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Autoliv, Inc., is a Fortune 500 company and the world's largest automotive safety supplier with sales to all the leading
car manufacturers in the world. The Company develops, markets and manufactures integrated safety systems including
airbags, seat belts, safety electronics, steering wheels, anti-whiplash systems, seat components and child seats.

Autoliv has 80 subsidiaries and joint ventures with almost 30,000 employees in over 30 vehicle-producing countries. In
addition, Autoliv has technical centers in nine countries with 19 crash test tracks - more than any other automotive
safety supplier.

Autoliv's shares are listed on the New York Stock Exchange (NYSE: ALV) and its Swedish Depositary Receipts on the
OM-Stockholm Stock Exchange (SSE: ALIV).

Business Mission
"To develop, produce and sell systems worldwide for mitigation of injuries to automobile occupants and pedestrians,
and avoidance of traffic accidents".

Strategies

Develop high-value safety system solutions for the vehicle manufacturers• 
Increase technological leadership• 
Expand global reach (manufacturing and technical resources close to all major vehicle manufacturers)• 
Continuously improve quality and cost structure• 

Summary

Sales declined by 3% due to a 5% fall in car production.• 
Earnings affected by this decline as well as by pricing pressure from customers and high raw material prices.• 
Restructuring program announced in October to improve earnings. The cost for the program was $65 million
in "Unusual Items".

• 

Earnings per share amounted to $.97 before "Unusual Items" and $.49 after, compared to $1.67 in 2000.• 
Headcount in high-labor-cost countries reduced by 8%.• 
Smart seat belts introduced together with BMW and Mercedes.• 
Agreement signed in 2002 to acquire Visteon's safety electronics business.• 
Reported earnings per share expected to be enhanced by $.50 as a result of a new accounting principle and
by $.10 - $.15 from the restructuring program. Car production is expected to continue to decline.

• 

To our Shareholders

2001 was the year we took comprehensive initiatives to further implement cost reductions to address the downturn in
vehicle production. The key elements of our plan were the following:

Closure of airbag cushion fabrication in Sweden and move to Poland.• 
Closure of airbag cushion fabrication in Utah and move to Mexico.• 
Streamlining of our Dutch assembly plant.• 
Reduction of overhead in our two Seat Sub-Systems plants and write-off of impaired non-performing assets
within this business.

• 

Partial integration of former OEA`s Denver operations with our main U.S. inflator operations in Ogden,
Utah.

• 

The package is estimated to improve future operating results by $20-25 million annually. Since these actions in large
part were completed in 2001, we should realize close to the full potential of the annual savings already in 2002.
  2001 also marked the retirement of our chairman Gunnar Bark. Mr. Bark was instrumental in the building of Autoliv
from a $20 million company mainly in Sweden to the world's leading safety supplier it is today.

Expanding Operations
In North America, Autoliv's plant for Inflatable Curtains (IC) in Tilbury, Canada, went into commercial operation. This
plant should realize a steady volume increase and profitability starting with the 2002 calendar year.
  An additional U.S. seat belt plant, located in Madisonville, Kentucky, started operations during the second quarter.
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This plant will help support our growing seat belt business, currently being handled by our Indianapolis plant and our
two Mexican plants. The Kentucky plant is a greenfield operation with experienced management, equipped with latest
technologies in hardware and software to ensure exceptional quality.
  In Europe, most of the U.K. seat belt production was moved to low labor-cost countries in Eastern Europe, as well as
to specific automated lines in Germany with available capacity. The increased sales of labor intensive leather-wrapped
steering wheels led to further expansion in Tunisia, where employment now exceeds 1,200 in four plants.
  Our 65/35 joint venture with the leading Korean automotive supplier Mando has purchased land outside Seoul, where
a plant to produce both seat belts (today imported from other Autoliv plants) and airbags (today produced in a leased
facility) will be erected during 2002.
  In Japan, all sales personnel and administrations, etc. from recently acquired companies were merged, resulting in four
sales offices rather than 16. This organization will provide a uniform and efficient way of conducting total restraint
systems business for our customers.
  On April 1, 2002, NSK's seat belt operations in Japan and Thailand will be consolidated when we take advantage of a
call option to increase Autoliv's holding to 70% from today's 40%. This will add approximately $150 million in annual
sales and position Autoliv as the second-largest belt supplier in Japan. The short-term influence on net profit will be
marginal.

Product Expansion
In early 2002 a number of new product improvements have been developed, and orders secured for these innovations.
These contracts include pre-pretensioners and adaptive load-limiters, which are described on page 13 and 14 in this
annual report. Sales of the Inflatable Curtain (IC) continue to grow rapidly. The IC is fast becoming standard equipment
in Europe, not only in premium cars but also in the middle segment. The penetration in Europe is based on consumer
demand.
  In the U.S., both the IC for head protection and side airbags for chest protection are still to a large extent optional
equipment, since they are not mandated by law and the market demand is still in an early stage.
  More speculative and long-term is the development of active safety, both Night Vision (which helps the driver to see
better at night and in fog), and pre-crash sensing to gain time to activate critical restraint systems before an imminent
crash. These products are described on page 13.

Entering the U.S. Electronics Market
In early 2002 we have concluded an agreement to acquire Visteon's Restraint Electronics (VRE), which has $150
million in annual sales and 350 employees in North America with over 100 of them in engineering.
  VRE will give us the complete system capabilities in North America that we have been looking for and that we have
had for many years in Europe. Together with VRE, Autoliv Electronics will become one of the largest global suppliers
of crash sensors and electronic control units for safety systems.
  Enhanced electronic capabilities also tie in well with the current trend toward active safety systems, which aim to
avoid a crash altogether. These systems will require more electronics and software.
  The VRE acquisition will not have any negative earnings impact or any significant effect on Autoliv's net debt, but
already within two years we expect the VRE investment to match the return on investment for the rest of the Company.

Cost Efficiency Program
The cost efficiency program continued during 2001 with some better-than-expected results. A program to decrease the
manning levels in the U.S. by 1,000 persons was fulfilled before the middle of 2001, and 1,900 was reached before
year-end, corresponding to 20% of the total U.S. staffing level.
  The ongoing effort to move labor intensive positions to low-labor-cost countries (LLCC) has also been successful.
Our target to add 1,000 jobs in LLCC was surpassed, and we achieved a total of 1,450 during the full year. At the end
of 2001, some 7,200 employees, corresponding to 25% of our workforce, are based in LLCC. This number has
increased from only some 10% three years ago.

Outlook
During the spring of 2002, it seems likely that light vehicle production will decline from the already low levels
recorded in the beginning of 2001, both in North America and particularly in Europe. The decreases, however, are
likely to diminish as the year progresses and the year should end with production at a similar pace as 2001. Total light
vehicle production is on average estimated to decrease by close to 3 percent vs. 2001, but will probably be compensated
by new safety products and higher penetration rates. The projected vehicle production is based on information available
in January.
  Autoliv will continue the cost efficiency programs already underway, and also continue new product introduction to
strengthen our technical lead. Launch quality will also be a key focus as we are scheduled to make numerous new
launches for the 2003 and 2004 model years.

Lars Westerberg
President and Chief Executive Officer

The market

The growth in global light vehicle production has increased Autoliv´s market by approximately 3% annually since
1993, (when Autoliv started to gather global market data). This growth driver, which fluctuates with the economic
cycles, has been boosted by the booming U.S. economy during the '90s.
  A more significant growth driver is the safety content per vehicle which has increased the market since 1993 by
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almost 6% annually and increased the safety supply value from roughly $135 per vehicle to about $219 in 2001. This
growth factor is driven by new regulations and safety innovations, and is relatively unaffected by swings in the
economy.

The safety content per vehicle is expected to continue to grow mainly due to:

New regulations in the U.S. that will mandate higher-priced "advanced airbags" in all new light vehicles,
beginning in the fall of 2003. This regulation could have significant ripple effects for the entire global
market.

1. 

The market for side airbags for head protection could increase from close to 10 million units in 2001 to
almost 30 million in 2004, based on already awarded contracts.

2. 

New European test requirements on pedestrian protection that were accepted in 2001 by the vehicle
manufacturers. The requirements will apply to new vehicle models from mid-2005.

3. 

Consumers' increasing demand for safer cars, and the vehicle manufacturers' scramble for higher safety
ratings in public crash test programs, such as the new Euro NCAP and NHTSA's tests in the U.S.

4. 

Market by products
During the past few years the market for occupant restraint products has been almost flat at about $12 billion
(excluding steering wheels) due to the stronger U.S. dollar and falling vehicle production.
  In 2001, the side airbag market rose by nearly 40% in value and in unit sales to 40 million side airbags. The trend is
expected to continue as a result of strong demand for head side airbags.
  The market for frontal airbags, which in 2001 amounted to 86 million units, fluctuates with global vehicle production.
The value of this product area is expected to start expanding again in 2003 when "advanced airbags" are phased in.
  The seat belt segment has shown a relatively consistent growth of about 3% annually. The steadiness in this value
increase is a result of the on-going introduction of new safety enhancements, such as pretensioners and automatic
height adjusters. Global unit sales of seat belt pretensioners, for instance, rose in 2001 by 4% at the same time as
vehicle production fell by 5%.
  The safety electronics market currently increases by a couple of percent per year. Growth is mainly driven by the fact
that there are more electronically-triggered safety devices (such as side airbags and seat belt pretensioners) in each
vehicle. The electronics business will benefit the most from the introduction of advanced airbags in 2003.

Market by regions
  The European market, which accounts for half of Autoliv's sales, currently represents 33% of the global market but
has declined since 1999 due to the weaker Euro.
  The North American market, which accounts for a third of Autoliv's sales, represents 36% of the global occupant
restraint market. The market in this region has been almost unchanged since the airbag boom in the '90s.
  Japan accounts for 18% of the global market and for 9% of Autoliv's sales. The rest of the world accounts for 13% of
the global market and for 5% of Autoliv's sales. The difference is partly a reflection of the fact that most of Autoliv's
sales in the rest of the world are through non-consolidated joint ventures.

Market by companies
  Since 1993, Autoliv has grown its sales at an annual rate of approximately 25% to $4 billion and become the global
sales leader with approximately one third of the market. Acquisitions accounted for approximately half of the increase.
  The second largest player in the industry is TRW, a public American company, which accounts for approximately a
quarter of the global safety systems market. TRW also produces other automotive products and has a large aerospace
division.
  Takata is a Japanese, family-owned company, which in 2000 acquired a German airbag and steering wheel company.
As a result, Takata's market share increased to almost a fifth of the market.
  The American company Breed, which emerged from Chapter 11 in 2000, is still owned by its creditors. Breed's
market share is estimated to be less than 10%.
  Delphi, a public American company and the world's largest auto parts supplier, manufactures, among other things,
steering wheels, electronics and airbags.
  The rest of the market is split among local manufacturers, mainly in Japan, Korea and Brazil.
  Autoliv's competitive strategy is to maintain its leadership position as the technology leader and a specialist company
for automotive safety. Consequently, Autoliv has a more extensive global presence and more development resources in
automotive safety than its competitors. These advantages are becoming increasingly important as vehicle manufacturers
want their suppliers to be global and to have "system capabilities".

Sales by customers
  Although the car industry has undergone a comprehensive consolidation and the largest vehicle manufacturer now
accounts for 25% of global light vehicle production, the largest customer of Autoliv accounts for 20% of the
Company's revenues.
  The largest customer group is the "Ford family" with Ford, Volvo, Jaguar, etc.
  Even more important from a dependency standpoint is the fact that no individual contract accounts for more than 4%
of Autoliv's sales. Each contract is typically for one car model, and the contract is usually valid as long as that car
model is being produced (approximately 4-5 years).
  The contracts are awarded some three years before production starts. During this period, Autoliv often functions as a
development partner for the new car model by sharing expertise on new safety-enhancing products.
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Sales by regions
Customers in Europe account for more than 50% of Autoliv's sales and customers in North America for a third of
consolidated sales. The European share has declined somewhat since 1999 due to the weaker Euro, while the relative
importance of the North American market has increased slightly as a result of acquisitions, higher market shares and
the stronger dollar.
  The Japanese market accounts for close to 10% and the rest of the world for about 5% of Autoliv's sales.
  The most important individual markets are the United States, Germany, France, Japan, Spain, Great Britain and
Canada. Sweden accounts for 4% of revenues.
  In North America, Autoliv accounts for approximately one third of the airbag product market. The market share for
seat belts has increased from 13% to 23% over the last two years. The share for steering wheels has increased to 6%
since 1998, when Autoliv opened its North American steering wheel plant.
  In Europe, Autoliv's market share is approximately 50% for airbags and seat belts and approximately 15% for steering
wheels.
  In Japan, Autoliv has a strong position in the airbag inflator market with a share exceeding 40%. For complete airbags,
however, the market share is just above 10%, because local airbag production did not begin until 1998. The market
share for steering wheels exceeds 20% following the acquisition in 2000 of Izumi, and the market share for seat belts
will amount to 25% in 2002 when Autoliv will start to consolidate NSK's seat belt business.
  In the rest of the world, Autoliv has achieved market positions of 50% or more in many countries by early
establishment of joint ventures or subsidiaries.

Autoliv’s Saftey System

The Volvo XC90, the sport utility vehicle which was first shown in January 2002, is an example of a new vehicle with
many state-of-the-art safety products from Autoliv.

ON-CALL SYSTEM
The airbags´ electronic control unit automatically calls a Volvo On-Call Emergency Center after a severe crash and
provides the rescue team with the location of the vehicle from the vehicle´s GPS navigation system. This post-crash
system can also be used to trace a stolen vehicle. Introduced in 2000.

STEERING WHEEL
Driver airbags are increasingly being delivered integrated with the steering wheels. Autoliv started with this concept in
1995.

DRIVER AIRBAG
Estimated to reduce driver fatalities in frontal crashes by approximately 25% (for belted drivers). The vehicle's frontal
airbags have two stages to adjust the deployment to the crash severity.

THORAX BAGS Estimated to reduce the risk of serious chest injuries in side-impact crashes by approximately 20%.
Introduced by Autoliv and Volvo in 1994, and now available in most cars.

AUTOMATIC HEIGHT ADJUSTER
(for the front seat belts) assures that the shoulder belt is correctly positioned to provide the best possible restraint
characteristics for different-sized occupants.

SEAT STRUCTURES
Produced by Autoliv since 1996 in order to develop and promote stronger seat structures.

SEAT BELT SYSTEMS Estimated to reduce the risk for serious injuries in frontal crashes by 40-50%. Produced by
Autoliv since 1965. The seat belts in the Volvo XC90 have:

A) PRETENSIONERS that tighten the belt at the onset of a crash, using a small pyrotechnic charge, so that the
restraining of the occupant starts as early as possible. Introduced by Autoliv in 1989.

B) LOAD LIMITERS which pay out some seat belt webbing before the load on the occupant's chest becomes too high.
In the front seats where there is a risk of hitting the steering wheel or the dash board, the excessive energy is instead
absorbed more uniformly by the frontal airbags. The load limiters in the Volvo XC90 are of a new design with two
stages to provide an even load on the occupant's body from the combined seat belt and airbag system.

PASSENGER AIRBAG
Estimated to reduce fatalities in frontal crashes by approximately 20% (for belted occupants). Autoliv has been a
pioneer in airbag technologies since the early 1980's.

INFLATABLE CURTAIN (IC)
Estimated to reduce the risk for life-threatening head injuries in side-impact collisions by more than 50%. It is also very
efficient for rollover protection. This Autoliv innovation was introduced in 1998 and will soon be available in most
cars. Manufactured using Autoliv's patented one-piece weaving technology.
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ANTI-WHIPLASH SEAT (AWS)
Estimated to reduce the risk for neck injuries in rear-end collisions by more than 50%. An Autoliv innovation
introduced in 1998 and available in all Volvo cars.

INTEGRATED CHILD SEAT
A foldable seat which makes it possible for children to use the vehicle's seat belt system, which is more efficient than a
separately attached belt.

BELT-IN-SEATS (BIS)
Autoliv has developed a unique recliner to allow the shoulder belt to be attached to the backrest of the seat (instead of
to the car structure). BIS will be especially effective in maintaining clearance between the head and the roof in
rollovers.

ISOFIX CHILD SEAT
A safety seat especially designed and manufactured for Volvo. (Isofix is a global standard for attaching child seats,
which reduces the risk of fastening the seat incorrectly.)

Research, Development & Engeneering (R,D&E)

Autoliv's research, development and application engineering is based on the Company's own tests and trials and on the
expertise that Autoliv's specialists have gathered over many years. The R,D & E is also based on traffic accident data
and insights into what various human body parts can withstand in a crash. Cooperation with leading car manufacturers
is instrumental, as well as cooperation with independent scientists.
  Autoliv's research is also conducted in consultation with the Autoliv Technical Advisory Board, which consists of
internationally recognized scientists such as the professors Murray Mackay, (chairman) from the University of
Birmingham, UK; Hermann Appel, Technical University of Berlin, Germany; Jeff Crandall, University of Virginia,
USA; and Per Lövsund, Chalmers University of Technology, Sweden.
  Corporate research projects are concentrated in a specialist center, Autoliv Research in Sweden, while corporate
development projects are assigned to one of the major technical centers in France, Germany, Sweden or the United
States. Technical centers have also been established in Australia, Japan, Korea, Spain and the U.K., and India has a sled
track facility.

Patents
Autoliv holds more than 3,000 patents covering a large number of innovations, such as the Inflatable Curtain, the new
sensor and algorithm for rollover protection, the one-piece-weaving technology for airbags, the buckle pretensioner
principle, the seat-mounted thorax side airbag, the anti-whiplash seat principle and a vast number of other systems and
technologies. The patents expire on varying dates through the year 2021. The expiration of any single patent is not
expected to have a material adverse effect on Autoliv's financial position.

Total Safety Concept
The car occupant restraint industry has so far mainly focused on "In-crash systems" aimed at mitigating the
consequences of an accident.
  However, as part of Autoliv's Total Safety System concept, the Company has widened its scope of safety enhancing
areas to include both "pre-crash systems" and "post-crash systems". The pre-crash systems are often active systems that
are aimed at preparing the safety systems for an imminent crash or, preferably, avoiding the crash altogether. Post-crash
systems are devised to increase the occupant's chances of surviving after a serious accident.
  Autoliv's Total Safety System concept means that the Company's safety products shall give the best possible
protection to any occupant in any type of collision without introducing any significant injury to any occupant in any
position.
  Components and sub-systems must therefore be designed to interact with each other as one system. Seat belt
pretensioners and frontal airbags, for instance, are tuned to each other via the same electronic control unit to give the
best possible protective effect, and the deployment of the frontal airbags should be adjusted depending on crash severity
and seat belt use.
  This is also how the vehicle manufacturers increasingly want to buy the safety products; as one complete system with
sub-systems for all occupants in the vehicle. System supply and system development reduce a carmaker's costs and his
need to coordinate competing suppliers of safety systems.
  Future restraint systems should provide protection for all kinds of occupants in various seat positions with or without
seat belts (infants, elderly people, petite females, large males). The Smart Belt that Autoliv introduced in 2001 (see
page 14) is an example of this effort.
  In real life, crashes are almost never "head-on" frontal collisions into a rigid, unmovable object at one specific speed
(as in most crash tests required by the government regulators). Consequently, future safety systems should be able to do
more than just determine if an accident is a frontal crash, a side impact, a rear-end collision or a rollover.
  An ideal system should be able to identify and provide protection to car occupants in collisions with various types of
vehicles and objects (car-to-car; car-to-truck, etc.) up to a collision speed (i.e. crash severity) where there is still a
survivable space in the vehicle's compartment. In addition, a vehicle should not cause injuries to pedestrians and other
road users.
  Autoliv's research and development is therefore aimed at improving protection for real people in real crashes.
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R,D&E/Projects

Pre-crash systems for accident prevention

Night Vision
By using an infrared (IR) camera, the driver's vision can be significantly improved at night and in fog. The view from
the camera is projected on a heads-up display (a glass screen in front of the driver) just as in modern jet fighters.
  With Autoliv's system, the distance that the driver can see in front of the vehicle can be extended from less than 100
meters with dipped head beams to more than 500 meters in ideal conditions. In addition, there is no risk for glare from
oncoming vehicles, since the IR camera that Autoliv uses is unaffected by the light from regular head lights.
  The camera in Autoliv's system comes from the American company, Indigo Systems. The two companies are currently
optimizing Indigo´s new miniature IR-cameras for an automotive environment.
  The small size will make it easy to install the camera in suitable locations, such as under the rear edge of the hood.
When used, the camera is raised and "looks" above the hood just as a periscope - without interfering with the driver's
vision.
  Autoliv is developing the heads-up display and has the system responsibility for integrating the camera and the
heads-up display into the vehicle.

Pre-pretensioning
This device will tighten the seat belt as early as one tenth of a second before a likely crash, using a fast electrical motor.
  The elimination of slack in the belt system can therefore start earlier - even before a crash - and the system can be
made reversible. Consequently, it is possible to "strap in" the occupant more gently. It also makes it possible to tighten
the belt as a precaution when it is difficult to predict whether there will be a crash or not. The new system will be
especially effective in preventing occupants from being thrown forward during severe braking.

Pre-crash Sensing
In a few tenths of a second before a crash, Autoliv's near-zone radar sensors are capable of identifying the relative
speed towards an object and the estimated time of impact. The regular crash sensor is then put in "alert mode".
  This will enhance the detection capability and timing of existing safety systems, particularly for relatively small,
narrow objects, such as a pole or corner of another vehicle. The pre-crash sensing system will be especially useful in
combination with pre-pretensioning.

In crash systems for injury mitigration

Smart Seat Belts
In Autoliv's Smart Belt, the retractor has a "gearbox" that can adapt the load on the occupant's body to the crash
severity and - in future vehicles - to the individual occupant.
  In a crash, the Smart Belt starts by tightening the belt up to 15 cm (6 inches), using a pyrotechnic pretensioner. This
eliminates slack and makes it possible to release some webbing at a later stage, if the load on the occupant becomes too
high. The airbag is in stead used to absorb more load.
  In a traditional system, the loads to the occupant from the seat belt and the airbag are added to each other, when the
airbag also starts to restrain the occupant. But in the Smart Belt, the system just shifts into the second, lighter gear so
that the load on the occupant's body can be maintained at a relatively constant level.
  Equally important is the fact that the force of the combined systems - and thus the load on the occupant - can be tuned
to the severity of each crash. In very violent crashes, the crash sensor just delays its signal to the Smart Belt to shift into
the lighter, second gear.
  Many future vehicles will have advanced occupant weight sensing systems. In those vehicles, the Smart Belt could
also be tuned to each occupant individually. This will be particularly important for small females who are more
susceptible to high chest loads.
  Autoliv's Smart Belt is being introduced in cooperation with BMW on their new 7 series and with Mercedes on their
new E-class model.

Pedestrian Protection
In Europe, pedestrians account for one fifth of all traffic fatalities. The EU Commission and the European vehicle
manufacturers have therefore agreed to introduce new test requirements to improve the protection for pedestrians. The
new requirements will apply to all new vehicle models from July 2005.
  To meet EU's specifications, the vehicle manufacturers can redesign the front and the hood to create a permanent
clearance between the hood and the underlying hard car structure and engine. This could, however, affect styling and
the image of well-known vehicle models. It could also increase fuel consumption and pollution.
  Autoliv has instead developed two active systems. The Active Hood consists of two actuators that slightly raise the
hood to allow it to flex when the pedestrian’s head hits it. The Active Hood also reduces the potential of the pedestrian
hitting the base of the windshield which is another very dangerous area.
  The third area of concern is covered by Autoliv's other system, the Pedestrian Protection Airbag (PPA), which deploys
over the windshield pillars. Autoliv's PPA-bags are specially designed and patented. They have, for instance, a series of
load-distributing ribbons to allow the bags to be both small and efficient.

Post-crash systems for injury survival
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Volvo On-Call
The chances of surviving a serious crash decrease rapidly with every minute lost for the rescue team.
  Autoliv has therefore developed an automatic crash-robust emergency phone that calls an alarm center in the event of
a crash and gives the rescue team the location of the vehicle. The call is placed by the electronic control unit of the
airbags. The system was launched in 2000 in Europe in cooperation with Volvo as "Volvo On Call".
  The On Call System will this year become available also in the U.S., where the system will be complemented with a
satellite link to secure unbroken contact in remote areas not covered by cell phone systems.
  In addition to saving lives, Autoliv's post-crash system is very effective against car thefts, because the system can be
used to trace a vehicle when it has been stolen. As a consequence, insurance companies have started to give discounts
to vehicles that have Autoliv's post-crash phone system.

Human resources

Human Resource (HR) activities are an integral part of Autoliv's business strategy that should contribute to the
Company's goal of sustainable profit growth. To this end, the Human Resource departments in Autoliv have several
tools, ranging from on-the-job training, job rotations, international assignments, to carreer opportunities and
incentive-based, competitive compensation packages. The target - and the challenge - is to combine these tools in the
most efficient way, thereby making best possible use of the talent, energy and dedication of each individual in Autoliv.
This is also in the best interest of the employee.
  While it is important to have strong, empowered employees that drive, push and take initiative it is equally important
that they cooperate and work towards the same targets.
  On a global level, the human resource activities and policies are coordinated by an HR Council which consists of the
Human Resource Directors of the major Autoliv companies in North America, Europe and Asia.
  The overall target is to have empowered employees; global culture and cooperation; flexibility and labor mobility; and
last but not least, motivated individuals.

Empowered Employees
To keep a company prospering, it is vital to secure talented people and to make sure that these people are capable of
gradually assuming greater responsibilities. Finding these high-potential employees is the purpose of Autoliv's active
recruiting process.
  By training all employees - including those on the factory floor - they can be given ever more demanding tasks. The
most efficient training is often job rotation, both within the employee's existing organization and at other plants,
departments and in other countries. In addition, Autoliv has a comprehensive program of training courses.

Training Programs
Skills development and on-the-job-training is provided by each Autoliv company. For the further development of its
employees most Autoliv companies organize specialized training courses.
  On a global level, Autoliv runs the Autoliv Academy consisting of four main programs; MDP (Manufacturing
Development Program) for managers in engineering and manufacturing, AMD (Autoliv Management Development
Program) for leadership training for senior managers, TDP (Technical Development Program and the new PDP
(Purchasing Development Program).

Global Culture
To realize the full potential of an international company, internal barriers have to be torn down and, instead, a common
global culture formed. In this process, global databases as well as a corporate intranet are valuable tools. But it also
involves "global networking" and international assignments in order to give key people experience in other countries.
These employees will be instrumental in spreading and sharing common experience and skills. International experience
from other Autoliv companies or another company will therefore increasingly be a requirement for the top positions in
Autoliv's major subsidiaries. (On the corporate level, more than half of the management already have this background.)

Labor Mobility and Flexibility
The current globalization and rapidly changing competitive landscape make it important to have flexibility and
employees that are prepared to adjust to and - preferably - lead the changes. Autoliv's many well-educated employees
who are willing to travel and move are therefore a great asset.
  Mobility of key employees is necessary for Autoliv's moves of production to low-labor-cost countries. It is, of course,
necessary that managers in high-cost countries also support these re-allocations, even though it leads to staff reduction
in their region.

Incentives
To attract, retain and motivate management talent, the compensation to key employees in Autoliv consists of a package
with three components: a base salary, a performance-based bonus and a long-term incentive plan.
  A manager's bonus is typically based on a combination of the earnings after interest expense of Autoliv Inc. and the
local unit where he/she works. The long-term incentives are usually in the form of stock options with 10-years maturity,
(see page 34).

Corporate Compliance Program
Autoliv is committed to the maintenance by all of its personnel of the highest ethical and legal standards in the conduct
of its business. The Company has therefore adopted a Corporate Compliance Program to promote ethical and lawful

Edgar Filing: AUTOLIV INC - Form ARS

7



behavior of the employees and the agents of the Autoliv companies.

Environment

Autoliv's environmental program is a continuous improvement process that was initially formalized in 1996 into a
systematic plan. This plan is based on the Company's Environmental Policy (see: www.autoliv.com/manufacturing).
  In accordance with the policy, Autoliv's facilities are being certified according to ISO 14001, an international
environmental management standard. Including all major plants in Europe and North America, the certified operations
account for more than 85% of Autoliv´s consolidated sales.
  The plan also calls for training of employees in environmental management. The employees are also encouraged to
contribute to improving our Company's environmental management. In 2001, this led to the award shown in the picture
below.

Impact from Production
Most of Autoliv's production consists of assembly of components, mainly steel and plastics, manufactured by external
suppliers.
  The environmental impact from Autoliv's production is consequently small compared to most engineering companies,
as can be seen by the graph to the right.
  In its pursuit of continuous improvements, every Autoliv production facility continuously monitors several
environmental indicators, such as:

Energy consumption• 
Chemical index• 
Water consumption• 
Freight• 
Use of packaging material• 
Environmental training of personnel• 

Product Improvement
Since the environmental impact from Autoliv's manufacturing process is relatively low, redesigning products is the
Company's most efficient tool for environmental improvements.
  In a new design, material consumption can be reduced and materials can be replaced by more environmentally
friendly ones. Less need for material also reduces pollution at steel mills and in the rest of the supply chain.
  It also leads to less weight in the vehicles and, consequently, to less fuel consumption and pollution during the life of a
vehicle.
  In addition, it makes scrapping and recycling easier at the end of the vehicle's life.
  The development of environmentally friendly safety systems with low-weight is one of Autoliv's competitive tools.
The environmental effects of a new product is assessed at the check points ("tollgates") in Autoliv's Product
Development System (APDS).

New EU Directive
In 2000, the European Parliament adopted the ELV (End of Life of Vehicles) directive which states that 95% of the
material in a new vehicle shall be recoverable. ELV also significantly restricts the use of hazardous substances. The
directive will be phased in, starting in the fall of 2003, on all new vehicle models.
  Several years ago, Autoliv started its preparations for this expected change by putting increased focus on material
reduction, elimination of hazardous substances and the use of recyclable materials. Autoliv's suppliers have also been
involved in these efforts.
  As a result, Autoliv is considered by many vehicle manufacturers to be one of the most advanced suppliers in this
area.
  We are committed to maintaining that lead by continuing to optimize the design and recycleability of our products and
improving our manufacturing processes.

Cooperation with Customers
Each Autoliv plant cooperates closely with its customers and suppliers to make shipping efficient and to improve the
environment in several other ways. This cooperation takes place on many levels.
  On a corporate level, for instance, Autoliv is represented in the Ford Supplier Environmental Forum together with ten
other leading Ford suppliers that have a track record of being in the forefront of environmental management.

Quality

Autoliv's products face extremely high reliability requirements. To meet this challenge Autoliv has for many years
applied a "zero defect" quality policy based on proactive and preventative principles.
  In manufacturing, for instance, no defective materials, intermediate products or finished products should be passed to
the next stage of production. Check points are installed at critical process stations to assure 100% conformity. Checks
may be completed manually or with monitoring equipment, such as weight sensors, pressure sensors and
computer-guided cameras.
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Internal Audits
Autoliv has a philosophy to find the best practices among its subsidiaries and use these as benchmarks for improvement
activities for subsidiaries with similar processes. For this purpose, tailor made audit teams carry out a number of
internal audits each year. The audits may be made for manufacturing processes (Process Audits) as well as development
projects (Project Audits). The requirements included in the audits are based on ISO 9000, QS 9000 and Autoliv Product
Development System (APDS).
  Process Audits are performed to evaluate the quality, effectiveness and environmental impact of the main business
processes.
  A Project Audit checks and monitors the application and effectiveness of quality assurance actions in the product
development process. It also identifies the main fields of improvement, and determines appropriate and timely
corrective actions to ensure project success.
  The procedures for internal audits are defined in Autoliv's Corporate Standards, a document developed for procedures,
guidelines, systems and tools mandatory in all Autoliv companies.

Lessons Learned
In an ongoing process, Autoliv is continuously improving quality. When a defect is detected, the problem solving
process begins. The root cause is identified and corrective actions are taken to eliminate this cause. Autoliv then uses
the Lessons Learned Process to communicate improvements to all related Autoliv plants.
  By leveraging corrective actions throughout the organization, global effectiveness is raised and unnecessary costs are
avoided. Autoliv also includes "success stories" from its Kaizen program in the Lessons Learned Process.
  By effectively sharing knowledge and know-how, an organization's intellectual capital can be increased - a
requirement to accomplish high quality.

Six Sigma
Autoliv launched its "Six Sigma" program in the summer of 2001. The Six Sigma methodology is a set of tools used to
improve process productivity and quality capability. In conjunction with APS (Autoliv Production System) and APDS,
Six Sigma will enhance and expand our continuous improvement system.
  The first project-based training began at Autoliv North America in November. During 2002, the program will be
expanded to include European and Asian facilities.
  Autoliv anticipates that 150 tool "Mentors" (i.e. Black Belts) will be certified in 2002 and that this number will be
doubled during the following year. One "Champion" is also being trained at each Autoliv facility. As a key manager,
the Champion will tailor the Six Sigma implementation to each facility's needs. By the end of 2003, Autoliv will have
Champions and Mentors for Six Sigma in every facility worldwide. Design for Six Sigma projects will also be launched
during the current year.
  To introduce Six Sigma, Autoliv has started to apply it to some 20 projects. In addition to higher quality and delivery
precision and other results that are difficult to measure, these initial projcts are expected to generate cost savings of
several millions annually.

Management's Discussion and Analysis

NET SALES BY PRODUCT GROUP

Years ended December 31,
 (Dollars in millions) 2001 2000 1999
Airbag products
 (incl. steering wheels) $2,817    71% $2,934    71% $2,715    71%

Seat belt products
 (incl. seat components) 1,174      29% 1,182      29% 1,097      29%

Total $3,991   100% $4,116   100% $3,812   100%

YEAR ENDED DECEMBER 31, 2001 VERSUS
YEAR ENDED DECEMBER 31, 2000

 Net sales and Gross profit

Components of sales
 decrease in 2001

Airbag
products

Seat belt
products Total

Organic sales growth (5%) 3% (3%)
Impact of acquisitions,
 net of divestitures 4% 1% 3%

Effect of exchange rates (3%) (5%) (3%)
Reported sales decrease (4%) (1%) (3%)
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After several consecutive years of sales increases, net sales for 2001 decreased by 3%. This compares with an estimated
average decrease in production of light vehicles of 5% in the Triad (i.e. Europe, North America and Japan). In reported
dollars, the decrease was $125 million. The strengthening of the U.S. dollar, particularly against the Euro, reduced
reported sales by 3%. Acquisitions made during 2000 added incremental sales in 2001 of $130 million or 3%. The
effect from acquisitions was principally in the first quarter and reflected the acquisitions, early in the second quarter of
2000, of OEA, Inc. and the North American seat belt operations of NSK. The disposition of non-core operations
resulted in a reduction in sales of $13 million. Consequently, Autoliv's organic sales (i.e. sales in local currencies
excluding acquisitions/divestitures) decreased by 3%.
  During 2001, light vehicle production is estimated to have declined by 10% in North America and 4% in Japan.
Europe is estimated to have increased light vehicle production by 1%. The decrease in production in North America
contrasts with the relatively strong sales of light vehicles. A significant portion of those sales was out of inventories that
had accumulated during 2000.
  The 5% organic decrease in sales of airbag products, from year 2000 levels, was consistent throughout the year. The
decrease reflected the particular weakness in the North American market, as well as an unfavorable customer and
vehicle type mix in that market.
  Autoliv has its highest market share in the passenger car segment, in which production declined by 14%. Whereas in
the other segment, light trucks (including SUV's), production increased by 2%. The continuing rollout of new products,
such as side-impact airbags (including Autoliv's Inflatable Curtain) mitigated the unfavorable market and vehicle mix
impacts.
  The 3% organic growth in sales of seat belt products was primarily due to continued gains in market share, driven by
new business in Korea and continuing market share gains in North America. However, after growing 7% in the first
half of the year, compared to the equivalent quarters in 2000, sales of seat belt products leveled off in the second half of
the year. The increase in sales of seat belt products early in the year was primarily due to gains in market share in North
America that were first reflected in the second half of 2000.
  The pressure on unit sales prices in the automotive components industry continues and reduction of costs remains a
major strategic objective of the Company. Despite the beneficial effect of ongoing cost reduction programs (e.g. the
shifting of production to low labor-cost countries, product redesigns, product standardization, efficiencies from global
purchasing activities, and continued improvements in manufacturing productivity), the gross margin percentage fell in
2001 to 16.4% from 19.1% in 2000. The benefit of the cost reductions was not sufficient to offset the effects of pricing
and unfavorable customer and product mix.

Unusual Items
In October 2001, the Company announced a restructuring package in the wake of falling car production. The cost for
the package ("Unusual Items"), which totaled $65 million, was charge to the third quarter earnings. The restructuring
package is expected to generate annual cost savings in the range of $20-25 million. Since these actions were, in large
part, completed before the end of 2001, they started to have a favorable effect in the fourth quarter. The package
includes consolidation and streamlining of operations, more moves to low-labor-cost countries, asset write-offs and
provisions for contractual, warranty and liability issues. Restructuring costs include asset write-offs of the Seat
Sub-System division, severance costs related to the U.S. and the Swedish textile operations and additional costs
incurred for the partial integration of a former OEA plant into the main U.S. inflator operations. Of the $65 million
total, $24 million relates to write-offs of assets (including goodwill) and $36 million to provisions - in total $60 million
- which have not had any effect on cash flow. Excluding the effect of these charges, gross margin would have been
17.6% for 2001, the same level achieved in the fourth quarter of 2001.

Pro-Forma
Excluding
Unusual Items Unusual Items As reported

Total net sales $3,991.0 $3,991.0
Cost of sales (3,290.1) $(46.1) (3,336.2)
Gross profit 700.9 (46.1) 654.8

Selling, general & adm. expenses (196.7) (196.7)
Research, development & engineering expenses (200.8) (200.8)
Amortization of intangibles (67.6) (5.7) (73.3)
Other income (expense), net 3.2 (13.5) (10.3)
Operating income 239.0 (65.3) 173.7

Equity in earnings of affiliates 5.7 5.7
Financial items, net (62.6) (62.6)
Income (loss) before taxes 182.1 (65.3) 116.8

Income taxes (78.3) 18.5 (59.8)
Minority interests in subsidiaries (9.1) (9.1)
Net income (loss) $94.7 $(46.8) $47.9
Earnings per share $.97 $(.48) $.49

Operating income
Operating income in 2001 was $174 million or 4.4% of sales. This compares with operating income of $340 million in
2000, which was 8.2% of sales. This margin decrease was due to the decline in gross margin and a higher level of
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operating expenses. The Unusual Items increased operating expenses by $19 million and reduced operating income by
$65 million or 1.6% of sales. Excluding the Unusual Items, cost increases were held to about 3%, corresponding to
0.6% of sales. An increase in SG&A expenses was due, in part, to expansions in Korea and Japan. RD&E spending also
increased, and is expected to continue to increase, as it is necessary to incur engineering expense to support the growth
of order intake. Such orders, on average, go into production approximately three years after they are received.

Interest expense, net
Interest expense, net was $60 million in 2001 compared to $54 million in 2000. Net debt at December 31, 2001,
increased to $1,023 million from $1,009 million at December 31, 2000. Ending average net debt, therefore, increased
only marginally in 2001. However, the average outstanding during 2001 was approximately $200 million higher than
during 2000. A higher requirement for working capital and the cost of acquisitions contributed to the higher borrowing
requirement. The weighted average interest rate, net was 5.8 % in 2001 compared to 6.5% in 2000. Lower interest rates,
therefore, only partially offset the higher borrowing requirement. In the fourth quarter, interest expense, net was
running at an annual rate of $57 million.

Income taxes
The effective tax rate in 2001 was 51.2% versus 40.3% in 2000. The increase was due primarily to the effect of a
largely fixed amount of non-deductible goodwill amortization relative to lower earnings.

Net income and Earnings per share
As a result of the lower operating margin and the higher interest cost, net income was $48 million in 2001 compared to
$169 million in 2000. Net income as a percentage of sales decreased to 1.2% in 2001 from 4.1% in 2000. Earnings per
share was $.49 during 2001 compared to $1.67 during 2000. Currency effects are estimated to have had a negligible
effect on earnings per share. The Unusual Items reduced net income by $47 million and earnings per share by $.48.

YEAR ENDED DECEMBER 31, 2000 VERSUS
YEAR ENDED DECEMBER 31, 1999

Net sales and Gross profit

Components of sales
 increase in 2000

Airbag
products

Seat belt
products Total

Organic sales growth 5% 9% 6%
Impact of acquisitions,
 net of divestitures 9% 9% 9%

Effect of exchange rates (6%) (10%) (7%)
Reported sales increase 8% 8% 8%

Net sales for 2000 increased by 8%. In reported dollars, the increase was $304 million. The strengthening of the U.S.
dollar, particularly against the Euro, reduced reported sales by approximately 7%. Acquisitions made during 2000 and
1999 added incremental sales in 2000 of $357 million or 9%. The disposition of non-core operations resulted in a
reduction in sales of $13 million. Consequently, Autoliv's organic sales (i.e. sales in local currencies excluding
acquisitions/divestitures) increased by approximately 6%, while the overall growth in worldwide production of light
vehicles was just over 1%.
  The organic increase in sales of airbag products was principally due to the continuing rollout of new products, such as
side-impact airbags (including Autoliv's Inflatable Curtain) as well as gains in market share in steering wheels.
  The organic growth in sales of seat belt products was primarily due to continued gains in market share, especially in
the North American market.
  The pressure on unit sales prices in the automotive components industry continued. Despite the beneficial effect of
ongoing cost reduction programs, the gross margin percentage fell in 2000 to 19.1% from 21.2% in 1999. In the second
half of the year, increases in the price of steel, petroleum-based materials and electronic components fed through to cost
of sales. In addition, margins were hurt by supply chain issues associated with fast volume ramp-ups of new program
launches and with production shifts to low laborcost countries.
  The margin declines were particularly pronounced in the fourth quarter, with the gross margin falling to 15.5%. On
top of the effect of raw materials price increases and the supply chain issues, the North American market contracted
sharply in the fourth quarter. It was not possible to reduce production overheads as quickly as decreases in production
volumes occurred. In response, the Company began implementing a comprehensive action program to reduce
headcount and to consolidate manufacturing. The program principally affected North America, but impacted Europe as
well.

Operating income
Operating income in 2000 was $340 million or 8.2% of sales. This compares with operating income of $369 million in
1999, which was 9.7% of sales. This margin decrease was due to the decline in gross margin, partially offset by a lower
level of operating expenses. The decrease in the level of operating expenses was the result of a small decrease in the
level of RD&E spending.
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Interest expense, net
Interest expense, net was $54 million in 2000 compared to $42 million in 1999. Net debt at December 31, 2000,
increased to $1,009 million from $596 million at December 31, 1999. Average net debt increased by $155 million
during 2000. A higher requirement for working capital, the cost of acquisitions, and the Company's share repurchase
program all contributed to the higher borrowing requirement. The weighted average interest rate, net was 6.5% in 2000
compared to 6.2% in 1999. Lower interest rates, therefore, only partially offset the higher borrowing requirement.

Income taxes
The effective tax rate in 2000 was 40.3% versus 40.0% in 1999. The increase was due primarily to the effect of a
largely fixed amount of non-deductible goodwill amortization relative to lower earnings.

Net income and Earnings per share
As a result of the lower operating margin and the higher interest cost, net income was $169 million in 2000 compared
to $200 million in 1999. Net income as a percentage of sales decreased to 4.1% in 2000 from 5.2% in 1999. Earnings
per share was $1.67 during 2000 compared to $1.95 during 1999, a 14% decrease. Currency effects are estimated to
have reduced reported earnings per share by 16 cents. The Company's share repurchase program improved earnings per
share by one cent.

OUTLOOK FOR 2002

Due to the reduction over the past six months in light vehicle inventories, customers' inventories are, at the beginning of
2002, the lowest in North America since the strike at GM in July 1999. Despite these low inventories, light vehicle
production in North America is expected to decrease by 0.5% during the first quarter and by 1% during the full year. In
Europe, the decline in vehicle production is projected to be approximately 6% during the first quarter and 3% during
the full year. These projections are based on market information available in January.
  The Company's sales during this year will also be effected by the consolidation, from April 1, of NSK's Asian seat belt
business. The Company currently has a 40% interest in this business and intends to exercise one of its options to
increase its ownership interest by 30%, at a cost of approximately $29 million (including debt assumed). This will add
some $150 million in annual sales with no material short-term effect on net income.
  In February 2002, the Company concluded an agreement to acquire Visteon's Restraint Electronics (VRE), which has
$150 million in annual sales. VRE has 350 employees in North America with over 100 of them in electronic
engineering. VRE will give Autoliv the complete system capabilities in North America that the Company has had for
many years in Europe. Together with VRE, Autoliv Electronics will be one of the largest global suppliers of crash
sensors and electronic control units for safety systems. The VRE acquisition, for which Autoliv will pay $25 million,
will not have any negative earnings impact. The aquisition is subject to governmental approvals.
  Some component prices have declined, but prices of nylon yarn, plastics and other oil-based commodities are still
high. The pricing pressure from the market has therefore to be offset by the restructuring program announced in
October and by other internal actions. The operating margin in 2002 will also be improved by approximately one
percentage point by a new accounting principle that abolishes annual amortization of goodwill. Although this change in
the accounting principle will have no effect on taxes paid, reported pre-tax income will be higher, and Autoliv's
effective tax rate is expected to decline to around 35%.
  It should, however, be pointed out that most of the profit improvement the Company expects during 2002 is based on
the assumption that the global economy will start its recovery in the U.S. in the second half of the year.

LIQUIDITY, CAPITAL RESOURCES AND FINANCIAL POSITION

Operating and Investing activities
Cash provided by operating activities was $266 million in both 2001 and 2000, and $436 million in 1999. The
requirement for working capital continued to increase throughout the first three quarters of the year. As a result of the
contraction in the U.S. automotive market, which began towards the end of 2000, inventories and accounts receivable
increased. Working capital decreased somewhat during the fourth quarter, mainly reflecting Management's increased
efforts to control working capital levels.
  Cash generated by operating activities continues to be more than adequate to cover capital expenditures. These
expenditures, gross, for property, plant and equipment were $248 million in 2001, $235 million in 2000, and $258
million in 1999. Capital expenditures as a percentage of sales were 6.2% in 2001, 5.7% in 2000, and 6.8% in 1999.
Capital expenditures for 2002 are expected to range from $230 million to $260 million.
  Most capital expenditure is allocated to additional manufacturing capacity, which supports both order intake and the
production of new products. Major capital expenditures in 2001 were for capacity expansions for inflators in Europe
and the U.S., as well as capacity expansions in Europe for airbags and steering wheels. During 2001, the Company also
completed a major expansion, begun in 2000, of its technical centers in the U.S. and France and the construction of a
new seat belt facility in the U.S. State of Kentucky. During 2000, the Company substantially increased manufacturing
capacity for inflators and steering wheels. There was also significant new investment in weaving capacity in the U.K.
and Canada. During 1999, new plants were completed in Argentina, Canada, Poland, Turkey and Tunisia. Also in 1999,
construction of a new technical center was completed in Japan.
  The Company has continued its expansion through acquisitions. Cash (net of cash acquired) paid for acquisitions was
$13 million in 2001, $211 million in 2000, and $44 million in 1999. Goodwill of $7 million, $206 million and $21
million, respectively, associated with these acquisitions was being amortized (until December 31, 2001) over 5 to 40
years.
  An agreement was signed in November 2000 to establish a new venture with Mando Corporation, a leading Korean
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auto parts supplier. This new venture, Autoliv Mando Corporation, in which Autoliv holds 65% of the shares, was
consolidated starting January 2001. The current annual sales are approximately $35 million. Effective January 1, 2001,
the Company exercised its option to purchase, for 84 million French Francs (approximately $12 million), an additional
17% of the Livbag inflator operations in France. This purchase increased the Company's ownership interest to 83%. In
June, 2001 the Company made Autoliv Romania S.A. a wholly owned subsidiary by acquiring the remaining 10% of
the shares. In August of 2001, the Company acquired the remaining 10% minority interest in Autoliv Thailand.
  As of May 1, 2000, the Company acquired OEA, Inc., the Company's main supplier of initiators for airbag inflators.
Excluding OEA's Aerospace Division, OEA had sales of approximately $205 million in its last fiscal year, which ended
July 31, 1999. OEA's Aerospace Division was not consolidated by Autoliv and substantially all of the Aerospace assets
were subsequently sold. As of January 1, 2000, the Company acquired Japan's second largest steering wheel business,
which had annual sales of approximately $99 million. As of April 1, 2000, the North American seat belt operations of
NSK, with annual sales of approximately $70 million, were acquired together with a 40% interest in NSK's Asian seat
belt operations. The Company has an option to acquire the remaining 60% in two steps on April 1, 2002 and 2003.
  In February 2000, Autoliv exercised its option to increase, from 49.5% to 51%, its interest in the Estonian company
Norma AS, the dominant seat belt supplier to the Russian vehicle industry. The Company also sold three small
non-core operations during 2000.
  During 1999, Autoliv increased its ownership interest in six companies, including the joint venture investments in
Indonesia and Japan that became consolidated subsidiaries. Isodelta, a European steering wheel company, and Autoliv
Turkey became wholly owned. In addition, Autoliv purchased a 49.5% interest in Norma AS. Autoliv also sold a small
non-core company during 1999.

Financing activities
Cash used after operating and investing activities was $3 million in 2001. Cash and cash equivalents increased by $2
million. Cash provided by financing activities was $10 million. As a result of these factors, the Company's net debt (i.e.
debt, net of cash) increased by only $14 million during 2001 to $1,023 million. The net debt to capitalization ratio was
35% at December 31, 2001, compared to 34% at December 31, 2000. The weighted average interest rate on the $1,107
million of debt outstanding at December 31, 2001, was approximately 5%.
  The Company has an $804 million revolving credit facility, (RCF), syndicated among 16 banks. The agreement is
divided in two facilities, one of $530 million, maturing in November 2005, and one renewable 364-day facility of $274
million. The overall commitment of $804 million supports the Company's commercial paper borrowings as well as
being available for other corporate purposes. Borrowings are unsecured and bear interest based on the relevant LIBOR
rate. The Company pays a facility fee based on the unused amount of the RCF. Borrowings are prepayable at any time
and are due at expiration. The facility is subject to financial covenants requiring the Company to maintain a certain
level of debt to earnings and a certain interest coverage ratio. The Company was in compliance with these covenants at
December 31, 2001. These covenants do not impair the ability of Autoliv Inc. to make regular quarterly dividend
payments or to meet other expected cash commitments.

Borrowings outstanding and available to the Company at December 31, 2001, are summarized below:

Type of Facility
(Dollars in millions)

Amount of
Facility

Amount
Outstanding

Weighted
Average

Interest Rate

Additional
Amount
Available

Revolving credit facility
  (matures 2005) $530 $200 2.3% $330
Revolving credit facility
  (364 days-November 2002) 274 0 274
U.S. commercial paper program 850 209 3.0% 641 1)
Swedish commercial paper program 430 166 4.1% 264 1)
Other lines of credit 285 22 3.2% 263
5-year Eurobond (due in 2006) 265 265 6.5% 0
Swedish medium-term note program
  (due 2003-2008) 380 196 5.9% 184
Other long-term debt
  (various maturities through 2014) 72 49 3.2% 23

$3,086 $1,107 $1,979

1) Total outstanding commercial paper programs (CP) should not exeed total undrawn revolving credit facilities (RCF)
according to the Company's financial policy, see page 24.

The Company has two commercial paper programs. One is a $850 million U.S. commercial paper program (rated
A2-P2 by Standard & Poors and Moody's, respectively). The other is a Euro (€) 485 million Swedish commercial paper
program rated K1 by Standard & Poors. The Company also has credit facilities with a number of banks that manage the
Company's subsidiaries' cash pools. In addition, the Company's subsidiaries have credit agreements, principally in the
form of overdraft facilities, with a number of local banks. Commercial paper borrowings in the amount of $330 million
outstanding at December 31, 2001, are classified as long-term because the Company intends to refinance these
borrowings on a long-term basis either through continued commercial paper borrowings or utilization of the available
credit facilities.
  At December 31, 2001, the maturities of long-term debt were as follows (in millions): 2002: $3.2; 2003: $70.5; 2004:
$29.4; 2005: $623.5; 2006: $285.5; 2007 and thereafter: $28.2.
  At December 31, 2001, future minimum lease payments for non-cancelable operating leases total $55.6 million and
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are payable as follows (in millions): 2002: $11.7; 2003: $8.5; 2004: $5.6; 2005: $4.6; 2006: $4.3; 2007 and thereafter:
$20.9
  In May 2000, the Board of Directors authorized a Share Repurchase Program for up to ten million of the Company's
shares. During the year 2000, the Company repurchased 4.5 million shares at a cost of $103 million. There were no
repurchases during 2001. At December 31, 2001, there were 98.0 million shares outstanding, net of shares repurchased.
At December 31, 2000, there were 97.8 million shares outstanding, net of shares repurchased.
  Autoliv pays regular quarterly dividends. The current dividend is $.11 per share each quarter. Total cash dividends of
$43.0 million were paid in 2001, compared to $44.5 million in 2000. For the foreseeable future, cash flow from
operations, together with available financial resources, are expected to be adequate to fund Autoliv's anticipated
working capital requirements, capital expenditures, acquisition program, share repurchase program and dividend
payments.

New Accounting Pronouncements
Several new accounting policies issued by the Financial Accounting Standards Board ("FASB") have been
implemented during 2001. The adoption of these new policies has not had any material impact on the Company's
results of operations or financial position. See Note 1 to the Consolidated Financial Statements included herein. FASB
Statement on Financial Accounting Standards ("FAS")-144 Accounting for the Impairment or Disposal of Long-lived
Assets and FAS-142 Goodwill and Other Intangible Assets will be implemented starting January 1, 2002. FAS-144 is
not expected to have any material impact on the Company's results of operations or financial position. However, the
application of FAS-142 will result in a reduction of approximately $50 million of annual amortization of goodwill.
FAS-142 abolishes the amortization of intangible assets for which the expected period of benefit may be indeterminate
at the time of acquisition and introduces a process for evaluating whether goodwill has been impaired. When FAS-142
is adopted, an initial impairment review is required within six months. Management does not expect any significant
goodwill impairment provisions upon adoption of FAS-142.
  In August 2001 the FASB issued FAS-143 Asset Retirement Obligations, regarding non-temporary removal of
long-lived assets from service, whether by sale, abandonment, recycling or other method of disposal. FAS-143 will
become effective for fiscal years beginning after June 15, 2002, which for the Company will be January 1, 2003.
Management does not expect that the adoption of FAS-143 will have a material impact on the Company's results of
operations or financial position.

Impact of Inflation
Inflation generally has not had a significant impact upon the Company's financial position or results of operations.
Inflation is currently expected to remain low in all of the major countries in which the Company operates.

Personnel
The total headcount (employees plus temporary hourly workers) decreased by 600 during the 12-month period to
31,800 at year-end. In high-cost countries the headcount was reduced by 2,000 or 8% during the year. However, the
headcount increased in low labor-cost countries by 1,400 during the year. As a result of the move of production to low
labor-cost countries, Autoliv currently has 25% of its employees in those countries compared to 20% a year ago.
  Compensation paid to Directors and Senior Management is reported, as for all public U.S. companies, in the
Company's proxy statement which is distributed to the Company's shareholders.

APPLICATION OF ACCOUNTING POLICIES

The Company's significant accounting policies are disclosed in Note 1 to the Consolidated Financial Statements
included herein. The application of accounting policies necessarily requires judgements and the use of estimates by a
company's management. Actual results could differ from these estimates. Management considers it important to assure
that all appropriate costs are recognized on a timely basis. In cases where capitalization of costs is required (e.g. certain
pre-production costs), stringent realization criteria are applied before capitalization is permitted. The depreciable lives
of fixed assets are intended to reflect their true economic life, taking into account such factors as product life cycles and
expected changes in technology. Assets are periodically reviewed for realizability and appropriate valuation allowances
are established when evidence of impairment exists. Impairment of long-lived assets has generally not been significant.
Start-up operations are given a reasonable time to develop before impairment provisions would be considered.
  The Company is subject to claims and legal proceedings that arise in the ordinary course of business, principally
related to alleged defects in products manufactured by the Company. The Company diligently defends itself in such
actions and, in addition, carries insurance coverage, to the extent reasonably available, against insurable risks. The
Company believes, based on currently available information, that the resolution of outstanding claims, after taking into
account available insurance coverage and provision for product recalls, should not have a material effect on the
Company's financial position or results of operations.

MARKET AND FINANCIAL RISKS
The Company's operations consist principally of manufacturing and sales in several countries. Although the Company
has no customer group accounting for more than 20% of sales and no single contract accounting for more than 4% of
sales, the Company is dependent on a relatively small number of customer groups with strong purchasing power. The
loss of all of the business of a single customer group could have a material adverse effect on the Company.

 Net borrowings at December 31, 2001

% of % fixed % floating Maturity of
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total interest interest fixed rate part
USD 70 53 47 3 years
EUR 11 100 - 3 years
SEK 9 56 44 5 years
JPY 4 61 39 2 years
Other 6 - 100

100 56 44

Given this interest rate profile, a 1% change in interest rates on the Company's floating rate debt would change interest
cost by approximately $5 million.

  The Company, at each stage of production, relies on internal or external suppliers in order to meet its delivery
commitments. The Company may be dependent, in certain instances, on a single supplier for certain components. In
addition, the Company's customers, in many cases, require that the Company's suppliers are qualified and approved by
them. Disruptions in the supply chain could lead to extra costs in order to meet delivery commitments.
  The Company carries product liability and product recall insurance with limits that management believes are sufficient
to cover the risks. Such insurance may not always be available in such amounts and a substantial recall, or liability in
excess of coverage levels, could have a material adverse effect on the Company.
  The Company manufactures its products in several countries and sells the products mostly in those countries, but also
in other markets. As a result, the Company's financial results are affected by economic conditions in the markets in
which the Company distributes its products. The Company is also exposed to financial risk through its international
operations and debt financed activities. This financial risk is caused by variations in the Company's cash flows resulting
from changes in foreign exchange rates and interest rate levels, as well as from refinancing and counterparty risks.
Below follows a description of the Company's financial risks and its overall policy to manage them.
  The Company defines the risks as currency risk, interest rate risk, refinancing risk and credit risk. In order to reduce
these risks, and to take advantage of economies of scale, the Company has a central treasury function supporting
operations and management. The Treasury Department handles external financial transactions and functions as the
Company's in-house bank for its subsidiaries.

Currency Risk - Transaction Exposure
Transaction exposure arises because the cost of a product originates in one currency and the product is sold in another
currency. The Company's gross transaction exposure is about $390 million annually. Part of the flow has counter-flows
in the same currency pair, which reduces the net exposure to about $315 million per annum. The three largest net
exposures are USD/MXN, EUR/GBP and USD/CAD, which together account for half of the Company's net exposure.
The total net exposure is, however, spread over 19 currency pairs. In order to mitigate the short-term impact of currency
movements, the Company hedges 100% of forecasted exposure in the coming six months and 75% of forecasted
exposure in the period seven to twelve months out.

Currency Risk - Translation Exposure in the Income Statement
Another effect of exchange rate fluctuations arises when the income statements of the non-U.S. subsidiaries are
translated into U.S. dollars. The Company's policy is not to hedge this type of translation exposure.
  Outside the U.S., the Company's most significant currency is the Euro. The Company has estimated that a one percent
change in the value of the U.S. dollar versus the Euro has approximately a $20 million annual impact on reported U.S.
dollar sales and approximately a two million dollar impact on operating income.

Currency Risk - Translation Exposure in the Balance Sheet
A translation exposure also arises when the balance sheets of non-U.S. subsidiaries are translated into U.S. dollars. The
general policy of the Company is to finance major subsidiaries in the country's local currency. Consequently, changes
in currency rates relating to funding have a small impact on the Company's income. In addition, the Company
previously hedged up to 50% of the Euro denominated equity to further reduce the currency risk on the balance sheet.
This hedge was discontinued early in 2001 with no material effect during the year. The current policy is not to hedge
this type of translation exposure.

Interest Rate Risk
Interest rate risk is the risk that interest rate changes will affect the Company's borrowing costs. The Company's policy
is that, as a target, at least 50% of its net debt shall have fixed interest rates with an average life of at least three years.
The fixed rate debt is achieved both by issuing fixed rate notes and through interest rate swaps. The table on previous
page shows the maturity and composition of the Company's borrowings at year-end.

Refinancing Risk
Refinancing risk or borrowing risk refers to the risk that it could become difficult to refinance outstanding debt. In
order to protect against this risk, the Company has a syndicated revolving credit facility with a group of banks which
backs its short-term commercial paper programs.
  The committed facility of $804 million has a $530 million long-term portion, which expires in November 2005, and a
$274 million 364-day facility, which may - but is not guaranteed - to be renewed each November. For further details on
long-term borrowing see Note 9.
  The Company's policy is that total net debt shall be issued or covered by long-term facilities with an average maturity
of at least three years. At December 31, 2001, net debt was $1,023 million and total long-term facilities were $1,037
million with an average life of approximately four years. The Company is therefore compliant with the policy.

Edgar Filing: AUTOLIV INC - Form ARS

15



Credit Risk
Credit risk is the risk of a counterparty being unable to fulfill an agreed obligation. In the Company's financial
operations, this risk arises in connection with the investment of liquid assets and when entering forward exchange
agreements, swap contracts or other financial instruments. In order to reduce credit risk, deposits and financial
instruments can only be entered into with a limited number of banks and in limited amounts, as approved by the
Company's Board of Directors. The policy of the Company is to work with banks that have a high credit rating and that
participate in the Company's financing.

Gearing Policy
In order to reduce the weighted average cost of capital and therefore increase shareholder value, the Company has,
since year-end 1999, increased the net debt to capitalization from 24% to 34% at year-end 2000 and 35% at December
31, 2001. The increase primarily results from acquisitions and the implementation of a share repurchase program.
However, in order to maintain a relatively conservative gearing ratio, the Company also adopted a policy that limits net
debt to capitalization to 40%.

SAFE HARBOR STATEMENT UNDER THE PRIVATE SECURITIES LITIGATION REFORM
ACT OF 1995:

Statements in this report that are not statements of historical fact may be forward-looking statements, which involve
risks and uncertainties, including - but not limited to - the economic outlook for the Company's markets, fluctuation of
foreign currencies, fluctuation in vehicle production schedules for which the company is a supplier, continued
uncertainty in program awards and performance, the financial results of companies in which Autoliv has made
technology investments, and other factors discussed in Autoliv's filings with the Securities and Exchange Commission.

Selected data in Swedish Kronor 2001 2000 Change
Net sales (million) 41,187 37,539 10%
Income before taxes (million) 1,205 1) 2,650 (55%)
Net income (million) 494 1) 1,539 (68%)
Earnings per share 5.06 1) 15.25 (67%)

(Average exchange rates: $1 = SEK 10.32 for 2001 and $1 = SEK 9.12 for 2000)

1)Excluding the Unusual Items in 2001, the Operations generated an income before taxes of
1,879 million Swedish Kronor, net income of 977 million Swedish Kronor and earnings per
share of 10.01.

Consolidated Statement of Income

Years ended December 31
(Dollars and shares in millions, except per share data) 2001 2000 1999
Net sales Note 17 $3,991.0 $4,116.1 $3,812.2
Cost of sales (3,336.2) (3,330.0) (3,005.4)
Gross profit 654.8 786.1 806.8

Selling, general and administrative expenses (196.7) (190.0) (176.8)
Research, development & engineering expenses (200.8) (195.7) (197.3)
Amortization of intangibles (73.3) (66.7) (64.1)
Other income(expense), net (10.3) 5.8 -
Operating income 173.7 339.5 368.6

Equity in earnings of affiliates 5.7 4.3 4.6
Interest income Note 9 6.2 5.5 9.4
Interest expense Note 9 (66.3) (59.6) (51.4)
Other financial items, net (2.5) 0.9 (1.5)
Income before income taxes 116.8 290.6 329.7

Income taxes Note 4 (59.8) (117.2) (132.0)
Minority interests in subsidiaries (9.1) (4.7) 2.2
Net income $47.9 $168.7 $199.9

Earnings per common share - and earnings
per common share assuming dilution $.49 $1.67 $1.95

Number of shares used in computing per share amount 98.0 100.9 102.4
Number of shares outstanding, net of Treasury shares 98.0 97.8 102.3
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See Notes to Consolidated Financial Statements

Consolidated Balance Sheet
Years ended December 31

(Dollars in millions) 2001 2000
Assets
Cash and cash equivalents $84.2 $82.2
Receivables, net of allowances of $12.6
and $10.6 million, respectively 837.2 835.4
Inventories Note 5 329.5 333.5
Income tax receivables Note 4 46.8 43.7
Prepaid expenses 67.9 54.2
Total current assets 1,365.6 1,349.0

Property, plant and equipment, net Note 7 845.0 867.2
Investments and other receivables Note 6 108.3 112.3
Intangible assets, net (primarily goodwill) Note 8 1,685.4 1,739.3
Total assets $4,004.3 $4,067.8

Liabilities
Short-term debt Note 9 $70.2 $353.8
Accounts payable 481.3 540.3
Accrued expenses 256.2 243.9
Other current liabilities 78.6 88.6
Income taxes Note 4 28.1 29.3
Total current liabilities 914.4
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