCO, with its 50-per-
cent holding in Ericsson, Inc., bore half the costs of introducing Ericsson
products in the United States in 1985. Ericsson, Inc. has been wholly owned
by Ericsson since January 1, 1986.

The Public Telecommunications Business Area reported slightly lower
operating income than in 1985. This was due primarily to long-term pro-
grams to develop and adapt the AXE system to the North American and
British markets.

The Information Systems Business Area improved its operating income
and achieved a significant reduction in loss. The comprehensive restructur-
ing program that was begun in 1985 continued in 1986, with good results.

Operating income in the Cables Business Area was lower, following the
sale of the majority interest in Ficap, the Brazilian subsidiary. The lower
demand for optical fiber cable in the United States was also a contributing
factor. The Swedish operations showed a favorable trend of income.

The Defense Systems Business Area reported good operating income.
The improvement was due in part to the transfer of operations from the
Radio Communications Business Area.

The Radio Communications Business Area recorded substantial sales
successes in the North American market, among others. Operating income
of comparable units was higher.

Operating income in the Network Engineering and Construction Busi-
ness Area, which faced a difficult market situation, remained on the level of
the preceding year. Sales increased sharply during the final months of the
year.

Utilization of capacity in the Components Business Area was low due
to weak demand for capacitors and standard components. But operating in-
come was improved compared with the preceding year, due mainly to a
good trend of sales for microcircuits.
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Financing

The consolidated rate of capital turnover improved during the year, from
0.88 to 0.92. The amount of capital tied up in accounts receivable and in-
ventories was reduced sharply.

In December, Ericsson sold accounts receivable amounting to approxi-
mately US$102 m., due from mobile telephony customers in the U.S., to
Sveriges Investeringsbank AB. Accounts receivable as a percentage of sales
decreased from 35 percent at year-end 1985 to 32 percent at the close of
1986. Apart from a temporary buildup in Mexico, inventories were also re-
duced substantially during the year. Calculated as a percentage of sales, in-
ventories declined from 32 percent in 1985 to 30 percent at the end of 1986.

During the year, Ericsson, in association with four international banks,
established a Euro Commercial Paper program that makes it possible to
issue up to US$100 m. in short-term notes in the European capital market.

11
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The object was to replace, and reduce the cost of, existing short-term bor-
rowing. To take advantage of low interest rates on medium-term debt,
Ericsson also raised a five-year, US$100 m. Eurobond loan at fixed interest
of 8 percent. The funds were used to repay existing short-term borrowings.

Ericsson’s cash flow improved substantially during the year. As a re-
sult, external borrowing was reduced and the consolidated equity ratio rose.
Stockholders’ equity was increased by Skr 181 m. through early redemption
of a convertible debenture loan issued in 1981, and this also had a favorable
impact on the equity ratio. This ratio, calculated as total stockholders’
equity plus 50 percent of untaxed reserves plus minority interest in stock-
holders’ equity, as a percentage of total assets, improved from 26.5 percent
in 1985 to 30.5 percent in 1986.

During the year the Parent Company divested its majority holding of
voting rights in the subsidiary AB LM Ericsson Finans. The finance com-
pany will continue to be used to finance sales of Ericsson products.

Research and development

Ericsson’s total costs for research and development in 1986 amounted to
Skr 3,117 m., equal to 9.9 percent of sales, compared with Skr 2,798 m., or
8.6 percent, in the preceding year.

Capital expenditures

Total investments in property, plant and equipment in 1986 amounted to
Skr 1,643 m., as against Skr 2,677 m. in 1985.

Personnel
December 31
Number of employees 1986 1985
Sweden
Parent Company 15,310 16,876
Other companies 23,249 23,296
38,559 40,172
Europe (excluding Sweden) 19,633 20,423
North America 2,690 2,894
Latin America 8,702 11,386
Other countries 2,991 3,284
Total 72,575 78,159

At year-end 1986, 72,575 persons were employed within Ericsson, a de-
crease of 5,584 from the preceding year. Of this decrease, 3,143 employees
were in operations divested during the year.

Wages, salaries and social costs amounted to Skr 8,355 m. Sales per em-
ployee were equal to Skr 436,000, compared with Skr 416,000 a year earlier.
Supplementary information on the average number of employees and on
salaries, wages and other remuneration appears in a note to the financial
statements.

The ongoing program of structural adaptation, which involves, among
other measures, reducing the number of jobs by 4,800 — including 2,800 in
Sweden — will be completed during 1987.
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Significant changes within Ericsson

During the year the Parent Company sold 15.6 percent of its shareholding
in the Italian subsidiary, Setemer S.p.A. Following this sale, Ericsson’s
holding in the company is 71.2 percent.

Ten percent of the Parent Company’s holding of shares of Ericsson do
Brasil Comércio e Indastria S.A. were sold, following which Ericsson holds
54.5 percent of the share capital in this company.

The shareholding in AB LM Ericsson Finans was reduced by 25 per-
cent through a sale of shares, while the number of voting rights was reduced
by 99.5 percent.

In June, the Parent Company sold 62.5 percent of the shares of Fios e
Cabos Plasticos do Brasil S.A. (Ficap), retaining a 30-percent interest.

The Parent Company’s 10-percent holding in A/S Elektrisk Bureau in
Norway was sold during the year. Cooperation with respect to the AXE sys-
tem and other products is continuing and is not affected.

13



Board of Directors’ Report

14

The Parent Company’s holding in Teleindastria Ericsson S.A. was re-
duced by 9.7 percent, to 82.7 percent at year-end.

The interest in AB ID-kort was sold.

The holding in Facit S.A. in Brazil was reduced 85 percent through a
sale of shares. The remaining holding amounts to 15 percent.

Proposed disposition of earnings in the Parent Company

In addition to a General reserve of Skr 100 m., the sum of Skr. 737,685,000 is
available for distribution by the stockholders at the Annual General Meet-
ing. The Board of Directors and the President propose that these unappro-
priated earnings be distributed as follows:

To stockholders duly registered on the record date,

a dividend of Skr 9.00 per share, totaling Skr 343,461,000
To be retained in the business Skr 394,224,000
Skr 737,685,000

Stockholm, March, 1987

HANS WERTHEN JAN WALLANDER PETER WALLENBERG
Chairman Deputy Chairman Deputy Chairman

KJELL BRANDSTROM LENNART DAHLSTROM PAUL KVAMME
THOR NORDMYR SVEN OLVING STEN RUDHOLM SVEN AGRUP

BJORN SVEDBERG
President



Consolidated Income Statement
Telefonaktiebolaget LM Ericsson and consolidated subsidiaries

Years ended December 31

Other operating revenues .................... Note 1

Selling, research and development, general
and administrative eXpenses ...
Depreciation ......... Note

Financialincome i ot o Note
Financial eXpenses: .. ... Note

2
Operating income after depreciation ... Note 3
4
4

Income after financial income and expenses .....

Equity in earnings (after taxes) of associated
o) ar) 1) ¢ (o e
Minority interest in income before appropriations
and TAXeR: i e e R e

Income before appropriations and taxes ............

Appropriations to untaxed reserves
Depreciation in excess of standard

AEPYECIATION,  or e R s Note 2
Changes in other untaxed reserves ... Note 5
Minority interest in appropriations ...

Income before taxes S s e

INCOMIE DaRES < e e e st
RIAOTILY INTETERt I BAXES & it imint

ReportednNet INCOMe . .. ittt
Adjusted net income per share .................... Note 6

— afteractual taxes paid ... o amaiiin naai:
— after actual and estimated deferred taxes ...

In millions of kronor
(except per share amounts)

1986 1985 1984
31,644 32,496 29,378
16,665 17,595 16,070
14,979 14,901 13,308

634 695 322
15,613 15,596 13,630
12,366 12,651 10,387

1,133 1,308 1,040

2,114 1,637 2,203

810 1,157 1,062

1,990 2,109 1,976

934 685 1,289

181 34 131

—204 +159 +149

911 878 1,569

=113 —282 =237

+72 +616 —497

+35 +37 +52

—6 +371 — 682

905 1,249 887

384 493 525

+42 +81 +82

563 837 444

14.96 12.62 30.54

17.21 15.15 19.99
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Consolidated Balance Sheet

Telefonaktiebolaget LM Ericsson and consolidated subsidiaries

In millions of kronor

December 31 1986 1985
Assets
Current assets
Cash and short-term cash INVESEMENTS ............c.cooirieeemeenssmssassassassassasios 2,775 3,069
Notes and accounts receivable — trade (less allowance
for doubtful accounts, 236 at December 31, 1986 and
231 at December 31, 1985) .......cccoouuneene... Note 7 9,488 10,616
Inventories (less advance and progress payments, 1,103 at
December 31, 1986 and 1,282 at December 31, 1985) ...t 9,522 10,464
Othercurrent assefs: . ik e s Note 8 2,465 2,211
24,250 26,360
Deposits related to untaxed reserves ... Note 5 174 313
Investments and other noncurrent assets
Notes and accounts receivable — trade ................ Note 7 501 783
Investments in associated companies, at equity ... Note 20 796 625
Otherinvestments . 5 s neen e e e e R S 208 204
@ther noncurrentiassets i e me il T e e Note 10 1,468 1,288
2,973 2,900
Property, plant and equipment ..., Note 11
Cost i i e R b e e e R LR e 12,168 12,672
Accumulated standard depreciation ... 5,874 5,694
6,294 6,978
Revaluation adjustments, net of accumulated standard
depTecIatIOn T e 541 571
6,835 7,549
1986 1985
Assets pledged as collateral 2,121 2,497 ... Notel8
Total assets o il e e S e e e 34,232 37,122



December 31
Liabilities and stockholders’ equity

Current liabilities

Acconntspayable — trada .l e b Tl S
Advanices ITONT COSLOMIETS . ... nomimmmtisn e s o st
ey 1 e B s R o - el SO LN A=l 1= X050 0 20 PR NI 1
SHOTE-TerT DOFTOWINEE .. o oo inrisisiissmaesm emeesbes i emestoemr o Note 12
Current maturities of long-term debt ..., Note 14
Othetcorrent Habilitien ... ...l o i o eritiont Note 13

Long-term liabilities
Debentures (after unrealized gains and losses on foreign

exchange, net, + 28 at December 31, 1986 and +74 at

December 31 1985) 0 v e s o e Note 14
Convertibledebentires ..o cusilo e m i Tt e Note 15
BensioniabiHEeg Mk Lo e L Note 16

Untaxed reserves
Reserve for accounts receivable and intercompany

T o . Al
Inventory reserve ... ;
Reserves for future capital expenditures ..............ooooooocoooovcereesoo.
Accumulated depreciation in excess of standard

dePreciaflion el N lin s s e e e R T Note 11

Minority interest in equity of consolidated subsidiaries ...

Stockholders’ equity ....................... bt ST Note 17
Eagiplistock o Tarstwe et s e e i ) e
Reserves not available for distribution ...
Cumulative translation adjustments ...,

Retained earnings

1986 1985
Contingent liabilities 2,179 A e il o e Note 19
Total liabilities and stockholders’ equity ...

1986 1985
1,941 2,435
2,289 2.277
211 257
2,456 5,918
648 760
5,085 4,684
12,630 16,331
2,780 2,289
—~ 190
3,105 2,741
2,883 3,346
8,768 8,566
985 917
2,007 2,100
358 395
1,439 1,382
4,789 4,794
746 530
1,908 1,848
4,423 3,933
25 38
6,356 5,819
943 1,082
7,299 6,901

34,232 37,122
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Consolidated Statement of Changes

in Financial Position

In millions of kronor

Years ended December 31 1986 1985 1984
Cash at January 1 3,069 3,833 3,026
Cash provided from operations
Net income 563 837 444
Minority interest in net income 127 =l —283
Depreciation 1,133 1,308 1,040
Gains( — )/losses on sale of
property, plant and equipment -85 -74 146
Increase( — )/decrease in bank
deposits related to untaxed
reserves 139 —230 —-16
Appropriations from(—)/to
untaxed reserves 5 —334 734
1,882 1,230 2,065
Translation adjustments not
affecting income statement -19 —147 23
Sale of property, plant and
equipment 1,200 878 361
1,181 731 384
Changes in working capital
(excl. cash)
Notes and accounts receivable —
trade 1,128 296 — 2300
Inventories 942 —774 —2231
Other current assets —254 522 —545
Current liabilities, non interest-
bearing —127 —472 1,669
1,689 —428 — 3,408
Changes in other assets
Additions to property, plant
and equipment —1,643 —-2.677 —2,192
Translation adjustments in
property, plant and equipment 110 169 —45
Investments, net —-175 432 —-79
Other noncurrent assets 102 —94 —-178
— 1,606 —2,170 — 2,394
Dividends paid —358 —357 — 346
Cash flow 2,788 —994 —3,699
Cash provided from financial
transactions
Changes in short-term liabilities —3,574 —443 3,471
Changes in long-term liabilities 202 908 984
Conversion of debentures 182 7 6
Additional capital contributed
by minority 108 —242 45
— 3,082 230 4,506
Cash at December 31 2975 3,069 3,833



Parent Company Income Statement
Telefonaktiebolaget LM Ericsson

In millions of kronor

Years ended December 31 1986 1985 1984
INeTsalesmtles Je7% 0 7 b 0w X INSERIR: 200 L 8,326 8,454 7,909
Cost of sales (exclusive of depreciation
shown separately below) ........irmirnanne 4,578 4,854 4,180
3,748 3,600 3,729
Other operating revenues ...............coooereermeneee. Note 1 784 737 557
4,532 4,337 4,286
Selling, research and development, general
and administrative eXpenses ... 3,666 2,970 2,590
Pepreciation: s i it Note 2 215 208 228
Operating income after depreciation ... 651 1,159 1,468
Einancialancome ... Note 4 826 1,011 612
Finanelal €Xpenses ..o INOte 4 854 1,090 607
Income before appropriations and taxes ... 623 1,080 1,473
Appropriations to untaxed reserves
Changes in depreciation in excess of standard
AEDEECIatION o e e Note 2 +35 —190 —64
Changes in other untaxed reserves ... Note 5 + 256 +374 — 452
+291 +184 —516
Contributions to subsidiary companies ..................... 326 795 411
Income before taxes . I e RN 588 469 546
IReOMe EaAXes it e i i s 95 60 155
Reported net income .......oooooooomerceeceeccesccesccssceescese 493 409 391
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Parent Company Balance Sheet
Telefonaktiebolaget LM Ericsson

December 31

Assets

Current assets
Cash and short-term cash INVESEMENTS ..........ccoccoorrcncneecerreemsimmsssseeseecneeeens
Notes and accounts receivable from subsidiary companies ... Note 7
Notes and accounts receivable — trade (less allowance

for doubtful accounts, 15 at December 31, 1986 and 24

at December 31, 1985) ...
Inventories (less advance and progress payments, 26 at

December 31, 1986 and 69 at December 31, 1985) ..........occcvoiniveiinicnccnecs
(Other-current assels s = e = saisnenin et e ... Note 8

Deposits related to untaxed reserves ... Note 5

Investments and other noncurrent assets

Notes and accounts receivable — trade ... Note 7
Subsidiary companies ...... L SR
s T e e e

Other accounts receivable from subsidiary companies ...............ccccocoeees

Tnvestments: s s ansnl vl fo L G T e b = 0 Note 9
Chbsidinrycampaies. 0. L e L R e O
Associatofl cOMPANEs o S s e s s Sl
Otherinvestments . s et e s

Gt her ROTENYTeNTt ASSEts N e S e

Property, plant and equipment ... Note 11
5 i e R i s T VL oS aie 0 Sl e R i R R
Accumulated standard depreciation ...

Revaluation adjustments, net of accumulated
atemdard depreciafion .. oo e e i

1986 1985
Assets pledged as collateral 788 850 ........... Note 18

400 21 0 Lot o] 7 e O e e O o et o s Dl 0 IS e

In millions of kronor

1986 1985
1,795 2,033
1,479 2,179
2,188 2,715
2,344 2,648
702 577
8,508 10,152
100 225
37 2
226 234
1,836 2,605
3,362 3,296
245 157
40 39
690 865
6,436 7,198
2,787 2,664
1,376 1,236
1,411 1,428
291 305
1,702 1,733
16,746 19,308



December 31
Liabilities and stockholders’ equity

Current liabilities

Accounts payable — trade ...
Advances from customers ................cc..... e TR T R
Acerued taxes . ..o BN O e e T it Sk S
S OTE e DO OWA ES s i e e e T s i i
Current maturities of long-term debt ... Note 14
Accounts payable to subsidiary companies ...
Other current liabilities Note 13

Long-term liabilities
Debentures (after unrealized gains and losses on
foreign exchange, net, + 28 at December 31, 1986

and + 74 at December 31, 1985) Note 14
Convertible debentures ... O e e L e ol Note 15
Pongeniabiities o ot E e e e R s S e Note 16
Payables to subSidiaty COMPANIeS i oot oo oiismsianiisitrisnisaiici
Otherlong-texm liabilities . i oo m i Note 14
Untaxed reserves

Reserve for accounts receivable and

REEICOMPERYY PEOBEE. ... oo i (0o o e el crn N
IAVEREOETECEREVE oot s s aa s e R B e
Reserves for future capital expenditures ...
Accumulated depreciation in excess of standard

EPTECIREION. oy S s e e e e T R e Note 11

Stockholderslequuaty= ... . e s e Note 17
Capitalistockl s o s e e s e
Reserves not available for distribution ....

Generalreserve C s L

[SVSRITAT 20 010 T e e e, S e M O ol e

INEEHINCOME; = WU B c o Bt Sl R o SRS I B F
1986 1985

Contingent liabilities 2,565 QTS B e i o Note 19

Total liabilities and stockholders’ equity ............ccccoccovvrvreesrrerererr.

1986 1985
281 443
172 511

- 18
180 1,96
116 128

2,609 2,746
1,176 1.224
4,534 7,038
2,757 2,258
i 190
1,079 991
183 567
728 851
4,747 4,857
711 686
1,097 1,307

89 159

525 560
2,422 2,712
1,908 1,848
2,297 2.176
4,205 4,024
100 100
245 168
493 409
5,043 4,701
16,746 19,308
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Parent Company Statement of Changes  Inmillions of kronor
in Financial Position

Years ended December 31 1986 1985 1984

Cash at January 1 2,033 2,687 2,082

Cash provided from

operations
Net income 493 409 391
Depreciation 215 208 228
Gains( — )/losses on sale of

property, plant and equipment -3 13 43
Increase( — )/decrease in bank

deposits related to untaxed

reserves 125 —197 2
Appropriations to untaxed

reserves and Parent Company

contributions to subsidiary

companies 35 611 927
865 1,044 1,591

Sale of property, plant and
equipment 37 164 137

Changes in working capital
(excl. cash)
Notes and accounts receivable —

trade H27 1,296 —1,620
Inventories 304 —414 —320
Other current assets —-125 —-38 28
Current liabilities, non interest-

bearing — 567 —315 —391

139 529 — 2,303

Changes in other assets
Additions to property, plant

and equipment — 21 —395 —474
Investments, net —155 —502 —111
Other noncurrent assets 1,617 — 2,447 — 247
1,245 —3,344 —832
Contributions to subsidiary
companies — 326 —795 —412
Dividends paid —333 —333 — 332
Cash flow 1,627 —2,735 —2,151
Cash provided from financial
transactions
Changes in short-term liabilities —1.,937 —421 2,358
Changes in long-term liabilities -110 2,495 392
Conversion of debentures 182 7 6
—1,865 2,081 2,756

Cash at December 31 1,795 2,033 2,687



Notes to the Financial Statements

General
In the Annual Report, the Company has given due consideration to
the recommendations given in the ”Declaration and Decisions on In-
ternational Investment and Multinational Enterprises” of the Or-
ganization for Economic Cooperation and Development (OECD).
The Company also follows the guidelines relative to multinational
companies and the labor market developed by the International La-
bor Organization (ILO), the United Nations organization dealing
with labor matters.

Generally, the same prices established for sales to external cus-
tomers are applied in intercompany sales, except that consideration
is given to the absence of certain costs in intercompany transactions.

Accounting Policies

The consolidated financial statements of Telefonaktiebolaget LM
Ericsson and its subsidiaries (the "Company”) have been prepared in
accordance with accounting principles generally accepted in Sweden.
These accounting principles differ in certain important respects from
accounting principles generally accepted in the United States. For a
description of the significant differences and the approximate related
effect on the consolidated financial statements, see Note 21.

(a) Principles of Consolidation

The consolidated financial statements include the accounts of the
Parent Company and all of its subsidiary companies. All significant
intercompany transactions have been eliminated.

The consolidated financial statements have been prepared in ac-
cordance with the purchase method, whereby consolidated stockhold-
ers’ equity includes equity in subsidiary and associated companies
arising following their acquisition only.

Material investments in associated companies and a joint venture
(see Note 20) in which the Company’s voting stock interest is at least
20 % but not over 50 % are accounted for according to the equity
method. Immaterial investments in associated companies and all
other investments are accounted for as Other investments, and car-
ried at the lower of cost or net realizable value.

Material investments in associated companies are shown at equity
after adjustments for unrealized intercompany profits and unamor-
tized goodwill or negative goodwill (see (b) below). In determining
the equity of associated companies, untaxed reserves are added back
to equity after provision for deferred taxes.

Companies acquired during the year are generally shown as if they
had been subsidiary companies during the full year. The portion of
income relating to the period prior to acquisition is included in Mi-
nority interest in income before appropriations and taxes.

(b) Goodwill and Negative Goodwill

Goodwill (excess of cost over net assets of acquired companies) and
negative goodwill (excess of net assets acquired over cost) are amor-
tized over a ten-year period. The negative goodwill which originated
from the acquisition in 1980 of a 50 percent interest in Anaconda-
Ericsson, Inc. (now Ericsson, Inc.), has been utilized to cover research
and development costs and start-up costs during 1981 — 1983 of the
communications division of the company, with the remainder being
credited to income in equal amounts over seven years starting in
1984.

(c) Sales Recognition

Sales are recorded upon shipment of products and represent amounts
realized, excluding value added tax, and are net of goods returned,
trade discounts and allowances.

Income from long-term contracts is accounted for in accordance
with the percentage-of-completion method. If costs required to com-
plete such contracts are estimated to exceed remaining revenues, a
provision is made for estimated losses.

(d) Translation of Amounts in Foreign Currency
As from January 1, 1983, the Company applies the Statement of Fi-
nancial Accounting Standards No. 52 issued by the Financial Ac-

counting Standards Board of the United States (SFAS 52), for the
translation to Swedish kronor of foreign subsidiary and associated
companies’ financial statements.

For many subsidiary and associated companies, generally those
with manufacturing operations, located in Western Europe, the Unit-
ed States, Australia, Malaysia and Venezuela, the currency in which
those companies primarily generate and expend cash is their func-
tional (business) currency. Their balance sheet items (assets and
liabilities) are translated to Swedish kronor at year-end exchange
rates and their income statement items are translated at average
rates of exchange prevailing during the year. The resulting trans-
lation adjustments are accumulated under stockholders’ equity.

The financial statements of subsidiary and associated companies,
generally without manufacturing operations, having such close re-
lations with the Swedish operations that their functional currency is
considered to be the Swedish krona, have been included in the con-
solidated financial statements to give approximately the same results
as if their activities had been carried out in a Swedish enterprise. The
adjustments arising from the remeasurement of these subsidiary and
associated companies’ financial statements are included in the con-
solidated income statement.

Effective January 1, 1986, the financial statements of all subsidi-
ary and associated companies, operating in countries with highly in-
flationary economies, in which their functional currency is considered
to be the U.S. dollar, have been translated in two steps. In the first,
the translation to dollars has been made to give approximately the
same results in dollars as if their activities had been carried out in an
American enterprise. The adjustments resulting from this remeasure-
ment are included in the consolidated income statement. In the sec-
ond step from U.S. dollar to Swedish krona, balance sheet items are
translated at year-end exchanges rates, and income statement items
at the average rates of exchange during the year. The resulting trans-
lation adjustments are accumulated under stockholders’ equity.

Gains and losses on foreign exchange include both remeasurement
adjustments and gains and losses on foreign currency transactions.
These are divided into operational and financial gains and losses on
foreign exchange.

Net operational gains and losses on foreign exchange, mainly re-
lated to accounts receivable and payable and advances from cus-
tomers, and certain financial liabilities when these have been con-
sidered to be hedges of accounts receivable, are included in Cost of
sales.

Net financial gains and losses on foreign exchange are mainly re-
lated to liquid funds and loans. These are included in Financial ex-
penses (see Note 4).

Sale amounts under contracts for which Ericsson has entered into
forward exchange contracts are translated to Swedish kronor at the
rate of the forward exchange contracts.

Receivables of the Parent Company in foreign currencies — prin-
cipally U.S. dollars — which fall due in 1987 have been translated at
year-end exchange rates, while those which fall due in 1988 and later
years have been translated at historical rates. At December 31, 1986,
an unrealized gain on foreign exchange, not recognized as income, in
the amount of Skr 73 million had accrued relating to the receivables
due by outside debtors and falling due in 1988 and later years (at
December 31, 1985 Skr 109 million relating to receivables falling due
in 1987 and later years).

Parent Company loans in foreign currencies which fall due for re-
payment in 1987 have been stated at year-end exchange rates. Long-
term deposits in foreign currencies are shown at year-end exchange
rates. This resulted in an exchange loss. Unrealized exchange gains in
a corresponding amount, on loans which fall due in 1988 and later
years, have been recorded as income. At December 31, 1986 there was
an additional unrealized gain on foreign exchange, net, not recog-
nized as income, of Skr 96 million (Skr 89 million at December 31,
1985), on these loans.

The rates of forward exchange contracts are used for valuing assets
and liabilities covered by such contracts.

(e) Research and Development Costs
Research and development costs are expensed as incurred.
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(f) Inventories
Inventories are stated at standard cost, which approximates cost on a
first-in, first-out (FIFO) basis. Cost includes materials, labor and
manufacturing overhead. Write-downs have been made in cases
where the sales value of goods, after deduction of estimated selling
costs, is lower than historical cost.

Intercompany profits that were not realized through the sale of
goods to customers have been eliminated as well as for associated
companies which are accounted for by the equity method.

(g) Taxes and Untaxed Reserves

In accordance with accounting principles generally accepted in Swe-
den, no provision has been made for deferred taxes, except in certain
foreign subsidiaries (see Note 5).

The Company is allowed to claim tax deductions by developing ap-
propriations and accumulating them in accounts for untaxed re-
serves; such amounts are taxed only when the untaxed reserves are
reduced.

For additional information on untaxed reserves, see Note 5.

In certain cases, the difference between valuations of income state-
ment and balance sheet items in the local financial statements and
the consolidated statement has been treated as appropriations in the
consolidated income statement and as untaxed reserves in the con-
solidated balance sheet. For certain companies, the tax expense has
been reduced by adjustments in the local company’s tax return. In
these cases, income and stockholders’ equity at the Company level
have been adjusted as if appropriations and untaxed reserves are re-
ported in accordance with Swedish accounting practice.

(h) Leases
Revenue from non-cancellable lease contracts are generally ac-
counted for under the operating method whereby revenues are re-
corded as earned over the lease term and the related costs are amor-
tized over the rental equipment life. Service revenues are recognized
pro rata over contractual periods or as services are performed.
Leasing of fixed assets is capitalized and reported for certain signif-
icant leasing contracts as an acquisition of a fixed asset. This applies
in those cases when the leasing contract involves a transfer of nearly
all rights and obligations to the lessee (capital leases). Net income is
charged with standard depreciation as well as with interest on the
amount of the liability. Other leasing is expensed over the term of the
lease.

(i) Property, Plant and Equipment

Property, plant and equipment are stated at cost except for revalua-
tion adjustments of certain land and buildings. The revaluation ad-
justments are allowed under certain circumstances in accordance
with accounting principles generally accepted in Sweden and in cer-
tain other countries.

(j) Depreciation

The Company normally claims the maximum depreciation deduction
allowable for tax purposes, using accelerated techniques applicable in
various countries, thus minimizing the use of corporate funds for tax
payments.

The annual depreciation is reported on two levels of the income
statement: (1) standard depreciation, generally on the straight-line
method, using estimated useful lives of, in general, 40 years on build-
ings, 25 years on telephone plants, 20 years on land improvements, 5
to 10 years on machinery and equipment, and up to 5 years on rental
equipment, which is reported as an operating expense, and (2) de-
preciation in excess of standard depreciation which is reported under
Appropriations to untaxed reserves.

(k) Net Income per Share

Net income per share is based upon the average weighted number of
common shares outstanding during each year. The conversion of all
convertible debentures would not result in a material dilution of the
net income per share reported for 1984 and 1985.

The calculation of net income per share is not based on reported
net income, the amount of which is influenced by appropriations de-
ductible for tax purposes, but on income before appropriations and
taxes less either of the following:

(1) Actual taxes paid as reported.

(2) Actual taxes paid as reported and less deferred taxes determined
as an estimated tax on appropriations to untaxed reserves, which
tax is adjusted for minority interests.
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The effect of these methods is that two amounts of income per
share are shown:

(1) Adjusted net income per share after actual taxes paid.

(2) Adjusted net income per share after actual and estimated de-
ferred taxes.

For reference to income per share in accordance with accounting
principles generally accepted in the United States, see Note 21.

Note 1 Other Operating Revenues In millions
Consolidated 1986 1985 1984
Gains/losses( — ) on sales of property,

plant and equipment 85 74 —146
Gains on sales of investments 293 260 173
Commissions, license fees and other

operating revenues 256 361 295

634 695 322

Parent Company 1986 1985 1984
Gains on sales of property, plant

and equipment - 3 -
Gains on sales of investments 334 168 98
Commissions, license fees and other

operating revenues 450 566 459

784 737 557

Note 2 Depreciation In millions
Consolidated 1986 1985 1984
Total depreciation
Land improvements 2 3 1
Buildings 104 108 111
Telephone plants 43 41 39
Machinery and equipment 1,139 1,404 1,166
Revaluation adjustments 30 34 58
1,318 1,590 1,375
Less — Depreciation in excess of standard
depreciation related to assets sold 41 - 98
1277 1590 1.200
Standard depreciation
Land improvements 2 2 3
Buildings 65 64 73
Telephone plants 43 41 38
Machinery and equipment 993 1,167 868
Revaluation adjustments 30 34 58
1,133 1,308 1,040
—144 -—-282 -237
Less — Depreciation in excess of
standard depreciation, net, related
to subsidiaries sold +31 - -
Depreciation in excess of standard
depreciation -113 -—-282 -—-237
Parent Company 1986 1985 1984
Total depreciation
Land improvements — - =
Buildings 9 16 39
Machinery and equipment 162 374 275
Revaluation adjustments 14 14 16

185 404 330

Less — Depreciation in excess of standard
depreciation related to assets sold 5

180 398 292

&




Standard depreciation

Land improvements 1 1 1
Buildings 16 17 23
Machinery and equipment 184 176 188
Revaluation adjustments 14 14 16

215 208 228

Changes in depreciation in excess of

standard depreciation +35 -—-190 —64
Note 3 Operating income, per Business Area
(Not subject to audit) In millions
1986 1985
Public Telecommunications 1,165 1,282
Information Systems —284 —806
Cables 261 336
Defense Systems*® 255 178
Radio Communications* 254 253
Network Engineering and Construction 153 154
Components 31 22
Other operations -14 83
Capital gains/losses and corporate expenses S 2293 135
Ericsson, total 2,114 1,637

* 1985 figures are not comparable to 1986 due to organizational
changes.

Operating income for the Information Systems Business Area in 1986
includes a capital gain from sale of property amounting to Skr 88 m.,
which is offset against restructuring costs.

Note 4 Financial Income and Expenses In millions
Consolidated 1986 1985 1984
Financial Income
Dividends 11 41 -
Interest income 799 1,116 1,062
810 1,157 1,062
Financial expenses
Interest expenses 2170 2311 2238
Gains and losses on foreign exchange, net —280 -—284 —307
Other financial expenses 100 82 45
1,990 2,109 1,976
Parent Company 1986 1985 1984
Financial Income
Dividends from subsidiaries 192 175 102
Dividends from others 18 33 27
Interest income 616 803 483
826 1,011 612
Financial expenses
Interest expenses 876 967 604
Gains and losses on foreign exchange, net -73 87 -17
Other financial expenses 51 36 20

854 1,090 607

Swedish companies’ interest on the pension liabilities are included in
the interest expenses shown above.

Note 5 Income Taxes, Appropriations and Untaxed
Reserves

Income Taxes

As explained under Accounting Policies (g), the Company has not, in
accordance with accounting principles generally accepted in Sweden,
provided for deferred income taxes. Under tax regulations in Sweden,
the Company is allowed to claim tax deductions by developing ap-
propriations to certain reserves, and the provision for income taxes is
determined by taking such tax relief into account.

The municipal tax on corporations in Sweden was abolished in

1985, and at the same time the national tax rate was increased from
32 percent to 52 percent. (For further information see Appropria-
tions and Untaxed Reserves.)
The profit-sharing tax is a corporate tax that was levied in Sweden
for the first time in 1984. The tax, borne by legal entities individu-
ally, is based on nominal income readjusted to income in real terms.
Thus, in determining the profit-sharing base, the rate of inflation is
taken into account. The tax is 20 percent of the profit-sharing base,
and the tax is deductible the following year in determining both the
corporate income tax and the profit-sharing tax. The provision for
taxes in the consolidated income statement includes profit-sharing
tax for certain Swedish subsidiaries with minor amounts.

Certain subsidiaries, mainly based in the United States and Argen-
tina, had at December 31, 1986 tax loss carry-forwards, that can be
utilized to reduce future taxable income, amounting to Skr 1,819 mil-
lion. Such loss carry-forwards expire as follows (in millions).

Year of expiration Amount
1987 54
1988 12
1989 58
1990 169
1991 56
1992 1
1993 23
1994 53
1995 16
1996 or later 1,377
1,819

In addition, the Parent Company had at Decemer 31, 1986 unutilized
tax deduction benefits related to its dividend payments. The benefits
may be utilized during a period ending on December 31, 2006. Ac-
cording to Swedish law, deductions are allowed in determining tax-
able income, provided that a certain dividend level is attained. If the
proposed dividend for the year 1986 is applied to the unutilized bene-
fits on December 31, 1986, an amount of Skr 837 million may be de-
ducted in determining taxable income during the period ending on
December 31, 2006.

Appropriations and Untaxed Reserves

The reserve for accounts receivable and intercompany profits princi-
pally represents appropriations based on certain receivables and in-
tercompany profits.

Appropriations to the inventory reserves are, within specified lim-
its, deductible for income tax purposes. The inventory reserve may
amount to 50 percent of the inventory value, determined according to
the first-in, first-out (FIFO) method. To the extent that the inven-
tory reserve is released, it becomes taxable income.

Swedish corporations are entitled to appropriate up to half of the
year’s income determined under special rules to a General reserve for
future capital expenditures. Such appropriations are deductible for
tax purposes, but 75 percent of the appropriation amount must be de-
posited in a non-interest-bearing account for capital expenditures
with the Bank of Sweden. The employees must be consulted before
application is made to utilize the reserve. When permission to utilize
the reserve has been granted by the authorities, the reserve may be
utilized and the proportional amount placed on deposit may be with-
drawn. When approved capital expenditures have been made, the
cost of the assets, to the extent covered by amounts from the General
reserve for future capital expenditures, may be written down by a
transfer from the reserve. In 1986, the Swedish Ericsson companies
have utilized amounts from the General reserve for future capital ex-
penditures for additions to property, plant and equipment and for re-
search and development expenses.

In Sweden, temporary regulations were in force concerning appro-
priations of 1983 and 1984 income to a Compulsory reserve for future
capital expenditures. An amount equivalent to 20 percent of the an-
nual income, determined in the same way as for appropriations to the
General reserve for future capital expenditures, had to be deposited
on a special non-interest-bearing account in the Bank of Sweden. The
Compulsory reserve for future capital expenditures may be utilized
only for certain specified purposes. In principle, these purposes are
similar to those for which the General reserve for future capital ex-
penditures may be utilized. However, in the regulations for release of
reserve amounts, the Swedish government has permitted a broader
utilization of the Compulsory reserve for future capital expenditures.
In 1986, the Swedish Ericsson companies have utilized the Compul- .
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sory reserve for future capital expenditures for additions to machin-
ery and equipment.

In respect of income for 1985, a temporary disposition was in force
in Sweden dealing with appropriations to a Development reserve.
Swedish corporations were required to deposit 10 percent of the an-
nual income, determined in the same way as for appropriations to the
General reserve for future capital expenditures, on a non-interest-
bearing development account in the Bank of Sweden. The Develop-

Transfers from
Reserves
General reserve
for future capi-
tal expenditures 103 275 22 17 202 22
General reserve
for future capi-

ment reserve may be utilized to cover employee training expenses and tal extpendittlorﬁ
for research and development activities. The company’s employees srans _euedb-
must be given the opportunity to express their view on applications gechsl i L 5. 5 30 5 9
to utilize funds from the reserve. In 1986, the Swedish Ericsson com- C?cl) mf;o 3
panies have utilized the Development reserve for training of employ- mpuf ?u tre-
ees and for research and development expenses. s‘e“fialc'r “g?
On sale of commercial property, Swedish businesses have the op- ;:apl CIPEHCL - sit o 3 997 o
tion of deferring the capital gains tax by making an appropriation to Deu:ef ¢ 1
a Replacement reserve. The amount appropriated may not exceed the ot 18 = . 3 5
capital gains realized by the sale of property. The Replacement I;ge;ve ¢ =
reserve may be used for depreciation of replacement property ac- & OPT;“
quired within a period of three years. Under special circumstances, m:o e
tl:as;s period may be extended by not more than an additional three et il
years. sidiaries - - Bk e -
123 519 166 71 450 178
Appropriations to Other Untaxed Reserves In millions Appropriations,
Consolidnted B e net +34 +340 —418 +71 +376 —322
e et
Appropriations to ( — )/transfer
from ( + ) Reserve for receiv- o
ables and intercompany profits —-57 +259 -—165 gm%’::;‘;;h o S e et T T
Transfer from Inventory reserve +91 +17 +86
Appropriations to (—)/transfer Swedish
from ( + ) General and Compulsory companies Parent Company
reserves for future capital expend- consolidated
itures, net +34 +340 -—418 December 31 December 31
+68 +616 —897 1986 1985 1986 1985
’I‘r?nslfazri'é)if untca;\)xr;d ra_s;rv& at sale +4 st o Account for General reserve
OSst Y P for future capital
+72 +616 —497 expenditures 76 254 58 225
- Account for Compulsory
Parent Company 5.5 1986 1985 1984 reserve for future capital
A iations to ( —)/transf expenditures = 59 e 2
fgg:;? FT; E’):‘Sewg fO: re:;?i_er Account for Development
ables and intercompany profits -25 +178 ~—172 reserve 98 o 42 =
Appropriations to (— )/transfer 174 313 10 225
from (+ ) Inventory reserve +210 -180 +42
Appropriations to ( — )/transfer
from (+) General and Compulsory
reserves for future capital expend-
itures, net +71 +376 —322 Note 6 Adjusted Net Income per Share
+356  +314 —4bd (Skr millions except per-share amounts)
Consolidated 1986 1985 1984
Changes in General Reserve for Fu Capainl Expends Inoomle‘before appropri_s:ltions and taxes 911 878 1,565_)
Compulsory Reserve for Future Capital Expenditures, Devel- ﬁi;ii:;fﬁgﬁf f;;: esapsali-ﬁponed __fgg _+4 g‘? _‘f gg
opment Reserve and Replacement Reserve In millions
Consolidated Parent Company Aree ﬁe)t i e 569 466
taxes pai 5 1,126
1985
1986 1984 1986 1985 1984 L o 1496 1262 3054
A orronrations L 1 i a e oSl 00 B R T T O et e N D Mt Y U e
to Reserves
General reserve Consolidated 1986 1985 1984
for future capi- 5 .
tal expenditures 9 67 3929 ik 25 289 Adjusted net income (after actual
serve for future Estimated deferred taxes on appropria-
tures o8 3 255 — = 211 Minority interest in estimated deferred
Development taxes +32 +13 +18
reserve 5 109 = = 49 = Adjusted net income (after actual
Replacement ) and estimated deferred taxes) 654 559 737
reserve WAL = = GBSO ~  Pershare 1721 1515 19.99
89 179 584 - 74 500
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Weighted average number of shares outstanding:

1986 — 38,010,992 1985 — 36,951,261 1984 — 36,898,591



Note 7 Notes and Accounts Receivable — Other
Trade In millions Accounts receivable 252 729 - 217
i . = o Notes receivable 249 54 226 17
onsolidated Parent Company
December 31 December 31 o = =2t =
1986 1985 1986 1985 The allowance for doubtful accounts which has reduced the amounts
T shown above includes allowances for estimated losses based on com-
Due within 12 months mercial risk evaluations. The allowance does not include provisions
Subsidiary companies for potential losses of a political nature.
Accounts receivable - - 1,394 2,083
Notes receivable - - 85 96
- - 1,479 2,179 Note 8 Other Current Assets In millions
Other =
Accounts receivable 9321 10414 2,073 2,662 Comsolifated. Euxom Conpany
Notes receivable 167 202 115 53 1986 1985 1986 1985
9,488 10,616 2,188 2715 i
Prepaid expenses and
Due after 12 months accrued revenues 468 515 135 123
Subsidiary companies Temporary investments 316 415 = =
Accounts receivable = = 36 —8  Advances to suppliers 140 125 12 14
Notes receivable — - ] 10 Other current assets 1,541 1,156 555 440
= el 37 2 2465 2211 702 577

Note 9 Investments -

The following listing shows certain shares of stock owned directly
and indirectly by the Parent Company.

Registration Office, may be obtained upon request to Telefonaktie-
bolaget LM Ericsson, Corporate Relations, S-126 25 Stockholm,

A complete listing of shareholdings, prepared in accordance with  Sweden.

the Swedish Companies Act and filed with the Swedish Patent and

Investments at December 31, 1986 Percent- Carrying
Shares directly owned by the Parent Company age of own- Parvaluein valuein
Subsidiaries ership millions Skr m.
Sweden I Ericsson Cables AB (ECA) Sweden 100 SEK 140 140
I Ericsson Information Systems AB (EIS) Sweden 100 SEK 360 349

I Ericsson Radio Systems AB (ERA) Sweden 100 SEK 50 52

I Ericsson Network Engineering AB (ENS) Sweden 100 SEK 25 26

I Ericsson Signal Systems AB (ENR) Sweden 100 SEK 10 11

I RIFA AB (RIF) Sweden 100 SEK 58 49

IV ELLEMTEL Utvecklings AB (EUA) Sweden 50 SEK 5 6

Other Sweden - SEK - 219

Europe I LM Ericsson A/S (LMD) Denmark 100 DKK 90 73
(exclusive of 1 Oy LM Ericsson Ab (LMF) ...... Finland 100 FIM 65 86
Sweden) 1 RIFA S.A. (RFF) France 100 FRF 15 15
1 Ericsson Telecommunicatie bv (ETM)........coooovvoivvecrree. The Netherlands 100 NLG 20 33

I Ericsson Information Systems bv (EHN) ......coc.cooovvovencvneinnnne. The Netherlands 100 NLG 57 162

I Ericsson S.A. (EMS) Spain 100 ESP 375 24

I Industrias de Telecomunicacién S.A. (Intelsa) (ITS) .ooocovveveecerrreercneereeennns Spain 50* ESP 1,300 63

IIT Swedish Ericsson Company Ltd. (SEL) ......ccooocooonrvrvvenrerre United Kingdom 100 GBP 15 134

III LM Ericsson Holdings Ltd. (LHI) Ireland 100 IEP 2 14

IIT SETEMER S.p.A. (STM) Italy 71 ITL 18,318 97

Other = = 1

U.S.A. IIT Ericsson North America Inc. (EAU) United States 100 USD no par value 1,318
I Facit Inc. (FTU) United States 100 UsSD - 80

Other .. - - i

Latin America II  Cia Argentina de Teléfonos S.A. (CAT) Argentina 78 ARA 28 24
1 Cia Ericsson S.A.C.I. (CEA) Argentina 100 ARA 1 3

1 Ericsson de Colombia S.A. (EDC) Colombia 92* COP 221 27

1 Teleindustria Ericsson S.A. (TIM) Mexico 83 MXP 5,796 191

1 Cia Anénima Ericsson (CEV) Venezuela 100 VEB 10 10

Other = = 14

Other I Ericsson Telecommunications Sdn Bhd (ECM) ...........ccooemeeruericerennenens Malaysia 70 MYR 2 4
Countries III Teleric Pty. Ltd. (TLA) Australia 100 AUD 20 99
Other = = 27

Total - 3,362

Associated I Ericsson do Brasil Comércio e Indistria S.A. (EDB) ........cccc........ 54** BRC 111,587 105
Companies L Fios e Cabos Plasticos do Brasil S.A. (FCB) 30 BRC no par value 96
I Oriental Telecommunication Company Ltd (OTK) ............ Republic of Korea 50 KRW 3,000 29

I Perwira Ericsson Sdn Bhd (PEM) Malaysia 40 MYR 2 o

Other = = 10

Total - 245

Other Companies V  AB LM Ericsson Finans (EFS) Sweden D SEK 24 26
Other = = 14

Total - 40




Shares owned by the subsidiaries

Subsidiaries
Sweden I Bofa Kabel AB (BOF) Sweden 100
1 Ericsson Information Systems Sverige AB (EIV) ..o, Sweden 100
I Ericsson Radio Systems Sverige AB (ERS) Sweden 100
I Facit Data Products AB (FTS) Sweden 100
I Svenska Elgrossist AB, SELGA (SEG) Sweden 67
Europe I Dansk Signal Industri A/S (DSI) Denmark 100
(Excluding I Ericsson Information Systems A/S (EIK) Denmark 100
Sweden) I Ericsson Information Systems A/S (EIO) Norway 100
I  Ericsson Information Systems GmbH (EIA) Austria 100
1 Ericsson Information Systems Ltd (EIG) ..o United Kingdom 100
1 Ericsson Information Systems S.A. (EIF) France 100
I LM Ericsson Ltd. (LMI) Ireland 100
I A.RE.Sp.A.(ARE) Italy 48
1 Ericsson Informatica S.p.A. (EII) Italy 71
I FATME S.p.A. (FAT) Italy 71
I FIAR S.p.A. (FII) Italy 38
1 Scarfini S.p.A. (SCI) Italy 71
I SIELTE S.p.A. (SEI) Italy 71
I  Ericsson Information Systems NV/SA (EIB) Belgium 100
U.S.A. 1 Ericsson, Inc. (EUS) United States 100
and Canada 1 Ericsson Communications Inec. (LMC) Canada 100
Latin America 1 Industrias Eléctricas de Quilmes S.A. (IEQ) ....ooccoonreceeremrrisicsnrnnens Argentina 100
I Fabricas Colombianas de Materiales Eléctricos
Facomec S.A. (FAC) Colombia Ohsxse
Other Countries I LM Ericsson Pty. Ltd. (EPA) Australia 100
I  Ericsson Network Engineering Pty. Ltd. (ENO) ......................... Singapore 100
Associated I Oy DAVA Ab (DVF) Finland 40
Companies I  Thom Ericsson Telecommunications Ltd. (TEL) .........cc....... United Kingdom 49
¥ Conductores Latincasa S.A. de C.V. (LCM) Mexico 39

Key to functions 1 Manufacturing and distributing companies
of companies II  Telephone operating companies

III Holding companies

IV  Development companies

V  Finance Companies

*Through subsidiary holdings, total holdings amount to 51% of ITS

and 100% of EDC.

**The voting shares total 26%.

***The voting shares total 0.5%.-

****In addition, 1% owned by LME.

Note 10 Other Noncurrent Assets Accumulated standard
depreciation
i ts 22 20 10
Other noncurrent assets includes goodwill, net of accumulated amor- Iéi?l%i?;mvemen 633 612 263 24?
tization, of Skr 7 million at December 31, 1986, and negative goodwill Telephone plants 359 355 = e
of Skr 33 million at December 31, 1985. Machinery and equipment 4860 4707 1,03 980
5,874 5,694 1,376 1,236
Net carrying value 6,294 6,978 1,411 1,428
Accumulated total
Note 11 Property, Plant and Equipment depreciation
Py, 3 Land improvements 41 40 16 16
a3 qs * * * *
Property, plant and equipment is recorded at cost, including freight, ?&t‘;‘ﬁfﬁe plants l’gg; l’%}; 30_4 29_5
customs duties and construction or installation costs (including labor Machinery and equipment 5.859 5.661 1.581 1.485
and related overhead). However, revaluation adjustments have been 2 d 2 2
made to certain assets in accordance with accounting principles gen- 7,313 7,076 1,901 1,796
erally accepted in Sweden and in certain other countries. ] Accumulated depreciation
Standard depreciation is based on historical cost and revaluation in excess of standard
adjustments. Such depreciation is based on the estimated useful lives depreciation 1,439 1,382 525 560
of the assets and the accumulated amounts are deducted from the ”
value of the assets. After transfer of accumu-
Total accumulated depreciation in excess of the accumulated lated depreciation in ex-
standard depreciation, is reported under Untaxed reserves in the bal- cess of standard depre-
ance sheet. ciation to revaluation
Conscliduted P O reserve of 386 386 303 303
nso. arent Company ; 2
December 31 December 31 Revaluation adjustments
1986 1985 1986 1985 Lal_'ld 7 178 180 151 151
(in millions) Buildings 643 641 338 338
Machinery and equipment 102 99 = -
g:;td 127 154 27 28 02 920 49 a0
Land improvements 60 60 22 21 514::5 = ;:ggm“‘a‘ed
prilpee R L 280 264 198 184
Telephone plants 916 1,001 : P 93 85 S
Machinery and equipment 8376 8,794 1,906 1,788  Machinery and equipment =
Construction in progress 518 455 157 158 382 349 198 184
12,168 12,672 2,787 2,664 Net carrying value 541 571 291 305
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Tax assessment values

(Sweden)

Land and land

improvements 266 277 185 186
Buildings 1,056 1,108 639 635

Note 12 Short-Term Borrowiggs

Short-term borrowings consist of bank overdraft, bank loans and
other short-term financial loans.

Unused portion of lines of credit for the Company amounted to Skr
5,041 million at December 31, 1986. Furthermore, the Parent Com-
pany had unused long-term lines of credit amounting to Skr 1,183
millions at December 31, 1986.

Short-term borrowings in the amount of Skr 371 million in the
Parent Company at December 31, 1986 have been classified as long-
term liabilities since the borrowings are covered by unused long-term
lines of credit.

Note 13 Other Current Liabilities In millions

Consolidated Parent Company
December 31 December 31
1986 1985 1986 1985

Accrued expenses and

prepaid revenues 2,894 3,056 694 7T
Other 2,191 1,628 482 507
5085 4684 1176 1,224

Note 14 Debentures and Other Long-Term
Liabilities In millions

Debentures and other long-term liabilities, except convertible deben-
tures and pension liabilities, include the following:

December 31
Parent Company 1986 1985
(excl. liabilities to subsidiary companies)
Debentures (maturing from 1987 to
2004) bearing interest from 6.5% to
13.0% at December 31, 1986. 2,860 2,337

Mortgage and other collateralized loans - 173
Other long-term loans (maturing from
1987 to 2001), bearing interest from 7.3%

to 13.2% at December 31, 1986 737 403
Other long-term liabilities 4 324
3,601 3,237

Less — Current maturities 116 128
3,485 3,109

December 31

Subsidiaries 1986 1985

Mortgage and other collateralized loans
(maturing from 1987 to 2039), bearing
interest from 4.5% to 38.9% at Decem-

ber 31, 1986 1,272 1,022

Other long-term loans (maturing from

1987 to 2004) bearing interest from 5.4%

t0 95.4% at December 31, 1986 1,055 1,903

Other long-term liabilities 383 233
2,710 3,158

Less — Current maturities 532 632
2,178 2,526

Total 5,663 5,635

Maturities of consolidated long-term debenture loans and other long-
term loans, excluding other long-term liabilities in subsidiaries with
deduction of short-term portion of Skr 81 million, at December 31,
1986 were as follows (in millions):

1988 1,691

1989 757
1990 732
1991 1,256
1992 200
1993 and thereafter through 2039 725

5,361

At December 31, 1986 debentures and other long-term loans, exclud-
ing other long-term liabilities in subsidiaries, were repayable in the
following currencies (in millions):

USD 2,311
SEK 1,165
ITL 498
DKK 278
AUD 248
MXP 188
Other currencies 673

5,361

Note 15 Convertible Debentures

In December 1981, the Company issued 15-year 9.5 % convertible de-
bentures in the amount of U.S.$40 million.

In June 1986, the Company called for early redemption of the loan
on July 10, 1986. In accordance with the terms of the loan, holders of
the debentures had the right prior to this date to convert the deben-
tures to B shares. As a result, the number of B shares increased dur-
ing 1986, through conversions, by 1,211,121. During the period of the
loan, the total number of B shares increased by 1,479,636. Cash re-
demption of the convertible debentures amounted to U.S.$205,000.

Note 16 Pension Liabilities

The pension liabilities, Skr 3,105 million, include the Parent Com-
pany’s and the Swedish companies’ obligation in the amount of Skr
2,330 million at December 31, 1986 and Skr 2,103 million at Decem-
ber 31, 1985 in accordance with an agreement with the Pension Regis-
tration Institute (PRI).

The Parent Company’s pension liabilities, Skr 1,079 million, in-
clude an obligation in the amount of Skr 989 million at December 31,
1986 and Skr 911 million at December 31, 1985 in accordance with its
agreement with PRI.

Note 17 Stockholders’ Equity
Capital Stock at December 31, 1986 consisted of the following:

Number of Aggregate

shares out- par value

standing (Skr millions)

A shares (par value Skr 50) 3,728,515 186
B shares (par value Skr 50) 34,433,867 1,722
38,162,382 1,908

The capital stock of the Company is divided into two classes:

Class A shares (par value Skr 50) and Class B shares (par value Skr
50). Both classes have the same rights of participation in the net as-
sets and earnings of the Company; however, Class A shares are en-
titled to one vote per share while Class B shares are entitled to
1/1000th of one vote per share.

Reserves not Available for Distribution

In accordance with statutory requirements in Sweden and certain
other countries in which the Company is operating, the Parent Com-
pany and its subsidiaries and associated companies maintain reserves
that are not available for distribution.

Generally, investments in subsidiaries and associated companies
and property, plant and equipment may be revalued in accordance
with the Swedish Accounting Act. Revaluation adjustments to pro-
perty, plant and equipment must be depreciated when required under
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accounting principles generally accepted in Sweden. Land and build-
ings may be revalued up to a maximum of the tax assessed value of
the assets if the value of the assets is considerably higher than their
underlying carrying value. The Swedish Companies Act requires that
revaluations are to be credited to capital stock or to reserves not
available for distribution and that they may be used for necessary
write-downs of other items of property, plant and equipment and
other noncurrent assets.

The appropriations of retained earnings to legal reserves in 1986
include earnings in associated companies amounting to Skr 181 mil-
lion.

Increases or decreases in reserves not available for distribution
have no effect on net income.

Cumulative Translation Adjustments

This item is reported as a component of stockholders’ equity consist-
ing of translation adjustments resulting from the translation to
Swedish kronor of financial statements of subsidiaries and associated
companies to the extent that the local currencies of such companies
or the United States dollar are considered to be functional currencies
in accordance with Statement No. 52 of the Financial Accounting
Standards Board of the U.S.A. (SFAS 52), see (d) under Principles of
Consolidation.

Changes in Stockholders’ Equity (in millions)
Capital Reserves Cumula- Retained Total

Consolidated stock not avail- tive earnings

able for transla-

distribu- tion ad-

tion justments
Balance, January 1,
1986 1,848 3,933 38 1,082 6,901
Appropriations to
legal reserves - 369 = —369 -
Conversion of de-
bentures 60 121 - - 181
Dividends = - = —333 —333
Changes in cumu-
lative translation
adjustments = = =13 = —13
Net income for
1986 e - - 563 563
Balance, Dec. 31,
1986 1,908 4,423 25 943 7,299

The increase in capital stock resulting from conversion of debentures
includes Skr 1 million not registered with the Patent and Regis-
tration Office on December 31, 1986. Registration was made in 1987.

Of the retained earnings, Skr 154 million will be appropriated to
reserves not available for distribution in accordance with the pro-
posals of the respective companies’ boards of directors. In evaluating
the consolidated financial position, it should be noted that earnings
in the foreign companies may in certain cases be subject to taxation
when transferred to Sweden and that, in some instances, such trans-
fers of earnings may be limited by currency restrictions.

Details of changes in cumulative translation adjustments (in mil-
lions):

- ——————————— e ————— 1986 1985
Balance, January 1 38 182
Aggregate translation adjust-
ments —-26 —154
Gains and losses from hedges of
investments in foreign entities a3 +10
Balance, December 31 25 38
Capital Reserves Retained Total
Parent Company stock not avail- earnings
able for
distribu-
s tion
Balance, January 1, 1986 1,848 2,176 677 4,701
Conversion of debentures 60 121 - 181
Dividends - - —-332 —332
Net income for 1986 = - 493 493
Balance, December 31, 1986 1,908 2,297 838 5,043
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In millions

Note 18 Assets Pledged as Collateral
Consolidated Parent Company

December 31 December 31

1986 1985 1986 1985

Real estate mortgages 692 1,004 164 253

Other mortgages 1,160 1,154 390 355

Shares 249 315 234 234
Accounts receivable —

trade 14 10 - -

Bank deposits 6 14 - 8

2,121 2,497 788 850

At December 31, 1986 and 1985, the Parent Company had pledged no

assets in favor of subsidiaries. However, under certain conditions, it

may pledge collateral for certain subsidiaries’ pension obligations.
Consolidated figures for preceding year have been adjusted.

Note 19 Contingent Liabilities In millions

Consolidated Parent Company

December 31 December 31
1986 1985 1986 1985
Discounted notes
receivable 40 150 - -
Receivables sold with
recourse 857 972 490 412
Other guarantees 1,282 1,265 2,075 1,606
2,179 2,387 3,565 2,018

Of the guarantees assumed by the Parent Company, Skr 1,111 million
at December 31, 1986 and Skr 1,049 million at December 31, 1985 re-
lated to subsidiary companies.

Consolidated figures for preceding year have been adjusted.

Note 20 Investments in Associated Companies and
Joint Venture

The Company has interests in associated companies which are ac-
counted for under the equity method. Details of such investments are
given in Note 9.

The Company also has a 50 % interest in a joint venture in Saudi
Arabia with Philips Gloeilampenfabrieken NV of Holland for the ex-
pansion of the telephone system in Saudi Arabia.

Intercompany profits arising on transactions between the Com-
pany and associated companies and the joint venture have been eli-
minated in the consolidated financial statements.

Dividends received from companies accounted for under the equity
method were Skr 56 million in 1986, Skr 40 million in 1985 and Skr 23
million in 1984.

Undistributed earnings of associated companies included in con-
solidated equity were Skr 404 million at December 31, 1986 and Skr
293 million at December 31, 1985.

Note 21 United States Generally Accepted
Accounting Principles

Elements of the Company’s accounting policies which differ signifi-
cantly from generally accepted accounting principles in the United
States (U.S. GAAP) are described below:

(a) Revaluation of Assets

Certain property, plant and equipment has been revalued at an
amount in excess of cost. This procedure, under certain circumstan-
ces, is allowed under Swedish accounting practice. Accounting prin-
ciples generally accepted in the United States do not permit the reva-
luation of assets in the primary financial statements.

(b) Appropriations and Untaxed Reserves

As described in Note 5, the Company is allowed to make appropria-
tions to untaxed reserves which are used principally to defer income
taxes. For financial reporting purposes, these appropriations are de-



ducted in determining income before taxes. Accounting principles
generally accepted in the United States would not allow such appro-
priations to be charged to income.

(c) Capitalization of Interest Expenses

In accordance with Swedish accounting practice, the Company has
not capitalized interest costs incurred in connection with the financ-
ing of expenditures for the construction of property, plant and equip-
ment. Such costs are required to be capitalized in accordance with ac-
counting principles generally accepted in the United States.

(d) Business Combination Adjustments

In accordance with Swedish accounting practice, the Company shows
negative goodwill as a deferred credit which is released as income
over a period not exceeding ten years (also see Accounting Policies (b)
and Note 10). Under accounting principles generally accepted in the
United States, negative goodwill should be applied as a reduction of
noncurrent assets acquired and be amortized over the economic life of
each asset.

(e) Tax Effects on Intercompany Transactions

Under accounting principles generally accepted in the United States,
income taxes paid by a selling company on intercompany profit eli-
minated in consolidation is deferred as a prepaid income tax. No such
deferral is made under Swedish accounting practice since deferred in-
come tax accounting is not applied in Sweden.

(f) Income Taxes on Undistributed Earnings of Associated
Companies

It is not Swedish accounting practice to provide for income taxes on
undistributed earnings of companies accounted for in accordance
with the equity method. Under accounting principles generally ac-
cepted in the United States, an investor should accrue for the tax ef-
fects resulting from distribution of earnings.

(g) Translation of Noncurrent Receivables and Long-Term
Liabilities

Under accounting principles generally accepted in the United States,
all assets and liabilities denominated in foreign currencies are trans-
lated at the current exchange rate. Under Swedish accounting prac-
tice, exchange gains relating to noncurrent receivables and payables
denominated in foreign currencies may not be recorded as income un-
til realized.

Under accounting principles generally accepted in the United
States, convertible debentures denominated in a foreign currency
should be translated at the current rate, while the Parent Company,
in accordance with Swedish accounting practice, reported the loan at
the historic rate. As stated in Note 15, the debentures were converted
to shares in 1986, except for a minor portion which was redeemed.

(h) Sale of Property

In 1984 and 1986 subsidiaries sold properties which are being leased
to other subsidiaries under contracts which expire in 1990. Under ac-
counting principles generally accepted in the United States, the gain
on a sale of this nature is reduced by the present value of future rent-
al payments, and the present value of future rental payments shall be
deferred and amortized over the remaining term of the contract. Due
to the short lease term, compared with the estimated useful life of the
property, the Company considers that, under Swedish accounting
practice, the gain on the sales should not be reduced.

(i) Deferred Income Taxes
There is no provision for deferred income taxes under Swedish ac-
counting practice. Accounting principles generally accepted in the
United States require comprehensive deferred tax allocation on all
significant timing differences.

(j) Net Income per Share

As previously described under Accounting Policies (k), net income
per share, in accordance with accounting principles generally accept-
ed in Sweden is not based upon net income. Accounting principles
generally accepted in the United States require that net income be
utilized in the computation of per-share amounts.

Calculation of net income per share has been based on 38,010,992
shares as the weighted average number of shares outstanding in 1986.
The weighted average number of shares outstanding in 1985 was
36,951,261 and in 1984 36,898,591.

The application of accounting principles generally accepted in the

United States, as described above, would have had the following ap-
proximate effect on consolidated net income and stockholders’ equi-
ty. It should be noted that, in arriving at the individual items in-
creasing or decreasing reported net income, consideration has been
given to the effect of minority interests.

For the years ended December 31,
1986 1985 1984

(Skr millions, except per-share amounts)
Net income as reported in the
consolidated income statements 563 837 444

Items increasing reported income
Depreciation on revaluation
adjustments including effect on sale 39 53 79
Appropriations, including depre-
ciation in excess of standard

depreciation 6 —-371 683

Capitalization of interest expenses 28 39 22

Business combination adjust-

ments 22 —12 24

Deferred income taxes 125 —158 —596

220 —449 212

Items decreasing reported income

Tax effects of intercompany transac-

tions 67 —168 —-93

Income taxes on undistributed

earnings of associated companies 9 -6 18

Translation of noncurrent receiv-

ables and long-term liabilities 20 —165 -29

Sale of property 33 -8 41

129 +347 +63

Net increase/decrease (— ) in

reported net income 91 —102 275
Approximate net income in accord-
ance with accounting principles
generally accepted in the United
States 654 735 719
Approximate net income per share in
accordance with accounting principles
generally accepted in the United
States 1721 19.90 19.49
(k) Stockholder’s Equity December 31,
1986 1985
Approximate stockholders’ equity in
accordance with accounting principles

generally accepted in the United

States 8605 8092

Supplementary Information required
under the Swedish Companies Act

Average Number of Employees and Remuneration in 1986

Consolidated Parent Company
Average Remune- Average Remune-

numberof ration numberof ration

employees (inSkr employees (in Skr
millions) millions)
Sweden 35,732 4,511 13,994 1,692
Other countries 32,444 3,844 540 74
68,176 8,355 14,534 1,766

Paid to Board of Directors, President and

Corporate Executive Vice Presidents 6

Remuneration in foreign currency has been translated to Swedish
kronor at average exchange rates for the year.

The Parent Company has operational units with 20 employees or
more in 14 Swedish municipalities and has operations in 16 countries.
On a consolidated basis there are 52 operational units in Sweden and
operations in 53 countries.
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A detailed schedule showing the average number of employees and
the amounts of remuneration, prepared in accordance with the re-
quirements of the Swedish Companies Act, is filed with the Swedish
Patent and Registration Office. The schedule is available upon re-
quest to Telefonaktiebolaget LM Ericsson, Corporate Relations,
S-126 25 Stockholm, Sweden.

Special Information Regarding the Parent Company

Sales of the Parent Company amounted to Skr 8,326 million (Skr
8,454 million), of which exports accounted for 72 (75) percent. Con-
solidated companies were customers for 50 (47) percent of the Parent
Compay’s sales, while 54 (41) percent of the Company’s total pur-
chases of goods and services were from such companies.

Loans totaling Skr 0 million have been made to board members
and company presidents.

Guarantees totaling Skr 0 million have been issued as security for
loans obtained by board members and company presidents.

Loans totaling Skr 21 million have been made to a total of 7,050
employees for the purchase of shares in LM Ericsson’s Share Saving
Fund. Assets totaling Skr 13 million have been pledged as collateral
for loans obtained by employees for the purchase of housing.

Investor Publications

Financial publications, such as the annual report, interim reports and
Form 20-F (filed with The Securities and Exchange Commission,
U.S.A. no later than June 30 every year) may be obtained without
charge upon request to: Telefonaktiebolaget LM Ericsson, Corporate
Relations, S-126 25 Stockholm, Sweden.
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Definitions of terms used in "Ten-Year Summary” on page 43
Operating income. Takes into account standard depreciation in the
years 1980 through 1986, total depreciation in the years 1977 through
1979.

Financial net. Financial income less financial expenses. Financial ex-
penses include both operational and financial gains and losses on
foreign exchange in the years 1977 through 1981. Financial expenses
in 1982 through 1986 include only financial gains and losses on for-
eign exchange as explained in Note (d) under Accounting Policies.

Working capital. Current assets less non-interest-bearing current
liabilities.

Property, plant and equipment. Stated net of accumulated standard
depreciation at December 31, 1980 —1986, and net of total deprecia-
tion at December 31, 1977 —1979.

Adjusted net income per share. See Note (k) under Accounting Poli-
cies, and Note 6.

Current ratio. Current assets divided by current liabilities.

Return on equity. Defined as adjusted net income (after actual taxes
paid and estimated deferred taxes) expressed as a percentage of aver-
age adjusted stockholders’ equity (based on the amounts at January
1 and December 31). Adjusted stockholders’ equity is defined as
stockholders’ equity as shown in the balance sheet (does not include
minority interest in stockholders’ equity) plus 50 percent of untaxed
reserves (assuming 50 percent deferred taxes on untaxed reserves).

Return on capital employed. Defined as the total of operating income,
financial income and equity in earnings of associated companies as a
percentage of average (based on the amounts at January 1 and
December 31) capital employed. Capital employed is defined as total
assets less current non-interest-bearing debts and 50 percent of un-
taxed reserves. For the years 1977 — 1985 the return has been based on
capital employed at year-end.

Equity ratio. Defined as the total of stockholders’ equity, 50 percent
of untaxed reserves, and minority interest in equity of consolidated
subsidiaries, expressed as a percentage of total assets.

Risk-bearing capital ratio. Defined as the total of stockholders’
equity, untaxed reserves and minority interest in equity of consoli-
dated subsidiaries, expressed as a percentage of total assets.
Debt-equity ratio. Defined as total interest-bearing liabilities divided
by the total of stockholders’ equity, 50 percent of untaxed reserves,
and minority interest in equity of consolidated subsidiaries.



Audit Report

Telefonaktiebolaget LM Ericsson

We have examined the annual report, the consolidated financial statements,
the accounting records and the administration by the Board of Directors
and the President for the year 1986 in accordance with generally accepted
auditing standards.

The annual report and the consolidated financial statements present
the financial position, the results of operations and changes in financial
position of the Parent Company and of the Parent Company and consoli-
dated subsidiaries in accordance with good accounting practice in Sweden,
as described in the notes to the financial statements, and comply with the
Swedish Companies Act.

The separate statement of loans, pledged assets and guarantees called
for by the Swedish Companies Act has been prepared.

We recommend

that the Company’s statement of income and balance sheet be
adopted,

that the consolidated statement of income and balance sheet be
adopted,

that the unappropriated earnings be dealt with in accordance with the
proposal in the administration report, and

that the Board of Directors and the President be discharged from
responsibility for their administration in respect of the year 1986.

Stockholm, March 20, 1987

David Jones Nils-Axel Frisk Jorgen Eskilson
Chartered Accountant Swedish Authorized Public Accountant
Price Waterhouse Price Waterhouse
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Jan Stenberg

The principal operations of the Business
Area comprise the development, produc-
tion and installation of telecommunica-
tions equipment for telecom administra-
tions (percentage of total sales within
parentheses):

— Telephone exchanges (71%)

— Transmission equipment (14%)

— Telex and data processing equip-
ment (4%)

Income from telephone operations and
other activities account for 5% and 6%
respectively.

Sales in 1986: Skr 11,506 m.

Geographic distribution of sales

%

Public Telecommunications
AXE being | in the world’s most
demandin
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1 Sweden 16 (10)

2 Europe, excl. Sweden 35 (29)
3 U.S.A. and Canada 5 (5)
4 Latin America 19 (21)
5 Africa 4 (3)

6 Asia 12 (23)

7 Australia, New Zealand and Oceania 9 (9)
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Intense price competition — weak market trend

Structural changes, generated largely by the overcapacity throughout the world,
have been under way within the industry for a number of years. At the same time,
price competition is intense while the market is developing relatively weakly. The
Business Area’s strategy is designed to increase market shares in the industrialized
part of the world while maintaining important markets in developing countries.
During the year Ericsson well defended its position as one of the leading interna-
tional telecommunications companies. The first local exchange using the AXE sys-
tem to be delivered to British Telecom was installed in Sevenoaks, Kent during
1986. The approval of this system constitutes an important milestone in Ericsson’s
development of a larger European market. British Telecom’s original contract for
400,000 lines was followed by additional orders during the past year. By year-end,
British Telecom had placed orders for 790,000 lines with Ericsson. In terms of order
bookings, Great Britain was the largest market for AXE in 1986.

United States: Orders for several test installations

Cultivation of the U.S. market is continuing according to plan. The analysis an
evaluation of the AXE system that was begun by Bellcore (Bell Communications
Research) in 1985 was completed at midyear. At about the same time orders were
received for field test installations in Canon City, Colorado, for US West, and in
New York, for NYNEX. These test installations are being placed in service during
1987. A contract for a third test installation was received from Southwestern Bell;
two AXE units, in Dallas and Houston, will be used in field trials in which selected
subscribers will be connected to the exchanges to evaluate the new services they
can offer.

An order was also received from US West covering delivery during 1986 of six
AXE exchanges to be used as signal transfer points. These exchanges establish intel-
ligent communication between local exchanges and central network data bases.

Large orders for telephone exchanges were received during the year from cus-
tomers in Mexico, Venezuela, Spain, [taly, Norway and the Netherlands, among
other countries. The markets in Southeast Asia, the Middle East and Latin America
were characterized by weak growth.

The Australian market continued to develop favorably. During the year an
order was received for eight telephone exchanges with ISDN (Integrated Services
Digital Network) functions, to be placed in service during 1988 to handle commer-
cial traffic.

Total order bookings for telephone exchange equipment were lower than during
1985.

Rapid changeover to digital technology in transmission field

In the transmission area, there is a rapid changeover to digital technology, caused in
large part by the fast expansion of cable links based on optical fiber.

The growth in optical fiber networks, which occurred primarily in long-distance
networks in the United States and Great Britain, has now leveled off, however, and
order bookings in Ericsson’s traditional market for transmission equipment were
weak. Despite this, major contracts were received in the Nordic market and in
Mexico.

2,800 fewer jobs within two years
As a result of the combination of a weak market, the declining exchange rate for the




U.S. dollar and the continuing large development investments to adapt AXE to
market requirements in the U.S. and Great Britain, income for the Business Area
was unsatisfactory. A rationalization program was initiated during the year to
adapt overhead costs and the organization to current market conditions. The pro-
gram, which covers the years 1986 through 1988 involves, among other elements, a
reduction of a total of 2,800 jobs, 1,000 of them outside Sweden.

The prospects for gradually achieving substantially improved earnings as the
present measures become fully effective are judged to be good.

AXE World Survey Millions

16 Total lines installed
and on order
14 (excl. cellular)
12
10 Total lines installed
(excl. cellular)
8
6
4
2
1980 1981 1982 1983 1984 1985 1986

The Business Area in brief Skr millions and percentage of Ericsson totals

1986 1985 1984
Order bookings, external 10,268 31.3% 11,136  32.9% 10,777  32.7%
Net sales, external 10,316 32.6% 10,561  32.5% 9,703 33.0%
Net sales, internal 1,190 — 32 — 15 —
Operating income
after depreciation 1,165 - 1,282 — 1,930 -
Employees 29,250 40.3% 29,594 37.9% 28,352 37.7%
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Information Systems

Stig Larsson

The Business Area comprises products
and systems for the transmission of voice
and data in private networks. It is orga-
nized as follows (percentage of sales
within parentheses):

— Communications systems, including

large subscriber exchanges (MD 110), Eri-

pax data networks, modems, small sub-
scriber exchanges, intercom systems and
telephone instruments (35%).

— Data systems, including data termi-
nals, personal computers, small business
systems/minicomputers, bank terminal
systems (42%).

— Office equipment, including prin-
ters, typewriters, calculators, office furni-
ture (21%).

— Other operations (2%).

Sales in 1986: Skr 9,571 m.

Geographic distribution of sales
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1 Sweden 24 (25) =
2 Europe, excl. Sweden 60 (52) 1985
3 U.S.A. and Canada 6 (7) ==
4 Latin America 4 (7) 1986
5 Africa0(1)
6 Asia3(3)
7

Australia, New Zealand och Oceania 3 (5)
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Difficult year for the information industry

Growth in the market for information systems in 1986 was lower than had been
anticipated. Competition has resulted in overcapacity and pressure on prices, nota-
bly for subscriber exchanges and data processing products. Some stabilization of
prices occurred at the end of 1986. Most companies in the industry were forced to
report lower earnings for the year.

Strong recovery

During 1986, the Information Systems Business Area cut overhead costs sharply
and reduced the amount of capital tied up in production, inventories and accounts
receivable. The number of employees was reduced by 4,200. The improvement in
operating results in 1986, amounting to slightly more than one half billion Swedish
kronor, was achieved in part because most of the Business Area’s products main-
tained or increased their market shares. The decline in total sales was due primar-
ily to the sale of incompatible businesses. Excluding divested operations, sales
increased 3 percent.

Research and development

Information Systems invested Skr 900 m., equal to 9.5 percent of sales, in research
and development. A number of new functions were developed as enhancements of
the successful minicomputer-based small business system ”2500”. A low-radiation
terminal screen was developed and marketed during 1986. An upgraded, more pow-
erful personal computer, the WS 286, was introduced in August. At the Interface
trade show in October, Ericsson demonstrated "SYSTEM EIS,” a fully integrated
communications system to handle text, image, voice and data. The system, which is
based on Ericsson’s product family centered on the MD 110 subscriber exchange,
was developed for introduction internationally during 1987.

Banks — an important customer group

Banks and other financial institutions constitute an important customer segment
for Information Systems. During 1986 Ericsson received an order from Gibraltar
Savings Bank in the United States for the computerization of more than one
hundred bank offices.

In Australia, National Bank began the expansion of a new communications sys-
tem based on the purchase of MD 110 exchanges. Three of Australia’s four major
banks are now basing their communications systems on Ericsson systems employing
the MD 110.

In Sweden, SPADARB, the savings banks’ central data processing organization,
placed a contract with Ericsson covering delivery of 5,000 personal computers, 4,000
printers and nearly 1,000 minibanks (automatic teller machines).

Cooperation with Digital Equipment

In September, Ericsson concluded a cooperation agreement with Digital Equipment
Corp. whereby the two companies will jointly develop and sell computerized bank
terminal systems. The joint venture combines Ericsson’s knowledge in the field of
bank workstations with Digital’s expertise in distributed data processing. Ericsson’s
printer and terminal equipment and Digital’s VAX computers are being integrated
in a common system.



Europe — the largest market

Sweden, with 26 percent of sales, is the Business Area’s largest single market. Eu-
rope as a whole accounts for 78 percent of sales. Despite its difficult adjustment
problems, Information Systems succeeded in maintaining its market positions in
this region. Sales of the MD 110 subscriber exchange were notably strong in Spain,
Holland, Italy and Belgium. A breakthrough into the German market was also
recorded during the final quarter of 1986.

Ericsson’s personal computers, which constitute a strategically important part
of the workstation product program, have gained a strong market position, particu-
larly in the Nordic countries. A program of cooperation was begun with Norsk Data,
which will supply Ericsson’s upgraded WS 286 personal computer as the base unit in
a new line of workstation equipment.

Ericsson was successful in marketing new office equipment products, primarily
in the Nordic countries.

Market breakthrough

An MD 110 subscriber exchange with a capacity of 6,500 lines was installed at the
University of California at San Diego in the U.S. The communications system,
which handles both voice and data and includes hundreds of data processing ter-
minals, is connected via optical cable and microwave links. During the year the
Memorex company placed a large contract for printers.

In Venezuela, two additional oil companies signed large orders for communica-
tions systems based on the MD 110 exchange. All the large oil companies in Vene-
zuela are equipped with MD 110 systems.

During the year two government agencies in the People’s Republic of China
placed orders for a total of 15 MD 110 communications systems. In addition to the
contract covering the purchase of subscriber exchanges, Ericsson will establish a
service and maintenance center in Beijing.

Concentration of production

A decision to reorganize the Business Area’s future production resources was made
during 1986. Production of data processing systems will be concentrated in the
plants in Blekinge. The manufacture of data products in Barkarby is being relo-
cated and operations in Linkoping are being transferred to Ericsson Radio Systems.

The Business Area in brief Skr millions and percentage of Ericsson totals

1986 1985 1984
Order bookings, external 8,867 27.0% 9,874 29.2% 9,791  29.7%
Net sales, external 9,187 29.0% 9,986 30.8% 8,973 30.5%
Net sales, internal 384 - 575 - 322 -
Operating income
after depreciation —284 - — 806 - =917 -
Employees 16,755 23.1% 20,785  26.6% 21,703  28.9%
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Cables

TS B e

LarsBerg
. The market for telecommunications cable in Sweden developed favorably as a result

The Business Area comprises the follow- of the Swedish Telecommunications Administration’s expansion plans, notably

ing operations (percentage of total sales in those involving the long-distance network. Demand for power cable, in contrast,
parentheses): continued to be weak, due primarily to lower capital expenditures in industry,
— Power cable used in the distribution reduced housing construction and uncertainty about the future energy policy.
of electric power (20%)
— Telecommunications cable used for .
the transmission of telecommunications All Bell companies are customers
(40;%)Speci alty cables, including those In the United States, Ericsson is one of the three largest suppliers of traditional
used in the data pmcéssing industry (10%) telecommunications cable, with all of the Bell operating companies as customers.
Selga, an electric equipment whole- A new factory was acquired in Texarkana, Arkansas to increase manufacturing ca-
saler; Tocksfors Verkstads AB, a cable- pacity in this product area.

gﬁsiﬁﬁaggazﬁﬁ ct?zseogu?i?;;s During the year many of the independent companies in the long-distance sector

Area (30%) in the U.S. were merged, drastically reducing_the market for optical f_iber cal?le. The
Sales in 1986: Skr 3,833 m. Business Area’s U.S. operations were reorganized to cope more effectively with this
changed market situation.
Companies in Latin America developed in a largely satisfactory manner. Shares
of the Brazilian company, Ficap, were listed on a local stock exchange during the
year at the same time that Ericsson’s shareholding was reduced to 30 percent.

Breakthrough in Great Britain

Newly formed Ericsson Fiber Optics recorded a breakthrough in Great Britain
when, in two separate negotiations, it secured orders from British Telecom for de-
liveries of so-called fiber splicing units. Ericsson Fiber Optics also markets systems
based on optotechnology for use in data processing and telecommunications in the
private market.
Tocksfors Verkstads AB produces cable harnesses for the automotive industry,
notably for Volvo, and is a world leader in the car seat-warmer product area. The
Geographic distribution of sales B company’s operations were expanded during the year, in part through the opening
% - 60 of a new production unit in Saffle.
Selga broadened its operations in Malmé and Sundsvall during 1986. Despite
the fact that the market for Swedish electrical wholesalers was depressed, the com-
S — — e iED pany developed favorably.

7] Operating income of the Cables Business Area in 1986 amounted to Skr 261 m.
' 40  The decline relative to 1985 income was attributable to the fact that the Brazilian
g i - cable company was no longer consolidated.
| e 20
| | ‘ M
A 20
||
| | r—l 1o The Business Area in brief Skrmillions and percentage of Ericsson totals
| 1| F— - 0
; L EL 1986 1985 1984
| | [ 1]
e ! o ~—  Order bookings, external 3,569  10.9% 4341  12.8% 4,115 12.5%
e : : Net sales, external 3,618 11.4% 4,225 13.0% 3,898 13.3%
1 Sweden 45 (38) %' Net sales, internal 215 - 184 - 124 -
2 Europe, excl. Sweden 5 (4) = Opera ting income
3 UhBAsnd pendda 2G5 1086 after depreciation 261 - 336 - 89 -
$ Latin comikce o) Employees 4744  6.5% 5750  7.4% 5473  1.3%

5 Other countries 1 (0)

38




Defense Systems

Uperations being focused inc reasingly
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UIf H. Johansson

The Business Area comprises five product
areas (percentage of total sales in paren-
theses):

— Avionics and missile electronics
(33%)

— Defense communications (13%)

— Local and mobile defense systems
(26%)

— Control and computer systems (14%)

— Microwave communications, includ-
ing radio links and satellite operations
(14%)

Sales in 1986: Skr 3,000 m.

Geographic distribution of sales
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1 Sweden 44 (48)
2 Europe, excl. Sweden 48 (40) 1985
3 U.S.A. and Canada 2 (2) %!
4 Africa 2 (4)
5 Asia 3(5)

6 Other countries 1 (1)

The Swedish Armed Forces are the Business Area’s most important customers, but
the percentage of exports is rising, notably to markets in Europe and Southeast
Asia.

The systems and products developed by Defense Systems are often based on
long-term cooperation projects, with the Swedish Armed Forces and others as im-
portant development partners. The Swedish JAS 39 Gripen multirole military
aircraft project, in which Ericsson is responsible for developing the avionics, is one
example.

Other important partners are Hughes Aircraft in the United States, Contraves
in Switzerland and Marconi and Ferranti in Great Britain.

Advanced development

An amount equal to more than 20 percent of the year’s sales was invested in research
and development, with emphasis on systems development. Among other projects,
the Business Area was successful in replacing conventional light metals with carbon
fiber in certain products. Carbon fiber reduces weight significantly, an important
factor in the development of mobile units.

Construction of a facility for the development and production of integrated
microwave circuits was begun in Mélndal during the year.

The Business Area is now focusing its operations increasingly on radar and
radio, where Ericsson is a world leader, in terms of marketing and quality, in certain
product areas. As part of the process of concentrating operations, activities related
to submarine systems were divested during 1986.

During the year Ericsson received its first contracts for Troop Radio 8000, one
of the world’s most advanced radio systems for tactical communications. Order
bookings in the defense communications product area totaled Skr 1.5 billion during
the fourth quarter, with the Swedish Armed Forces accounting for 50 percent.

Radio relays delivered in the U.S.

Ericsson was selected as the supplier of radio relays for the U.S. Army’s new MSE
tactical communications system. GTE, the American telecommunications company,
is the prime contractor.

Development work on the JAS 39 Gripen is proceeding according to plan. At
the same time, deliveries of equipment for Sweden’s Viggen military aircraft are
tapering off, which will result in a temporary decline in orders for avionics from the
Swedish Armed Forces. This will be balanced, however, by orders for a large number
of landbased and marine radar products launched in 1986 following several years’
development work.

The Business Area in brief Skr millions and percentage of Ericsson totals

1986 1985 1984
Order bookings, external 4,560 13.9% 2,857 8.4% 2,814 8.5%
Net sales, external 2,795 8.8% 2,143 6.6% 1,817 6.2%
Net sales, internal 205 - 18 - 14 -
Operating income
after depreciation 255 - 178 - 172 -
Employees 6,366 8.8% 4,746 6.1% 4,247 5.7%
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Ake Lundqgvist

The Business Area comprises the follow-
ing product areas (percentage of total
sales in parentheses):

— Mobile telephony, including systems

and terminals (65%)

— Mobile radio, including systems with
stationary and mobile units for closed net-

works (15%)

— Personal paging systems for local
networks (15%)

— Miscellaneous operations (5%)

Sales in 1986: Skr 2,752 m.

Geographic distribution of sales
%

1 Sweden 18 (27)

2 Europe, excl. Sweden 27 (37)
3 U.S.A. and Canada 35 (12)

4 Asia 17 (20)

5 Other countries 3 (4)
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Radio Communications

Nineteen Eighty-Six was a good year for the Business Area, with continuing solid
profitability in mobile telephony. Ericsson, which has 45 percent of the world mar-
ket, maintained its position as the leading systems manufacturer. Deliveries of base
stations in the Nordic market increased 50 percent.

Main supplier of NMT 900 system

The second stage of expansion of the Nordic Mobile Telephone network was taken
with the introduction of the NMT 900 switching system in certain larger cities.
Ericsson is the main supplier of this new system.

A new generation of mobile telephones was developed for NMT 900. The new
technology, based on surface mounting techniques has made it possible to design a
hand-held mobile telephone that is no larger than a conventional telephone receiver.

Ericsson delivered an additional 15 systems in North America, to operating
companies in Houston, San Francisco, Pittsburgh and Vancouver, among other
cities. A system was also delivered in Honolulu. The largest order, valued at Skr
300 m., was received for a system in Los Angeles. In the U.S. Ericsson has about 35
percent of the market for systems that are not served by U.S. telephone operating
companies.

Other markets to which Ericsson delivered mobile telephone systems included
Australia, Indonesia and Thailand.

New mobile data communication system

Profitability in the mobile radio area has increased sharply. The changeover to digi-
tal technology is expanding the capacity of systems and their areas of application.
Demands for more efficient use of capital in business and industry is increasing the
need for more efficient systems for various forms of mobile radio communications in
such areas as the handling of inventories. A new system to handle data communica-
tions in this field was introduced.

A new generation of radio exchanges with a ciphered voice function and digital
transmission provides increased security from eavesdropping, as well as higher capa-
city. The exchanges, which were introduced during the year, handle voice, text and
data traffic.

Expanding share of market for personal paging systems

Profitability was also good in the personal paging systems product area. Develop-
ment, production and marketing have been concentrated in the Netherlands. During
the year a contract was signed with Autophone AG in Switzerland covering delivery
of a complete personal paging system for sale throughout the world. Ericsson’s share
of the world market in this sector will thereby amount to 40 percent.

The Business Area in brief Skr millions and percentage of Ericsson totals

1986 1985 1984
Order bookings, external 2,362 7.2% 2,569 7.6% 2,270 6.9%
Net sales, external 2,688 8.5% 2,480 7.6% 1,851 6.3%
Net sales, internal 64 - 176 — 141 —
Operating income
after depreciation 254 - 263 - —-32 -
Employees 4587  6.3% 5122  6.6% 4144  55%




Bjorn Linton

The Business Area comprises two product
areas (percentage of total sales within
parentheses):

— Network construction, including
planning and construction of telecommu-
nications networks, data networks and
telesignaling installations (78%).

— Signal systems, including signaling
and safety systems for rail traffic, as well
as street and highway signaling systems
(22%).

Sales in 1986: Skr 2,335 m.

Geographic distribution of sales
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Network Engineering and Construction

The Business Area’s sales were affected by weak order bookings in the beginning of
the year, but orders picked up during the second half.

Sweden and Italy were the two strongest markets for Network Engineering and
Construction in 1986.

In Italy, Ericsson’s subsidiary, SIELTE, achieved good profitability after being
restructured.

The amount of tied-up capital was reduced in the Business Area.

Lower capital spending in the Middle East

The decrease in the price of oil affected all new constructions and installations in
the Middle East. Despite this, Ericsson received an order valued at Skr 140 m. in
Oman during the year.

As a consequence of weak economic growth in Malaysia, there were substantial
cutbacks in the ongoing network construction project in that country.

Demand in the signal systems product area continued to be strong in such key
markets as the Nordic region, Spain and Australia. Order bookings in Italy rose
sharply.

Breakthrough in Nigeria

In Nigeria, in association with Skanska, the Swedish construction company, Erics-
son received a contract valued at Skr 600 m. The two companies will deliver and in-
stall a telecommunications network along a 900-kilometer pipeline. Skanska is re-
sponsible for cable-laying and providing the buildings required, while Ericsson will
coordinate deliveries and install fiber cable, microwave links, telephone exchanges
and transmission equipment.

The order from Nigeria represents a breakthrough in the program to expand de-
liveries of private telecommunications networks for railways, power lines and pipe-
lines.

Joint ventures with local companies — already established in Malaysia and
other areas — will be developed in a number of countries to strengthen market con-
tacts. Cooperation with other partners is also increasing in the signal systems field.

The Business Area in brief Skr millions and percentage of Ericsson totals

1986 1985 1984
Order bookings, external 2,349 7.2% 2,046  6.1% 1,911 5.8%
Net sales, external 2,201 7.0% 2,013 6.2% 1,967 6.7%
Net sales, internal 134 - 100 — 3 -
Operating income
after depreciation 153 - 154 - 111 -
Employees 5,570 7.7% 5,945 7.6% 5,289 7.0%
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Components
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The Business Area develops, manufac-
tures and markets components and power
supplies for the electronics industry. Its
operations, conducted mainly within
RIFA AB, comprise three product areas
(percentage of total sales in parentheses):

— Microcircuits (36%)

— Power systems (32%)

— Capacitors and standard compo-
nents (32%)

Sales in 1986: Skr 1,509 m.

Geographic distribution of sales .
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2 Europe, excl. Sweden 27 (26) 1985
3 U.S.A and Canada 4 (3)
. : 1986
4 Latin America 8 (6)
5 Africa2 (1)
6 Asia5(9)

7 Australia 5 (10)

42

Increased demand for microcircuits

Demand for microcircuits was strong during the year and sales increased 40 percent.
Microcircuits now constitute the largest product area within Components. As a
result of the Business Area’s expertise in developing custom-designed circuits to
given specifications, Ericsson can maintain a strong position in the field of hardware
and systems development.

Development work in the Business Area has included programs in the field of
components for optical fiber communications, among other projects.

Weak demand for capacitors

Due to the overcapacity and price competition in the capacitor and standard com-
ponents product area, the trend of earnings continued to be weak, notably with re-
spect to the French operations. The problems that the market began to experience
during 1985 continued during 1986. Like Ericsson, most of the competitors have re-
duced the volume of their production.

Electrolytic capacitors sold well. Orders for capacitors as a whole were higher
than in 1985.

A new production system for interference suppressor capacitors was placed in
service in Kalmar.

New developments in power system field

The trend of income in the power systems product area was unsatisfactory and de-
mand was generally weak. A new series of products based on high-frequency tech-
nology was developed for AXE exchanges and is being included in deliveries to
British Telecom.

New EnergyMaster systems for remote control of power plants in telecommuni-
cations installations were delivered to the Swedish Telecommunications Adminis-
tration.

Fewer employees

The action program initiated in 1985 was continued during the year, resulting in
substantial rationalization of production. The number of employees was reduced by
slightly more than 400.

The Business Area in brief Skr millions and percentage of Ericsson totals

1986 1985 1984
Order bookings, external 768  2.3% 735  2.2% 932  2.8%
Net sales, external 788  2.5% 852 2.6% 799 2.7%
Net sales, internal 721 — 609 - 426 -
Operating income
after depreciation 31 - 22 - 34 -
Employees 3919 54% 4,343  5.6% 4,231 5.6%




Ten-Year Summary

Amounts in millions of Swedish kronor
Per-share amounts in kronor

1986 1985 1984 1983 1982 1981 1980 1979 1978 1977

Results for Year
Net sales 31,644 32,496 29,378 25,244 19,470 16,194 12,174 9,329 9,021 7,833
Operating income 2,114 1,637 2,203 2,464 1,841 2,198 1,195 741 1,118 904
Financial net —1,180 —952 —-914 — 802 —-949 —1,134 —307 —80 —463 — 384
Income before appro-

priations and taxes 911 878 1,569 1,758 1,349 1,192 935 786 721 553
Year-End Position
Total assets 34,232 37,122 37,632 30,606 25,481 21,896 17,711 12,959 12,767 11,972
Working capital 14,724 16,707 17,042 12,828 10,250 9,133 7,895 6,047 5,793 5,865
Property, plant and

equipment, net 6,835 7,549 7,144 6,176 5,696 4,783 3,833 1,840 1,989 2,095
Long-term liabilities 8,768 8,566 7,658 6,673 7,230 6,383 4,932 3,817 3,647 3,358
Untaxed reserves 4,789 4,794 5,030 4,333 3,617 3,251 3,233 1,915 1,554 1,558
Stockholders’ equity 7,299 6,901 6,560 6,219 3,973 3,654 3,010 2,947 2,869 2,677
Other Information
Adjusted net income

per share

— after actual taxes paid 14.96 12.62 30.54 34.46 25.05 21.12 19.19 19.53 14.69 8.52

— after actual and esti-

mated deferred taxes 17.21 15.15 19.99 22.05 17.13 16.73 13.57 11.43 12.23 8.23
Cash dividends per share 9.00 9.00 9.00 9.00 7.50 6.50 5.67 4.67 3.67 3.33
Shares outstanding —

average (in thousands) 38,011 36,951 36,899 35,331 32,683 21,788 21,788 21,788 21,788 21,788
Additions to property,

plant and equipment 1,643 2,677 2,192 1,645 1,662 1,275 718 508 501 548
Depreciation 1,133 1,308 1,039 945 760 621 409 307 329 303
Research and development

— expenses 3,117 2,798 2,355 1,973 1,638 1,359 1,013 817 746 641

— in percent of net sales 9.9 8.6 8.0 7.8 84 8.4 8.3 8.8 8.3 8.2
Ratios
Return on equity, percent 6.9 6.1 8.5 10.9 10.0 11.0 10.4 9.2 11.3 7.6
Return on capital

employed, percent 131 11.3 13.6 17.8 16.5 18.8 14.4 13.1 16.8 13.4
Equity ratio, percent 30.5 26.5 27.0 31.4 26.9 28.4 31.6 33.2 31.8 32.0
Risk-bearing capital ratio,

percent 375 329 33.7 38.5 33.9 35.8 40.7 40.5 37.8 38.6
Debt-equity ratio 1.1 1.5 1.5 1.1 1.5 1.4 1.2 1.1 1.1 1.3
Current ratio 1.9 1.6 1.6 1.8 1.7 1.9 2.1 2.3 2.1 2.1
Year-End Statistics
Backlog of orders 23,625 23,0656 25,161 21,565 20,991 17,701 11,914 10,147 10,586 8,665
Number of employees

worldwide 72,5675 78,159 75116 70,783 66,300 69,860 65,910 55,690 61,400 62,820

Sweden 38,569 40,172 37,458 34,543 31,130 31,030 27,970 27,950 27,500 27,370

Definition of terms used above are given under Notes to the Financial Statements, page 32.
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LM Ericsson Share Data

Stock exchange and OTC trading

Ericsson today has a larger percentage of foreign shareholders than any other listed
Swedish company. At year-end 1986, approximately 43 percent of the Company’s
shares were held in countries other than Sweden. In addition to the listing on the
Stockholm Stock Exchange, Ericsson’s "B’ shares are quoted in the form of ADRs
(American Depositary Receipts) in the NASDAQ electronic quotation system of the
National Association of Securities Dealers in the United States, and on the ex-
changes in Diisseldorf, Franfurt-am-Main, Geneva, Hamburg, London, Oslo and
Paris. The most active trading in Ericsson shares takes place in Stockholm, London
and New York. The net outflow of Ericsson shares from Sweden in recent years was
reversed in 1986, when the net inflow to Sweden amounted to approximately

Skr 79 m.

Capital stock

Following conversion of 1,211,121 convertible debentures, the number of Telefon-
aktiebolaget LM Ericsson shares at year-end was 38,162,382 and the capital stock of
the Company amounted to Skr 1,908 m. The par value of each share is Skr 50.

Of the total number of shares outstanding, 3,728,515 are ”A” shares, of which
2,479,684 are restricted and 1,248,831 are nonrestricted, all carrying one vote. The
»B” shares number 34,433,867, each carrying one thousandth of a vote. In other
respects, there is no difference in the rights in the Company adhering to the two
series of shares.

The Articles of Association of the Parent Company stipulate that 35 percent of
the voting rights in the Company may be represented by nonrestricted shares that
may be owned by foreign citizens as well as citizens of Sweden. At year-end, the
maximum possible voting rights of nonrestricted shares outstanding amounted to
34.1 percent of the total voting rights, and the actual voting rights of nonrestricted
shares outstanding represented 0.5 percent of the total rights. In other respects,
there are no restrictions on the rights of foreign citizens to own LM Ericsson shares.

Stockholders

At year-end 1986, the total number of LM Ericsson stockholders was approximately
74,200, most of whom owned small holdings. In all, approximately 70,150 stock-
holders owned 13.9 percent of the holdings of 500 or fewer shares. Approximately
180 holders of blocks of more than 20,000 shares controlled 66.5 percent of the
shares. The distribution of ownership among stockholders with the largest number
of voting rights is stable. AB Industrivarden holds the largest percentage of voting
rights, 22.3 percent, followed by Forvaltnings AB Providentia, with 11.8 percent,
and AB Investor, with 10.5 percent.

Stock exchange trading 600
LM Ericsson’s "A” and "B” shares are 500 5 * Y Senenslndex
listed on the Stockholm Stock Exchange. | ||| |
The "B” shares are listed on the exchanges 40— 1-[ >,
in Diisseldorf, Frankfurt-am-Main, Geneva, ||
Hamburg, London, Oslo and Paris. In the 300 - ]
U.S., the Company’s American Depositary P |
Receipts (ADRS]){are quoted in tg(]e:) 0v5r~ " II Ililll
the-counter market through NASDA I” N icted "B” sh
(National Association of Securities Dealers 200 — | e L
Automated Quotation System). Each ADR |
represents one "B” share.
|
I| (c) Findata
1982 1983 1984 1985 1986

Growth in dividend Period Growthin  Consumer price index
Average increase per year, percent dividend

1977 —-1986 10.9 9.2

1982 — 1986 7.1 74

1977 —1982 14.7 10.9
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Trading volume Year Number of

The turnover of LM Ericsson shares during shares
the years 1982-1986, as recorded on the 1986 21,321,417
Stockholm Stock Exchange, is shown in the 1985 13,379,300
accompanying table. Ericsson shares ac- 1984 7,347,305
counted for 4.5 percent of the total number 1983 8,779,949
of shares traded on the Exchange during 1982 7,207,016
1986, and for 3.8 percent of the volume in
Swedish kronor.
Share 1986 1985 1984 1983 1982
Dividend 9.00 9.00 9.00 9.00 7.50
Profit per share
— after taxes paid 14.96 12.62 30.54 34.46 25.05
— after taxes paid and estima-
ted deferred taxes 17.21 15.15 19.99 22.05 17.13
P/E ratio I Ericsson B sharel) 14.3 17.8 8.3 115 13.4
P/E ratio II Ericsson B share?) 12.4 14.9 12.7 18.0 19.6
Share price, December 31
Stockholm Stock Exchange
— Series "A" restricted 325 260 300 400 350
— Series "A” nonrestricted 325 250 260 400 350
— Series "B” nonrestricted 214 225 254 398 336
High for year
— Series "B” nonrestricted 307 311 405 483 345
Low for year
— Series "B” nonrestricted 208 189 241 323 127

1) P/E ratio I = Price per share divided by profit per share after taxes paid.
2) P/E ratio IT = Price per share divided by profit per share after taxes paid and estimated deferred taxes.

Changes in capital stock Number of shares Capital stock
1976 January 1 15,380,117 769,005,850
1-for-4 stock dividend 3,845,029 192,251,450
1-for-6 new issue, Skr 75 2,563,352 128,167,600
1982 1-for-2 stock dividend 10,894,248 544,712,400
1983 Special new issue, US$62.5 4,000,000 200,000,000
Conversions 181,677 9,083,850
1984 Conversions 39,049 1,952,450
1985 Conversions 47,789 2,389,450
1986 Conversions 1,211,121 60,556,050
1986 December 31 38,162,382 1,908,119,100
Distribution of shares Shareholders Shares Number of
(Year-end 1986) ) ) shares per
At December 31, 1986, approximately 43 Size of holding Number % Number % shareholder
percent of the Company’s shares were held 1- 500 70,150 94.6 5,282,758  13.9 75
by shareholders outside Sweden. The voting 501— 1000 2,250 3.0 1,668,935 4.4 750
rights accruing to these shares amounted to 1001- 2000 890 1.2 1,337,858 3.5 1,500
about 0.5 percent of the total. g %i - 13 % ‘1138 83 i,igg,g?g gg &%
1 = o ¥ ¥ L 7:
xgie'l‘;f;‘fgrogf RIER I R RUCERSTE 10 001 — 20 000 100 0.1 1505014 39 15050
e More than 20 000 180 0.2 25,396,307  66.5 141,100
Total 74,200 100.0 38,162,382  100.0 514
Stockholders The largest stockholders, ranked by voting rights, at December 31,
1986 were as follows: Number of shares Percent of voting
AB Industriviarden 840,000 22.3
Forvaltnings AB Providentia 444,000 11.8
AB Investor 394,000 10.5
Allménna Pensionsfonden-Fjiarde Fond-
styrelsen 803,479 8.6
Knut och Alice Wallenbergs Stiftelse 520,626 5.5
Svenska Handelsbankens Pensionsstiftelse 187,800 5.0
Pensionskassan SHB Férsikringsforening 148,743 4.0
Stockholms Enskilda Banks Pensionsstiftelse 136,673 3.6
Forsdakrings AB Skandia 879,248 3.0
Wallenbergs Stiftelse Marianne och Marcus 90,000 2.4
Exports/Imports Exports  Imports
Exports of LM Ericsson shares from Swe- Year (Skrm.)  (Skrm.) Net
den and imports of such shares to Sweden 1986 1,319 1,398 -79
during the years 1982-1986 were as shown in 1985 1,374 1,165 209
the accompanying table. 1984 1,176 705 471
1983 4,071 1,058 3,013
Of which, special new issue 1,799 — 1,799
1982 1,390 487 903

Sources: Bank of Sweden and Swedish Bank Inspection Board
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Board of Directors

Corporate Officers

Members

Deputy
Members

Statutory
Auditors

Deputy
Auditors

HANS WERTHEN

hairman
Honorary Doctor of Technology, Chairman of the
Boards of AB Electrolux and Gringes AB

JAN WALLANDER

Deputy Chairman

Doctor of Philosophy, Chairman of the Boards of
Svenska Handelsbanken and Dagens Nyheter AB

PETER WALLENBERG

Deputy Chairman

Honorary Doctor of Economics, First Deputy Chair-
man of the Board of Skandinaviska Enskilda
Banken, Chairman of the Boards of Atlas Copco AB,
AB Investor, Forvaltnings AB Providentia and Stora
Kopparbergs Bergslags AB

KJELL BRANDSTROM
President of AB Industriviirden, Chairman of the
Board of Nils Dacke AB

LENNART DAHLSTROM
Former President of the National Pension Insurance
Fund, Chairman of the Board of AB Marabou

PAUL KVAMME
Employee representative
THOR NORDMYR
Employee representative

SVEN OLVING

Doctor of Science, President of Chalmers University
of Technology, Chairman of the Board of AB Volvo-
finans

STEN RUDHOLM

Honorary Doctor of Law, Former Marshal of the
Realm, Member of the Swedish Academy

SVEN AGRUP
Chairman of the Board of AGA AB

BJORN SVEDBERG
President and Chief Executive Officer,
Honorary Doctor of Technology

SVEN LJUNGBERG
Employee representative

ARNE MOHLIN
Executive Vice President

THOMAS OLSSON
Employee representative

CARL WILHELM RoOsS
Executive Vice President

JAN STENBERG
Executive Vice President

Auditors

DAVID JONES, Chartered Accountant, Price Waterhouse
NILS-AXEL FRISK, Former Executive Vice President

(Finance), Swedish Staff Pension Fund

JORGEN ESKILSON, Authorized Public Accountant,
Price Waterhouse

OLOF HEROLF, Authorized Public Accountant,
Price Waterhouse

KARL-AXEL LINDEROTH, President, Swedish
Staff Pension Fund

CARL-ERIC BOHLIN, Authorized Public Accountant,

Price Waterhouse

Corporate Executive Committee

BJORN SVEDBERG
Chief Executive Officer
President, Telefonaktiebolaget LM Ericsson

ARNE MOHLIN
Executive Vice President

LARS RAMQVIST
Executive Vice President

CARL WILHELM ROS
Executive Vice President and Chief Financial Officer

Business Areas

LARS BERG
Senior Vice President, Cables
President, Ericsson Cables AB

ULF H. JOHANSSON
Senior Vice President, Defense Systems

STIG LARSSON
Senior Vice President, Information Systems
President, Ericsson Information Systems AB

RONNY LEJDEMALM
Senior Vice President, Components
President, RIFA AB

BJORN LINTON
Senior Vice President, Network Engineering and Construction
President, Ericsson Network Engineering AB

AKE LUNDQVIST
Senior Vice President, Radio Communications
President, Ericsson Radio Systems AB

JAN STENBERG
Executive Vice President, Public Telecommunications

Corporate Staffs

STEPHAN ALMQVIST
Senior Vice President, Corporate Treasury

LARS EDMARK
Senior Vice President, Corporate Market Coordination

LENNART GRABE
Senior Vice President and General Counsel, Corporate Legal Affairs

HARRY JOHANSSON
Senior Vice President, Corporate Audit

Bo LANDIN
Senior Vice President, Corporate Market Coordination

MAGNUS LEMMEL
Senior Vice President, Corporate Market Coordination

GOSTA LINDBERG

Senior Vice President, Corporate Technology & Quality and Chief
Technical Officer

NILS INGVAR LUNDIN

Senior Vice President, Corporate Relations

ROLF SKILLNER

Senior Vice President, Corporate Human Resources and
Organization

AKE STAVLING

Senior Vice President, Corporate Financial Control

Investor Relations
PETER BERGENHAG

Investor Relations in the U.S.
LARS CHRISTOFFERSON
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Algeria

Telefonaktiebolaget LM Ericsson
Bureaux Techniques d’Algérie

El Djazair

Lars Johansson

Argentina

Compaiiia Ericsson S.A.C.I.
Buenos Aires

Compaiiia Argentina de
Teléfonos S.A.

Buenos Aires

Sven Lénnstrom

Compaiiia Entrerriana de
Teléfonos S.A.

Buenos Aires

Sven Lénnstrom

Industrias Eléctricas de
Quilmes S.A.

Quilmes

Arvid Jauring

Australia

LM Ericsson Pty. Ltd.
Broadmeadows
Lars Estberger

LM Ericsson
Finance Pty. Ltd.
Broadmeadows
Lars Estberger

Ericsson Signal Systems
Pty. Ltd.

Brisbane

Bernard Tumalty

NIRA Australia Pty. Ltd.
Alexandria
Brian Fitzgerald

Rifa Pty. Ltd.
Preston
Nils Oman

Austria

Eriesson Information Systems
Ges.m.b.H.
Vienna

Belgium

Ericsson Information Systems
NV/SA

Brussels

Goran Schlyter

N.V. Nira Communication
Systems

Wevelgem

Freddy Michielsen

Facit Office Products NV/SA
Brussels
Georges Heneffe

Brazil

Eriesson do Brasil Comércio
e Indastria S.A.

Sao Paulo

Rubem Carlos Ludwig

Fios e Cabos Plasticos
do Brasil S.A.

Rio de Janeiro

Jan Andersson

Ericsson Amazonia S.A.
Manaus
Rubem Carlos Ludwig

Canada

Ericsson Communications Ine.
Montreal, Quebec
Lionel P. Hurtubise

Chile

Compaiiia Ericsson de Chile S.A.
Santiago
Jan Hartzell

China

Telefonaktiebolaget LM Ericsson
Beijing Office

Beijing

Lars Jacobson

Colombia

Eriesson de Colombia S.A.
Bogota
Rolf Backstrom

FACOMEC S.A.
Cali
Kaj Nielsen

Costa Rica

Eriesson de Costa Rica S.A.
San José
Gerardo Valverde

Denmark

Dansk Signal Industri A/S
Copenhagen
Jorgen Green-Petersen

LM Ericsson A/S
Copenhagen
Asbjern Dehlie

LM Ericsson Finans A/S
Glostrup
Asbjern Dehlie

Ericsson Information Systems
A/S

Herlev

Hans Amell

Ericsson Radio Systems A/S
Téstrup

Ake Lindstrom

Facit A/S
Herlev
Erik Aa Larsen

Brdr B&E Hansen A/S
Copenhagen
Per Grentved Svendsen

Ecuador

Teléfonos Ericsson C.A.
Quito
Kjell Bjork

Egypt

Telefonaktiebolaget LM Ericsson
Egypt Branch

Cairo

Henrik Johansson

El Salvador

Telefonaktiebolaget LM Ericsson
Sucursal El Salvador

San Salvador

Jorge Guevara

Finland

Oy LM Ericsson Ab
Jorvas
Yngve Ollus

Oy DAVA Ab
Helsinki

Christian Westerlund
Oy Facit Ab

Helsinki

Bengt Henricsson

France

Eriesson Information Systems
S.A.

Colombes

Jean Claude Sac

Ericsson Location S.A.
Paris

Jean Claude Sac

Nira S.A.

Nanterre
Richard Minogue

RIFA S.A.
Boulogne-sur-Mer
Phillipe Delahaye

RIFA SPETELEC
COMMERCIAL S.A.
Saint Quentin en Yvelines
André Bousquet

Germany, Federal Republic of

DPSA GmbH
Frankfurt
Wolfgang Brezina

Ericsson Information Systems
Vertriebspartner GmbH
Stuttgart

Jens-Marten Lohse

Ericsson Information Systems
GmbH

Diisseldorf

Robert Corduwener

Eriesson Leasing GmbH
Diisseldorf
Gustav Schaal

Nira Deutschland
Zweigniederlassung der NIRA
International BV

Frankfurt

Dick Sougé

RIFA-LEITGEB GmbH
Engen

Stefan Falk



Greece

Ericsson (Hellas) Telecommuni-
cations Equipment S.A.

Athens

Willy Johansson

Guatemala

Ericsson de Guatemala S.A.
Guatemala City
Ignacio Gonzales

Hong Kong

Ericsson Communications
(Hong Kong) Ltd.

Hong Kong

Olof Haag

India

Ericsson India Ltd.
New Delhi
Satish C. Sood

Facit Asia Ltd
Madras
Bo Leufstedt

Uptron Electronic Devices Ltd
New Delhi
B.J. Katrak

Iran

Simco Ericsson Ltd.

(Private Joint Stock Company)
Tehran

Parvis Hurfar

Iraq

Telefonaktiebolaget LM Ericsson
Iraq Branch

Baghdad

Goran Berild

Ireland

Broadcom Eireann Research Ltd.

Dublin
Brendan Kernan

LM Ericsson Ltd.
Athlone
John Whyte

Ericsson Information Systems
Litd.

Dublin

John F. Kennedy

LM Ericsson Holdings Ltd.
Athlone

Vincent Daly

Ericsson Expertise Ltd
Glasthule, Dun Laoire,
Co Dublin

Olav Hamstad

Italy

AR.E.S.p.A.
Castellanza
Guiseppe Pizzi

EL. TE. Siciliana Electronica &
Telecomunicazioni S.p.A.
Palermo

Gianluigi Molinari

Ericsson Informatica S.p.A.

Rome

Philippe Monheim

Facit Data Products S.p.A
Agrate Brianza

Vittorio Amigoni
FATME, S.p.A.

Rome
Sergio Mercuri

FIAR, S.p.A.
Milano
Silvano Casini

RIFA-RACOEL S.r.L.
Milano
Enzo Zenga

Scarfini S.p.A.
Rome
Pietro Carli

SETEMER S.p.A.
Rome
Gian Luigi Tosato

SIELTE, S.p.A.

Rome

Gianluigi Molinari

TEL. CA. — Telecomunicazioni
Calabrese S.p.A.

Cosenza

Aurelio Casali

Japan

LM Ericsson International AB —

Bruno Olsson

Jordan

Telefonaktiebolaget LM Ericsson
Technical Office

Amman

Bo Zaine

Korea, Republic of

AB Erifon

Branch Office Korea
Seoul

Lennart Kalling

Oriental Telecommunication
Company, Ltd

Seoul

Young Man Lee/Géran Sundelof

Kuwait

Telefonaktiebolaget LM Ericsson
Technical Office Kuwait

Kuwait

Nazif T. Khalidi

Lebanon

Société Libanaise des T'éléphones
Ericsson

Beirut

Riad Daher

Libya

Telefonaktiebolaget LM Ericsson
Libya Branch

Tripoli

Jurgen Margvardt

Luxembourg

Ericsson Reinsurance S.A.
Vianden
Peter Flensbrug

Malaysia

Ericsson Telecommunications
Sdn Bhd

Shah Alam, Selangor

Bengt Forssberg

Electroscon Network Engineer-
ing Sdn Bhd

Petaling Jaya

Selangor

Haneef Mokhtar

Perwira Ericsson Sdn Bhd
Shah Alam, Selangor
Kamaludin bin Abdul Kadir

Mexico

Conductores Latincasa S.A.
de C.V.

Mexico, D.F.

Bo Gustafsson

Empresa Tecnologica Ericsson
S.A.deC.V.

Mexico, D.F.

Raimo Lindgren

Mextron S.A. de C.V.
Mexico, D.F.
Jose Genaro Rios Hernandez

Sistemas Ericsson de México,
S.A

Meﬁco, D.F.

Rolando Zubirian
Teleindustria Ericsson S.A.
Mexico, D.F.

Raimo Lindgren

Morocco

Telefonaktiebolaget LM Ericsson
Délégation Technique du Projet
au Maroc

Rabat — Agdal

Gunnar Hakansson

Netherlands

Ericsson Finance Nederland B.V.
Woerden
Robert Corduwener

Ericsson Information Systems
BV

Woerden

Robert Corduwener

Ericsson Telecommunicatie
BV

Rijen

Bjoérn Jénsson

Ericsson Paging Systems B.V.
Amsterdam

Colin B. Buckingham
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NIRA International B.V.
Amsterdam
Colin B. Buckingham

Nira Nederland BV
Utrecht
Chris Berger

Netherlands Antilles

Telefonaktiebolaget LM Ericsson
Technical Office

Singapore

LM Ericsson International AB
Singapore
Allan Uvhagen

Ericsson Network Engineering
Pte Ltd

Singapore

Kurt Bernhardsson

Singapore Engineering Software
Pte Ltd

Curagao Singapore
Lennart Rosell Loy Wee Wang
New Zealand Spain
Eriesson Communications Ltd. Ericsson S.A.
Wellington Madrid
Per Uddén José L. Solla
ﬁr’i(éisign Rent S.A.
Nigeria a
LM Ericsson (Nigeria) Ltd. José M. Gallardo
Lagos Sistemas Ericsson de
Stig Sandmark Senalizacion S.A.
Madrid
Hilario Zalote
Norway

Ericsson Information Systems
A/S

Oslo

William Svedberg

Lehmkuhl Radio Systemer A/S
Oslo
Tor Ellingsen

Nordic Electronic Systems A/S
Oslo
Knut Trovaag

RIFA A/S
Oslo
Tor Jakob Hayem

Oman

Telefonaktiebolaget LM Ericsson
Technical Office Oman

Muscat

Per Berg

Panama

Telefonaktiebolaget LM Ericsson
Technical Office

Panama

Bo Westman

Peru

Compainiia Ericsson S.A.
Lima
Julien Sideris

Portugal

Sociedade Ericsson de Portugal
Lda

Linda-a-Velha

Bengt Forss

Saudi Arabia

Telefonaktiebolaget LM Ericsson
Saudi Arabia Branch

Riyadh

Johan Erik Mansson

Industrias de Telecomunicacion
S.A. (Intelsa)

Madrid

Leif Killén

Sweden

Telefonaktiebolaget LM Ericsson

Stockholm
Bjorn Svedberg

AB Aulis
Stockholm
Carl Wilhelm Ros

CAD Development AB
Stockholm
Christer Nylander

ELLEMTEL Utvecklings AB
Stockholm
Sten-Olof Johansson

E-P Data AB
Karlskrona
Urban Jansson

Ericsson Cables AB
Sundbyberg
Lars Berg

Ericsson Fiber Optics AB
Stockholm
Viesturs Vucins

LM Ericsson Data Services AB
Stockholm
Bjérn Boldt-Christmas

Aktiebolaget LM Ericsson
Finans

Stockholm

Gosta Stahlberg

Egcsson Information Systems
A

Stockholm

Stig Larsson

Ericsson Information Systems
Sverige AB

Stockholm

Stefan Lindholm

Ericsson Network Engineering
AB

Stockholm

Bjoérn Linton

Ericsson Programatic Sweden AB
Karlstad
Mats Krave

Ericsson Radio Systems AB
Stockholm
Ake Lundqvist

Ericsson Radio Systems
Sverige AB
Sundbyberg

Leif Holm

Ericsson Signal Systems AB
Stockholm
Bengt Gustafsson

Erisoft AB
Lulea
Sture Johansson

Facit AB
Sundbyberg
Ulf Bergenudd

Industrigruppen JAS AB
Stockholm
Harald Schrider

Magnetic AB
Stockholm
Bertil Bogren

Mellansvenska Elektriska AB
Stockholm
Karl Olov Melin

John Mértensson Elmaterial AB
Helsingborg
Christer Wahlberg

Pite Partner AB

jebyn
Karl-Evert Wallin

RIFA AB
Stockholm
Ronny Lejdemalm

Svenska Elgrossist AB SELGA
Stockholm
Géran Brodin

Tocksfors Verkstads AB
Tocksfors
Lars Wahlberg

Wolber Import AB
Stockholm
Valdis Berzins

Verimation AB
Vistra Frolunda
Bjoérn Stattin

Switzerland

Ericsson AG
Diibendorf
Kurt Klopfer

Ericsson Finanz AG
Zollikon
Kurt Rohrer

Ericsson Information Systems
AG

Diibendorf

Thomas Avedik



Taiwan, China

LM Ericsson International AB
Technical Office Taiwan
Taipei

Christer Hohenthal

Thailand

Ericsson Communications
(Thailand) Ltd

Bangkok

Supridi Sribhadung

Ericsson Telephone Corporation
Far East AB

Branch Office Thailand
Bangkok

Supridi Sribhadung

Ericsson Thai Networks
Company Litd

Bangkok

Hans Welinder

Tunisia

Telefonaktiebolaget LM Ericsson
Bureaux Techniques de Tunisie
Tunis

Hugo Agnvall

Turkey

Ericsson Sebeke Insaati A.S.
Istanbul
John E Vesterlund

United Arab Emirates

Telefonaktiebolaget LM Ericsson
Technical Office UAE

Abu Dhabi

Lennart Nilsson

United Kingdom
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Annual General Meeting

The Annual General Meeting will be held in the Berwald Hall, Strandvégen 69, Stock-
holm, at 5.00 p.m. Tuesday, May 19, 1987.

Shareholders intending to participate in the Annual General Meeting must be entered
as shareholders in the share register kept by Vdrdepapperscentralen VPC AB (Swedish
Securities Register Center) not later than May 8, 1987. Shareholders whose shares are
registered in the name of an agent must reregister the shares temporarily in their own
names in order to participate in the meeting.

In addition to the above-mentioned requirements, shareholders shall give notice of
attendance to the Headquarters of Telefonaktiebolaget LM Ericsson, S-126 25 Stock-
holm, between 10.00 a.m. and 4.00 p.m. not later than Thursday, May 14, 1987 at
4.00 p.m.

Dividend

The Board of Directors has proposed May 22, 1987 as the record day for payment of divi-
dends. Provided this proposal is approved, the dividend is expected to be paid by Varde-
papperscentralen VPC AB on June 1, 1987.

Dividends on shares for which certificates have been issued under the former system
will not be paid until the exchange of certificates and the entry in the share register kept
by Virdepapperscentralen VPC AB have been made.

Shareholders who have changed their names or mailing addresses should as soon as
possible notify Virdepapperscentralen VPC AB, S-171 18 Solna, Sweden.
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