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Undertecknad styrelseledamot i ABB AB, 559193-0903, intygar hidrmed, dels att denna kopia av
arsredovisningen Gverensstimmer med originalet, dels att resultatrikningen och balansrikningen
faststillts pa &rsstimman den 26 mars 2020,

Bolagsstimman beslt ocksa att av till bolagstimmans forfogande stende 1 766 365 065,96 kr
skulle dverforas till i ny rékning.

Viisterds den _8_ april 2020

Dennis Helfridsson
Country Managing Director
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Forvaltningsberattelse, ABB AB

ABB AB dr moderbolag inom den svenska delen av ABB-koncernen och ett dotterbolag
till ABB Morden Holding AB, org.nr, 556011-5114, som ytterst 8gs av ABB Ltd i Ziirich,
Schweiz,

Med stéd av ARL 7 kap. 2 § upprittas ingen sérskild koncernredovisning fér ABB AB och
dess dotterbolag, utan dess redovisning ingar i den koncernredovisning som upprittas
av ABB Ltd. ABB Ltd.’s arsredovisning finns tillgianglig pad www.abb.com.

Om ABB och var verksamhet

ABB dr en pionjar med banbrytande teknik inom kraftnét, elektrifieringsprodukter,
industriell automation samt robotar och drivsystem. Vi betjanar kunder inom energi,
industri samt transport och infrastruktur i hela vérlden. Med &ver 130 ar av innovation
driver ABB som tekmkledare den dtgutala omstallmngen av industrier med tva tydliga

an kraftverk till eluttag samt atf —

automatisera industrier fran naturresurser till fardiga produkter.

I Sverige har ABB, vid utgangen av aret, cirka 7 700 medarbetare och finns pa cirka 30
orter. Svenska ABB &r en ledande leverantor av produkter och system f6r kraftéver—
féring samt process- och industriautomation, Stora verksamhetsorter dr Vasteras med
cirka 3 700 medarbetare och Ludvika med cirka 2 600 medarbetare.

Den 1 november 2019 delades ABB i Sverige i tva separata bolag, ABB AB och ABB Power
Grids Sweden AB. Bada bolagen &r fortfarande heldgda av ABB.

Bolaget ABB AB har under de tva sista manaderna av 2019 bestatt av de fyra
affarsomradena Electrification, Industrial Automation, Motion och Robotics and
Discrete Automation inklusive serviceverksamhet, dotterbolag, staber och centrala

funktioner.

Electrification

Affarsomradet Electrification ansvarar for att sédlja ett komplett sortimentet av ABB:s
lag- och mellanspéanningsprodukter till den svenska marknaden via ett flertal
saljkanaler. De mest centrala av dessa saljkanaler dr grossist och installator, férsdljning
direkt till storre OEM och systemintegratérer samt stéliverks- och panelbyggare. Vi
erbjuder dven kompletta stillverk och kontrollutrustningar. Genom att ldgga till
solenergi, laddning av elbilar och elskydd har sortimentet gjorts dnnu bredare.
Divisionen har dven ett flertal produktenheter i Sverige som ansvarar for produkter
som siljs via ABB till kunder i hela vérlden.

Industrial Automation

Detta affdrsomrade forser kunder med instrument- och analysprodukter, automation
och optimering av industriella processer. Affarsomradets kunder &r datacenters och
processindustrier sdsom kraftindustri, olje- och gasproducenter, kemisk industri,
lakemedel- och livsmedelsindustri. Vidare ingar massa och papper, metall, gruvor och
marin industri, VA-verk samt industri for turboladdare. Vi hjdlper vara kunder att 6ka
sin produktivitet och sdkerhet i anlaggningen med minskad energianvandning.

At
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produktivitet, produktkvalitet och att skapa en saker arbetsmiljd.

Motion

Affirsomradet Motion erbjuder produkter och Iésningar som héjer produktivitet och
energieffektivitet. Motorer, generatorer, komponenter fér mekanisk kraftéverféring
(vaxlar mm), frekvensomriktare och PLC-enheter (programmable logic controliers) dr
produkter som driver, styr och astadkommer rérelse i ett stort antal automations-
applikationer.

Robotics and Discrete Automation

Affirsomradet Robotics and Discrete automation erbjuder férutom robotar dven
intelligenta l6sningar fér automation, ABB har installerat dver 400 000 robotar viérlden
overoch ir en ledande leverantdr av industrircbotar, modulbaserade tillverknings-
system och service, Ett tydligt fokus pa I6sningar hjélper industriféretag att forbdttra

Vésentliga hindelser under rikenskapsaret

Som tidigare kommunicerats, avser ABB att sdlja sin Power Grids verksambhet till
Hitachi. Férsiliningen i Sverige genomfors som en omvénd delning. Det tidigare
bolaget ABB AB med organisationsnummer 556029-7029 ar namnandrat till ABB Power
Grids Sweden AB och fortsatter att driva ABBs Power Grids verksamhet.

Svenska ABB's &vriga fyra ovan beskrivna affarsomraden har forts over till ett nybildat
bolag som har drvt namnet ABB AB (organisationsnummer 559193-0903). Denna
arsredovisning avser bolagets férsta rdkenskapsar vilket omfattar perioden fran
2019-01-30 till 2019-12-31.

Bestiliningsingang och nettoomsittning

ABB AB:s intdkter blev 2 688 MSEK. Exportvardet fran Sverige uppgick till 1 795 MSEK,
vilket motsvarar 67 %.

Fér de tvd manaderna i 2019 redovisar vi en bestallningsingang pa 2 565 MSEK.
Exportférsiliningen svarade for cirka 58 % av den totala orderingdngen och uppgick till
1489 MSEK.

Storre projekt och hindelser under 2019 for affirsomradena
Nedan listas nagra storre hdndelser och projekt som tagits under 2019:

o« ABB tillkinnagav ett nytt samarbete med svenska Exeger Operations AB.
Samarbetet kommer att mbjliggdra fér Exeger att stérka produktionskvaliteten
pé det unika fotovoltaiska materialet pa Stockholmsfabriken och utveckla
automatiseringslésningar for Exegers nya toppmoderna helautomatiserade
fabrik som borjar byggas i en néra framtid,

s ABB hjalper det ledande energibolaget Vattenfall att utveckia ett omfattande
nétverk for laddning av elfordon 1 Sverige. Lésningen-&r helt komplett och

®
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omfattar badde snabbladdningsstationen och ail nédvandig utrustning fér
elndtsansiutning. ABB:s teknik anvinds av Vattenfall fér att ladda elfordon pa
nastan 40 offentliga platser i hela Sverige,

ABB och Stena Recycling skrev ett langsiktigt samarbetsavtal om atervinning av
elmotorer. Samarbetet, som ir ett viktigt steg pa vdgen mot cirkuldr ekonomi i
ett hallbart samhadlle, har stor potential att frigora elektrisk energikapacitet
inom industrin.

ABB tillkdnnagav 6ppnandet av det nya Robotics Experience Center i Vésteras.
Centret ska gbra det mijligt for ABB att tillsammans med kunder och partners
fran bade industrin och den akademiska vérlden att samarbeta fér att utveckla
niya robottekniker och tillverkningsldsningar,

Jonk&ping satsar pa ekologisk, social och ekonomisk hallbarhet. | linje med det
lade J6nkGping Energi gnerdar till ABB for att elektrifiera stadens firsta )

elbusslinje.

ABB laddar nya elbussar | Géteborg. Med start 2020 kommer 157 nya elbussar
fran Volvo att borja rulla pa Géteborgs, Mélndals och Partilies gator, drivha av
laddinfrastrukturldsningar fran ABB,

ABB ska leverera kraftférsériningen till Europas stérsta batterifabrik. Det
palitliga och effektiva kraftdistributionsnétet r en viktig byggsten i
konstruktionen av en av Europas stirsta och-mest avancerade
litiumjonbatterifabriker, som ska byggas av Northvolt i Skellefted. ABB kommer
att tillhandahélla infrastruktur f&r kraftférsérining fran det lokala elnditet direkt
till produktionsanidggningarna.

Visentliga hindelser efter rikenskapsarets slut

Efter rikenskapsarets slut har en global pandemi orsakad av ett coronavirus drabbat
virlden. Effekterna pa samhéllet &r langtgaende. ABB féljer utvecklingen noga men kan
fér nrvarande inte kvantifiera effekterna av pandemins paverkan pé den egna
verksamheten.

Resultat och stilining
Resultat efter finansiella poster uppgick till 188 MSEK.

Arets resultat uppgick till 95 MSEK.

Réntabiliteten pa sysselsatt kapital uppgick 2019 till 9,3 %. Soliditeten uppgar till 23 %.

ABB AB:s netto likvida medel (likvida medel minus kort-och medelfristiga lan) uppgick
till 278 MSEK.

/Eh
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Orderstocken f&r ABB AB var vid utgangen av aret 6 555 MSEK vilket dr en jamférbart
hég niva.

Medelantalet anstéllda under 2019 var 3 780. Vi fortsatter att rekrytera inom vissa
tillvixtomraden.

Forskning, utveckling och andra investeringar
Under aret investerade ABB AB 269 MSEK i forskning och utveckling.

ABB AB investerade 2019 58 MSEK i maskiner, inventarier, byggnader och mark.

Intern kontroll

_ABB-arbetar strukturerat med-intern kontroll-baserat pa SOX-(Sarbanes-Oxley-Act), en-—

uppsdttning lagar och regler avseende internkontroll fér féretag noterade pa den
amerikanska bérsen. Arbetet med att férenkla och standardisera processer inom
verksamheten pagar fortlépande och leder kontinuerligt till en effektivare kontrollmiljd,

Miljopaverkan

ABB AB-koncernen bedrev under aret 20189, 4 tillstandspliktiga och 7 anmaéiningspliktiga
enheter enligt miljébalken.

Paverkan pa den yttre miljon fran ABB:s verksamhet sker i huvudsak genom utsldpp till
luft och vatten och genom anvéndning av resurser sasom energi och rdmaterial, for
tiliverkning och service,

En betydande del av verksamheten i Sverige omfattar leverans av system fér bl. a
process- och industriautomation. Detta innebdr att den indirekta miljdpaverkan fran de
produkter och tjinster som vi tillhandahaller har en betydande roll i foretagets totala
miljépaverkan. Transporter av material och férdiga produkter liksom resor &r ocksd en
visentlig del av féretagets paverkan pa miljdn. Overflyttning av produktion till
underleverantorer innebér att vara leverantorers miljdarbete fortsatt har en stor
betydelse,

For den kompletta hallbarhetsrapporten hinvisas till www.abb.com.

Utlandska filialer
ABB AB har i dagsldget inga filialer i utlandet.

Utsikter for 2020

ABB kommer att bli ledare inom banbrytande teknik i digitala industrier, bedriva
verksamhet pa attraktiva marknader med ett unikt erbjudande med innovativa
I6sningar inom elektrifiering, automatisering, robotisering och-digitalisering. Med ABB
Ability™, vart erbjudande for digitala I6sningar, fortsétter vi att driva en I6nsam tillvixt
dér ABB Sverige bidrar pa ett positivt satt.

A
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Nyckeltal - Femarsoversikt
(enligt legal struktur vid respektive rapporteringstilifdlle)

! (MSEK) 2019
&
% Bestillningsingang 2 565
= - varav export 1 489
Rorelsens nettoomséttning 2 688
- 'varav export 1795
Resultat efter finansiella poster 188
Arets resultat 95
Netto likvida medel 278 B
Soliditet 23%

Rintabilitet pa sysselsatt kapital 9.3%

Réntabilitet pd eget kapital 9. 7%
Orderstock . |6535
Medelantalet anstéllda _ 3782
Kostnader f6r FoU 269

Investeringar i maskiner och
fastigheter 58

e
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Forslag till vinstdisposition

Till bolagsstdmmans forfogande stir foljande

Fond for verkligt varde 0,00
Balanserad vinst 1671015 448,96
Arets resultat 95 349 617,00
Tillhopa 1 766 365 065,96

Styrelsen och verkstillande direktoren foreslar att vinstmedlen disponeras silunda:

Till B-aktieAgaren 0,00

och i ny rikning Gverfores 1 766 365 065,96

“Tillhopa 1766 365 065,96
-
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RESULTATRAKNING
{MSEK)

Neltoomsatining
Kostnad for salda varor

Bruttoresultat

Fbrsalningskostnader

Forsknings- och utvecklingskostnader
Adininistrationskostnader

Ovriga rirelseintikter

Ovriga rareisekostnader
Rérelserasultat

Resultat fran finansisila poster:
Ranteintiikier och Bknande resultatposter

Réntekostnader och knande resultatposter
Summa regultat franfinanslelia investeringar
Resultat efter finansiella poster

Bokskutsdispositioner
Skatt pa drats resullat

Arets resultat

(b
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2668
-1964
724

-168
269
-128
73
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188

-68
25
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BALANSRAKNING
{MSEK])

THLGANGAR
Anldggningstillgangar

Immateriella anldggningstillgangar
Kencessioner, patent, licenser, varumérken
samt fknande réttigheter

Dataprogram for eget bruk

Goodwill

Materlella anldggningstillgéngar
Byggnader och mark.

Maskiner och andra tekniska andiggningar
Inventarier, verktyg och instaiationer
Pagaende nyanliganingar

Finansialla anliggningstillgangar
Andelar{ dotterbolag

Andelar | intressefretag

Uppskjuten skattefordran

Andra langfristiga vérdepappérinnehav
Andra langfristiga fordringar

Summa anldggningstiligangar
Omséattningstiligangar

Varulager m.m

Révaror och fornddenheter

Varoy under tiliverkning

Fardiga varor och handelsvaror
Pagdente arbele for annans rikning
Farskott il leverantdrer

Kortfristina fordringar

Kundfordrirgar

Skattefordran

Griga fordringar

Féndbatalda kostnader ochupplupna intdkter
Kassa och bank

Sumima omsattningstillgangar

SUMMA TILLGANGAR

i
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10,29

11,29

12,24
12,25
16
12

2018

15
25

225
248
Ll
244
889

203

21

231

1160

662
772
380
744
14
2582

3813
26
678
230
4747

66
7397
8 557
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EGET KAPITAL OCH SKULDER

Eget kapital

Bundet eget kapital
Altiekapial
Reserviond

Fritt eget kapital
Bafanzerade vinstmeds!
Arets resuitat

Summa eget kapital
Obeskattade reserver

Avsitiningar

Avsattningar for pensioner och liknande forpliktelser
Uppskjutery skatteskuld

COvriga avsattningar

Semma avsittningar

Langfristiga skulder

Kortfristiga skulder

Frskott fran kunder

Leveranméiraskulder

Skalteskulder

Briga skulder

Upplupna kostnader och firutbetalda intdkter

Summa kortfristiga skulder

SUMMA EGET KAPITAL OCH SKULDER

e
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17
16
18

2019

200
%0
1671
1766

1966

19

543
571

6507

450
2731

675
1213

5069

8557
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4200

20200

Férédndring av eget kapital

10

Totalt

Fond for  Balanserade eget

Akliokapiat Reserviond  verkligt virde vinstmaidel kapital
[ingdende balans 1 januari 2019 o 1] 0 o}
Arets resultat o5 45
Nyemission 200 200
Agartiliskoft 18 18
Inkrdmstverlédtesie 1653 1653
Utglende balans 31 december 2019 200 ) ) 1766 1 966|

ABB ABs sktiekapial fordelas pd 198,000 A-aktler med 1 rést samt 1.802.000 B-aktier med 1/10 rist

A
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KASSAFLODESANALYS

{MSEK)

Den lGpande verksamheten

Rérelseresultal

Justering fbr avskrivningar

Justering fir firindring | avsitiningar
Justering for marknadsvirdering derivat
Justering e rearesultat mm.

Erhélien rania
Betald ranias

Befald inkomstskatt

Kassafldden fran den I8pande verksamheten fére
foréndringar av rérelsekapitalet

Forandring av kundfordringar

Forandring av dvriga kortfristiga fordringar
Férdndring av varulager m.m,

Férandring av feveranttrsskulder
Fordndring av forskott fran kunder
Férandring av Svriga kortfristiga skulder

Kassafléden fran den lopande verksamheten

Investeringsverksamheten
Féréndring av langfristiga fordringar

Forvarv av materiella anfiggningstiligdngar
Foredry av immaleriella anlggningstifigangar
Forvary och firsdlining av bolag

Forvary av kapitalfsrsdkeingar

Kassa fusionerade bolag

Fixsalining av anliggningstillgéngar

Kassafldden frin investeringsverksamheten
Finansieringsverksamheten

Férandring av skulder

Betaldalerhdling koneernbldrag

Erhaflet Sgartilskatt

Myemission

Kassafloden fran finansieringsverksamheten
OKNING/MINSKNING AV LIKVIDA MEDEL

LIKVIDA MEDEL VID ARETS BORJAN

LIKVIDA MEDEL VID ARETS SLUT

e
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27
27

26

28

2018

188
29
65

A7

65
-1
4

31

133
-344

212
-184

254
=11

122

200
217
278
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Noter till resultat- och balansrikningar
(Belopp i MSEK)

Not 1
Redovisningsprinciper

Arsredovisningen har upprittats enligt Arsredovisningslagen och BENAR2012:1, med
tilldmpning av de redovisningsprinciper som anges nedan.

Koncerninterna verksamhetsoverlatelser

Under 4ret har bolaget, frdn ett nérstaende féretag under gemensamt bestimmande inflytande,
overtagit tillgingar. Overforingen har skett med stod av de skatteméssiga reglerna for sé
kallade underpristverlatelser. Bolaget har i avsaknad av detaljerade regler i K3 faststallt och
tillimpat f6ljande princip for redovisning av koncerninterna dverlatelser av verksambheter.

Redovisning av verksamhetsGverlatelser redovisas i enlighet med den ekonomiska inneborden
av transaktionen. Enligt bolagets beddomning &r bakgrunden och motiven till vertagandet av
tillgAngarna snarast att se som en Sverforing/omorganisation mellan enheter under gemensamt
bestimmande inflytande, d.v.s. i detta fall initierad och styrd av moderforetaget. Det medfor
att redovisning av transaktionen har skett baserat pad redovisade vérden i det dverlatande
bolaget samt att den mellanskillnad som uppkommit mellan erséttning i form av &vertagna
skulder och de dverforda tillgingarna har redovisats som en transaktion med dgaren i eget
kapital

Intiktsredovisning

till képaren. Overforing av dganderitt och risker till k6paren regleras i avtalens definierade
leveransvillkor.

Intékter och resultat frdn projektverksamhet redovisas i takt med att projekten fardigstiills enligt
successiv vinstavrikningsmetod. Firdigstillandegraden beréknas genom att verkliga kostnader
stills 1 relation till prognostiserade totala kostnader. De prognostiserade kostnaderna revideras
och uppdateras 16pande. Den ackumulerade effekten av en foréndring av prognosen redovisas
i den period som #ndringen genomfors. Avriiknade men ej fakturerade intékter klassificeras
som Pagéende arbete for annans rikning och Fakturerade men ej avraknade intdkter som Ovriga
kortfristiga skulder i balansrdkningen.

Intdkter frén servicetransaktioner redovisas normalt nér servicen ar utford. For langfristiga
servicekontrakt, redovisas intéikten linjért 6ver kontraktstiden, eller, om servicen inte &r linjér
till sin natur, ndr servicen &r wutford. For serviceprojekt anvinds successiv

vinstavrikningsmetod.

Vid forlustorder sker reservering i sin helhet for att ticka forvintade forluster s snart dessa
befaras. Dessa ingér i posten Avsittningar.

Forskning och utveckling
Kostnader for forskning och utveckling redovisas som omkostnader ndr de uppstir. Ut-
vecklingskostnader for pagéende kundorder ingér i varulagret och kostnadsfors i takt med att

projektet fardigstélls.

PN
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Leasing
Bolaget disponerar tillgdngar enligt leasingkontrakt av kan vara av savil finansiell som

operationell natur, i bolaget redovisas samtliga kontrakt som operationella.

Skatter

Bolagets totala skatt utgdrs av aktuell och uppskjuten skatt. Uppskjuten skatt redovisas di det,
pé balansdagen, foreligger skillnader mellan redovisade och skatteméssiga virden pa
tillgangar respektive skulder. Skattenyttan i underskottsavdrag och andra framtida
skatteméssiga avdrag redovisas som uppskjutna skattefordringar om det #r sannolikt att
avdragen kan avriknas mot framtida 6verskott inom en dverskddlig framtid.

Fordringar
Fordringar redovisas till det ldgsta av nominellt virde och det belopp varmed de beréknas

inflyta.

Transaktioner i utlindsk valuta

Transaktioner i utldndsk valuta omréknas till svenska kronor vid transaktionstillfallet. P4
balansdagen omréknas fordringar och skulder till balansdagens kurs och kursdifferenser ingar
i Arets Resultat. Férskott frin kunder och till leveranttrer redovisas till kursen vid betalnings-
tillfallet, eftersom dterbetalningsskyldighet ej forutses intriffa.

Valuta- och ravaruderivat samt inbfiddade derivat

Samtliga derivat redovisas till verkligt véirde i balansrikningen. For de valutaderivat som
uppfyller kraven for sikringsredovisning, redovisas virdefoérandringen hinforligt till den
sikrade risken direkt i eget kapital inom fonden for verkligt véirde, i avvaktan pé att den
sikrade transaktionen redovisas i resultatrékningen. Nir sa sker Overfors respektive belopp
inom fonden for verkligt vérde till resultatrikningen och redovisas i rérelsens intikter eller
kostnader for att mdta den underliggande séikrade transaktionens resultatavrikning i rérelsens
intdkter eller kostnader. Uppfylls inte kraven for sikringsredovisning redovisas
virdefordndringar 1 valutaderivaten 1opande i resultatrikningen. Det som s#dkras dr intikter
och kostnader samt andra kiinda / forvintade kassafléden, som avgifter, moms mm.

Varulager
Varulager virderas till det ldgsta av anskaffningskostnaden, bestéimd enligt FIFU-metoden, och

nettoforsiljningsvirdet. Erforderligt avdrag sker for inkurans. Kostnader for sddana leveranser
av anldggningar, vilka ej fullgjorts vid rdkenskapsarets slut, balanseras ssom varulager.

Kapitalférsikringar

Det forekommer ett antal direktpensionsavtal som sdkerstéllts genom kapitalforsdkringar.
Pensionsutféstelserna ir direkt kopplade till det belopp som utfaller frin de pantsatta foretagségda
kapitalforsikringarna. Kapitalforsikringarna redovisas som finansiella anldggningstillgingar och
pensionsutfistelsen som Avsittningar for pensioner.

Andelar i dotterbolag och intressebolag
Andelar i dotterbolag och intressebolag redovisas enligt anskaffningsvirdemetoden. Prévning av

virdet pa andelarna gors niir indikationer finns att virdet minskat.

Ao
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Dataprogram for eget bruk

Utgifter for programvara for internt bruk balanseras om det bedoms ge framtida ekonomiska
fordelar. Avskrivningstiderna for programivara ir 3-5 ar. Aktiveringen sker under immateriella

anldggningstillgdngar och rubriken dataprogram for eget bruk.

Goodwill
Goodwill redovisas till anskaffningskostnad efter avdrag for ackumulerade avskrivningar efter
linjér metod baserad pa berdknad ekonomisk livslédngd. Goodwill avskrivs normalt pa 5 ér.

Materiella anliggningstillgingar

Materiella anliggningstillgdngar redovisas till historiskt anskaffningsviirde med avdrag for
linjéra, ackumulerade avskrivningar och eventuella nedskrivningar. Varje del av en materiell
anldggningstillging med ett anskaffningsvirde som #r betydande 1 relation till tillgdngens
sammanlagda anskaffningsvérde, skrivs av separat. Detta omfattar huvudsakligen komponenter
i fastigheter och for maskinutrustning, Mark 4r inte foremdl for avskrivning, eftersom den
bedéms ha obegrinsad ekonomisk livslidngd, men 1 6vrigt berdknas avskrivningstiderna enligt
den linjira metoden och grundar sig pa foljande forvintade nyttjandeperioder:

Byggnader och markanldggning 20-60 ar
Investeringar i forhyrda lokaler (hyresldngden) 2-17 ar
Maskiner och inventarier 3-15 &r
Produktionsverktyg 3-5ar
Datorutrustning 3-5 ér

Nedskrivning av tillgdngar

Anliggningstillgdngar provas varje &r, om hindelser och forindringar intréiffar som tyder pa att
det redovisade virdet av en tillgang inte kan atervinnas, med avseende pa behovet av eventuell
nedskrivning. En tillgng som minskat i virde skrivs ned till marknadsvirdet baserat pa bésta

tillgéngliga information.

Avsitiningar

Bolagets pensionsutfistelser, som inte fonderas hos extern part, beriknas
forsékringsmatematiskt och skuldfors i balansrdkningen under rubriken Avséttningar for
pensioner, enligt Tryggandelagen. Ovriga avsittningar ticker identifierbara garantikostnader,
viten, forlustorder, sdrskild 16neskatt mm.

Likvida medel
Som likvida medel redovisas kassa och bankmedel samt kortfristiga placeringar som vid

anskaffhingstidpunkten har en aterstdende 16ptid pa hogst 3 manader.

Orderinging
Orderinging och orderstock dr angiven i prisniva vid berdknad leveranstidpunkt.

Bedomningar och uppskattningar

Vid upprittande av érsredovisningen har fOretagsledningen anvint uppskattningar och
antaganden i redovisningen av tillgangar och skulder. Detta for redovisningsprinciper som vid
sin tilldimpning kriver mer omfattande subjektiva beddmningar fran foretagsledningens sida
vad géller uppskattningar och antaganden i frigor som till sin natur &r svarbedémda. De mest
kritiska beddmningarna anser foretagsledningen vara:

/aa
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o antaganden och prognoser, frimst relaterade till framtida material, arbetskraft och
projektrelaterade omkostnader, som anvinds fOr att bestimma den procentuella
- avrikningen for projekten. ' '
o uppskattningar  forknippade med produktgarantier, miljoskador, regelverk samt
réttstvister eller hotande tvister.
o antaganden som anvinds for att bestdimma inkurans och nettoférséljningsvérde.

— Definition.av_nyckeltal
(I den mén de ej beskrivits ovan)

Riintabilitet pa sysselsatt kapital, %

Resultat efter finansiella poster med tilligg for réntekostnader samt valutakursdifferenser
relaterade till genomsnittligt sysselsatt kapital. Genomsnitt berdknas av sysselsatt kapital vid
arets borjan respektive drets slut.

Riintabilitet pa eget kapital, %
Arets resultat relaterat till genomsnittligt eget kapital. Genomsnitt beriknas av eget kapital vid
arets borjan respektive arets slut.

Soliditet, %
Eget kapital i procent av balansomslutningen.

A
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Not 2

Koncernmellanhavanden
Koncernftiretag innefattar endast dotterbolag till ABB Norden Holding AB.

16

Koncernfdretag Varav dolterbolag
2019 2018

Andra [&ngfristiga fordringar “ -
Kundfordringar ag2 215
Qvriga fordringar - “
Fonutbetalda kostnader och

upplupra intdkler 43 1
Firskott till leverantrer 4 -
Summa Hllgéngar 409 216
Langfristiga skulder 15 15
Firskott fran kunder 24 -
Leveranttrsskulder 142 25
Cwriga skulder ] -
Upplupna kostnader och

forutbetalda intakier 2 -
Summa skulder 2713 40
Netto tillgdngar/skulder 136 176
Inkép och férsilining

Nedan anges drels inkiip och Grsilining frln kKoncernftrelag

Koncernfiretag

Yaray-dotterbolag

2019 2018
InkGp 106 (i
Firsalining 176 3

Kundfordringar mot dofterbolag avser framst Gverftring 2y produkier til et centrallager, och omkestnadsdverftiring och inte frsalining,

Mot 3
Nettoomsittningens férdeining pa divisioner och geografiska omraden

Nettoomsittning fordelar sig pa divisioner enligt foljande:

2018
Electrification 369
Inglustrial Automation 915
Maotion 536
Rebotics & Discrele Automation 641
Ovriga 197
Neitoomsdttning 2688
Nettoomsiéttning fordelar sig pd geografiska omraden enligt fGljande;

2019
Sverige 893
Europa 1082
Asten, MellanBstern & Afrika 224
Mord- & Sydamerika 489
Nattoomsa‘a'uping 2688

P
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Not 4
Léner, andra ersidttningar och sociala kostniader samt medelantal anstillda. Styrelsens och
ledningsgruppens konsférdelning.

Léner och andra ersiittnifngar &i Sociala kostnader
Madelantal anstélida Ledands Tantiem Gvrigalsamtliga anstilida
Land Kyinnor Méin Totalt befatinings- och: dyl. il anstilida Pensiins
havare styrelsa kostaader
13.3) oeh'VD 2
2019
Sverige 831 2951 ez ¢/ 0 381 118 53
1} Exklusive lantiem och dyl. 2)Exklusive penslonskosinader:
3} Med fedande t & manas slyref g VD ochvice VD

Av bolagets pensionskostnader avser 0 Mkr ledande befattningshavare.sj

ABB Ltd i Schweiz erbjuder anstiiida inom ABB-kancernen att delta | Employee Share Acquisition Plan (ESAP). ESAF innebér att anstélida
erbjuds att delia | edt individuelit manatiigt sparande med méjlighet att dérefler villja att kipa aktier tifl en firutbestamd kurs alternativi aft tolala
sparandel plus ranta dlerbetalas, ABB Lid i Schweiz erbjuder dven vissa nyckelbefattningshavare ett incameniprogram {Management
Incentive Plany darde erbjuds placeringar | warrans alfternativt warrant appreciation rights. ABB AB belastas for dessa bada program

av sociala avgifter pd eventuell virdestegring och administrativa omkosthader, Dessa kostnader uppglck 1ill 5 MSEK,

Fér yiterligare detaljer om dessa program, se drsredovisningen for ABB Ltd som finns pd www.abb.com.

Avgangsvederiag
Buolagets verkstallande direkidr har vid uppsiéigning ratt tilf erséttning motsvarande 6 manadsidner medan om Uppségningen
sker pa bolagets inkiativ, Fatt til ersatthing Motsvarande 12 manadsioner, LooEET ) -

Styrelsen rasp. foretagsledningen hade vid utgdngen av 2019 féljande sammansatining:

Styrelsen Bolagets Gvriga ledningsgrupp itk VO
Kyinmor 2 4
Méan 5 8
Totalt 7 12
Not5

Ovriga rérelseintikter

2019
Hyresinidkter 5
Bvriga intakter 68
73
Not 6
Ovriga rorelsekostnader
2019
Ovriga kostnader 42
-42

e
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_ __Bokslutsdispositioner

Not7

18

Rénteintiikter, rantekostnader och liknande resultatposter

Rantelntiikter och iiknande resultatposter

Finansiell intikt marknadsvirdering kapitalforsikringar
Réntor

2019

Varav séntor till koncernffretag
Rintekostnader och liknande resultatposter

Réntor
Finansieft kastnad marknadsvirdering kapifaiférsakringar

2019

=1

Varav riintor il koncernfiretag

-1

Not 8
Bokslutsdispositioner och obeskattade reserver

Bokslutsdispositioner

Skillaad mellan bokforda avskeivningar och avskrivningar enfigh plan
Koncernbidrag

2019

-0

68

Ghbeskattade reserver

COveravskriviing
Obeskattade reserver

Overtagen Sveravskrivaing vid inkram, 346 MSEK

2019

Not 9
Skatt pa drets resuliat

Aktuel skatt
Justering akiuell skalt avseends tidigare ars resultat
Lippskjuten skatt

2019

=20

Skatt pa arets resultat
Den genomsnittliga effektiva skattesatsen dr 21 procent

Avstimning av effektiv skattesats
Resuitat fire skatt

Skatt enligt pdllande skattesats, 21,4%
Skatteellokt av:

E} skatiepliktiga intdkier

Ej avdragsgiia kostnader

Justering avseende skatter for freghende ar
Ovrigt

=25

2018
120
<26

-2

Summa redovisad skatt
Effektiv skattesats %

-25
21%

AD
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Immaterielia anldggningstiligdngar

Ingaende anskafiningsvirde
Overtagen tillgang®

Arets anskafining
Fixsaljining och avytitingar
Utgdende ackumulerade
anskaffningsvarden

Ingéende avskrivningar
Overtagen tiligang®

Arets avskeiviing
Utgaende ackumulerade
avekrivningar

Ingaende nedskrivningar
Arets nedskrivringar
Utgdende ackumulerade
nedskrivningar

Utgdende bokfort virde

Ingéende anskaffingsvarde
Overtagen tilgang*

Avrets anskaffning
Férsélining och avyttringar
Utgdende ackumulerade
anskatfningsvérden

Ingaende avskrivaingar
Overtagen tllgéng*

Arets avskrivningar
Utgdende ackumulerade
avskrivningar

Ingdende nedskrivningar
Avets nedskrivningar
Utgdende ackumulerade
nedskrivhingar
Utgaende bokfbrt virde

* Overtagen tifgang vid inkrdm

19

Koncessioner, patent,
licenser, varumarken
samt llknande rattigheter

2018

25

Gootlwill

2019

1604

25

1004

-875

-978

0

Datorprogram
for
eget bruk

2012

334

334

-317

~319

156

25

/k-‘»\
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Materiella anlidggningstitlgangar

Ingaende anskaffningsvarde
Overlagen iiligang*

inkép

Férsdlining och ulrangeringar
Omkiassificeringar
Utgdende ackumulerade
anskaffningsvirden

Ingdends nedskrivningar
Arets nedskeivningar
Utgéende ackumuierade
nedskeivningar

Ingdende avekivningar
Overtagen fillging*
Foisaliningar och utrangeringar
Arets avskrivningar
OmXlassificeringar

Utgdende ackumulerade
avskrivringar

Utgdende bokfort varde

Ingdende balans

Overtagen ilging*

Under dret nedlagda kostnader

Under aret genomitrda omifSrdelningar
Utgdende balans

* Bvertagen tilgang vid inkedm.

20

Byganader Maskiner och inventarier, verkiyg
och mark. andra tekniska och installationer
anldggningar
019 2019 2019
392 1.363 439
- -6 -7
- 26 17
392 1383 449
] 0 1]
-166 <1125 266
-4 -8 ~12
167 1134 278
225 248 i
Pagdende
nyanidggningar
s
229
58
~43
244

o
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Not 12
Finansiella anliggningstillgngar

21

Andelar i dotterboiag 2049
Ingdende anskaffningsvérde -
Overtagen fillgang” 203
Irvesteringar / Inkép .
Forsaliningar =
Utgdende ackumulerade anskaffningsvirden 203
Ingaerde nedskrivningar -
Omkiassificeting -
Utgaende ackumulerade nedskrivningar o
Utgaende bokférivirde 203
Andalar { intressefiretag 2018
Ingéende anskaffringsvarde "
Gvertagen tillgang® 1
Forsaliningar -
Utgaende ackumulerade anskaffningsviirden 1
Ingiende nedskrivningar B
Ombklassificeting -
Utgdende ackumulerade nedskriviingar [}
Utgdende bokfirt virde 14
Kapitalfdrsakringar 2018
Ingdende bokfirt virde N
Overtagen tilgang* -
Arets nya premier 2
Arets utbetalningar .
Arets marknadsvardering =
WUtgaenda bokitrda virden 2
Anskafiningsviirde f6r ovanstaende kapitalfdrsdkringar 8r 2 MSEK
* Gvertagen tilgang vid inkrdm,
Not 13
Férutbelalda kostnader och upplupna intikter

2019
Farsakringskostnader 12
Fanstbetalda hyror 61
Penslonspremier 8
Upplupna intikter 10
Ovirlga poster 41

230
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Not14
Vinstdisposition

Firglag till vinstdisposition

Tl botagsstémmans fodogande stér foljarde

Fond 16r verkligt viirde .00
Balanserad vinst 1871015 448,96
Arets resultat 95 349 517,00
Tillhopa 1 766 365 065,96

Styrelsen och verkstallande direkiSren forestlr alt vinstmedien disponeras salunda;

Till B-aktiedgarer 0,00
ochi ny rikning Sverftres 1766365 065,96
Tithopa 1766 365 065,96

Koncernbidrag har 13mnats il ABB Norden Holding AB med 70000 KSEK.

Not 15
Pagéende arbete fir annans rikning

2019
Upparbetad intékt for e] avslutade projekt 3630
Fakiurerat =2.886
Upparbotad e fakiurerad Intdkt, tillgang T44
Av fakiurerade belopp uppgdr bestillarens Innehéling 2018
belopp.enligt kontraktsvilkor til: 0

2019
Fakturerat 17470
Upparbetad M3kt for e avshutade projeki A7.416
Fakturerade e] upparbetade intikier, skuld -246
Av fakturerade belopp uppgdr bestillarens innehdling 2019
belopp enligt kontraktavillor th: 4]

Uppatbetade ej fakiurerade intékier och fakturerade j upparbatade intékier, bruttoredovisas

per projekt. De projekt diir upparbetade intdkier Gverstiger fakturerade Intékter redovisas

som omsétiningstillgéng 1 posten Pdgaende arbete fir annans rikairg: De projelt dar fakturering
Gverstiger upparbetade Inakier ingdr i kortfristina skulderunder posters Ovriga skulder,
Upparbetade och fakiurerade vérdaen avser ackumulerade virden tbr projekien och kan dirfor
omfatia virden som upparbelats och fakturerats under flera rikenskapsar,

Not 16

Uppskjuten skatt

Uppskjuten skattefordran avseende: 2019
Avséttningar 8
I?eraioner B
Grigt g
Sumima ulgdende uppskjuten skattefordrin; 24
Uppskjuten skatteskuld avseende: 2019
Derivatinstrument 4
Owrigt 5
Summa utgdende uppskjuten skatteskuld: 9
Firindringen mellan rikenskapséren: 2019
Firandring dver RR, =20
Varav faréindring 1 BR 12
Avfbrandring | BR, sverdagna yppskjuina skatter 32

* {ivertagna uppskjutna skatter Linkram

o
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Not 17
Avsittning tiil pensioner

2018
Férpliktelse mot FPG/PRE 14
Avsatt till Briga persioner 5
Avsattning till persioner 18

Avsatt till Guriga pensioner avser pantsatia kapitalfbreékringar.

Forpliktelser avseende pensioner och liknande formaner till styrelseledambter och
verkstillande dlrektdrer {inkd, supplaanter samt vice verkstallande direktorer)

2019

Avsatt tiil Givriga pensioner (del av posten ovan} 0
Summa fdrpliktelser ]
Not 18
Ovriga avsitiningar

Forlust Cimstruktur-

order” Garantier- eringsresarv Gvriga
Avsattningar vid arets ingdng - » - - 1]
Qvertagen resenv* 22 424 - 47 493
AvsBtining under perioden 3 81 4 10 -]
Belopp som Laghts | ansprak under periodan -3 -39 - -3 45
Merforda betopp under perioden 0 -2 - -1 3
Utgdende Balans 22 464 4 53 543

* Overtagria teserver vid inkrm,

Férlustorderresery
Reserven fir firlustorder avser order daren negatly broltomarginal firvéintas. Reservering sker 53 snart ordern befaras: leda {ill fériust.

Garantireserv
Avsatiningar 16 gerantier 8r avsedda ath icka garantirisker pd grund av felaktig kenstruktion, meterfal ooh ulférande eller garanterad prestands.

Omstruktureringsreseny

Reserver fir omstrukturering avaer | regsl negiEingning av anldgoningar eller neddggning ellar fiyttning av- produktionslinjer, verksamheter, funktionsr efc;
eller nerdragning av antalet anstiilda i samband med en konjuniturnedgdng.

Gvriga reserver

Qvriga reserver avser diverse avsiitiingar som inte fallér under ndgon av cvanstaeide kategoriar.

Not19
Langfristiga skulder
Nedar anges dendel av ldngfristiga skulder som firfaller il betalning senare &n fem ar efter
balansdagen.
2019
Skulder th koncernfretag {foretag inom ABB Lid korcetnen) 507
607
Overtagna langfristiga lanvid inkram, 824 MSEK.
Av langlristiga 13n wgdr 15 MSEK. rintefria Jn frén dotterbolag.
Not 20
Upplupna kostnader och forutbetalda intdkter
2018
Upplupna persenalkostnader €50
E&erkosinadsresewer 304
Gvriga poster 259
1213
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Not 21
Checkrikningskredit

Bolaget har-git beviljal belopp pa checkrakningskrediten som uppgdr (il 0 MSEK

Bolaget har et lanelSfte, Revolving Credit Facilily, hos ABB Ltd-koncernens: infernbank ABB Capital BV, Ziirich Branch om 1.000 MSEK.

vope
|
= Not 22
= Stillda sikerheter och Eventualforpliktelser
o3
g Stallda sikerheter
;:3 2019
]
ot Fir eget pensionsétagande 2
2
Eventualférpliktelser
2019
FPGIPRI 0
]

ingenosBkerhet finng or eventualftipliktelsen mot FPGIPRL

=~Bom ettled i bolagets affirsverksamhet firekommer, utliver ovan angivia eventualfirpliktelser, v s el

- — e garasies- e foligbrande av-olika-Konirakisenliga dlaganden-Vissa-av-dessa-arav-s-k
on-demand-karalddr, Per balansdagen & det Inte sarmolikt att nagon visentiin utbetalning
kommer att keévas for aft ticka sddana garantier.

Not 23
Hyrda titigangar
Bolaget disponerar genom leasingavial kontorslokaler, truckar, tiénstebilar, datorer, maskiner och inventarier.,
2019
Leasing/tyresbetalningar som har betalats under aret 29
Betalningar som forfaller:
2020 251
2021 213
2022 148
2023 1119
2024 28
2025 och senare 325
Not24
Andelar i dofterbolag
Organisa- Egat Arets Antal Kapital- Bokfort
Mamin, site tionsnr Kapital resultat aktier andel warde
Asea AB, Visterds 556172-1522 12 13 100 000 100% 12
LCPLife Cyole Profit AB, Vasterds 556388-1473 3 [¢] 11000 100% 3
ABS Logistics Center Europé GmbH, Mender DE1289060 22 [} &0 51% 1}
ABH Financial Services AB, Visteras 556070-6367 B6 2] &00 000 100% 86
SynerLeap powered by ABE AB 559069-8865 Q 0 50000 100% 0
Aktiebotag Rotech 5563688-3024 78 27 1000 100% 102
Innehay i dotterfbretag 203

Overtagna andelar vid inkrdm, 203 MSEK.

o
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Not 25
Andelar i intressefretag

25

Namn, site, organisationsnr Eget Arots Antal Kapital- Bokfént

b kapital* resultat® aktier/ andel virde
antdetar
IndustriQompetens Malardalen, Visterss, 556587-7758 3 1 500 38% 1
Innehay | intresseforetag !
* 2018 &rs siffior anges hir,

Overtagna intresseforetag vid inkeam, 1 MSEK,

Not 26

Likvida medel

Likvida medel 2019

Kassa och bank 68

Del av koncerikonto Futldndskt ABB-bolag ochliknande placeringar 210

Likvida medel 278

Koncerninterna fordringar och skulder i cashpoolen

Koncerninterr fordran 298

Koncernintern skuld 47

Koncerhinterna fordringar och skulder redovisas som Gvriga kortfristiga fordringar respekiive skulder | balansrikningen och kassefiddesanalysen.

Not 27
Betaidierhallen rinta

2019
Under perioden erhallen rénta )
Under perloden betald ranta -1
Not 28
Finansiella instrument
Det bokfbrda virdet av derivatiiligangar och skulder uppgdr il fljande:

2019
Inbéddade derivat (kortfristiga), tredje part 20
Inbaddade derivat (langiristiga), tredje part 4
Derivatfordran ABB (kortfristiga), valuta 106
Derivatfordran ABB (korifiistiga), révaror 2
Inbiddade derivat (kortiristiga), ABB 11
Totalt derivattiligingar: 143
Inbé@ddade derivat (kortfristiga), tredje pari 17
Derivatskuld ABB (korifristiga), valuta 80
Derivatskuld ABB (kortfristiga), révarcr -
Inbaddade derivat (kortfristiga), ABB 8
Totait derivatskulder: 116

Derivattilgéngar redovisas som &vriga fordringar och andra langfristiga fordringar,

Derivatskuitier redovisas som bvriga skulder,

Overtagna derivattiigangar vid inkrim, 52 MSEK.
Overtagne derlvatskulder vid inkrarm, 142 MSEK.

2
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Not 28
Avskrivningar

fresultatet Ingér avskrivningar pa f8ljande belopp:

26

2019
Avskrivhipgar immaterielia tillgéngar “B
Avskrivoingar materiella tligangar <23
29

Auskrivningarna §rhinférliga till:
2019
Kostnad salda varor =22
Forsalningskostnader «3
Administrativa kostnader -2
Forsknings- och utvecklingskostnader -2
~29

Not 30
Visentliga hiindelser efter rakenskapséarets slut

Inga visentliga hindelser har intrii#fat efter rikenskapsdrets siut.

Not 31
Hélibarhetsrapport

Bolaget har inte uppréttat ndgon Hallbarhetsrapport utan hinvisar til den Hallbarhetsrapport som moderbolaget

ABB Lid, 1D CHE-101.049.653, Zirich Schweiz har publicerat.

P
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eVISIonSDeratielse

Til-bolagsstamman T ABB AB, org. nr-559183-0203

Rapport om arsredovisningen

Uttalanden

Vi har utfort en revision av drsredovisningen for ABB AB fér rakenskapséret 2019-01-30—2019-12-31.

Enligt var uppfatining har arsredovisningen upprattats | enlighet med rsredovisningslagen och geren i alla vsentliga avseenden rétlvisande
bild-av ABB ABs finansiella stillning per den: 31 december 2019 och av dess finansiella resultat och kassafléde for rakenskapsaret enligt
arsredovisningslagen. Férvaltningsberattelsen &r férenlig med Arsredovisningens dvriga delar.

Vi tillstyrker darfor att bolagsstamman faststaller resultatrakningen och balansrékningen.

Grund for uttalanden

Vithar utf6rt revisionen enligt Intemational Standards on Auditing {(ISA).och god revisionssed i Sverige. Vart ansvar enligt dessa standarder
beskrivs ndrmare | avenittet Revisorns ansvar. Vi 8r oberoende | firhallande till ABB AB enligt god revisorssed { Sverige och har i dvrigt

fullgiort vart yrkesetiska ansvar enligt dessa krav,

Vianser att de revisionsbevis vi har inhémtat dr tillrackiiga och. andamalsenliga som grund for vara uttalanden.. . .

Styrélsens oeh verkstallande difekitréns ansvar

Det dr styrelzen och verkstillande direkttren som har ansvaret for att
arsredovisningen uppratias och att den ger en rativisande bild enligt
arsredovisningslagen. Styrelsen och verkstéllande direkttren
ansvarar dven for den inferna kontroll som de bed8mer &r nédvindig
for-aft uppratta en drsredovisning som inte innehaller nagra
visentliga felaktigheter, vare sig dessa beror pa cegentligheter sller
misstag.

Vid upprattandet av arsredovisningen ansvarar styrelsen och
verkstallande direkitren for bedémningen-av bolagets farmaga att
forts#itta verksambeten. De upplyser, nér s& &r tilldmpligt, om
forhallanden som kan paverka firmagan aft fortsatta verksamheten
och att-anvénda anfagandet om fortsatt drift. Antagandet om fortsatt
drift tillimpas dock inte om styrelsen och verkstillande direktcren
avser att likvidera bolaget, upphiira med verksamheten ellerinte har
nagot realistiskt alternativ till ait géra nagot av detta.

Revisorns ansvar

Véra mal dratt uppna-en rimlig grad-av sékerhat om huruvida
arsredovisningen som hethet inte innehalier nagra vasentliga
felaktigheter, vare sig dessa beror pa oegentligheter eller misstag,
och att ldmna en revisionsberittelse som innehdller vara uttalanden.
Rimiig s&kerhet &r en hig grad av sékerhet, men &r ingen garanti for
att en revision som utférs enligt ISA och god revisionssed | Sverige
alltid kemmigr att uppticka en visentlig felakiighet om en sadan
finns. Felaktighster kan uppsta pa grund av oegentligheter eller
misstag och anses vara véseniliga om de enskilt eller tillsammans
rimligen kan forvantas paverka de ekonomiska beslut som
anvandare fattar med grund | drsredovisningen.

Som del av en revision enligh I1SA anvénder vi professioneilt omdéme
ach har en professionellt skeptisk instélining under hela revisionen.
Dessutont:

~ identifierar och beddmer vi riskerna f6r véisentiiga felaktigheter i
drsredovisningen, vare sig dessa beror pa oegentligheter eller
misstag, utformar och utfor granskningsétgérder bland annat
utifrén-dessa risker och inhamtar revisionsbevis som 4r
tillirackliga och éndamalsenliga fér att utgéra en grund for vara
uttalanden. Risken fir attinte upptécka en vésentiig felaktighet
tilFfolid av oegentligheter &r htigre &n fér en vasentlig felaktighet
som beror pa misstag, eftersom cegentligheter kan innefatta
agerande i maskopi, forfalskning, avsiktliga uteldmnanden,
felaktlg information eller asidoséttande ay intern kontroll.

—- skaffar vi oss en forstielse av den del av bolagets interaa
kontroll som har betydelse for var revision for att utforma
granskningsatgarder som 3r [Empliga med hansyn till
omstandigheterna, men inte far att uitala oss om effektiviteten |
den interna kontrollen.

— utvérderar vi ldmpligheten | de rédavisningsprinciper som
anvands och rimligheten’i styrelsens och verkstéllande
direkttrens uppskattningar i redovisningen och fillhbrande
upplysningar:

- drar vi en slutsats em lampligheten | att styrelsen och
verkstéllande direktoren anvéinder antagandet om forisatt drift
vid upprattandet av érsredovisningen. Vi drar ocksa en sluisats,
med grund | de inhamfade revisionsbevisen, om huruvida det
finns nagon vasentiig osdkerhetsfaktor sam avser sadana
hindelser-eller férhallanden som kan leda till betydande tvivel
om bolagets formaga att fortsitta verksamheten. Om vl drar
slutsatsen att det finns en vasentlig ossikerhetsfaktor, maste vii
revisionsberittelsen fasta uppméarksamheten pa upplysningarna
i arsredovisningen om den vésentliga osdkerhetsfaktorn eller,
om sadana upplysningar dr ofilirdckliga, modifiera uttalandet om
arsredovisningen: Vara slutsatser baseras pa de revisionsbavis
som inhé@imtas fram till datumet for revisionsberatielsen. Dock
kan framtida handelser elfer forhallanden gora att ett bolag inte
tangre kan fortsatta verksamheten.

- Uivéirderar vi den dvergripande presentationen, strukturen och
innehallet i drsradovisningen, daribland upplysningarna, och om
areredovisningen aterger de underliggande transaktionerna och
héndelserna pa ett satt som ger en réattvisande bild.

Vimaste informera styrelsen om bland annat revisionens planerade
omfatining och inriktning samt tidpunkten fér-den. Vi maste ocksa
informera om betydelsefulla jakitagelser under revisionen, déribland
de eventuella betydande brister | den interna kontrollen som i
identifierat.

Rapport om andra krav enligt lagar och andra forfattningar

Uttalanden

Utbver var revision av arsredovisningen har vi aven utfort en revision av styrelsens och verkstéllande direktorens forvaltning for ABB AB for
rakenskapsaret 2019-01-30—2019-12-31 samt av forsiaget Hill dispositioner betréffande bolagets vinst eller férlust.

Vi tillstyiker att bolagsstamman disponerar vinsten enligt forslaget | forvaltningsberatteisen och beviljar styrelsens ledaméter och verkstéfiande

direktéren ansvarsfrihet for rakenskapsaret.

Revisionsbersttelse ABB AB, org. nr 569193-0903, 2019-01-30—2019-12-31 1)



Grund for uttalanden

Vi har utfort revislonen enligt god revisionssed | Sverige. Vart- ansvar enligt denna beskrivs nrmare | avsnittet Revisorns ansvar. Vi &r
oheroende i farhallande till ABB AB enligt god revisorssed i Sverige och har i dvrigt fullgjort vart yrkesetiska ansvar enligt dessa krav.

Vi anser ait de revisionsbevis vi har inhaimtat #r tilliickliga och @ndamalsenliga som grund fér vara uttalanden.

Styrelsens och verkstéllande direkidrens ansvar

Det &r styrelsen som har ansvaret for firslaget till dispositioner
betraffande bolagets vinst eller férlust. Vid forslag fill utdeining
innefattar detta bland annat en bedémning av om utdelningen ar
forsvarlig med hansyn tlif de krav som bolagets verksamhetsart,
omifattning och risker stéller pa storleken av bolagets egna kapital,
konsolideringsbehov, likviditet ooh stallning 1 Svrigt.

Styrelsen ansvarar for bolagets organisation och férvatiningen av
holagets angelfgenheter, Detta innefattar bland annat atf forlifapande
beddma bolagets ekonomiska situation ach att tillse att bolagets
organisation &r utformad s& att bokftringen, medelsférvaltningen och
bolagets ekonomiska angelagenheter i dvrigt konfrolleras pa sft
betryggande séit,

Verkstallande direkitren ska skéta den lépande forvaitningen enligt
styrelsens riktlinjer och anvisningar och bland annat vidta de
atgdrder som &r nddvéndiga for alt bolagets bokféring ska fullgoras'i
dverensstémmelse med fag och for att medelsforvaltningen ska
skotas pa et betryggande satt:

Revisorns ansvar

Vart méal betraifande revisionen av forvaltningen, och ddrmed vart
uttalande om ansvarsfithet, &r att inhémta revisionsbevis for att med
en rimlig grad av sékerhet kunna bedma om nagon styrelseledamot
ellerverkstallande direktvren:i nagot vasentligt avseende: . . -

Som endel av en revision-enligt god revislonssed | Sverlge anvander
vi professionelit omddme och har en professionellt skeptisk
instalining under hela revisionen. Granskningen av férvaliningen och
forslaget till dispositioner av-bolagets vinst eller forlust grundar sig

framstpa-revisionen-av-rikenskaperna-Vilka-tilkommande

— ftiretagit ndgon atgird ellsr gjort sig skyldig till ndgon
forsummelse sonikan féranleda ersitiningsskyldighet mot
bolaget,; eller

—— péa nagot annat satt handlati strid med aktiebolagslagen,
arsredovisningsfagen efler holagsordningen.

Véart mal betraffande revislonen av forslaget till dispositioner av
bolagets vinst eller forlust; och ddrmed vart uttalande om detta, dratt
med rimlig grad av sékerhet beddma.om fSislaget &r firenligt med
aktiebolagslagen.

Rimlig sakerhet &ren hég grad av s8kerhet, men ingen garanti for att
en-revision som-utfors enligh god revisionssed | Sverige alltid kommer
alt upptécka atgérder-eller forsummelser som kan foranleda
ersétiningsskyldighet mot holagel, eller ait elt firsiag till dispositioner
av bolagets vinst eller forfust inte 8r fSrenligt med akliebolagslagen.

Stockholm den 26 mars 2020

KPMG AB

Hékan Olsson Reising
Auktoriserad revisor

granskningsatgérder som uiférs baseras pa var professionella
beddmning med utgangspunkt 1 risk och vasentlighet. Det innebér aft
vi fokuserar granskningen pa sadansg atgérder, omraden och
forhallanden som drvésentliga fir verksamheten och dér avsteg och
Gvertradelser skulle ha:sarskild betydelse for bolagets situation. Vi
gér igenom och prévar fatiade beslut, beslutsunderlag, vidtagna
atgérder och andra férhallanden som #r relavanta for vart uttalande
em ansvarsfrihet. Som underlag f6r vart uttalande om slyrelsens
forslag till dispositioner betréffande bolagets vinst eller forlust har vi
granskat om forsiaget ar forenligt med akliebolagslagen.

Revisionsberittelse ABB AB, org. nr568193-0503, 2018-01-30—2019-12-31 242)
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Report of management on internal
control over financial reporting

The Board of Directors and Management of
ABB Ltd and its consolidated subsidiaries ("ABB")
are responsible for establishing and maintaining

adequate internal control over financial reporting.

ABB's interpal control over financial reporting is
designed toprovide reasonable assurance re-
garding the reliability of financial reporting and
the preparation and fair presentation of the pub-
lished Consolidated Financial Statementsinac-
cordance with U.5. generally accepted accounting
principles,

Becauseo of its inherant limitations, internal
control over financial reporting may not prevent
or detect misstatements, Also, projections of any
evaluation of effactiveness to future periods are
subject to the risk that controls may become
inadequate because of changes in conditions, or
that the degree of compliance with ABB's policies
and procedures may deteriorate,

Management conducted an-assessment of the ef-
fectiveness of internal.control.over financial re-
porting based on the criteria established in

Internal Control - Integrated Framework issued by
the Committee of Sponsoring Organizations of
the Treadway Commission (2013 framework),
Based on this assessment, management has con-
cluded that ARB's internal control over financial
reporting was effective as of December 31, 2019,

KPMG AG, the independent registered public ac-
counting firm who audited the Company's consal-
idated financial statements, has issued an opinion
orthe effectivenass of ABB's internal control over
financial reporting as of Decermber 31, 2019, which
is included on pages 142-143 of this annual
report,

Peter Voser Timo lhamuotila
Chairman of the Board Chief Financial Officer
of Directors and

Chief Executive Officer

Zurich, February 25, 2020
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KPMG
RE0OIT Of the statutory Auditor

To-the General Meeting of ABB Lid, Zurich

Report of the Statutory Auditor on the Consolidated Financial Statements

Opinion

As statutory auditor, we have audited the sccompanying consolidated financial statements of ABB Ltd and
subsidiaries (the Group): which-comprise the consolidated balance sheets as of December 31, 2019 and 2018,
and the related consolidated income statements, statements of comprehensive income, cash flows and changes
in stockholders' equity for each of the years in the two-year period’ended December 31, 2019, and the related
riotes (pages 145 to 216). In our opinion, the consolidated financial statemenls present fairly, in all material
raspects, the consolidated financial position of the Group as of December 31, 2019 and 2018, and the
consolidated results of its operations and its vash flows for each of the vears In the two-year period endsd
Dscember 31, 2019, in accordance with LL.S, Generally Accepted Accounting Principles, and comply with Swiss
law.

Change In Accounting Pringiple

As discussed in Note 2 to the consolidated financial statements, the Group has changed its method of accouniing
far leases as of January 1, 2019 due to the adoption of Accounting Standard Codification (ASC), 842 Leases.

Board of Directors’ Responsibility

The Board of Directors is responsible for the preparation of the consolidated financial statements'in accordance
with U8, Generally Accepted Accounting Priniciples and the requirements of Swiss law. This responsibility
includes designing, implementing and maintaining an internal control system relevant to the preparation and fair
presentation of consolidated financial statements that are free from material misstateiment, whether due to fraud
or error. The Board of Directors Is further responsible for selecting and applying appropriate accounting policies
and making accounting estimates that are reaschable in the circumstances.

Auditor's Responsibility

Cur responsibllity is to express an opinlon on these consolidated financial statements based on our audit. We are
a public accounting firm and are required fo be independent with respect to the Group. We conducted our sudits
in accordance with Swiss law, Swiss Auditing Standards and the standards of the Public Company Accounting
Oversight Board {(United States) (PCAOB). Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the consolidated financial statements are free from material misstatemant,
whether due to fraud or error,

An audit invoives performing procedures o obtain audit evidence about the amounts and disclosures in the
conselidated financial statements, The procedures selected depend on the auditot's judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud.or
error. In making those risk assessments, the auditor considers the internal control system relevant to the entity's
preparation of the consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances. Anaudit also Includes evaluating the appropriateness of the accounting policies.used and the
reasonableness of accounting estimates made, as well as evaluating the overall presentation of the consolidated
financial statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a hasis for our audit-opinion.



Cfiﬁcai AuditM ters.

: Evaluatian of.

- ,;\prme contracts

Critical Audit Matier How the matter was addressed

As discussed in Note 2 to the consolidated The primary procedures we performed to address
financial statements, revenues from the sale of this critical audit matter included the following. We
customized products; including long-term fixed tested certain internal controls over the Group’s

price contracts for integrated automation and long-term fixed price contract revenue recognition
electrification systems and solutions are generally process, including controls over the development
recognized on an over time basis using the of estimates regarding the amount of future direct

percentage of completion method of accounting.  materials, labor and subcontract costs, and
indirect costs, We assessed the Group's historical
We identified the evaluation of estimated cosis o ability to accurately estimate costs to complete by
complete related to revenue recognition of long-  comparing historical estimates to actual results for
tarm fixed price contracts using the percentage-  a sample of contracts. We evaluated the estimate
of-completion method of accounting as a critical  of remaining costs to be incurred for a sample of

audit matter. In particular, a high degree of contracts by assessing progress to date and the
subjective auditor judgment was required to nature and complexity of work to be performed
evaluate the Group's estimates regarding the through interviewing project managers and
amount of future direct materials, fabor and inspecting correspendence, if any, between the

subcontract costs, and indirect costs to complete  Group and the customer and/for subcontractors.
the contracts.

For further information on revenus recognition on long-term projects refer to the following:

—  Note 2 *Significant accounting policies”
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Critical Audit Matter

As discussed in Note 2 fo the consolidated
financial statements, the Group operales across
multiple tax jurisdictions, is-exposed o numerols
tax laws and is regularly subject o tax audits by
local tax authorities. Unrecognized tax benefits
related to transfer pricing are recorded by the
Group based on manageiment's assessment of
the technical merits of tax filings and considering
applicable tax laws of the relevant jurisdictions.
The unresognized tax benefits related to transfer
pricing represent a portion of the Group's total
unrecognized tax benefits related to varlous
matters.

We identified the evaluation of unrecognized tax
benasfits related to transfer pricing as a critical
audit matter as a high degree of subjective auditor
judgment and specialized skills was required in
assessing the Group's interpretation of
infernational tax practice and developments in
relation to intragroup charges and intragroup
sales of goods and services and the Group's
ability to estimate the Ultimate resolution of the tax
positions.

Our response

The primary procedures we performed to address
this critical audit matter included the following. We
tested certain internal controls over the Group's
unrécognized tax benefits process, including
controls related to the Group's interpretation of
international tax practice and developments.in
redation to intragroup charges and intragroup sale
of goods and services and the estimate of the
related unrecognized tax benefits. We tested the
identified costs that have a higher likellhood of
being challenged by tax authorities associated
with intragroup arrangements and potential price
adiustrients for intragroup sales of goods and
services, We involved ourtax professionals with
specialized skills and knowledge, who assisted in
evaluating (i) the Group’s histerical ability to
accurately estimate the unrecognized tax benefits
related to transfer pricing by comparing historical
tax positions to subsequent seltiements (i}
trangfer pricing documentation and methodology
for compliance with applicable laws and
regulations by reviewing the documentation and
relevant agreements, (i) the impact of new
information or changes in international tax
practice and developments on historical tax
positions, and {iv} performing an independent
assessment of unrecognized tax benefits relating
to the Group's intragroup sales of goods and
services and comparing the results to-the Group's
assessment.

Forfurther information on urrecognized tax-henefits refer tothe foliowing:

— Note 2 “Significant accounting policies”

w Note' 16 “Inconie taxes”

Other Matter

The ¢onsolidated-financial-statemenis of the Group for the yearended December-31, 2017 were audited by-other
auditors who expressed an unmodified opinion on those statements on February 22, 2018, except for Note 3 for
which the date is-March.27, 2019 and except for Note 23 for which the dale is February 25, 2020,



KPMG

Report on Other Legal-and Regulatory Requirements

We are a public accounting firmi registered with the Swiss Federal Audit Oversight Authorlty (FAOAY and the PCAOB
and we confirm that we meet the legal requirements o licensing according {o the Auditor Oversight Act (AOQA). We
are independent of the Group In accordance with Swiss law {article 728 CO and article 11 ADA) and U1.S. federal
securities laws as well as the applicable rules and regulations of the Swiss audit profession, the U.8. Securities and
Exchange Commission and the PCACE, and we have fulfilled our other ethical responsibilifies in accordance with
these requirements,

In-accordance with article 728a paragraph Titem 3 CO and Swiss Auditing Standard 890, we conflrm that an infernal
control system exists, which has bgen designed for the preparation of consolidated financlal statements according to
the instructions of the Board of Directors.

We recommend that the consolidated financial statements submitied to you be approved.

We have also audited, in accordance with-the standards of the PCAOB, the Group's internal control over financial
reporting as of December 31, 2019, based on criteria established in Internal Control - Integrated Framework 2013
issued by the: Committee of Sponsoring Organizations-of the Treadway Commission ("COS0"), and our report dated
February 25, 2020, expressed anunqualified opinion on the effectiveness of the Group's internal control over
financial reporting.

We have served as the Group's auditor-since 2018,

KPMG AG
Hans-Dieter Krauss Douglas Mulling
Licensed Audit Expert

Auditor in Charge

Zurich, Switzerland
February 25, 2020

KPMG AG, Riffsistrasse 28, PO Box, CH-8036 Zurich

KPMG AG 15 a subsidiary of KPMG Holding AG, which is & member of the KPMG network of Independent firms affilialed with KPMG International Cooperative
{*KPMG Internaticnal’), a Swiss legal entity, All vights reserved.
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KPMEG

REpOIT of Independent Redistered
PUDIIC Accounting Frm

To the Board of Directors-and Stockholders of ABB Lid

Opinion on Internal Control Over Financial Reporting

We have audited ABB Lid's (the Company} internal control over finanhcial reperting as of December 31, 2019,
based on criteria established in Infermnal Control — integrated Framework (2013) issued by the Committes of
Sponsoring Organizations of the Treadway Commission {COSO}. In our opinionthe Company maintained, in all
materlal respects, effactive internal confrol over financial reporting as of December 31, 2019, based on criteria
ostablished in COSO.

We also have audited, in accordance with Swiss law, Swiss Auditing Standards and the standards of the Public
Company Accounting Oversight Beard {United States) (PCAOB), the consolidated balance sheets as of
December 31, 2019 and 2018, and the related consclidated Income statements, statements of comprehensive
Income, cash flows and changes in-stockhelders’ equity for each of the years in the two-year period ended
December 31, 2019, and the related notes {(collectively, the consolidated financial statements), and our report
dated February 25, 2020 expressed an ungualified opinion on those consolidated financial statements,

Basis for Opinion

The Company's Board of Directors and management Is responsible for maintaining effective internal control aver
financial reporilng and for its assessment of the effectiveness of internal control over financial reporting, included
In the accompanying management's annual report on internal control over financial reporting. Gur responsibility is
fo express an opinlon onthe Company's internal control over financial reporting based on our audit. We ara g
public aceounting firm registered with the PCAOB and are required to be independent with respect to the
Company in gccordarice with the U.S. federal securities laws and the applicable rules and regulations of the
Securities and Exchange Commission and the PCADB.

Wae conducted gur audit in accordance with the standards of the PCAOB. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in all material respects. Our audit of internal control over financial reporting included
obtaining an understanding of internal control over financial reporting, assessing the rigk that a material weakness
exists, and testing and evaluating the dasigh and operating effectiveness of internal control based on the
assessed risk, Our audit also included performing such other procedures as we considered necessary in the
clrcumstances. We believe that our audits provide a reasonable basls for aur opinion.

Definition and Limitations of Internal Control Over Financial Reporting

A company's Internal control over financial reporting is a process designed fo provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted aceounting principles. A company's internal control over financial reporting
includes those policies and procedures that {1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2} provide reasonable
assurancethat transactions are recorded as necessary to permit preparation of financial statements In
accordance with generally accepted accounting principles, and that receipts and expenditures-of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) pravide
reasoriable assurance regarding prevéntion or timely detection of unauthorized acquisition, use, or disposition of
the company’s.assets that could have a matetial effect on the financial statements,
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Because of its Inherent limitations, Intemal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become Inadequate because of changes In conditions, or that the degree of compliance with the
policies or procedures may deteriorate,

KPMG AG

y

Hans-Dieter Krauss Douglas Mullins
Licensed Audit Expert
Auditorin Charge

Zurich, Switzerland
February 25, 2020

KPMG AG, Rifelstrasse 28, PO Box, CH-8036 Zurich

KPMG AG is & subsldiary of KPMG Holding AG, which 1s:a member of iha KPMG network of independent firms affilaled with KPMG Internationat Coopérative
{("KPMG Internafional™), a Swigs legat enlily. All rights reserved.
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Report of Independent Registered
Public Accounting Firm

To the Board of Directors and
Stockholders of ABB Ltd

Opinion on the Financial Statements

We have audited the accompanying consolidated
statements of income; comprehensive incoms;
cash flows and changes in stockholders’ equity
for the year ended December 31, 2017, and the
related notes {collectively referred to as the
“financial statéements”). In our gpinion; the
financial statements present fairly, in all material
respects, the consolidated results of operations
and cash flows for the vear ended December 31,
2017, in conformitywith U.S. generally accepted
accounting principles.

Basis for Opinion

These financial statements are the responsibility
of the Company’s Board of Directors and
management, Ourresponsibility is to express-an
opinion on'the Company’s financial statements
based on our audit. We are a public gccounting
firm registered with the PCAOB and are required
to beindependent with respect to the Company
in accordance with the .S, federal securities laws
and the applicable rules and regulations of the
Securities and Exchange Commission and the
PCAOB:

We conducted ouraudit inaccordance with the
standards of the PCAOB. Those standards require

that we plan and perform the audit to obtain
reasonable assurance about whether the financial
statements-are free of material misstatement,
whether due to error or fraud, Our audit included
performing proceduras to-assess the risks of
material misstatement of the financial statements;
whether dueto error or fraud, and performing
procedures that respond to those risks. Such
procedures included examining, on a test basis,
evidence regarding the amounts and disclosures in
the financial statements, Our audit also included
evaluating the accounting principlés used and
significant estimates made by management; as
well as evaluating the overall presentation of the
financial statements, We believe that our audit
provides a reasonable basis for our opinion,

Ernst & Young AG

We served as the Company’s auditor from 1994 to
2018,

Zurich, Switzerland
February 22, 2018

Excapt for Note 3 for the aforementioned period,
as to which the date is March 27, 2019, and

Except for Note 23 for the aforementioned period,
as to'whichthe dateis February 25, 2020,

This report of Ernst & Young AG has been providedin connection with the Company's Consolidated
Financial Statements included inits annual report filed on Form 20-F with the United States Securities
and Exchange Commission. Itis provided here for information purposes,
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s
Consolida ncom atemen
solidated | e Statements
Year ended December 31-{$ in millions; except per share datain $) 2019 2018 2017
Sales of prodicts 22,554 22,366 20,438
Sales of services and other 5424 5,298 4,758
Total revenuas 27,978 27,662 25,196
Cost of sales of products (15,811) (15,261) (14,485}
Costof services and other (3,261) {3,157} {2,865}
Total cost of sales (19,072} (19,118) (17,350}
Gross profit 8,808 8,544 7,846
Salling, general and administrative expenses (54473 (5,295} (4,765}
Non-erder related research and development expenses (1,198} (1,147) {1,013}
Otherincome (expense); net {323y 124 152
Income from-operations 1,938 2,226 2,230
Interestand dividend incorme 67 T2 3
Intierest and other finance expense {215) {262} (234)
Non-operational pension{cost) credit e 83 33
Income from continuing operations before taxes 1,862 2,119 Z2,102
Provision fortaxes (7723 (544) 583
Income from continuing operations, net of tax 1,090 3,575 1,518
intome from discontinued aperations, net of tax 438 723 848
Netincome 1,588 2,298 2,365
Netincome attributable to noncontrolling interests (89) (125) {182}
Netincomeattribitable to ABB 1,439 2,173 2,213
Amournts attributable 1o ARB shareholders:
Intome from continuing operations, net'of tax 1,043 1,514 1,441
Ingama from discontinued operations, nat of tax 396 659 72
Net income 1,439 2,173 2213
Basit earnings per share atiributable to ABB sharebolders:
income fram continuing operations, net of tax 049 071 067
Income from discontinued operations, net of tax 0,19 3.31 0.36
Netincome 0.67 o 1,02 1.04
Diluted earnings per shara attributable to ABB shareholders:
Incorne from continuing operations, not of tax .49 071 0,67
income from discontinued-operations, net of tax 0.19 .31 038
Natincome 0,67 1.02 1.03
weighted-average number of shares outstanding (in millons) used to cormpute:
Basic earnings per share attributable to ABB shareholders 2133 2,132 2,138
Diluted earnings per share attributable to ABB sRareholders 2,135 2,139 2,148

Due te rounding, numbers presented may not add 1o the totals provided.
See accompanyling Notes to the Consolidated Financial Statements
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Yearended December 31 {$ in millions) 2019 2018 2017
Netincome 1,528 2,298 2,368
Other comprehensive income {loss), net of tax

Foreign-currency transiation acdjustments:

Fareigh currency translation adjustments {130} ®27) garg
Gain on liquidation of foreighn subsidiary = By -
Changes-attributable to divestments {2) 12 i2
Foreign currency translation adjustments {132) {646} 924
Available-for-sale securities:

Net unrealized gains {losses) arising during the year 14 {4 1
Reclassification adjustments for net losses included in netincome o 1 o
Unrealized galns {losses) on available-foresale seourities 14 {3} I
Pension-and-other posiretirament plans:

Prior service {costs) credits arising during the year 6 (7) {16}
Netactuarial gains (losses) arising during the year (220) (352) {139}
Amortization of prior service cost (credit) included in netincome (28) (24) ¢
Amortization of net actuarial loss inchided in net income 68 3] 63
Net {gains) losses from pension settiements included in netincome 32 19 2
Changes attributableto divestments e — G
Pension and other postretirement plan adjustments {142} (295} {71}
Cash flow hedge derivatives: )

wetunrealized gains (losses) arising during the year 20 {(49) _38
Reclassification adjustments for net (gains) losses included innetincome {9) 21 (z22)
Chariges attributable to divestmants - — (3}
Unrealized gains {losses) of cash flow hedge derivatives 11 {(28) 13
Total other comprehensive income (loss), net of tax {249) (972) 867
Total comprehensive incame, net of tax 1,279 1,326 3,232
Comprehensivé income attributable to noncontrolling interests, netof tax {83} (110} {177}
Total comprehensive incame, net of tax, attributable to ABB 1,186 1,218 3,055

Due taraunding, himbers preséntéd may not add to the totals provided.
Seeaccompanying Notds to'the Consolidated Financial Statements
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Lo
Consolidated Balance Sheets
December 21 (§ in millions, except share data) 2019 2018
Cash and eguivalents 3,544 3,445
Marketable securities and short-tarm investments 566 72
Receivables, net o 6,434 6,386
Contract assets T o 1,025 1,082
Inventorias, net 4,184 4,284
Prepaid expensas 191 176
Other current asgets 674 616
Current-assets held for sale and in discontinued operations 9,840 5,164
Totalcurrgnt assets 26,458 21,865
Property, plant and equipment, net 3972 4,133
Operating lease right-of-use assets 294 e
Goodwill 10,825 10,764
Otherintangible assets, net 2,252 2,607
Prepaid pension and other employee benefits 133 83
Investments in equity-accounted torppanies 33 a7
Deferred taxes 510 1,006
Other pon-current assets 531 465
Non-current assets held for sale and in discontinued operations — 3,427
Totalassets 46,108 48,441
Accounts payable, trade 4,353 4,424
Contract liabilities 1,719 1,707
Short-term detit and current maturities of long-term debt 2,287 2,031
Current-operating leases 305 e
Provisions for warranties 816 948
Otherg;;visions h i o 1,375 1,372
Other ;:Jl;rer\t !ia‘bilitiesw T 3,761 3,780
Current I!'E;E!ﬁne;hwew!wd for salké:;dwin dizcontinued operations o 5,650 4,185
Total current liabilities 20,266 18,447
Long-term debt 6,772 6,587
ﬁéﬁ-current aperatingi}veases 717 e
Pension and other employeeb 1,793 1,828
Deferred taxes - 91t 927
Other non-current Habilities 1,669 1,68§
Nan-current llabilities held for sale gnd in discontinued gperations _ 429
Total liabilities 32,128 29,907
Commitmentsand contingencies
Stockholders' equity:

Commen stock, CHF 0,12 par value

(2,168,148,264 issued shares at Decernber 31, 2018 and 2018) . 188 188
_ Additional paid-in capital B 73 56

Retained earnings 19,640 19,839

Actumulated other comprehensive luss {5,590} {5,311}

Treasury stack, atcost

{34,647,153 and 36,185,858 shares at December 31, 2019 -and 2018, respectively) {785) (820}
Total ABB stockholders’ equity 13,526 13,952
Moncontrolling interests 454 582
Total stockholders’ equity 13,980 14,534
Total Habilities and stockholders’ equity 46,108 44,441

Due to rounding, numbers prasented may not aded to the totals provided.
See accompanying Notes to the Consclidated Financial Statements
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ABB Ltd Consolidated Statements

of Cash Flows

Yearended Decamber 31 {3 in millions) 2019 2018 2oLy
Operating activities:

MNetincome 1,528 2,288 2,365
Less: Income fromdiscontinued operations, net of tax {438} {723} {846)
Adjustments to reconcile net income to net cash provided by oparating activities:

Depreciation and amortization 961 916 836
Deferred taxes (83} (142} {199}
Met toss from derivatives and foreign exchange 1 a3 29
Mat gain from sale of property, plant and eguipment (51 {57) (37
Net gain from sale of businessas {55} {57} (2523
Fair value adjustment on assets and liabilities held for sale 421 i o
Share-based paymentarrangements 46 ED 59
Other i - (59) e 4
Changes in operating agsets and liabilities:

Trade re;exvabl es, net {2023 (144) {178}
Contractassetsand liabilities i 128 (18) 6
Inventories; net {182) (336) {66)
Accounts payag!; trade 130 454 474
Accrued labilities o (76) 252 59
Prowsmns net (36) a7 {4}
Income taxes payable and recewable (3 {102) 202
Other assets and habu‘!‘ﬂes net T (131} (143} 106
Net cash provided by operatmg activmes continuing operations 1,899 2,352 2,588
Net cas-ﬁung;;;:‘v‘tded by aperating actw'nties dlséuni{ﬁ;;éiwop;;rations 426 512 1,211
Net cash provided by operating activities 2,325 2,924 3,799
Investing activities:

Purchases of investments (748) {322y {568)
Purchases of property, plant-and equipment and Intangible assets {762) (772) (752}
Acquisition.of businesses

{net of cash acquifed) and increases in cost-and equity-accotinted companies (22} (2,664) (2011
Proceéds from sales o nvestments ' ) 749 567 i,443
;;r—a-;eeds frt;_r;x ;r:natunty of investments o 80 160 100
Proceeds from sales of property, plantand equipment 8g 7z Gl
Proceads from sales of businesses (net.of transaction o
costs and cash disposed) and cost- and equity-accounted companies @9 113 607
Met cash fram settlement of foreign currency derivatives (76} (30) 63
Other investing activities {23} (32) 37
MNet cash used in investing activities — continuing operations {651) {2,808) {1,118)
Net cash used ihinvesting activities - discontinued operations {164} {117} {332)
Net cash used ininvesting activities {815} (2,085) {1,450}
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Year énded December 31 {§inmillions) 2019 2018 2017
Financing activities:
Nét changesin debt with maturities of 90 days orless 164 221 204
lncrease in debt 2,406 1,914 82¢
Repayment of debt {2,156) (830) (1,000)
Delivery.of shares 10 42 163
Purchase of treasury stock o (250) (251)
Dividends paid (1,675) A7) (1635)
Dividends paid to noncontrolfing shareholders (©0) @6) (83)
bther financing activities 13 {35) {6}
sh usedin financing activities - continuing operations {1,328} (741) (1,688)
sh used in ﬁﬂﬁ;nc‘ing activities — discontinued operations {55} (48) (47)
Net cash used in financing activities {1,383) (789) {1,735)
Effects of exchange rate changes on cash and equivalents (28) (131) 268
Net ¢change.in cash and equivalents g9 {1,081) g82
Cashand equivalents, beginning of period 3,445 4,526 3,644
Cash and equivalents, end of period 3,544 3,445 4,526
Supplementary disclosure of cash flow information:
Interest paid 284 243 205
1,008 1,028 894

income taxes paid

Oue to rounding, nurabérs prasented may ot add to the totals provided:

See accompanying Notes to the Consolidated Financial Statements
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ABB Ltd Consolidated Statements of

Changes in Stockholders’ Equity

Commaon
Years ended December 31, 2019, 2018 and 2017 {$ 1n miillions) stack

Additional
pald-tncapital

Balance at January 1, 2017 192

24

Comprehansive income:

MNetincome

Foraign.currency translation adjustments, net of tax

Effect of change infair value of available-for-sale sacurities, net of tax

Unrecognized expense related to pensions and other postretirement plans, net of tax

Change {n derivatives qualifying as cash flow hedges, net of tax

Total comprehensive income

Changeas innoncontroling interests

17

Dividends to noncontrolling shareholders

Dividends paid to shareholders

Share-hased payment arrahgements

58

Cancellation of treasury shares Y

27

Purchaseof treasury stock

Dealivery of shares

{46}

Call options

Balance at December 31, 2017 188

29

Cumulative effect of changes in accounting principles

Comprehansive income:

Net income

Foreign currency translation adjustments, net of tax

Effect of change in fair vatue of available-for-sale securities, net of tax

Unrecognized expense related to pensions and other postretirement plans, net of tax

Change in derivatives qdélifying as cash flow hedges, net of tax

Total comprehensive income

Changes innoncontroliing interests

“)

Noncontrolling interests recognized in connection with business combination

Dividends to noncontrolling sharcholders

Dividends paid to shareholders

Share-based paymentarrangements

50

Purchase of treasury stock

Delivery of shares

(35)

Calloptions

Ralance at December 31, 2018 188

56

Adcoption of accounting standard update

Comprehensive income;

Net incore

Foreign currency translation adjusiments, net of tax

Effect of change in fair value of available-for-sale securities, net of tax

Unrecognized expense relatad o penisions and otherpostretirement plans, net of tax

Change in derivatives qualifying ax cash flow hedges, net of tax

Total comprehensive income

Changes in nancontrolling interests

an

Fairvalue adiustment to nancontroliing interests recogrized in business combination

Changes in nohcontrolling interests inconnection with divestments

Dividends to noncontrolling shareholders

Dividends paid to shareholders

Share-based payment arrangements

55

Delivery of shares

(24)

Call pptions

Balance at December 31, 2019 18e

73

Due to rounding, nurnbers prasented may notadd to the totals provided:
Seeaccompanying Notes to the Consolidated Financial Statements
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&
T
5y

2 Retained Accumulated other Total ABB Non-controlling Total stockholders’

it earnings comprehensive loss Treasury stock stockholders” equity interests aquity

E:v:i 18,925 (5,187} {1,559) 13,395 502 13,887

2,213 2,213 162 2,365

899 899 25 924

i b3 1

{71} {71} (71}

13 i3 13

3,085 177 3,232

17 (14) 3

- (134) {134)

{1,622} (1,622) {1,682}

58 58

(922) 953 - i

(251) {251) {251)

209 163 183

4 4

19,594 (4,345} {647) 14,819 530 15,349

{192} {9y {201} {201)

2,173 2,473 125 2,298

(631) {631) {15) (646}

(3) (3} (3}

o (208) (295) {295}

T {78) (28) {28}

i 1,216 110 1,326

(5] (19) (23)

T — 107 107

—_ {148) {146)

(1,736) (1,736) {1,736}

60 60

(249) {249) {249}

77 42 42

L] )

19,839 (5,311) (820) 33,882 582 14,534

B8 (38) e -

1,439 1,439 89 1,528

' (126) ) (126} 6) (132)

i 14 14

(42) (142) (142

11 11 i1

’ - 1,196 83 1,279

{173 12 (5}

) ) ) — (44) (a4

- — (55) (55

- T o ) - (122) (122)

) C(1,675) {1,675)

§5 55

34 10 10

o 4 4

189,640 {5,580) {785) 13,526 454 13,980
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Notes to the Consolidated
Financial Statements

s

Note 1
The Company

ABB Ltd and its subsidiaries (collectively, the Company) together form atechnology leader that is
driving the digital transformation of industries with its four customer-focused, globally leading
businesses,

Note 2
Significant accounting policies

The following is a summary of significant accounting policies followed in the preparation of these
Consolidated Financial Statemenis,

Basis of presentation

The Consolidated Financial Statements are prepared in accordance with United States of America
{(United States or U.S5.} generally accepted accounting principles (U.5. GAAP) and are presented in United
States dollars {($ or USD} unless otherwise stated. Due to rounding, humbers presented may not add to
the totals provided. The par value of capital stock is denominated in Swiss francs: See Note 3 fora
summary of changes in presentation and other reclassifications affecting these financial statements
compared tothe previous year,

Scope of consolidation

The Consolidated Financial Statements include the accounts of ABB Ltd and companies which are
directly or indirectly controlied by ABB Ltd, Additionally, the Company consolidates variable interast
entities if it has determined that it {s the primary beneficiary, Intercompany accounts and transactions
are eliminated. Investments in joint ventures and affiliated companies in which the Company has the
ability to exercise significant influence over operating and financial policies {(generally through director
indirect ownership of 20 percent to 50 percent of the votirg rights), are recorded in the Cansolidated
Financial Statements using the equity method of accounting.

Discontinued operations

The Company reports a disposal, or planned disposal, of a compenent or a group of components as-a
discontinued operation if the disposal reprasents a strategic shift that has or will have a major effect on
the Company’s operations and financial results. A strategic shift could include a disposal of a major
geographical area, a major line of business or other major parts-of the Company. A componentmay be a
reportable segment or an operating segment, a reporting unit, a subsidiary, or an asset group.

The assets and liabilities of a component reported as a discontinued operation are presented
separately as held for sale in the Company’s Consolidated Balance Sheets.,

Interest expense that is not directly attributable to or refated to the Company’s continuing business or
discontinued business is allocated to discontinued operations based on the ratio of net assets to be
sold less debt that is required tobe paid as a result of the planned disposal transaction to the sum of
total net assets of the Company plus consolidated debt. General corporate overhead is not allocated to
discontinued operations {see Note 3},
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Operating cycle

A portion of the Company’s activities (primarily long-term system integration activities) hasan
operating cycle that-exceeds one year: For classification of current assets and liabilities related to such
activities, the Company elected to use the-duration of the individual contracts as its operating cycle,
Accordingly, there are accounts receivable, inventories and provisions related to these contracts which
will not be realized within oneyear that-have been classified as current.

Use of estimates

The preparation of financial statements in conformity with U.S, GAAP requires management to make
assymptions and estimates that directly affect the amounts reportedin the Consolidated Financial
Statementsand the accompanying Notes, These accounting assumptions and estimatesinclude;

-

estimates and assumptions used in determining the fair values of assets and Habilities assumed in
business combinations,

assumptions used inthe determination of corporate costs directly attributable to discontinued
operations,

estimates of loss contingenciesassociated with litigation or threatened litigation and other claims
and inquiries, environmantal damages, product warranties, self-insurance reserves, regulatory and
other proceedings,

estimates used to record expected costs for employee severancein connection with-restructuring
programs,

assumptions used in thecalculation of pension and postretirement benefitsand the fair value of
pension plan assets;

astimates to determine valuation allowances for deferred tax assets and amounts recorded for
uncertain tax positions,

growth rates, discount rates-and other assumptions used to determine impairment of long-lived
assets andintesting goodwill forimpairment,

assumptions used in determining inventory obsolescence and net realizable value,

assessment of the allowance for doubtful accounts,.and

assumptions.and projections, principally related to future material, labor and project-related
overhead costs, used in determining the percentage-of-completion on projects, as well as the amount
of variable consideration the Company expects to be entitled to.

a

-

»

*

-

The actual results and outcomes may differ fromthe Company’s estimates and assumpticns.

Cash and equivalents
Cashand eqguivalents include highly liguid investments with maturities of three months orless at the
date of acquisition,

Currency and other local regulatory limitations related tothe transfer of funds existin'a number of
countries where the Company operates. Funds, other than regular dividends, fees or loan repayments,
cannot be readily transferred abroad from these countries and are therefore deposited and used for
working capital needs locally. These funds areincluded incash and equivalents as they are not
considered restricted:

Marketable securities and short-term investments

Management determines the appropriate classification of held-to-maturity and available-for-sale debt
securities at the time of purchase, Debt securities are classified as held-to-maturity when the Company
has the positive intent and ability to hold the securities to maturity. Held-to-maturity debt securities
are carried at amartized cost, adjusted for accretion of discounts oramortization of preimiums to
maturity computed under the effective interest method. Such accretion or amortization is included in
“Interest and dividend income”. Marketable debt securities not classified as held-to-maturity are
classified as available-for-sale and reported at fairvalue,

Unrealized gains and losses on available-for-sale debt securities are excluded from the determination of
earnings and are instead recognized in the “Accumulated othercomprehensive loss" component of
stockholders’ squity, net of tax, until realized. Realized gains and losses on available-for-sale debt
securities are computed based upon the historical cost of these securities, using the specific
identification method.
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Marketable debt securities are classified as either “Cash and equivalents” or "Marketable securities and
shortterm investments” according to their maturity at'the time of acquisition.

Marketable equity securities are generally classified as “Marketable securities and short-term
investments”, however, dny marketable securities held as a long-term investment rather than as ah
tnvestment of excess liguidity are classified ag “Other non-current assets”, Equity securities are
measUred at fair value with fair value changes reported innet income, Fair value changes foreguity
securities are reported in "Interest and other finance expense”™

The Company performs a periodic review of its debt securities to determine whether an
other-than-temporary impairment has occurred, Generally, when an‘individual security has been'in an
unredlized loss position for an extended period of time, the Company evaluates whether an impairment
nas oc¢clrred, The evaluationis based on'specific facts and circumstances at the time of assessment,
which include general market conditions, and the duration and extent to which the fair value is below
cost,

If thefairvalue of a debt securityis less thanits amortized cost, thenan other-than-temporary
impairment for the differenceis recognizedif (i) the Company has the intent tosell the security, (iiyitis
more fikely than not that the Company will be required to sell the security before recoveryof its
amortized cost base, or (i) a credit loss exists insofar as the Company does not expect to recover the
entire recognized amortized cost of the security. Such impairment charges are generally recognized in
"Interest and other finance expense”, [f the impairment is due to facters other than creditlosses, and
the Company does not intend to sell the security and itis not more likely than not that it wilf be required
to sell the security before recovery of the security’s amortized cost, such impairment chargesare
recorded in "Accumulated other comprehensive lass”,

In addition, equity securities without readily determinable fair value are written downto fair value ifa
qualitative assessment indicates that the investment is impaired and the fair value of the investment is
less than carrying amount. The impairment charge is recorded in "Interest and other finance expense”,

Accounts receivable and allowance for doubtful accounts

Accounts receivable are recorded at the invoiced amount. The Campany has a group-wide policy on the
management of credit risk. The policy includes a credit assessment methodology to assess the
creditworthiness of customers.and assignto those customers d risk category, Third-party agencies’
ratings.are considered, if available. For customers where agendy ratings are not available, the
customer's most recent financial statements, payment history and other relevant informationare
considered inthe assighment to arisk category. Customers are assessed at Jeast annually or miore
frequently when information on significant changes in the customer’s financial position becomes
known. In addition to the assignment to a risk category, a credit limit per customer is set,

Theallowance for doubtful accounts isthe Company's best estimate of the amount of probable cradit
lossesin existing accounts recefvable. The Comipany determines the allowance based on historical
write-off experience and customer-specific data. If an-amount has not been settled within its
contractual payment term thenitis considered past due, The Company reviews the allowance for
doubtful accounts regularly and past due balances are reviewed for collectability, Account balances are
charged off against the ralated allowarnce when the Company believes that the amount will not be
recoverad,

The Company, in its normal course of business, transfersreceivables to third parties, generally without
recourse. Thetransfer is accounted for as a sale when the Company has surrendered control over the
recéivables. Control is deemed to have been sufrenderad when (i) the transfesred receivables have been
put presumptively beyond the reach of the Company and its creditors, even inbankruptcy or other
receivership, {if) the third-party transferees have the right to pledge or exchange the transferred
receivables, and (iify the Company has relinguished effective control over the transferred receivables
and doesnot retain the ability or obligation to repurchase or redeemthe transferred receivables, At the
time of sale, the sold receivables are removed fromthe Consolidated Balance Sheets and the related
cashinflows are classified as operating activities in the Consolidated Statements of Cash Flows. Costs
associated with the sale of receivables, including the related gains.and losses fromthe sales, are
included in “interest and other finance expense”, Transfers of receivables that do not-meet the
reguirements for treatment as sales are accounted for as secured borrowings and the related cash
flows are classified as financing activities in the Consolidated Statements of Cash Flows.
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Concentrations of credit risk

The Company sells a broad range of products, systems, services and software to a wide range of
industrial, commercial and utility customers as well as various government agencies and
guasi-governmental agencies throughout the world. Congentrations of credit risk with respect to
accounts receivable are imited; as the Company’s customer base is comprised of a large number of
individual customers. Ongoing credit evaluations of customers’ financial positions are performed to
determine whether the use of cradit supportinstruments such as guarantees; letters of credit or credit
insurance are necessary; collateralis not generally required, The Company maintains reserves for
potential credit losses as discussed above in “Accounts receivable and allowance for doubtful accounts”
Suchlosses, in the aggregate, are in fine with the Company’s expectations.

It is the Company's policy to invest cash in deposits with banks throughout the world with certain
minimum credit ratings and in high quality, low risk; liguid investments. The Company actively manages
its creditrisk by routinely reviewing the creditworthiness of the banksand the investments held. The
Cormpany has notincurred significant credit losses related to such investments.

The Company's exposure to credit risk on derivative financial instruments is the risk that the
counterparty will fail to meet its obligations. To reduce this risk, the Company has credit policies that
require the establishment and periodic review of credit limits Tor individual counterparties, [n addition,
the Company has entered into close-out netting agreements with most derivative counterparties.
Close-out netting agreements provide for the termination, valuation and net settlement of some orall
outstanding transactions between two counterparties on the occurrence of oneor more pre-defined
trigger events. In the Consolidated Financial Statements derivative instruments are presented ona
gross basis.

Revenuerecognition

A customer contract exists if collectability under the contract is considered probable, the contract has
cammercial substance, contains payment terms, as well as the rights and commitments of both parties,
and has been approved,

The Company offers arrangements with multiple performance obligations to meet its customers’
nieeds. These arrangements may involve the delivery of multiple products and/or performance of
services (such as installation and training} and the delivery and/or performance may occur at different
points in time or over different periods of time. Goods and services under such arrangements aré
evaluated to determine whether they form distinct perforimance obligations and should be accounted
foras separate revenue transactions, The Company allocates the sales price to each distinct
performance obligation based on the price of each item sold in separate transactions at the inception
of the arrangement,

The Company generally recognizes revenues for the sale of non-customized products including
switchgear, circuit breakers, modular substation packages, controlproducts, motors, generators,
drives, robots, turbochargers, measurement and-analytical instrumentation, and other goods which are
manufactured on a standardized basis at a pointin time, Revenues are recognized at the point intime
that the customer obtains control of the good which is when it has taken title to the products and
assumed the risks and rewards of ownership of the products specified in the purchase order or sales
agreement. Generally, the transfer of title and risks and rewards of ownership are governed by the
contractually defined shipping terms. The Company uses various Intarnational Commercial shipping
terms (as promulgated by the International Chamber of Commerce) inits sales of products tothird
party customers, such as Ex Works (EXW), Free Carrier (FCA)-and Delivered Duty Paid (DDF),

Billing terms for these point in time contracts vary but generally coincide with delivery to the customer
Payment is generally due upon receipt of the invoice, payabiewithin 90 days.or less.

The Company generally recognizes revenues for the sale of customized products, including integrated
automation and electrification systems and solutions, on an over time basis using the
percentage-of-completion method of accounting. These systems:are generally accounted for as a single
performance obligation as the Company is required to integrate eguipmentand services into one
deliverable for the customer; Revenues are recognized as the systems are customized during the
manufacturing or integration process and as control is transferred to the customer as evidenced by the
Company's right to payment for work performed or by the customer’s ownership of the work in process,
The Company principally uses the cost-to-cost method to measure progress towards completionon
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contracts. Under this method, progress of contracts is measured by actual costs incurredin relation to
the Company's best estimate.of total costs based on'the Company’s history of manufacturing or
constructing similar assets for customers. Estimated costs are reviewed and updated routinely for
contracts in progress to reflect changes in quantity or pricing of the inputs, The cumulative effect of
any change inestimate is recordedin the period when the change in estimate is determined. Contract
cosisinclude all direct materials, labor-and subcontract costs and indirect costs related to contract
performance, such-asindirect labor, supplies, tools and depreciation costs,

The nature of the Company's contracts forthe sale of customized products gives rise to several types of
variable consideration, including claims, unpriced change orders, liquidated damages and penalties.
These amounts are estimated based uponthe most likely amount of consideration to which the
customer or the Company will be entitled, The estimated amounts areincluded in the sales price to the
extent Itis probable that a significant reversal of cumulative revenues recognized will not occur when
the.uncertainty associated with the variable consideration is resolved. All estimates of variable
consideration are reassessed periodically. Back charges to suppliers or subcontractors are recognized
as a reduction of cost when it is determined that recovery of such costis probable and the amounts can
be reliably estimated.

Billing terms for these over-time contracts vary but are generally based on achieving specified
milestones, The differences between the timing of revenues recognized and customer billings result in
changes to contract assets and contract liabilities. Payment is generally due upon receipt of the invoice,
payable within 90 days or less. Contractual retention amounts billed to customers are generally due
upon expiration of the contractualwarranty perind,

Service revenues reflect revenues earned from the Company’s activities in providing services to
customers primarily subsequent to the sale and delivery of a product or complete system, Such
revenues consist of maintenance type contracts, repair services, equipment upgrades, field service
activities that include personnel and accompanying spare parts, training, and installation and
commissioning of products as a stand-alone service or as part of a service contract. The Company
generally recognizes revenues from service transactions as servicesare performed or at the pointin
time that the customer obtains control of the spare parts. For long-term service contracts including
monitoring.and maintenance services, revenues are recognized on a straight line basis over the term of
the contract consistent with the nature, timing and extent of the services or, if the performance pattern
is other than straight line, as the services are provided based on costsincurred relative to total
expected costs,

In imited circumstances the Company sells extended warranties that extend the warranty coverage
beyond the standard coverage offered on specific products, Revenues for these warranties are
recorded over the length of the warranty period based on their stand-alone selling price.

Billing terms for service contracts.vary but are generally based op the eccurrence of a service event.
Payment is generally due upon receipt of the invoice, payable within 90 days orless,

Revenues are reported net of customer rebates, early settlement discounts, and similar incentives.
Rebates are estimated based on sales terms, historical experience and trend analysis. The most
commonincentives relate to amounts paid or credited to customers for achieving defined volume
fevals,

Taxes assessed by a governmental authority that are directly imposed on revenue=producing
transactions between the Company and its customers, such as sales; use, value added and some excise
taxes, are excluded fram revenuas,

The Company does not adjust the contract price for the effects of a financing component if the
Company expects, at contractinception, that the time between control transfer and cash receipt is less
than 12 months.

Sales commissions are expensed immediately when the amortization period for the costs to obtain the
contract is less than a year.
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Contract loss provisions
Losses oncontracts are recognized inthe period when they are identified and are based upon the
anticipated excess of contract costs over the related contract revenues.

Shipping and handling costs
Shipping and handling costs are recorded as a compoenent of cost of sales.

Inventories

Inventories are stated at the lower of cost or net realizable value. Cost is determined using the firstin,
first-out method, the weighted-average cost method, or the specific identification method. Inventoried
costs are stated at acquisition cost or actual production cost, including direct material and labor and
applicable manufacturing overheads, Adjustments to reduce the cost of inventory to its net realizable
value are made, if required, for decreases in sales prices, obsalescence or similar reductions invalue,

Impairment of long-lived assets

Long-lived assets that are held and used are assessed for impairment when events or circumstances
indicate that the carrying amount of the asset may not be recoverable. If the asset’s net carrying value
exceeds the asset’s net undiscounted cash flows expected to be generated over its remaining useful life
including net proceeds expected from disposition of the asset, if any, the carrying amount of the asset
is reduced toits estimated fair value: The estimated fair valueis determined using a market, income
and/or cost approach,

Property; plant and equipment
Property, plant and equipment is stated at cost, less accumulated depreciation and is depreciated using
the straight-line method. The estimated useful lives of the.assets are generally as follows:

+ factories and office buildings: 30 to 40 years,

+ other facilities: 15 years;

« machineryand equipment: 3 to 15 years,

« furniture and office equipment: 3 to 8 years, and

« leasehold improvements are depreciated over their estimated useful life or, for operating leases, over
thelease term, if shorter.

Goodwill and other intangible assets
Goodwill is reviewed for impairment annuallyas of October 1, or more frequently if events or
circUmstances indicate that the carrying value may not be recoverable.

Goodwill is evaluated for impairment at the reporting unit level. A reporting unit is'an operating
segment or one level below an operating segment. For the annual impairment review performed in 2019,
the reporting units were'the same as the operating segments for Electrification, Motion and Robotics &
Discrete Automation, while for the Industrial Automation operating segment the reporting units were
determined to be one level below the operating segment.

when evaluating goodwill for impairment, the Company uses either a gualitative or guantitative
assessment method for each reporting unit. The qualitative assessment involves determining, based on
anevaluation of qualitative factors, if it is more likely than not that the fair value of a réporting unitis
less than its carrying value, If, based on this qualitative assessment, it is determinad to be more likely
than ot that the reporting unit's fair value is less than its carrying value, a quantitative impairment test
(described below) is performed, otherwise no further analysis is required. If the Company elects not 10
performthe gualitative assessment for a reporting unit, then a quantitative impairment testis
performed.

The quantitative impairment test calculates the fair value of a reporting unit using an income approach
based on the presentvalue of future cash flows, applying a discount rate that represents the Company's
weighted-average cost of capital, and compares it to the reporting unit’s carrying value. If the carrying
value of the net assets of a reporting unit exceeds the fair value of the reporting unit thenthe Company
records animpairment charge equal to the difference, provided that the less recognized dees not
exceed the total amount of goodwill allocated to that reporting unit.

The cost of acguired intangible assets with a finite life is amortized using a method of amortization
that reflects the pattern of intangible assets’ expected contributions to future cash flows, If that
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pattern cannot be reliably determined, the straight-line method is used. The amortization periods range
from 3 to 5 years for software and from 5 to 20 years for customer-, technology- and marketing-related
intangibles, Intangible assets with a finite life are tested for impairment upon the occurrence of certain
triggering events,

Capitalized software costs

When developing software for internal use, costsincurred inthe application development stage until
the software is substantially complete are capitalized and are amortized on a straight-line basis over
the estimated useful life of the software, typically ranging from 3 to 5 years.

Derivative financial instruments and hedging activities
The Company uses derivative financial instruments to manage currency, commodity, interest rate and
equity exposures, arising from its global operating, financing and investing activities (see Note 6).

The Company recognizes all derivatives, other than certain derivatives indexed to the Company’s own
stock, at fair value in the Consolidated Balance Sheets, Derivatives that are not designated as hedging
instruments are reported at fair value with derivative gains and losses reported through earnings and
classified consistent with the nature of the underlying transaction,

If the derivatives are designated as a hedge, depending on the nature of the hedge, changes in the fair
value of the derivatives will either be offset against the change in fair value of the hedged item
attributable to the risk being hedged through earnings. (in the case of a fair vaiue hedge) of recognized
in "Accumulated other comprehensive foss” until the hedged item is recognized in earnings (in the case
of a cash flow hedge), The ineffactive portion of a derivative’s change in fair value is immediately
recognized inearnings consistent with the classification of the hedged item. Where derivative financial
instruments have been designated as cash flow hedges of forecasted transactions and such forecasted
transactions are no longer probable of occurring, hedge accounting is discontinued and any derivative
gain or loss previously included in “Accumulated other comprehensive loss” is reclassified into earnings
consistent with the nature of the original forecasted transaction. Gains or losses from derivatives
designated as hedging instruments in a fair value hedge are reported through earnings and classified
consistent with the nature of the underlying hedged transaction,

Certain.commercial contracts may grant rights to the Company.orthe counterparties, or contain other
provisions that are considered to be derivatives, Such embedded derivatives are assessad atinception
of the contract and depending on their characteristics, accounted for as separate derivative
instruments and shown at their fair value in the Consolidated Balance Sheets with changes in their fair
value reportedin earnings.consistent with the nature of the commercial contract to which they relate.

Derivatives are classified inthe Consolidated Statements.of Cash Flows in the samé section as the
underlying itém. Cash flows from the settlement of undesignated derivatives used to manage the risks
of different underlyingitems on a net basis are classified within "Net cash provided by operating
activities”, as the underlying items are primarily operational in nature, Other cash flows on the
settiement of derivatives are recorded within *Met cash used ininvesting activities”.

Leases
The Company leases primarily real estate, vehicles and machinery,

In January 2019, the Company adopted a new lease accounting standard. Prior to the adoption of the
new accounting standard, lease transactions where substantially all risks and rewards incident to
ownership were transferred from the lessor to the lessee were accounted for as capital leases. All other
leases were accounted for as operating leases. The periodic rent expense for operating leases was
recorded on a straight-line basis over the life of the lease term, Amounts due under capital leases were
recorded asa Hability. Thevalue of the assets under capital leases were recorded as property, plant and
equipment. Depreciation and amortization of assets recorded under capital leases was included in
depreciation and amortization expense,

Under the new lease accounting standard, the Company evaluates if a contract contains 2 lease at
inception of the contract. A contract is or contains a lease if it conveys the right to control the useé of
identified property, plant, or equipment (an identified asset) for a period of time in exchange for
consideration. To determine this, the Company assesses whether, throughout the period of use, it has
koth the right to obtain substantially all of the economic benefits from use of the identified asset and
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the right to direct the use of theidentified asset. Leases are classified as eitherfinance or operating,
with the classification determining the patternof expense recognition in the Consolidated Income
Statements. Lease expense for operating leases continues to be recorded on a straight-line basis over
the lease term. Lease expense for finance leases is separated between amortization of right-of-use
assetsand lease interest expense.

Inmany cases, the Company's leases include ane or more options to renew, with renewal terms that can
extend upto 5years. The exercise of lease renewal options is at the Company’s discretion. Renewal
pericdsareincluded in the expected lease term if they are reasonably certain of being exercised by the
Company. Certain leases also include options to purchase the leased property. None of the Company's
lease agreements contain material residual value guarantees or material restrictions or covenants,

Long-term leases (leases with terms greater than 12 months) are recorded inthe Consclidated Balance
Sheets at the commencement date of the lease based on the present value of the minimum lease
payments. The present value of the lease payments is determined by using theinterest rate implicit in
the leaseif available. As mostof the Company’s leases do not provide an implicit rate; the Company’s
incremental borrowing rate is used for most leases andis determined for portfolios of leases based on
the remaining lease term, currency of the lease, and the internal credit rating of the subsidiary which
enteredintothe lease.

Shori-term leases {leases with an initial lease term of 12 months. or less and where it is reasonably
certain that the property will not be leased for a term greater than 12 months) are not recorded in the
Consolidated Balance Sheets and are expensed on a straight-line basis over the lease term: The majority
of short-term leases relate to real estate and machinery,

Assets ynder operating lease are inciuded in “Operating lease right-of-use assets”, Operating lease
liabilities are reported both as current and non-current operating lease liabilities. Right-of-use assets
represent the Company’s right to use an underlying asset for the lease term and lease liabilities
represent its.obligation to make lease payments arising from the lease.

Assets under finance lease are included in “Property, plant and equipment, net” while finance lease
Habilities are included in “Long-term debt” {including “Current maturities of long-term debt” as
applicable).

Lease and non-lease components forleases other than real estate are not accounted forseparately.

Translation of foreign currencies and foreign exchange transactions

The functional currency for most-of the Company’s subsidiaries is the applicable local currency. The
translation from the applicable functional currencies inte the Company’s reporting currency is
performed for balance shaet accounts using exchange ratesin effect at the balance sheet date and for
income statement accountsuging average exchange rates prevailing during the year. The resulting
translation adjustiments are éxcluded from the determination of earnings and are recognized in
“Accumulated other comprehensive loss” until the subsidiary is sold, substantially liquidated or
evaluated for impairment in anticipation of disposal.

Foreign currency exchange gains and losses, such as those resulting from foreign currency
denominated receivables of payables, areincluded in the determination of earnings, except as they
relate to intercompany loans that are equity-like in nature with no reasonable expectation of repayment,
which are recognized in “Accumulated other comprehensive loss”, Exchange gains-and losses recognized
in earnings arg included in “Total revenues”, “Total cost of sales”, “Selling, general and administrative
expenses” or “Interest and other finance expense” consistent with the nature of the underiying item.

Income taxes

The Company uses the asset and liability method to account for deferred taxes. Under this method,
deferred tax assets and liabilities are determined based on temporary differences batween the
financial reporting and the tax bases of assets and liabilities. Deferred tax assets and fiabilities are
measured Using enacted tax rates and laws that are expected to be in effect whenthe differences are
expected to reverse, The Company records a deferred tax asset when it determines that it is more likely
than not that the deduction will be sustained based upon the deduction's technical merit, Deferred tax
assets and labilities that can be offset against each other are reported ona net basis. A valuation
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allowance is recorded to reduce deferred tax assets to the amountthat ismore likely than not to be
realized,

Deferred taxes are provided on unradeemed retained earnings of the Company's subsidiaries. However,
deferred taxes are not provided on such unredeemed retained earnings to the extent it is expected that
the earnings are permanently reinvested. Such earnings may becometaxable uponthe sale or
liquidation of these subsidiaries or upon the remittance of dividends:

The Company operates in numerous tax jurisdictions and, as a result, is regularly subject to audit by tax
authorities. The Company provides for tax contingencies whenever it is deamed mare likely than not
thatatax asset hasbeen impaired or a tax Hability has been incurred. Contingency provisions are
recorded based onthe technical merits of the Company’s filing position, considering the applicable tax
laws and Organisation for Econamic Co-operation and Development {(OECD) guidelines and are based
on its evaluations of the facts and circumstances as of the end of each reporting period.

The Company applies a two-step approach to recognize and measure uncertainty in income taxes, The
first step is to evaluate the tax position for recognition by determining if the weight of available
evidence indicates that it is morelikely than not that the position will be sustained onaudit, including
resalution of related appeals or litigation processes, if any. The second step is to measure the tax
benefit as the largest amount which is more than 50 percent likely of being realized upon ultimate
settlement. Uncertain tax positions that could be settled against existing loss carryforwards or income
tax creditsare reported net.

Expenses related to tax penalties are classified in the Consolidated Income Statements as "Provision
for taxes” while interest thereon is classified as “Interest and other finance expense”. Currentincome
tax relating to certain items is recognized directly in “Accumuiated other comprehensive loss” and notin
garnings. In general, the Company applies the individual items approach when releasing income tax
effects from “Accumulated other comprehensive loss”,

Research and development
Research and development ¢osts not related to specific customer orders are generally expensad as
incurred.

Earnings per share

Basic earnings per share is calculated by dividing income by the weighted-average number of shares
outstanding during the year, Diluted earnings per share is calculated by dividing income by the
weighted-average number of shares outstanding during the year, assuming that all potentially dilutive
securities were exercised, if difutive, Potentially dilutive securities comprise outstanding written call
aptions, outstanding options and shares granted subject to certain conditions under the Company’'s
share-based payment arrangements, See further discussion related to earnings per share in Note 20
and of potentially dilutive securities in Note 18,

Share-based payment arrangéments

The Company has various share-based payment arrangements for its employees, which are described
maore fully in Note 18. Such arrangements are accounted for under the fair value method. For awards
that are equity-settied, total compensation is measured at grant date, based on the fair value of the
award at that date, and recorded in earnings over the period the employeas are réquired to render
service. For awards that are cash-settled, compensation is initially measured at grant date and
subsequently remeasured at each reporting period; based on'the fair value and vesting percentage of
the award at each of those dates, with changes in the liability recorded in earnings.

Fair value measures

The Company uses fair value measurement principles to record certain financial assets and liabilities on
a recurring basis and, when necessary, to record certain non-financial assets at fairvalueon a
non-recurring basis, as well as to determine fair value disclosures for certain financial instruments
carried at amortized costin the financial statements. Financial assets-and Habilities recorded at fair
value on a recurring basis include foreign.currency, commodity and interest rate derivatives, as well as
cash-settied call options and available-for-sale debt and equity securities. Non-financiat assats
recorded at fair value on a non-recurring basis include long-Hved assets that are reduced to their
estimated fairvalue due toimpairments,
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Fair value is the price that would be received when selling an asset orpald to transfer a liability inan
orderly transaction between market participants at the measurement date. In determining fair value,
the Company uses various valuation techniques including the market approach {using ocbservable
market data foridentical or similar assets and liabilities), the income approach (discounted cash flow
models) and the cost-approach (using costs a market participant would incur to develop a comparable
asset). Inputs used to determine the fair value of assets and liabilities are defined by a three-level
hierarchy, depending on the nature of those inputs. The Company has categorized.its financial assets
and liabilities and non-financial assets measured at fair value within this hierarchy based onwhether
the inputs to the valuation technique are observable or unobservable. An observable inputis basaed on
market data obtained from independent sources, while an uncbservable input reflects the Company’s
assumptions about market data.

The levels of the fair value hierarchy are as follows:

Levell:

Valuation inputs consist of guoted prices'in an active market for identical assets or Habilities
{observable guoted prices), Assets and liabilities valued using Level 1 inputs include exchange-traded
equity securities, listed derivatives which are actively traded such as commodity futures, interest
rate futures and certain actively traded debt securities.

Lavel 2:

Valuation inputs consist of observabile inputs (other than Level 1 inputs) such as actively quoted
prices for similarassets, guoted prices ininactive markets and inputs other than guoted prices such
asinterest rate yield curves, credit spreads, orinputs derived from-other observable data by
interpolation, correlation, regression or other means, The adjustments appliedto quoted prices or
the inputsused in valuation models may be both observable and unghservable. In these cases; the
fair value measurement is classified as Level 2 unless the unobservable portion of the adjustment or
the unobservable inputto the valuation model is significant, in whichrcase the fairvalue
measurement would be classified as'Level 3, Assets and labilities valued or disclosed using Level 2
inputs include investments in certain funds, reverse repurchase agreements, certain debt securities
that are not actively traded, interest rate swaps, commodity swaps, cash-settled call options,
forward foreign exchange contracts; foreign exchange swaps and forward rate agreements, time
deposits, as wéll'as financing receivables and debt.

Level 3:
Valuation inputs are based on the Company's assumptions of relevant market data (Unobservable

nput).

investments in private equity, real estate and collective funds held within the Company’s pension plans
are generally valued using the net asset valug (NAV) per share as a practical expedient for fair value
provided certain criteria are miet. The NAVs are determined based on the fair values of the underlying
investments in the funds. These assets'are not classified iny the fair value hierarchy but are separately
disclosed,

Whenever gquoted prices involve bid-ask spreads, the Company ordinarily detérmines fair values based
on mid-market gueotes. However, for the purpose of determining the fair value of cash-séttled call
options serving as hedges of the Company's managementincentive plan (MIP), bid prices are used.

when determining fair values based on quoted prices in anvactive market, the Company considersifithe
level of transaction activity for the financial instrument has significantly decreased, or would not be
consideréd orderly. In such cases, the resulting changes in valuation technigues would be disclosed. If
the market is considered disorderly orif quoted prices are not available, the Company is required to use
another valuation technique, such as an income approach.

Disclaosures about the Company’s fair value measurements of assets and Habilities are included in
Note 7,

Contingencies

The Company is subject to proceedings, litigation or threatened litigation and other claimsand
inquiries, related to'environmental, labor, product; regulatory, tax (other thahincome tax) and other
matters, and is fequired to assess the likelihpod of any adverse judgments or cutcomes to these
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matters, as well as potential ranges of probable losses. A determination of the provision required, if any,
forthese contingencies is made after analysis of each'individual issue, often with assistance from both
internal and externallegal counsel and technical experts. The required amount of a provision fora
contingency of any type may change in the future due to new developments in the particular matter,
including changesinthe approach to its resolution,

The Company records a provision for its contingent obligations when it is probable that a loss will be
incurred and the amount ¢an be reasonably estimated. Any such provision is generally recognized onan
undiscountedibasis using the Company’s best estimate of the amount ofloss incurred or at the fower
end of an estimated range when a single best estimate is not determinable. In soma cases, the
Company may be able to recover a portion of the costs relating to these obligations from insurers or
other third parties; however, the Company records such amounts only when it is probable that they will
be collected,

The Company provides for anticipated costs for warranties when it recognizes revenues on the related
products or contracts. Warranty costs include calculated costs arising from imperfections in design,
material and workmanshipin the Company’s products. The Company makes individual assessments on
contracts with risks resulting from order-specific conditions or guarantees and assessments onan
overall, statistical basis for similar products soldin larger guantities.

The Company may have legal obligations to perform environmental clean-up activities related ta land
and buildings as a result of the normal operations of its business. In some cases, the timing or the
method of settlement; or both, are conditional upon a future event that may or may not be within the
control of the Company, but the underlying obligation itself is.unconditional and certain, The Company
recognizes a provisionforthese obligations when it is probable that a llability for the clean-up activity
has beenincurred and a reasenable estimate of its fair value can be made. In some cases, a portion of
the costs expected to be incurred to settle these matters may be recoverable. An asset is recorded
when it is probable that such amounts are recoverable, Provisions for environmental obligations are not
discounted to their present value when the timing of payments cannot-be reasonably estimated.

Pensions and other postretirement benefits

The Company has a number of defined benefit pension and other postretirement plans, The Company
recognizes an asset for such a plan's overfunded status or aHability for such a plan's underfunded
status inits Consolidated Balance Sheets, Additionally, the Company measures sucha plan’s assets and
obligations that determine its funded status as of the end of the year and recognizes the changes in-the
funded statusin the yearin which the changes eccur, Those changes are reported in *Accumulated other
comprefiensive (oss”,

The Company uses actuarial valuations to determine its pension and postretirement benefit costsand
cradits. The amounts calculated depend on a variety of key assumptions, including discount rates and
expected return on plan assets. Current market conditions are considered in selecting these
assumptions,

The Company’s various pension plan assets are assigned to their respective levels in the fair value
hierarchy in.accordance with.the valuation principles described in the “Fair value measures” section
above,

See Note 17 for further discussiorof the Company’s employee benefit plans.

Business combinations

The Company accounts for assets acquired and liabllities assumed in business combinations using the
acquisition method and records these at their respective fair values, Contingent consideration is
recorded at fair value as an element of purchase price with subsequent adjustments recognizedin
income,

ldentifiable intangibles consist of intellectual property such as trademarks and trade names, customer
relationships, patented and unpatented technology, in-process research and development, order
backlog and capitalized software; these are amortized over their estimated useful lives, Such
intangibles are subsequently subject to evaluation for poténtial impairment if events or circumstances
indicate the carrying amount may not be recoverable. See “Goodwill and other intangible assets” above.
Acguisition-related costs are recognized separately from the acquisition and expensed as incurred,
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Upon gaining control of an entity in which an equity method or cost basis investment was held by the
Company, the carrying value of that investment is adjusted to fair value with the related gain or loss
recorded in income.

Deferred tax assets and liabilities based on temporary differences between the financial reporting and
the tax base of assetsand liabilities as well as uncertain tax positions andvaluation allowances on
acquired deferred tax. assets assumed in connection with a business combination are initially estimated
as of the acquisition date based on facts and circumstances that existed at the acquisition date. These
estimates are subject to change within the measurement period (a period of up 1o 12 months after the
acquisition date during which the acquirer may adjust the provisional acquisition amounts) with any
adjustments to the preliminary estimates being recorded to goodwill. Changes in deferred taxes,
uncertain tax positions and valuation allowances on acquired deferred tax assets that occurafter the
measurement periodare recognized in income,

New accounting pronouncements

Applicable for current period

Leases

In January 2019, the Company adopted a new accounting standard that requires lessees to recognize
lease assets and corrésponding lease liabilities on the balance sheet for all leases with terms of more
tham 12 manths with several practical expedients. Thenew accounting standard continues to classify
leases as either finance or operating,; with the classification determining the pattern of expense
recognition inthe income statement, 1t also requires additional disclosures about the Company's
leasing activities. The Company has elected to not recognize lease assets and lease labilities for leases
withterms of less than 12 months and to not separate lease and non-lease components for leases other
than real estate,

The Company has adopted the standard ona modified retrospective basis and has therefore recordeda
cumulative-effect adjustment to.the opening balance of retained earnings.on January 1, 2019, It has
elected to apply the package of practical expedients which permits the Company to not reassess under
the new standard prior conclusions about lease identification, lease clagsification and initial direct
costs, While the adoption of this standard only had an insignificant impact on the Company's results of
opeéerations and cash flows, total assets and total liabilities increased by $1,344 millionand $1,360
millian, respectively, of which $148 million and $153 million, respectively, relate to assets and Habilities
held for sale. Comparable information has not been restated to reflect the adoption of this new
standard and continues to be measured and reported under the accounting standard in effect for those
petiods presented.

Darivatives and Hedging - Targeted improvemernts to accounting for hedging activities

In January 2019, the Cornpany adopted an accounting standard update which expands and refings
hedge accounting for both financial and non-financial risk components, aligns the recognition and
presentation of the effects of hedging instruments and hedge items in the financial statements, and
includes certain targeted improvements to ease the application of current guidance relatedto the
assessment of hedge effectiveness, This update was applied on a modified retrospective basis for cash
flow and net investment hedges and prospectively for the amended presentation and disclosure
guidance but did not have a significant impact on the consolidated financial statements,

Reclassification of certain tax effects from accumulated other comprehensive income

In January 2019, the Company adopted an accounting standard update which allows a reclassification of
the stranded tax effects in accumulated other comprehensive income resulting from the Tax Cuts and
Jobs Act of 2017 to retained earnings. The updated guidance was appliedin the period of adoption and
resutted in a reclassification of $386 million from Accurnulated other comprehensive foss to retained
earnings,

Applicable for future periods

Measurement of credit losses on financial instruments

In June 2016; an accouliting standard update was issued'which replaces the existing incurred loss
impatrment methodology for most financial assets with a new "current expected credit loss” model.
Additional related updates with targeted improvements and clarifications were issued subsequently.
The new rmodelwill resultin the immediate recognition of the estimated credit losses expected to ocour
over the remaining fife of financial-assets such as trade and other receivables, held:-to-maturity debt
securities, loans and other instruments. Measurement of expected credit losses'will be based on
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historical experience; current conditions, and reasonable and supportable forecasts. The update also
requires additional disclosures related to estimatesand judgments used to measure creditlosses,
Credit [osses relating to available-for-sale debt securities will be measured in a manner similar to
current GAAP, except that the losses will be recorded through an allowance for credit losses rather than
as a direct write-down of the security.

This update is effective for the Company for annual and interim periods beginning January 1, 2020. For
financial assets carried at amortized cost a cumulative-effect adjustment for the changes inthe
allowances for credit losses will be recagnized in retained earnings on the consolidated balance sheet
as af January 1,.2020. The Company does not expect the update to have a significant impactonits
consolidated financial statements.

Disclosure Framework — Changes to the disclasure requiraments for fair value measurament

In August 2018, an accounting standard update was issued which modifies the disclosure requirements
for-fair value measurements. The update eliminates the requirements to disclose the amount.of and
reasons for transfers between Level I and 2 of the fair value hierarchy, the timing of transfers between
levels and the Level 3 valuation process, while expanding the Level 3 disclosures teinclude the range and
weighted average used to develop significant unobservable inputs and the changes inunrealized gains
and losses on recurring fair value measurements. The changes and modifications to the Level 3
disclosures are to be applied prospectively, while all other amendments are to be applied
retrospectively. The-Company will adept this update as of January 1, 2020, and does not believe that this
update will have a significantimpact on its consolidated financial statements;

Simphifying the accounting forincome taxes

In December 2019, an accounting standard update was issued which simplifies the'accounting for
income taxas by removing certain exceptions to the general principles in this topic. The amendments
also improve congistent application of existing guidance by clarifying certain aspects, This update is
effective for the Company for annual and interim periods beginning January 1, 2021, with early adeption
in anyinterim period permitted. Depending onthe amendment, adoption may beappliedona
retrospective, modified retrospective or prospective basis. The Company is currantly evaluating the
impact of this update on its consclidated financlal statements.

Ll

Note 3
Basis of presentation and assets held for sale

Discontinued operations

in December 2018, the Company announced an agreement to divest 80.1 percent of its Power Grids
businessto Hitachi Ltd. (Hitachi} vaiuing the business at $11 billion. The business also includes certain
real estate properties which were previously reported within Corporate and Otheras the Company
primarily manages real estate assets centrally as corporate assets. As a result, this business, along with
the related real estate assets previously included in Corporate and Other, have been reportedas
discontinued operations. The divestment is expected to be completed at the énd of the secand quarter
of 2020, following the recaipt of customary regulatory approvals as well as the completion of certain
legal entity reorganizations expected to be completed before the sale.

As this planned divestment represerits a strategic shift that will have a major effect on the Company's
aperationsand financial results, the results of operations for this business have been presented as
discontinued operations and the assets and labilities are reflected as held-for-sale for all periods
presented. In addition, amounts relating to stranded corporate costs have been separately disclosed as
a component of Corporate and Other (see Note 23). Stranded costs represent overhead and other
management ¢costs which were previously included in the measure of segment profit (Operational
EBITA) for the former Power Grids operating segment but are not directly attributable to the
discontinued operation and thus do not qualify to be recorded as part of income from discontinued
operations,
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Operating results of the discontinued operations are summarized as follows:

(% milliohs) 2019 2018 2017
Totalrevenuas 9,037 9,698 10,028
Totalcost of sales (6,983} (7.378) (7,501
Gross profit 2,054 2,320 2,527
Expenses (1,394) (1,328) (1,376)
Income from operations 660 994 1,152
Mel intergst and other finance expense {61} (55) 42)
Non-operational pension {cost) credit 5 12 o)
Income from discontinued operations before taxes 605 951 1,119
Provision for taxes (167) (228) {273}
income from discontinued operations, net of tax 438 723 846G

Of the total Income from discontinued operations before taxesin the table above, $566 million;
$874 millionand $1,034 million in 2019, 2018 and 2017, respectively, are atiributable to the Company,
while the remainder is attributable to noncontrolling interests.

Income from discontinued operations before taxes excludes the stranded costs previcusly aliocated to
the Power Grids operating segment. As a result; $225 million, $297 milllon and $286 million, for 2019;
2018 and 2017, respectively, of allocated overhead and other management costs which were previously
included in the measure of segment profit for the Power Grids operating segment are'now reported as
part of Corporate and Other; In the table above, Netinterest and other finance expensein 2018, 2018
and 2017 includes $44 million, $43 million and $33 million, respectively, ofinterest expense which has
been recorded on an allocated basis'in accordance with the Company’s accounting policy election.In
addition, as required by U.5.GAAP, subsequent to December 17, 2018, the Company has not recorded
depreciation or amortization on'the property, plant and equipment and intangible assets reported as
discontinued operations. In 2018 and 2017, respectively, a total of $258 million and $265 million of
depreciation and amortization expense was recorded for such assets. In 2019 and 2018, Income from
discontinued operations before taxes includes $28 million and $18 million, respectively, for costs
incurred to execute the transaction.

includedinthe reported Total revenues of the Company for 2019, 2018 and 2017 are revenues for sales
from the Company's operating segments to the Power Grids business of $213 million, $243 million and
$263 million, respectively, which represent intercompany transactions that, prior to Power Grids being
classified asa discontinued operation, were eliminated in the Company’s Consolidated Financial
Statements {see Note 23).
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The major components of the assets and Habilities which are classified as held for sale and in
discontinued operations in'the Company's Consolidated Balance Sheets are summarized as follows:

December 31, {(§ in millions) ' 2018 2018
Receivables, net 2,541 2,377
Contract assets 1,243 1,236
invehtories; net 1,667 1,457
Property, plantand equipment,net , 1,764 —
Goodwil - : 1,631 -
Other current asssts T 1,004 94
Current assets held for sale and in discontinued operations 9,840 5,164
Property, plant and eguipment, net - 1,477
Goodwill s 1,620
Other non-current assets s 330
Nen-current assets held for sale'and in discontinued operations — 3,427
Accounts payable, trada 1,722 1,732
Contract liabilities 1,121 998
Pension and other émployee benafits 419 —
Other current labilities 1,984 1,455
Current Habilities held for sale and in discontinuad operations 5,246 4,185
!;ensmn and other émp!oyee beneﬁt;mm o — 268
Other ;;ﬁ:current liabilities — 161
Non-current Habilities held for sale and in discontinued operations —_ 429

Planned business divestments classified as held for sale

The Company classifies its long-lived assets ordisposal groups to be sold as held for salein the period
inwhich all of the held for sale criteria are met. The Company initially measures a long-lived asset or
disposal group that is classified as held for sale at the lower of its carrying value or fair value less any
costs to sell. Any resulting loss is recognized in the period in which the held for sale criteria are met,
whila gains are notrecognized-on the sale of a long-lived asset or disposal group until the date of sale,
The Company assesses the fairvalue of a long-lived asset or disposal group less any costs ta sell at each
reporting period and until the asset or disposal group is no longer classified as held for sale,

During 2019, the Company reached an agreement to sell its sofar inverters business to FIMER S.p.4. for
no consideration, Under the agreement the Company is obligated to transfer cash on the closing date
and make additional cash payments to the purchaser through 2025, At December 31, 2019, a total of
EUR 266 million ($299 million) is estimated to be due to the buyer. As a result, in 2019, the Company
recorded a loss, of $421 million in “Other income {expense), net”, representing the excess of the carrying
value over the estimated fair value of this business: The carrying value at December 31, 2019, includesa
loss arising from the cumulative translation adjustment of $99 millien,

The fair valueis based-on the estimatedcurrent market values using Level 3 inputs, considering the
agreed-upon sale terms with the buyer. The solar inverters business, which includes the solar inverter
business acquired as part of the Power-One acquisition in 2013, is part-of the Company’s Electrification
operating segment,

The estimated loss is based on current exchange rates and net assets of the business. Any changes to
thase factors through to the closing date of the transaction will result in adjustments.to the loss
recognized on the planned sale,

The divestment is expected to be completed in the first quarter of 2020,
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Asthis planned divestment does not qualify as a discontinued operation, the results of operations for
thisbusiness are included in the Company's continuing operations for all periods presented. The assets
and liabilities of this business.are shown as assets and iiabilities held for sale in the Company's
Consolidated Balance Sheet at December 31,2018, The carrying amounts of the major classes of assets
and labilities held for sale relating to this planned divestmient are as follows:

December 31, {$in millions) 2019
Asgets

Receivables, net 70
Inventories, net 127
Property, plant and equipment, net ]
Otherintangibleassets, net 27
Otherassets o ) 26
Valuation allowance on assets held forsale (319}

Currant assets hield for sale —

Liabhilities )

Acceunts payable, trade o 85
Contract liabllities 59
Provisions for warranties 108
Other liabilities 49
Fair value adjustment on disposal group. ) 102
Current liabilities held for sale 404

including the above loss of $421 million in 2019, Income from continuing operations hefore taxes
includesnet losses of $490 million, from the solar inverters business, (1 2018, net losses of $94 million
from this business were included in income from continuing operations before taxes,

Reclassifications and other changes

Changes in presentation and disclosure relating to the adoption of new accounting pronouncements
Improving the presentation of net periodic pension cost and net periodic postretirement benefit cost

In January 2018, the Company adopted an accounting standard update which changes how employers
that sponsor defined benefit pension plans and other postretirement plans present net periadic benefit
costin the income statement. As a result, the Company now presants the total Non-operational pension
costi/credit as a total cutslide of income from operations. The components of Non-operational pension
cost/eredit are summarized in Note 17. The amounts disclosed for 2017 were previouslyincludedasa
component of income from operations.,

Note 4
Acquisitions and business divestments

Acquisitions
Acquisitions were as follows:

{$ in millions, except number of acquired businesses) 2019 2018 2017
Purchase price for acquisitions {net of cash acquired)® i 2,638 1,992
Aggregate excess of purchase price over fairvalue of net aésets acquired 92 1,472 1,267
Number of acquired businesses — 3 4

(1} Excluding changes incost- and equity-accounted companies.
(2) Recorded a5 goodwill {see Note 11). includes adjustments of $82 million in 2019 arising during the Measurement peried of scquisitions,
primarily reflocting changes in the valuation of net workinig capital, deferred tax finbilities and intangibis assets acquired,

in the table above, the “Purchase price for acquisitions” and "Aggregate excess of purchase price over
fairvaliye of net assets acguired” amounts for 2018, relate primarily to the acquisition of GE Industrial
solutions (GEISY, and for 2017, relate primarily to-the acquisition of Bernecker + Rainer
Industrie-Elektronik GmbH (B&R).
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Acquisitions of controlling interests have been accounted for under the acquisition method and have
beenincluded in the Company’s Consolidated Financial Statements since the date of acquisition.

On June 30,2018, the Company acquired through numerous share and asset purchases substantially all
the assets, labilities and business activities of GEIS, General Electric’s global electrification solutions
business. GEIS, headquartered in Atlanta, United States, provides technologies that distribute and
controlelectricity and supportthe commercial, data center, health care, minihg, renewable energy, oil
and gas, water and-telecommunications sectors. The resulting cash outflows for the Company
arnounted to $2,622 million (net of cash acquired of $192 million). The acquisition strengthensthe
Company's global position in-electrification and expands its-access to the North American market
through strong customer-relationships, a large installed base and extensive distribution networks,
Consequently, the goodwill acquired represents expected operating synergies and cost savings as well
as intangible assets that are not separable such as employee know-how and expertise.

Wwhile the Company uses its best estimates and assumptions as part of the purchase price allocation
process tovalue assets acquired and Habilities assumed at the acquisition date, the purchase price
allocation for acquisitions is preliminary forup to 12 months after the acquisition date and is subject to
refinement as more detailed-analyses arg completed and additional information-aboutthe fair values of
theacquired assets and liabilities becomes available. The purchase price allocation relating to the GEIS
acguisition was finalized during the second quarter of 2019 and resulted in$92 million of net
measurement period adjustments, increasing goodwill, primarily related to changes in the valuation of
net working capital, deferred tax liabilities and intangible assets acquired.

in addition, in November 2019, the Company recognized a gain of $92 million relating to the receipt of
cash from General Electric fora favorable resolution of an-uncertainty with respectto the price paid to
acquire GEIS. This occurred after the end of the measurement period and as a result, the Company
recorded a gainin "Otherincome (expense), net®,

Onduly 6, 2017, the Company acquired the shares of B&R, a worldwide provider of product- and
software-based, open-architecture solutions for machine and factory automation. This acquisition
closes a gap in the Company’s industrial automation portfolic and consequently the goodwill acquired
reprasents the future benefits associated with-product portfolio expansion,

The final allocation of purchase consideration for GEIS and the agaregate allocation of the purchase
consideration for business acguisitions in 2017, was as follows:

GEIS 2017

Weighted- Waightad«

Allocated average Allocated average

% in millions) amounts.  usefullife amountst®  ysefullife

Technology 92 7 years 412 Tyears

Customerrelationships 178 12 years 284 20 vears

Trade names 135 13 years 61 10years
Supply agreement 32 13 years —
Intangible assets 437 73T
Property, plant and equipment 373 131
Debt acquired - {50)
Deferred tax liakilities {45) (248}
Inventories 405 175
Otherassets and liabilities, net® {19) 20)
Goodwills! 1,534 1,267
Noncontrolling interast (63) —
Total consideration {net of cash acquired)ist 2,622 1,982

(1) Excludéesmeasurement period adjustmentsralated to prior year acquisitions.

(2} ‘Grossrecelvablas from the GEIS acquisition tataled $658 rillion; the fair value of which was $624 milioncafter adjusting for contractual
cash flows not expected to becoliected,

(2) Theamountof goodwill whichis tax dedictible is $76¢ million,

(4} Primarily relatés to the acquisition of BAR h 2017 Cash acquired inthe GEIS acquisition totaled $192 million.

The Company’s Consolidated Income Statement for 2018, includes total revenues of $1,317 million and
netincome of $1 millionin respect of GEIS since the date of acquisition.
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The unaudited pro forma financial informationin the table below summarizes the combined pro forma
results of the Company and GEIS for 2018 and 2017, as if GEIS had been acquired on January 1, 2017,

{$ in millions) 2018 2047
'_Eo_tai revarives 28,936 27,881
Incarie from continuing operations, net of tax 1,622 1,631

The pro forma results are for information purposes only and do not include any anticipated cost
synergies or other effects of the plannedintegration of GEIS. Accordingly, such pro forma amountsare
not necessarily indicative of the results that would have occurred had the acquisition been completed
on'the date'indicated, nor are they indicative of the future operating results of the combined company.

The unaudited pro forma results above include certainadjustments related tothe GEIS acquisition. The
table below summarizes the adjustments necessary to present the pro forma financial information of
the combined entity as if GEIS had been acquired-on January 1, 2017

{$in millions) 2018 2017
!vmpal:t én cost of sales from additional amortization of intangible assets (10} (20)
Impact on cost of sales from fair valuing acquired inventory 26 (26)
impact oncostof sales from additional depreciation of property, plant and eguinment #) (8}
Impacton selling, general and adniinistrative

expenses frorn ddditional amortizationof intangible assets (5) {12}
Impact an selling, general and administrative expenses from acquisttion-related casts 44 20
Impact on intergst expense from financing ¢osts {15) @G2)
Taxation adjustments A (5} 33
Total pro forma adjiustments 31 (75)

Business divestments
In 2019, the Company recorded net gains (including transactions costs) of $55 million, primarily dueto
the divestment of two businesses in China,

In 2017, the Company received proceeds (net of transaction costs and cash dispased) of $605 million,
relating to divestments of consolidated businesses and recorded ret gains of $252 million in “Other
incame (expense), net” on the sale of such businesses. These are primarily due to the divestment of the
Company's high-voltage cables and tcable accessories businesses {the Cables business) in March 2017
and the divestrment of the Ol & Gas EPC business in December 2017. The assets and liabilities of the
Cables business were ¢lassified as held for sale in the Company’s Consolidated Balance Shests at
December 31,2018,

The Company has retained certain obligations of the Cahles business and thus the Company remains
directly or indirectly lable for these labilities which existed at the date of the divestment. Subsequent
to the divestment, the Company recorded aloss of $94 million in 2017 for changes in the amounts
recorded for these obligations. In addition, the Company has provided certain performance guarantees
to third parties which guarantee the performance of the buyer under existing contracts with customers
as well as for certain capital expenditures of the divested business(see Note 15),

In-2018, there were no significant amounts recognized from divestments of consolidated businesses.
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Cash and equivalents, marketable securities and short-term

investments

Current assets

Cashand equivalents and marketable securities and short-term investments consisted of the following:

Marketable
securities
Gross Gross and short-
unrealized unrealized Cash and term in-
December 31, 2019 (§ in millions} Cost basis gains losses.  Fair value equivalents vestments
Chaniges.in fair value recorded in netingome
Cash 2,111 2,111 2,111
Time deposits 1,433 1,433 1,433
Equity securities 294 10 304 304
3,838 10 — 3,848 3,544 304
Changes in fair value recorded in other comprehensive income
Debt securitles available<for-sale;
~1.S, government abligations 191 {1) 187 187
~ Corporate Gl 65 €5
252 11 (1) 262 — 262
Total 4,090 21 (13 4,110 3,544 566
Marketable
securities
Gross Gross and short-
unrealized unrealized Cash and termin-
December 31, 2018 {$ in millions) Cost basis gains fosses  Fairvalue sguivalents vestments
Changes in fair value recorded in netincome
Cash 1,983 1,983 1,983
Time deposits ' 1,463 1,463 1462 1
Other short-term investments 206 2086 206
Equity securities 206 (33 203 203
3,858 — 3 3,858 3,445 410
Changes in fairvalue recordedin other compraehensive income
Debt securities available-for-sale:
~ .5, government obligations 217 {3} 214 214
~Corporate 90 (2} 88 88
307 e {5} 302 — 302
Total 4,165 — (8) 4,157 3,445 712

Included in Other short-term investments at December 31, 2018, are recelvables of $206 million,

representing reverse repurchase agreements,

Conitractual maturities

Contractual maturitigs of debt securities consisted of the following:

Available-for-sale

Decembier 31, 2019 ($ in millions) Cost basis  Fairvalue
One to five years 125 1286
Sixto'ten years 74 7T
Dueafterten years 53 59
Total 252 262

&t December 31, 2019 and 2018, the Company pledged $66 million and $68 million, respectively, of
available-for-salé marketable securities as collatéral for issued letters of crédit and other §ecurity

arrangements.
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Note 6
Derivative financial instruments

The Company is exposed to certaln currency, commodity, interest rate and equity risks arising from its
global operating, financing and investing activities. The Company uses derivative instruments to
reduce and manage the economicimpact of these exposures.

Currency risk

Dusto the global nature of the Company's operations, many of its subsidiaries are exposed to currency
risk-in their operating activities from-entering into transactions in currencies other than their functional
currency. To manage such currency risks, the Company’s policies require its:subsidiaries to hedge their
foreign currency exposures from binding sales and purchase contracts denominated in foreign
currencies. For forecasted foreigncurrency denominated sales of standard products and the related
foreign currency denominated purchases, the Company’s policy isto hedge up to a maximum of

100 percent of the forecasted foreign currency denominated exposures, depending on the length of the
forecasted exposures, Forecasted exposures greater than 12 months are not hedged, Forward foreign
exchange contracts are the main instrument used to protect the Company against the volatility of
future cash flows {caused by changes in exchange rates) of coptracted and forecasted sales and
purchases denominated in forgign currencies. In addition, withinits treasury operations, the Company
primarily uses foreign exchange swaps and forward foreign exchange contracts to manage the currency
and timing mismatchas arising in its Hguidity management activities.

Commaodity risk

Various commodity products are used in the Company's manufacturing activities. Consequently it is
exposed tovolatility in future cash flows arising from changesin commoeodity prices, To manage the
price risk of commodities, the Company’s policies require that its subsidiaries hedge the commeodity
price risk exposures from binding contracts, as well as at least 50 percent (up to a maximur of

100 percent) of the forecasted commodity exposure over the next 12 months or longer (up toa
maximum of 18 months), Primarily swap contracts are used to manage the associated price risks of
commodities,

Interest rate risk

The Company has issued bonds at fixed rates. Interest rate swaps are used to manage the interest rate
risk associated with certain debt and generally such swaps are designated as fair value hedges. In
addition, from time to time, the Company uses instruments such as interest rate swaps, interest rate
futures, hond futures or forward rate agreerments to manage interest rate risk arising from the
Company's balance sheet structure but does not designate such instruments as hedges.

Equity risk

The Company is exposed to fluctuations in the fair value-of its warrant appreciation rights (WARs)
issued underits MIP {(Management incentive Plan) {see Note 18). A WAR gives its hoider the right to
receive cash equal to the market price of an equivalent listed warrant on the date of exercise. To
eliminate such risk, the Company has purchased cash-settled call options, indexed to the shares of the
Company, which entitlethe Company to receive amounts equivalent to its obligations under the
outstanding WARs,

Velume of derivative activity

in general, while the Company’s primary objective inits use of derivatives is to-minirnize exposures
arising fromits business, certain darivatives are designated and qualify for hedge accounting
treatment while others either are not designated or do not qualify for hedge-accounting.
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Foreign exchange and interest rate derivatives
The gross notienal amounts of outstanding foreign exchange and interest rate derivatives (whether
designated as hedges or not) were as follows:

Total notional amounts
at December 31,

Type of derivative ($ inmillians) 2019 2018 2017
Foreign exchande contracts 15,015 13,612 16,261
Embedded foreign exchange derivatives 924 733 899
Interestrate contracts 5,188 3,300 5,706

Darivative commodity contracis

The Company uses derivatives to hedge its direct or indirect exposure to the movement in the prices of
commaodities which are primarily copper, silver and aluminum, The following table shows the notional
amounts of outstanding derivatives (whether designated as hedges or not), oh a net basis, to reflect
the Company's requirements for these commodities:

Total notional amounts
at December 31,

Typeof derivative Unit 2019 2018 2017
Copper swaps metric tonnes 42,494 46,143 28,976
Silver swaps ounces 2,508,770 2,861,294 1,966,129
Aluminum swaps meétrictonnes 8,388 9,491 1,869
Eouity derivatives

At December 31, 2019, 2018 and 2017, the Company held 40 million; 41 milllon and 37 million cash-settled
call options indexed to ABB Ltd shares (conversion ratio 5:1) with a'total fair value of $26 million,
$6 million and $42 million; respectively.

Cash flow hedges

Asnoted above, the Company mainly uses forward forgign exchange contracts to manage the foreign
exchange risk of its operations, commodity swaps to manage its commodity risks and cash-settled call
options to hedge its WAR labilities, Where such instruments are designated and qualify as cash flow
hedges, the effective portionof the changes intheir fair valueis recorded in “Accumulated other
comprehensive loss” and subsequently reclassified into earnings inthe same line item and inthe same
period asthe underlying hedged transaction affects earnings. Any ineffectiveness in the hedge
relationship, or hedge component excluded from the assessment of effectiveness, is recognized in
earnings during the current period.

At.December 31, 2019, 2018 and 2017, “Accumulated other comprehensive loss” included net unrealized
losses of $5 million; $16 million and net unrealized gains of $12 million, respectively, net of tax, on
derivatives designatedas cash flow hedges. Of the arnount at December 31, 2019, net losses of

%2 million are expected to be reclassified to earningsin 2020, At December 31, 2019, the longest
maturity of a derivative classified as a cash flow hedge was 49-months.

In 2019, 2018 and 2017, the amounts of gains orlosses, net of tax, reclassified into earnings due to the
discontinuance of cash flow hadge accounting and the amount of ineffectiveness in cash flow hedge
relationships directly recognized in earnings were not significant,

The pre-tax effects of derivative instruments, designated and qualifying as cash flow hedges, on
“Accumulated other comprehensive loss” (OCI) and the Consclidated income Statementsin 2019, 2018
and 2017, were hot significant,

Fair value hedges

To reduce its interest rate exposure arising primarily from its debt issuance activities, the Company
uses interest rate swaps. Where such instruments are designated as fair value hedges, the changesin
the fair value of these instruments, as well as the changes in fairvalue of the risk component of the
underlying debt being hedged, are recorded as offsetting gains and losses in "Interest and other
finance expense”, Hedge ineffectiveness of instruments designated-as fair value hedges in 2018, 2018
and 2017, was not significant.
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The effect of Interest rate contracts, designated and qualifying as fair value hedges, on the
Consolidated Income Statements was as follows:

{% in millions) 2019 2018 2017
Gains (Josses) recagnized in Inteérest-and other finance éxpense:
- on derivatives designated as fair value hadges 38 {4y (23)
- orhadged item (38} 5 27

Derivatives not designated in hedge relationships

Derivative instruments that are not designated as hedges or do not qualify as either cash flow or fair
value hedges are economic hedges used forrisk management purposes. Gains and losses from changes
in the fair values of such derivatives are recognized inthe sameline in the income statement as the
economically hedged transaction.

Furthermore, under certain circumstances, the Company is required to split and account separately for
foreign currency derivatives that are embedded within certain binding sales or purchase contracts
denominated in a currency other than the functional currency of the subsidiary and the counterparty,

The gains (losses) recognized in the Consolidated Income Statements on derivatives not designated in
hadging relationships were as follows:

Gains {losses) recognizedinincome

{$ in millions)

Type of derivative not désignated as a hedge Location 2019 2018 2017
Foreign exchange contracts Total revenues (7 {121) g2
Total cost of sales {64} 46 {41}
SGEA expensestt 2 G {18}
Non-arder related resaarch and
development i (1) —
Interest and other finance
expensa {122} 40 22
Embedded foreign exchange contracts Tetal revenues 17 58 7
Total costof sales 133 (4 {2
SGAA expansest] — 2 5
Cormimodity contracts Total cost of sales 12 {33) 31
Other interest and other finance expense s 3 &)
Total {167) _— 94

1) BGBAexpensesreprésent "Salling, generaland administrative expenges”.

The fairvalues of derivatives includedin the Consolidated Balance Sheets were as follows:

December 31, 2019

Derivative agsets Deérivative liabilities
Current. Non-current Current Non-current
in*Other in"Other in “Other in*Qther
currgnt.  non-current current  hon-current
{$ inmilions) assets” agsets™ Habilities" liabilities"
Derivatives designated as hedging instruments: e e N
Foreign exchange contracts R Y. .
interest rate c;shf;ééts = 72 e .
cash-seftied call options ' 11 14 —_— —
Total 11 86 2 é
Derivatives not designated as hedging instruments;
Foreign exchange contracts 85 14 127 14
Commuodity coptracts 17 i r e
Embedded foreign exchange derivatives 7 3 12 3
Tetal 109 18 141 17

Total fairvalue 120 104 143 23
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Dacember 31, 2018
Derivative liabilities

Derivative assets

Current  Nob-current

Current Non-currant

in“Other in“Other  in“Other in“Other
current. nonscurrent currant  nonscurrent
{$ in millions) assets” assets”  liabilities” liabilitias™
Derlvatives designated as hedying instruments: ] L
Foreign gkchaqgg contracts oo N - — i 4
Commodity contrazts T - - : -
interest rate contracts N e 35 — 1
Cash-settled call options 3 — =
Total 38 3 g
Derivatives not designated as hedging ingtruments:
Foreignexchange contracts 117 14 160 30
Commedity contracts 8 1 21 1
Embedded foreign exchange derivatives i5 10 8 1
Total 140 25 188 32
Total fair value 143 63 192 37

Close-gut netting agreements provide for the termination, valuation and net settlement of some or all
outstanding transactions between two counterparties on the occurrence of one or more pre-defined

trigger events.

Although the Company is party to close-out netting agreements with most derivative counterparties,
the Tair valuesin the tables above and in'the Consolidated Balance Sheets at December 31, 2018 and

2018, have been presented on a-gross basis.

The Company’s netting agreements and other similar arrangements allow net settlements under certain
conditions. At December 31, 2013 and 2018, information related to these offsetting arrangements was

as follows:

Dacember 31, 2019(% in millions)

Derivative [iabilities Cash Non-cash

Type of agreement Gross amount of cligible forset-off  collateral collateral] Netasset
orsimilar arrangement recognized assets incase of defauit received recefved exposure
Derivatives 214 {102) — — 112
Total 214 {102) - — 12
December 31, 2019 ($ in millions) ’

Gross amount of Derivative Habilities Cash  Non-cash
Type of agresment recognized eligible for set-offin  collateral collateral Netliability
or sirnilar arrangement labilities case of default pledged pledged exposure
Derlvatives 151 {102} —_ —_ 49
Total 151 (102) — -_— 49
December 31, 2018 ($ in millions)

Derivative liabilitias Cash  Non-cash

Type of agreoment Gross amount of gligible for set-off  collateral collateral Netasset
ersimilar arrangemant recognized agsets incaseaf default received regeived  exposure
Derivatives 181 (121) — — 60
Roverserepurchase agreements 2086 — o {206 —_
Total 387 {121) e {208} &80
December 31, 2018 (% in millions)

Gross amount of Berivative liabilitles Cash Non-cash
Type of agresment or recognized eligible forset-offin  collateral  collateral Netlability
similar arrangement Habilities case of default pledged pledged  exposure
Derivatives 220 (iz21) — — 99
Total 220 {121) — o ]
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Note 7
Fair values
Recurring fair value measures

The fair values of financial assets and liabilities measured at fair value on arecurring basis were as
follows:

Total fair
December 31,2019 ($ In millions) Lavel 1, Level 2 Leval 3 value
Assets
éééurﬁti‘é;iﬁ”“'ﬁ arketabtesecuriwgiesand short-term in\iestments":

Ii\:ity secgr;'t;iég - ] T o 304 — 304
wD gtqgjs;;»:“ritiéé - UWS government obligatioﬁs 197 e et 197
i bébt éécurities - Con’:‘:nrréite —_ 65 —_ &8
Deriva tin ;'Other current assets‘; ............... ) o = 120 - 120
Derivative assets— ncn—cu}rent i "Other non-cufrent assets” o B — 104 — 104
Total 187 523 s 780
Liakilities
Derivative Habilities —current in “Other current Habilities” - 143 o 143
Darivative liabilities - non-cerrent In "Other non-current Habilities” — 23 s 23
Tatal — 166 e 166

Total fair
December 31, 2018 ($ in millions) Levell Level 2 Level3 value
Assets
Securities in *Marketable securities and short-termipvestmeants™

Egquity securities — 203 —- 203

Debt securities = 1.5, government obligations 214 — - 214

Debt securitias ~ Corporate — a8 e 88
Derivative assets ~ currentin "Other current assets” . 143 — 143
Derivative assets— pon-current in *Other non-current assets” o 63 — 62
Total 214 497 o 711
Liabilities
Darivative liabilities —current in “Cther current iabilities” o 192 ’ e 192
Derivative lialilities ~ non-currant in “Other non-current liabilities” — a7 — 37
Total — 228 — 228

Buring 2018, 2018 and 2017 there have beean no reclassifications for any financial assets or labilities
between Level 1 and Level 2,

The Company uses the following methods and assumptions inestimating fair values of financial assets
and liabilities measured at fair value on a recurring basis:

.

Securities in "Marketable securities and short-term investments™ If quoted market prices in active
miarkets for identical assets are available, these are considerad Level Linputs; however, when markets
are not active, these inputs are considered Lavel 2, If such quoted market prices are not available, fair
valug is determined using market prices for similar assets or present value techniques, applying an
approptiate risk-free interest rate adjusted for non-performance risk. The inputs used in present value
technigues are observable and fall into the Level 2 category.

Derivatives: The fairvalues of derivative instruments are determined using quoted prices of identical
instrurments from an active market, if available (Level Linputs). If quoted prices are not available, price
dguotes for similar instruments, appropriately adjusted, or present value techniques, based on
availahle market data; or option pricing models are used. Cash-settled call options hedging the
Company's WAR liability are valued based on bid prices of the equivalent listed warrant, The fair values
obtained using price quotes for similar instruments or valuation technigues represent a Level 2 input
unless significant unobservable inputs are used.
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Non-recurring fair value measures

In June 2018, the Company adjusted the carrying value of the solar inverters business whichis classified
as held for sale (see Note 3), The fair value is based onthe estimated current market values using Level 3
inputs, considering the agreed-upon sale terms with the buyer, There were no other significant
non-recurring fair value measurements during 2019 and 2018,

Disclosute about financial instruments ¢arried on a cost basis
The fair values of financial instruments carried on a cost basis were as follows:

Carrying Total fair
December 31, 2019{$ in millions) value Levell Level2 Level 3 value
Assets
Cashand equivalents (excluding securities with.original o R
maturities up to 3 rhonths):

Cash 2,111 2,111 _— — 2,111

Time deposits 1,433 e 1,433 — 1,433
Other ngn-current assets:

Leans.granted 30 i 31 e 31

Restricted cashand cash deposits 37 37 e e 37
Liabilities
Short-term debt and current maturities of long-term debt T
{excluding financa lease obligations) 2,270 1,534 736 v 2,270
Long-term debt {excluding finance lease obligations) 5,618 6,267 692 — 6,359

Carrying Tetal falr
December31, 2018 {$ in millions) value Level1 Leovel g Level 3 value
Asgets
Cash and equivalents (excluding securfties with orfginal
maturities up to 3Imonths)

Cash 1,983 1,983 He P 1,983
Time deposits o 1,462 — 1,462 = 1,462
Marketable securitias and shorf-term investments
{exchiding securities):

Timedepasits 1 — L e 1

Receivables under revarse repurchase agreemants 206 —_ 206 o 206
Other non-current assets:

Loans granted 30 — 31 — 31

Restricted cash and cash deposits 39 39 — —_ 39
Liabiiities
Short-term deht and current maturities of long-term debt -
{excluding finance lease obligations} 2,008 1,480 528 oo 2,008
Long-term debt {excluding finance lease obligations) 6,457 5,839 707 — 6,546

The Company uses the following methods and assumptions in estimating fair values of financial
instruments carried on a cost basis: .

+ Cashand equivalents {excluding securities with original maturities up to 3months), and Marketable
securities and short-term investments (excluding securities): The carrying amounts approximate the
fair values as the items are short-term in nature,

Other non-current assets: Inclides (i) loans granted whose fair values are based on the carrying
amount adjusted using a present value technigue to reflect a premium or discount based oncurrent
market interest rates (Level 2 inputs), (i) restricted cash whose fair values approximate the carrying
amounts (Level 1 inputs),

Short-tarm debt and current maturities of long-term debt (excluding finance lease obligations):
Short-term debt includes commercial paper, bank borrowings and overdrafts. The carrying amounts
of short-term debt and current maturities of long-term debt, excluding finance lease obligations,
approximate their fair values.

»*
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« Long-term debt (excluding finance lease obligations): Fair values of bonds are determined using
guoted market prices (Level 1inputs), if available, For bonds without avaitable quoted market prices
and otherlong-term debt, the fair values are determined using a discounted.cash flow methodology
based upon borrowing rates of similar debt instruments and reflecting-appropriate adjustments for
non-performance risk (Level 2 inputs).

Note 8
Receivables, net and Contract assets and liabilities

“Receivables, net” consisted of the following:

December 31, ($in millions) 2019 2018
Tradereceivables 5,967 5970
Otherreceivables 695 635
Allowance (228) (219)
Tatal 6,434 6,386

“Trade receivables” in the table above includes contractual retention amounts hilled to customers of
$151L millon and $176 million at December 31, 2019 and 2018, respectively. Management expacts that the
subrstantial majority of related contracts will be completed and the substantial majority of tha billed
amounts retained by the customer will be collected, Of the retention amounts outstanding at
December 31, 2019, 76 percent and 17 percent are expected to becollected in 2020 and 2021,
respectively,

“Otherreceivables” in thetable abiove consists of value added tax, claims, rental deposits and other
non-trade receivables.

The reconciliation of changesin the allowance for doubtful accounts is as follows:

(% in millions) 2019 2018 2017
Balance at January i, ) 219 a0z 202
Additions 93 126 6L
Deductions 1) (©3) 74)
Exchange rate differences {3} (16) 13
Balange at December 31, 228 219 202

The following table provides information about Contract assets and Contractliabilities:

($ inmillions) 2019 2018 2017
Contract-assets 1,025 1,082 1,141
Contract Habilities 1,719 1,707 1,792

Contract assets primarily relate to the Company's right to receive consideration for work completed but
forwhich no invoice has beenissued at the reporting date. Contract assets aretransferredto
receivables when rights to receive payment become unconditional. Management expects that the
majority of the amounts will be collected within one year of the respective balance sheet date,

Contract liabilities primarily relate to up-front advances received on orders from customers as well as
amounts invoiced to customers in excess of revenues recognized predominantly on long-term projects,
Contract Habilities are reduced as work is performed and as revenues are recognized.
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The significant changes in the Contractassets and Contract liahilities balances were as follows:
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2019 2018

Contract Contract Contract  Contract
($ in miiliohs) assets  fiabilities assets llabilities
Revenuerecoghized, which was included inthe Contract Habilities
bajance at Jan 1, 201972018 {1,158} {879)
Additions to Contract liabilities - excluding amounts recognized as
revenue during the period 1,255 518
Receivables recognized that wereincludedin the Contract assets
halance atJanl, 2019/2018 {786} {(633)

The Company considers its order backlogto represent its unsatisfied performance obligations. At
Decaember 31, 2018, the Company had unsatisfied performance obligations totaling $13,324 million-and,
of thisamoeunt, the Company expects to fulfill approximately 75 percent of the obligations in 2020,

approxirmately 14 percent of the obligationsin 2021 and the balance thereafter,

Note 9
Inventories, net

"Inventorias, het” consisted of the following:

December 31,(%in millions]) k 2019 2018
Raw materials ’ 1,760 1,823
Work inprocess ’ 819 a3t
Finished goads ) 1,498 1,525
Advances tosuppliers 106 99
Total 4,184 4,284
Note 10
Property, plant and equipment, net
"Praperty, plant and equipment, net” consisted of the following:
December 31, {$ in millions) 2019 2018
Land and buildings 3,568 3,573
Machinery and equipment 56820 5,624
Construction in progress 500 464
8,688 9,661
Accumulated depraciation {5,716) {5,528)
‘Total 3,972 4,133
Assets under finance leases included in “Property, plant and equipment, net” were as follows:
December 31, {§ in milliohs) 2019 2018
Land and buildings 142 171
Machipery and equipment 62 (1]
204 240
Accumulated depreciation {99) (122}
Total 108 118

In 2019, 2018 and 2017 depreciation, including depreciation of assets under finance leases, was

$616 million, $578 million and $549 million, respectively. In 2019, 2018 and 2017 there were no significant

impairments of property, plant or equipment,
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Note 11
Goodwill and other intangibles assets
The chahges in "Goodwill” below have been recast to reflect the reorganization in 2015 of the
Company’s operating segments as outlined in Note 23:
Robotics &

Industrial Discrete. Corporate
{$1n milHons) Electrification  Automation Motion. Automation and Other Total
Cost atJanuary 1, 2018 2,969 1,631 2,470 2,445 39 9,554
Accumulated impairment charges — P -«- — (18) (i8)
Balance at January 1, 2018 2,968 1,631 2,470 2,445 21 9,536
Egc«dwi![ acquired during the year 1,442 —_ e 30 —_ 1,472
Goodwill allocated to disposals {31} —_ — — — (31}
Exchange rate differances and other (104) (15) {29) {65} e {213)
Balance at December 31, 2018 4,276 1,616 2,441 2,410 21 10,764
Goodwill acquired during the yeartt! 92 — — e — g2
Goodwill allocated todisposals {18} o i v e (18)
Exchange rate differences and other 22 48] {5) {29) — {13}
Balance at December 31, 2019 4,372 1.618 2,436 2,381 21 10,825

(1) Amount consists of adjustments arising during the twelve-rnnth measurement period subsequent to therespective acquisition date

(see Note 4},

In 2018, goodwill acquired primarily relates to GEIS, acquired in June 2018, which has been allocated to

the Electrification Business.

Intangible assets other than-goodwill consisted of the following:

2019 2018
Gross Accumus Net Gross Accumu- Net
carrying lated amor-  carrying carrying lated amov- carrying

Decamber 31, ($in millions) amount tization amount amount tization amount

Capitalized software forinternal use 780 {628) 162 79 (586) 193

Capitalized software for sale 29 (29} e 30 (30} —

Intangibles other than software:

_Customer-related 2,513 (1,008) 1,508 2,609 (909} 1,700
Technology-related 1,056 (722) 334 1,431 (roL) 430
Marketingrelated 501 (286} 215 483 (240) 243

“Other 59 125) 13 57 @6) 41

Total 4,948 (2.696) 2,252 5,099 (2,492) 2,607

Additions ta intangible assets other than goodwill consisted of the following:

{$ inmillions) 2019 2018

Capitalized saftware for internal use 42 139

Intangibles other thansoftware:
Custamer-related — 214
Technology-related — 87
Marketing-related —_ 122
Other —n 24

Tatal A2 596
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The additions of $42 million in 2019 were not related to business combinations. Included in the
additions of $596 millionin 2018 were the following intangible assets other than goodwill related to
business combinations;

2018

Weightad-average
(% in millions) Amount acquired useful life
Capitalized software for internal use G5 2 years
Intangibles other than software:
C@ljst;;er;rgtatéaww T e 14 years
Technology-related a7 7 years
r_vigil;_eting-related ) B 122 13 years
T T e . o 13ye;;;
Tatal 522

Amortization expense of intangible assets otherthan goodwill consisted of the following:

($in millions) 2019 2018 2017
Capitalized software for internal use 74 54 50
Intangibles other than software | 271 279 237
Tatal 345 338 287

In 2019, 2018 and 2017, impairment charges on intangible assets other than goodwillwere not
significant.

At December 31, 2619, future amortization expense of intangible assets other than goodwill is
estimated tobe:

(3 §n millions)

2020 337
2021 301
2022 253
2023 233
2024 211
Thereafter 917
Tatal ‘ 2,252
Note 12

Debt

The Company's total debt at December 31, 2018 and 2018, amounted to $9,059 millionand
$8,618 million, respectively.

Short-term debt and current maturities of long-term debt
The Company's “Short-term debtand current maturities of long-term debt” consisted of the foliowing:

December 31, ($in millions) 2019 2018
Shart-termdebt

(weighted-average interest rate of 2.8% and 2,3%, respectively) 838 561
Current maturitias of long-term debt

(weighted-average nominalinterast rate of 0.7% and 2.7%, respectively) 1,449 1,470
Total 2,287 2,031

Shaort-term debt primarily represents short-term loans from various banks and issued commercial
paper.
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At Decemnber 31, 2019, the Company had in place two commercial paper programs: a $2 billion
Euro-commercial paper program for the issuance of commercial paperin a variety of currencies, and a
52 billion commercial paper program for the private placement of U.S. dolfar denominated commercial
paper in the United States, At December 31, 2018, $172 million was nutstanding under the $2 billion
Euro-commercial paper program. No amount was outstanding under this program at December 31,
2019. At December 31, 2019-and 2018, $706 million and $282 million, respectively, was outstanding
under the $2 billion program in the United States.

In addition, in December 2019, the Company replaced its $2 billion multicurrency revolving credit
facility, maturing in 2021, with a new $2 billion 5=year multicurrency credit facility maturing in 2024, The
new credit facility provides an option in 2020 and 2021 to extend the maturity to 2025 and 2026,
respectively, The facility is for general corporate purposes, Interest costs on drawings under the facility
are LIBOR or EURIBOR (depending on the currency of the drawings) plus a margin of 0175 percent, while
commitment fees (payable on the unused portion of the facilityy amount to 35 percent of the margin,
which represents commitment fees of 0.06125 percent perannum, Utilization fees, payable on
drawings, amount to 0,075 percent per annum-on drawings up to one-third of the facility, 0.15 percent
per annum on drawings in excess of one-third but less than orequal to two-thirds of the facility, or

D.30 percent perannum on drawings over two-thirds of the facility. The facility contains cross-default
clauses wherebyan event of default would occurifthe Company were to default on indebtedness as
defined in the facility, at or above a specified threshold. No amount was drawn at December 31, 2019
and 2018, under either the new or the old facility. The old facility was terminated in December 2019.

Long-term debt

The Company raises long-term debt in various currencies, maturities and onvarious interest rate terms.
For cartain of its debt obligations, the Company utilizes derivative instruments to modify its interest
rate exposure. In particular, the Company uses interestrate swaps to effectively convert certain
fixed-rate long-term debt into floating rate obligations. The carrying value of debt, designated as being
hedged by fairvalue hedges, is adjusted for changes in the fair value of the risk component of the debt
being hedged.

The following table summarizes the Company’s long-term debt considering the effect of interest rate
swaps, Consequently, a fixed-rate debt subject to a fixed-to-floating interest rate' swap isincluded as a
floating rate debt in the table below:

2019 2018

December 31, Nominal Effective Maeminal  Effective
{$ in millions; except % data) Balance rate rate Balance rate rate
floating ral;g - - - 2,221 1.5% 1.4% 3,108 1.7% 1.1%
Fixedrate 6,000 2.8% 2 4% 4,951 3.6% 3.6%

8,221 8,057
Current portion of long-term debt {1,449) Q7% 0.6% {14700 27% 2.7%
Total 6,772 6,587

At December 31, 2019, the principal amounts of long-term debt repayable {excluding finance lease
obligations) at maturity were as follows:

{§in millions)

2020 1,433
2021 1,273
2022 1,259
2023 1,237
2024 1,136
Thereafter 1,681

Total 8,019
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Details of the Company’s cutstanding bonds were as follows;

2019 2018

Nominal Carrying Nominal Carrying

Dracember 31, (in millioris) outstanding valuet® outstanding vajuell
Bonds:

2.625% EUR Instruments, dug 201 EUR 1,250 $ 1,431
2,8%USD Notes,due2020 UsD 300 300 USD 300 § 299
" Floating EUR Notes, due 2020 EUR 1,000 $ 1122
" 4.0% USD Notes, due 2021 Usb 650 t 648 UsD. 650 & 646

2.25% CHF Bonds, due202l. CHF 350 $ 373 cHE 350 § 373
~ 5.625% USD Notes, due 2021 usb | 250 § 260 UshD 250 % 265
_2.875% USD Notes, due 2022 Usp 1,250 $ 1,267 USD 1,250 $ 1,242
3.375% USD Notes, due 2023 Usp 450 § 448 USD 450 $ 448
“0.825% EUR Inst{}in}ents. due 2023 EUR 700 $ 799 EUR 700 % 807

0.75% EUR Instruments, due 2024 EUR. 750 §  Bs9 EUR 750 $ 862
_ 0.3%CHF Notes, due2024 CHF 280  § 288

3.8%USD Notes, due2028 ysp 750 § 746 Usp 750§ 746

1.0% CHF Notes, due 2029 CHF 170§ 175 '

4.375% USD Notes, due 2042 UsD 750 $ 724 UsD 750 § 723
Total % 8,009 $ 7842

(B UsD-carrying valussinclude unamortized debt issuance costs, bond 4iscounts oF pramiutas, as well as adjustiants for falr value hedge
accounting, where appropriate:

During 2019, the Company repaid at maturity its 2,625% EUR Instruments. The 2.625% EUR Instruments
paid fixed rate interest annually in arrears,

The Z.8% USDINoies, due 2020, payinterestisemi-annually in arrears at a fixed rate of 2,8 percent per
annurm.

In April 2019, the Company issued 18-month floating rate notes with an aggregate principal of

EUR 1,000 million, due in October 2020, These notes pay interest quarterly in arrears at a variable
interest rate of 35 basis points above the 3-month EURIBOR, with a floor rate of zero. The aggregate net
proceeds amounted to EUR 1,002 million {equivalent to approximately $1,129 million on date of
issuance).

The 4,0% USD Motes, due 2021, pay interest semi-annually in arrears, at a fixed annual rate of

4.0 percent, The Cornpany may redeem these notes prior to maturity, in whole or in part, at the greater
of (11100 percent of the principal amount of the notes to be redeemed and (ii) the sum of the present
values of remaining scheduled payments of principal and interest (excluding interest accrued to the
redemption date) discounted to the redemption date at a rate defined in the noteterms, plusinterést
accrued atthe redemption-date.

The 2.25% CHF Bonds, due 2021, pay interest annually in arrears; at a fixed annual rate of 2.25 percent:
The Company has the optionto redeem-the bonds prior to maturity, in- whole, at par plus accrued
interest, if 85 percent of the aggregate principal amount of the bonds has been redeemed or purchased
and cancelled. The Company entered into interest rate swaps to hedge its interest obligations on these
honds. After considering the impact of such swaps, these bonds effectively became floating rate Swiss
franc obligations and consequently have been shown as floating rate debt inthe table of long-term debt
above,

The 5.625% USD Notes, due 2021, pay interest semi-annually in arrears at a fixed annual rate of

5,625 percent, The Company has the option to redeem the notes prior to maturity at the greater of

(i) 100 percent of the principal amount of the notes to be redeemed, and (i) the sum of the present
values of remaining scheduled payments of principal and interest (excluding interast accrued to the
redemption date) distounted to the redemption date at a rate defined in the note terms, plus interest
accrued at the redemption date,

The 2.875% USD Notes, due 2022, pay intereést semi-annually in arrears at a fixed annual rate of
2.875 percent. The 4.375% USD Notes, due 2042, pay interest semi-annually ih arrears at a fixed annual
rate of 4.375 percent. The Company may redeem both of these nates (whichwere issued together in
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May 2012) prior to maturity, in whole ar Tn part, at the greater of (i} 100 percent of the principal amount
of the notes to be redeemed and (i) the sum of the presentvalues of remaining scheduled payments of
principal and interest {excluding interest accrued to the redemption date) discounted to the
redemption date at a rate defined in the note terms, plus interest accrued at the redemption date.
These notes, registered with the U.S. Securities and Exchange Commission, were issued by ABB Finance
(UsA) Inc:, a 100 percent owned finahce subsidiary, and were fully and uniconditionally guaranteed by
ABB Ltd, There are no significant restrictions on the ability of the parent company to obtain funds from
its subsidiaries by dividend or loan. In reliance on Rule 3-10 of Regulation §-X, the separate financial
staternents of ABB Finance (USA) Inc.are not provided. The Company has entered into interestrate
swaps foran aggregate nominal amount of $1,050 million to partially hedge its interest obligations on
the 2.875% USD Notes, due 2022, After considering the impact of such swaps, $1,050 million of the
outstanding principal is shown as floating rate debt in the table of long-term debt above,

The 0.625% EUR Instruments, due 2023, were issued in May 2016, with total netissuance proceeds of
EUR 697 million (equivalent to approximately $807 million on date of issuance), These Instruments pay
interést annually in arrears at a fixed rate of 0.625 percent perannum, The Company may redeem these
notes three months prior to maturity (Par call date), in whole orin part; at the greater of (3 100 percent
of the principalameount of the notes to'be redeemed and (liy the sum of the present values of remaining
scheduled payments of principal and interest (excluding interest accrued to the redemption date)
discounted to the redemption date at arate defined in the note terrns, plus interest accrued at the
redemption date. The Company may redeem these instruments in whole or in part, after the Par call
date at 100 percent of the principal amount of the notes 1o be redeemed. The Company entered into
interest rate swapsto hedge its interest on these bonds, After considering the impact of such swaps,
these notes effectively became floating rate euro-obligations and consequently have been shown as
floating rate debt, in the table of long-term debtabove,

The 0.75% EUR Instruments, dite 2024, were issued ih May 2017, with total net issuance proceeds of

EUR 745 million {equivalent to approximately $824 million oh date of issuance), Thesa Instriments pay
interest annually in arrears at a fixed rate of 0.75 percent per annum and have the same eatly
redemption terms as the 0.625% EUR Instruments above. The Company entered into interest rate swaps
1o hedge its interest on these bonds, After considering the impact of such swaps, these bonds
effectively became floating rate eurc-obligations and consequently have been shown as floating rate
debtin the table of long-term debt above.

I April'2018, the Coimpany issued the following notes (1) $300 million'of 2.8% USD Notes, due 2020,

{ii) $450 millict of 3.375% USD Notes, due 2023, and (i} $750 million of 3.8% USD Notes, due2028. Each
of the respective notes pays interest semi-annually in‘arrears, The aggregate net proceeds of these
bond issues, after underwriting discount and other fees, amounted to $1,494 million. The Company may
reédeer the notes at any tirme priorto their maturity date in the case of the 2020 Notes, up to one month
prioy totheir maturity date in the case of the 2023 Notes, and up to three months prior to their maturity
datein the case of the 2028 Notes, in whole or in part; at the greater of (i) 100 percent of the principal
amount of the Notes to be redeemed and (it) the sum of the present values of remaining scheduled
payments of principal and interest (excluding interest accrued to the redemption date) discounted to
theredemption date at a rate defined in the Notes terms, plus interest-acerued at the redemption date.
On or after March 3, 2023 {one month prior to their maturity date) in the case of the 2023 Notes-and on
or after January 3, 2028 (three months priorto theirmaturity date) in the case of the 2028 Notes; the
Company may also redeem the notes of the applicable series, inwhole orin part, atany time ata
redemption price equalto 100 percent of the principal amount of the notes to be redeemed plus unpaid
accrued interest to, but excluding, the redemption date. These notes, registered with the U.S. Securities
and Exchange Commission, were issiled by ABBFinance (USA) Inc., a'100 percent owned finance
subsidiary, and were fully and Unconditionally guaranteed by’ ABB Ltd. There are no.sighificant
restrictions on the ability of the parent company to obtain funds from its subsidiaries by dividend or
loan. In reliance on Rule 3-10 of Regulation 5-X, the separate financial statements of ABB Finance

{USAJ Inc, are not provided.

InFebruary 2019, the Company issued the following notes: (1) CHF 280 million of 0.3% CHF Notes, due
2024 and (i} CHF 170 million of 1.0% CHF Notes, due 2029. Each of the respective notes pays interests
annually in arrears, The Company recorded aggregate net proceeds, after underwriting discount and
otherfeas, of CHF 449 million (equivalent to approximately $449 million on date of issuance).
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The Company's varicus debt instruments contain cross-default clauses which would aflow the
bondholders to demand repayment if the Company were to default on any borrowing at or above a
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specified threshold, Furthermore, all such bonds constitute unsecured obligations of the Company and

rank pari passuwith other debt ebligations,

In‘addition to the bonds described above, included in long-term debt at December 31, 2019 and 2018,
are finance lease obligations, bank borrowings of subsidiaries and otherlong-term debt; fone of which

isindividually significant.

Note 13

Other provisions, other current liabilities and other non-current

liabilities

"Other provisions” consisted of the following:

December 31, {($1n millions) 2019 2018
Contract-related provisions 807 590
Restructuring and restructuring-related provisions 234 277
Pravisions for contractual penalties and compliance and litigation matters 209 209
Provisionforinsurance-related reseryves 168 166
Other 157 130
Total 1,375 1,372
“Other current liabilities” consisted of the following:

December 31, {($ in millions) 2019 2018
Employea-related liabilities 1,396 1,506
Accrued expensas 592 546
Non-trade payables 442 437
Inceme taxes payable 355 260
Accrued customer rebates 287 299
Other tax [iabilities 282 2717
Derivative Habilities (see Note 6) 143 192
Accruedinterest 44 73
Pension and cther employee benefitg 36 34
Deferred income 25 36
Cther 159 B0
Total 3,761 3,780
“Othernon-current liabifities” consisted of the following:

December 31, ($ in millions) 2015 2018
Income taxrelated liabilities 1,218 1,111
Provisions for contractual penalties and compliance and litigation matters 112 132
Employee-related labilities ‘ 72 74
Environmental provisions 48 56
Derivative liabilities {see Note 6} 23 37
Defarred income 7 12
Othier 189 267
Total 1,669 1,689
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Note 14
Leases

The Company’s lease obligations primarily relate to real estate, machinery and equipment. Prior to the
adoption of the new leasestandard in 2019, rent expense was $364 million and $385 million in 2018 and
2017, respectively. Sublease income received by the Company on leased assets was $7 million and

$11 million in 2018 and 2017, respectively.

Under the new accounting standard, adopted in January 2019, the componegnts of lease expense weare
s follows:

2018
Machinery
Land and and
{$in millions) buildings eguipment Total
Financelease cost:

Amortization of right-of<use assets 13 20 33
_Interestanlease liabilities 1 2 3
Variable lease cogti®) — 5
Short-term lease cost o T 19 29 48
Sub-lease income ) {2) — {2}
Total lease expense £33 157 456

(1 Primarily relatas to variable' paymants that arétied to the consumer price index sndare therefore incliudeddn the measurement of the
right-of-ugse agset orloase liability,

The following table presents supplemental cash flowinformation related to leases:

201y

Machinery

Land and and
(% :in millions) buildings equipment Total

Cash paid foramounts included in the measurement of lease Babilities:

Qperating cash flows from-operating leases 252 86 248
Operating cash flows fromfinance leases i 2 3
Financing cash flows frem finance leases B 12 20
Right-of-use assets obtained in.exchange for new liabilities:
Under operating leases 153 52 205
‘ Under finance leases 23 ig 41

Atr-December 31, 2019, the future net minimumiease payments for operating and finance leases and the
related present value of the net minimum lease payments consisted of the following:

Operating Leases Finance Leases
Machinery Machinary
Land and and  Landand and
{$ in millions) buildings equipment buildings equipment
#020 o 222 86 23 14
2021 T 178 4 24 11
,‘a'{}ezv et ET — =
2023 108 10 20
B e e =+ s e o i et o 5 o
Thereafter 226 5 84 —
Total minirmum [ease payments 954 171 185 38
Less amount representing estimated executory costs included in
tetal minimumlease payments e e {1} -
Net minimum lease payments 954 171 194 38
Difference between undiscounted cash flows and discounted cash flows (98) (5] (59) 2

Present value of minimum lease payments 856 166 135 36
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The following table presents certain information related to lease terms and discount rates forfeases as
of December 31,2019;

Operating Leases Finance Leases
Machinery Machinery
Land and and Landand and
{$ in millions) buildings equipment buildings equipment
Weighted-average remaining term {months) 78 29 110 33
Weaighted-average discount rate 3.0% 2.2% 8.2% 2:8%

Minimum lease payments have not been reduced by minimum sublease rentals due in the future under
non-cancelable subleases, Such minimum sublease rentals were not significant. The present valug of
minimum finance lease payments included in “Short-term debt and current maturities of long-term
debt” and “Long-term debt” in the Consolidated Balance Sheets at December 31, 2019, amounts to
$17 million and $154 million, respectively,

Note 15
Commitments and contingencies

Contingencies ~ Regulatory, Compliance and Legal

Regulatory

In April 2014, the European Commissionannounced its decision regarding its investigation of
anticompetitive practices in the cables industry and granted the Company full immunity from fines
underits leniency program,

In February 2019, the Brazilian Antitrust Authority (CADE) announced its decision regarding its
investigation of anticomgpetitive practices in certain power businesses of the Company, including
flexible alternating current transmission systems {FACTS) and power transformers, and granted the
Company full immunity from fines under its leniency program.

As aresult-of an internal investigation, the Company self-reported to the Securities and Exchange
Commission (SEC) and the Department of Justice (Do) inthe United States as well asto the Serious
Fraud Office (SFO) in the United Kingdom concerning certain of its past dealings with Unacil and its
subsidiaries, including alleged improper payments made by these entities to third parties. The SFO has
commenced an investigation into this matter. The Company is cooperating fully with the authorities. At
this time, it is-not possible for the Company to make an informedjudgment about the outcome of these
matters,

Based on findings during an internal investigation, the Company self-reported to the SEC and'the DoJ,
to various authorities in Scuth Africa-and other countries as well as to certain multilateral financial
institutions potential suspect payments and other compliance concerns in connection with some of the
Company's dealings with Eskom and related persons. Many of those parties have expressed an interest
in, or commenced an investigation into, these matters and the Company is cooperating fully with them.
Although the Company believes that there may be an unfavorable outcome in one or more of these
compliance-related matters, at this timeitis not possible for the Company to make an informed
judgment about the possible financialimpact.

General

The Company is aware of proceedings, or the threat of proceedings, against it and others in respect of
private claims by customers and other third parties with regard to certain actual or alleged
anticompetitive practices. Also, the Company is subject to other claims and legal proceedings, as well
as investigations carried out by various law enforcement authorities. With réspect to the
above-mentioned claims, regulatory matters, and any related proceedings, the Company will bear the
related costs, including costs necessary to resolve them,

Liabilities recognized
At December 31, 2019 and 2018, the Company had aggregate labilities of $157 milliori and $221 million,
respectively; included in “Other provisions” and “Other non-current liabilities”, for the above regulatory,
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compliance and legal contingencies, and none of the individual liahilities recognized was significant. As
it:is not possible to make an informed judgment on, or reasonably predict, the outcome of certain
matters and as it is not possible, based on information currently available to management, to estimate
the maximum potential Hability on other matters; there could be material adverse outcomes beyond the
amounts accrued,

Guarantees

General

The following table provides quantitative data regarding the Company’s third-party guarantees, The
maximum potential payments represent a “worst-case scenario”, and do notreflect management'’s
expected outcomes.

Maximuin potantial

paymentss
pecember 31, {$in millions} 2019 20i8
Perfermance guarantées 1,860 1,584
Financial guarantees io 10
indemnification guarantees 64 64
Total 1,934 1,658

(1) Maximurnpotential payments ingiude amounts in both continuingand digscontinued operations

The carrying amount of liabilities recorded in the Consolidated Balance Sheets reflects the Company's
best estimate of future payments, which it may incur as part of fulfilling its guarantee obligations. In
respect of the above guarantees, the carrying amounts of liabilities at December 31, 2019 and 2018,
were not significant.

The Company is party to various guarantees providing financial or performance assurances to certain
thivd parties. These guarantees, which have various maturities up to 2027, mainly consist of
performance guarantees whereby (i) the Company guarantees the performance of a third party's
product or seérvice according to the terms of a contractand (ii) as member of a consortium/joint
venture that includes third parties, the Company guarantees not only its own perfarmance but also the
work of third parties. Such guarantees may include guarantees that a project will be completed withina
specified time, If the third party does not fulfill the obligation, the Company will compensate the
guaranteed party in cash or in kind. The original maturity dates for the majority of these performance
guarantees range from one to eight years.

In conjunction with the divestment of the high-voltage cable and cables accessories businesses, the
Company has entered into various performance guarantees with other parties with respect to certain
Habilities of the divested business. At December 31, 2018 and 2018, the maximum potential payable
under these guarantees amounts to-$898 million and $771 million, respectively, and these guarantees
have various maturities ranging from one toten years.

Commercial commitimants

In addition, in the normal course of bidding for and executing certain projects, the Company has
entered into standby letters of credit, bid/performance bonds and surety bonds (collectively
“performance bonds”) with various financial institutions. Customers can draw on such performance
bonds in the event that the Company does not fulfill its contractual obligations. The Company would
then have an abligation to reimburse the financial institution for amounts paid under the performance
bonds. At December 31, 2019 and 2018, the total outstanding performance bonds aggregated to

$6.8 billion and $7.4 billion, respectively, of which $3.7 billicn and $4.3 billion, raspectively, relate to
discontinued operations. There have been no significant amounts reimbursed to financial institutions
under these types of arrangements in 2018, 2018 and 2017,

Product and order-related contingencies
The Campany calculates its provision for product warranties based on historical claims experience and
specificreview of certain contracts.
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Thereconciliation of the"Provisions for warranties”, including guarantees-of product performance; was
as follows:

{$in millions) 2019 2018 2017
Balance at Janyary 1, 248 208 815
Mat change in warranties due to acquisitions,

divestments and fiabilities held for saje (88) o 30
Claims paidin cash orinkind (310} {307) {243)
ﬁé;. “thcvi'e‘ase in provisioﬁf‘;r changes in gstimates, R

warranties issued and warranties expired 276 341 234
Exchangerate differences {10y (36} 73
Balance at December 31, 816 948 209

{1} mciudes adjustments to the initial purchase price allocation recorded during the measuremerit period,

During 2018, the Company recorded changes in the estimated amount for a product warranty relating
to a divested business whichis included within Corporate and Other. The relevant product had an
upexpected level of product failure which requires higher than expected costs toremediate. As a result,
warranty expenses of $92 million, were recorded in *Cost of sales of products”in 2018. As these costs
relateto a divested business, inaccordance with the definition of the Company’s primary measure of
segment performance, Operational EBITA (see Note 23), the costs have been excluded from this
measure.

The warranty liability has been-recorded based on the information currently available andis subject to
change inthe future,

Related party transactions

The Company conducts business-with certain companies where members of the Company’s Board of
Directors or Executive Compnittee act,-or in recent years have acted, as directors or senior-executives.
The Company's Board of Directors has determined that the Company's business relationships with
those companies do not constitute material business relationships. This determination was made in
accordance with the Company’s related party transaction policy which was prepared based on the
Swiss Code of Best Practice and the independence criteria set forth in the corporate governance rules
of the New York Stock Exchange.
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Note 16
Income taxes

"Provision for taxes” consisted of the following:

{$ in millions) 2019 2018 2OLT
Currenttaxes, | Bss 88 782
Deferred taxes (83} (142} (199)
Tax expense from continuing operations 712 544 583
Tax expense from discontinued operations 167 228 213

Income tax expense from continuing operations is reconciled below from the Company’s
weighted-average global tax rate {rather than from the Swiss domestic statutory taxrate) as the parent
company of the ABB Group, ABB Ltd, is domiciled in Switzerland and income generated in jurisdictions
outside of Switzerland (hereafter “foreign jurisdictions”} which has already been subject to corporate
incame tax in those foreign jurisdictions is, to a large extent, tax exemptin Switzerland. There is no
requirement in Switzerland for any parent company of a'group to file a tax return of the consolidated
group determining domestic and foreign pre-tax income. As the Company's consolidated income from
continuing operations is predorminantly earned outside of Switzerland, corporate income tax in foreign
jurisdictions largely determines the weighted-average global tax rate of the Company.

On Decembier 22, 2017, the LLS, government enacted comprehensive tax legislation commonly referred
to as the Tax Cuts and Jobs Act (the Tax Act). The Tax Act makes broad and complex changes to the U.8,
tax code. The SEC staff issued Staff Accounting Bulletin No. 118, which allowed the Company to record
provisional'amounts in income tax expense from continuing operations inthe 2017 financial
statements. The estimated impact included a benefit of $30 million due to changes intax rates,
valuation allowance on foreign tax credits and undistributed earnings of subsidiaries, offset by

$26 million charge for one-time transition tax. The amounts were finalized in 2018 and no material
change tothe estimated figures was recorded,

The reconciliation of “Tax expense from continuing operations” at the weighted-average tax rate to the
effective tax rate is as follows:

($ inmiltions, except % data) 2019 2018 2017
fncome from continuing operations before taxes 1,862 2,119 2,102
Weighted-average global tax rate 18.3% 22.2% 23.6%
Income taxes at weighted-average tax rate 341 470 AG7
ttems taxed atrates other thanthe weighted-average tax rate (7} 43) {(114)
Changes in valuation allowance, net ) 198 41 763
Effects of changesin tax laws and {enacted) tax rates 63 1 {747)
Non-deductible expenses ) 44 86 58
Other, net 133 {11) 126
Tax expense from continuihg operations Ti2 544 583
Effective tax rate forthe year 44.5% 25.7% 21.7%

Thealiocation of consolidated income from continued operations, which is predominantly earned
outside of Switzerland, impacts the "weighted-average global tax rate™. In 2019, based onths enacted
tax rates in the applicable jurisdictions, the loss recorded for the planned sale of the solar inverters
business reduced the weighted-average global tax rate by approximately 2 percent,

in 2018 and 2017, the benefit reported in "items taxed at rates other than the weighted-average tax
rate™included positive impacts of $17 million and $72 million, respectively, relating to non-taxable
amounts for net gains from sale of businesses. In 2019, the amount was not significant,

In 2018, "Changes in valuation allowance, net” includes adjustments to the valuation allowancé in
certain jurisdictions where the Company updated its assessment that it was more likely than not that
such deferred tax assets wolld be realized. In 2019, the Company recorded anincrease of $158 million
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to the valuation allowance in certain operations in North America including an amount to provide for
certain deferred tax.assetsarising in 2019,

in 2018, the "Changes in valuation allowance, net” inciuded adjustments invaluation allowance recorded
in certain jurisdictions where the Company updated its assessment that it was morelikely than not that
such deferred tax assets would be realized. The amount included anincrease of $40 million relating to
certain operations in Central Europe.

In 2019, “Effects of changes in tax laws and (enacted) taxrates” primarily reflects a change in tax law
applicable to a country in Europe. The benefit was mostly offset-by a related change in the valuation
allowance, resulting in.a net benefit of §17 million. In 2017, the relevant tax rate applicable to one-of the
Company's subsidiaries increased and in connection with this change, the Company benefited from an
increase of $721 million in deferred tax assets relating to certain long-term assets. This benefit was also
offset by a related change in the valuation allowance of $668 million as the Company determinedthat it
was more likely than not that such deferred tax assets would not be realized.

In 2019, 2018 and 2017, “Non-deductible expenses” includes $44 million, $86 million.and $58 million,
respectivaly, in relation to items that were deducted for financial accounting purposes but wers not tax
deductible, suchas interast expense, local taxes on productive activities, disallowed meals and
entertainment expenses and other gimilar items.

iy 2019 and-2017, "Other, net™in the table above included net charges of $91 million and $148 million,
respectively, related to the interpretation for tax law and double tax treaty agreements by competent
taxauthorities while'in 2018, “Other, net” included a net benefit of $22 million,

Deferred income tax assets and liabilities (excluding amounts held for sale and in discontinued
operations) consisted of the following:

December 31, ($ inmillions) 2019 2018
Deferred tax assets:

unused-taxiosses and credits 507 600
Provisions and other accrued liabilities 650 T69
fensian 592 476
Inventories 463 253
Intangibles and ather non-current assets o7z 1,031
Other 300 122
Total gross deferred tax asset 3,484 3,251
Valuation allowance {1,632} {1,535)
Total grogs deferred fax asset, net of valuation allowance 1,852 1,716

Deferred tax liabkilities:

Property, plant and equipment (244) (202)
iﬁ%;uﬁgibles and othé:;;sets G749y (770)
Pension and other Habilities (538) (153)
m@;wﬂ T (39} (67)
Unremitr;é—;%rnings* T (353) (445)
Total gross deferred tax liability {1,853) (1,637)
Net deferred tax asset (liability) ' (1 79
tichadad in:

*Dieferred taxes?~ neh—cufrent agsets 210 1008
“Deferred taxes” — non-current liabilities ©11) 1927)
MNet deferred tax asset (Hability) {1 9

Certain entities have deferred tax assets related to net operating loss carry-forwards and ather items.
As recognition of these assets in certain entities did not meet the more likely than not criterion;
valuation allowances have been recorded and amount to $1,632 million and $1,535 million, at December
31, 2019 and 2018, respectively. "Unused taxlosses and credits” at December 31, 2019 and 2018, in the
table above, included $126 million and $145 million, respectively, for which the Company has established
a full valuation allowance as, dueto limitations imposed by the relevant tax Jaw, the Company
determined that, more likely than riot, such deferred tax assets would not be realized.
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The valuation allowance at Decamber 31, 2019, 2018 and 2017 was $1,632 million, $1,535 miillion and
$1,303 million, respectively.

At.December 31, 2019 and 2018, deferred tax liabilities totaling $352 million and $445 million,
respectively, have been provided for primarily inrespect of withholding taxes; dividend distribution
taxes or additional corporate income taxes (hereafter “withhelding taxes”) on unremitted earnings
which will be payable in foreignjurisdictions on the repatriation of earnings to Switzerland. Income
which has been generated outside of Switzerland and has already been subject to corporate income tax
in such foreign jurisdictions is, to a'large extent, tax exempt in Switzerland. Therefore, generally no or
only limited Swiss income tax-has to be provided for on the repatriated earnings of foreign subsidiaries,

Certain countries levy withholding taxes on dividend distributions. Such taxes cannot always be fully
reclaimed by the shareholder, although they have to be declared and withheld by the subsidiary. In 2019
and 2018, certain taxes arose in certain foreign jurisdictions for which the technical merits do not allow
utilization of benefits. At December 31, 2019 and 2018, foreign subsidiary retained earnings subject to
withholding taxes upon distribution of approximately $100 million and $100 million, respectively, were
considered as indefinitely reinvested, as these funds are used for financing current operations as well
as business growth through working capital and capital expenditure in those countries and,
consequently; no deferred tax Hability was recorded,

At December 31, 2019, net operating loss carry-forwards of $1,999 million and tax credits of $78 million
were available to reduce future taxes of certain subsidiaries, Of these amounts, $1,203 million of loss
carry-forwards and $52 million of tax credits will expire in varying amounts through 2039, while the
remainder will not expire. The largest amount of these carry-forwards related to the Company’s Europe
operations,

Unrecognized tax benefits consisted of the following:

Penalties and
interest related
Unrecognized tounrecognized

{$ in millions) tax benefits tax henefits Total
Classification as unrecognized taxitems on January 1, 2017 760 172 932
Increase relating to prioryear tax positions 115 103 218
Decrease relating to prior year tax positions (78) @&3n {113)
Increase relating to current yeartax positions 223 e 223
becrease due tosettlements with tax authorities (23} (2 {25}
Decrease as aresult of the applicable statute of limitations {75) {12y (87)
Exchange rate differences 10k 18 119
Balance at December 31, 2017,

which would, if recognized, affect the effective tax rate 1,085 242 1,267
Wet change due to acquisitions and divestments 8 e -]
Incrense relating to prior year tax positions 35 3t T2
Decrease relating to prior yeartax positions (93} 14 (85)
increase relating to current year tax positions 126 5 131
Deacrease due to settierments with tax authorities {44) {17) {61}
Decrease as.aresult of the appticaﬁie statute of limitations (66} {311 {97}
Exchange rate differences k (24) {113 (35}
Balance at December 31, 2018,

which would, if recognized,; affect the effective tax rate 51 239 1,200
Nat change due to acquisitions and divestments 11 7 18
tncrease relath w prior ye};rfgﬁpcgggps 202 85 287
Decrease relating to prior year tax positions (82) (63) {145)
Increase relating to current year tax positions 163 & 169
Ddcreass dLe to gettiements with MtJax authorities (87} (8) {65}
Decrease as a result of the applicable statute of limitations (83) (28) {111y
Exchange rate differences )] (5} (14}
Balance at December 31, 2019,

which would, if recognized, affect the effective tax rate 1,108 233 1339
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In 2019, 2018 and 2017, the “Increase relating to current year tax positions” included a total of
$163 million, $111 million and $193 million, respectively, intaxes related to the interpretation of tax law
and double tax treaty agreements by competent tax authorities.

In 2019, the “Increase relating to prior year tax positions” is predominantly related to the interpretation
of tax law and double tax treaty agreements by competent tax authorities.

At Decemiber 31, 2019, the Company expected the resolution, within the next tweive months, of
unrecognized tax benefits related to pending court cases amounting to $76 million for taxes, penalties
and interest. Otherwise, the Company had not identified any othersighificant changes which were
considered reasonably possibleto occur within the next twelve months.

At December 31, 2019, the earliest significant open tax years that remained subject to examination were
the following:

-
Region Year
Eurape 2011
Thie Américas 2018

Asia, Middle East and Africa 2010
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Note 17
Employee benefits

The Company operates defined benefit pension plans, defined contribution pension plans, and
termination indemnity plans, inaccordance with local regulations and practices. The Company’s most
significant defined benefit pension plans are in Switzerland as well as in Germany, the United Kingdom,
the U5, Sweden and Finland, These plans covera large portion of the Company’s eniployees and
provide benefits to employees in the event of death, disability, retirement, or termination of
employment. Certain of these plans are multi-employer plans. The Company also operates other
postretirement benefit plansincluding postretirement health care benefits and other employee-related
henefits for active employees including long-service award plans, The measurement date used for the
Company's employee benefit plans is December 31, The funding policies of the Company’s plansare
consistent with the local government and tax requirements,

The Company recognizes in its Consolidated Balance Sheets the funded status of its defined benefit
pension plans, postretirement plans, and other employee-related benefits measured as the difference
between the fair value of the plan assets and the benefitobligation,

Unless otherwise indicated, the following tables include amounts relating to both continuing and
discontinued operatians,

COhligations and funded status of the plans
The change in benefit obligation, changein fair value of plan assets, and funded status recognizedin
the Consolidated Balance Sheets were as follows:

Defined pension Other postretiremeant
henefits
international International

{S:in millions) 2019 2018 2019 2018
Benefit obligations at January 1, 7,429 7,892 120 i3z
Service cost 113 122 1 1
Interestcost 174 198 4 4
Contributions by plan participants 15 69 19 18 o e
Bepefit payments {(244) (239 (40:4y {318} {10} {11y
Benefit obligations of businesses acquired

{divested) e 10 {21) B0 o 8
Actuarial (gain) loss 323 6 617 {22) 0 (12
Plan amendments and other — &b G {119) 5 —
Exchange rate differances 70 {26} {58} {330} i {2}
Benefit obligation at December 31, 4,308 3,993 7,878 TA2H 110 120
Fairvaiue of plan assets at January 1, 3,879 4,020 5,866 6,514 — —_
Actual return on plan assets 320 (41} 689 (184} — —
Cantributions by emplayer oL 89 115 152 10 11
Contributions by plan participants 5 @9 18 16 —_ —_
Benefit payments {244} {239} {404} (318} [€10)] {11)
Plan assels of businesses acquired {divested) — 7 {12} 39 s -
Plan amendments and other — — — (94) e —
Exchange rate differences 68 {26) (27) (259) — —
Fair value of plan assets at Decamber 31, 4,189 3,879 6,246 5,866 — —

Funded status — undarfunded {119} (114) {1,632) {1,563) {110) (120Q)
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The amounts recognized in “Accumulated other comprehensive loss” and "Noncontrolling interests”

waeare:
Defined pension Other postretirement
benefits benefi;tiww
December 31, ($ in millions} 2019 2018 2017 2019 2018 2017
Netactuarial {loss) gain (2,777 (2,628) {2;321) 28 . 30 20
Priot service credit G2 74 98 13 23 27
Amount recognized in OCIEL and NCH (2,715) {2,554} (2,222) 41 53 47
Taxes associated with
amount recoghnized in OCI and NCI 571 535 503 — — —
Amount recognized in
OCland NCI, net of tax(s {2,144) {2,019} {1,719} 41 53 47
(13- GClrepresents "Accumulated other comnprehensive loss”,
(2} NCIrepresents “Moncontraliing interests”,
{3} NCI pet of tax, amotmted to $0 million, $(1) million, and $¢ million a8 December 31, 2019, 2018 and 2017,
inaddition, the following amounts were recognized inthe Company's Consolidated Balance Sheets:
Defined pension Qther postretirement
benefits benefits
Switzeriand International international
{% in millians) 2019 2018 2019 2018 2019 2018
Overfunded pfans 52 24 i 59 —_ —
Underfunded plans < curfent (78) e (295) (19) {14) (11}
Underfunded plans -non-current {103) (138) (1,408) (1,603 {96} {108}
Funded status ~underfunded {t19) (114) {1,632} {1,563) {110) {120)
Amounts reported as
assets and labilities held for sale {78} {93) {277} (1ea (5) —
December 21, {$ in millions) 2019 2018
Non-currentassets
o T " i i 132 83
B - 1 B
Pension and other employéeé benefits 133 84
pacember 31, ($in millions) 2019 2018
Current liabilities
Underfunded pension plans (374) {19)
uUnderfunded other postretiremeant benefit plans {14} 11)
Other emnplovee-related benefits (72) £10)
Pension.and other eniployee banefits {460) {40}
Arnounts reported as Current lfabilities held for sale (424) {4)
December 31, {5 in millions) 2019 2018
Non-current liabilities
Underfunded pension plans (1,510) 1,741)
Underfunded other postretirement benefit plans (96) (109}
COther érﬁwpioyee:;é!ﬁt.é& benefits (186} (246)
Pension and other employee benefits (1,792) {2,0986)
Amounts reported asuthn-current liabilities held for sale e (2E6)




ABB ANNUAL REPORT 2019 04 FINANCIAL REVIEW OF ABB GROUP 198

The accumulated benefit obligation (ABO) for all defined benefit pension plans was $11,981 million and
$11,249 million at December 31, 2019 and 2018, respectively, The projected benefit obligation (PBO),
ABO and fair value of plan assets, for pension plans with a PBO inexcess of fair value of plan assets or
ABQ in excess of fairvalue of plan assets, was;

PBO exceeds fair value of planassets ABO exceeds fairvalue of plan assets
December 31, Switzerland international Switzeriland international
{$ in millions) 2019 2018 2019 2018 2019 2018 2019 2018
3,769 3,482 7,346 6,897 3,769 3,482 1,228 5,872
3,768 3,482 7,156 6,743 3,768 3,482 7,054 5,724
!&air value";’::‘f‘plan assets 3,588 3,344 5,643 5,275 3,588 3,344 5,637 5,254

All of the Company’s other postretirement benefit plans are unfunded.

Components of net periodic benefit cost
Met periodic benefit cost consisted of the following:

Defined pension Other postretirement
bhenefits benefits
Switzerland international international
{$ in millions) 2019 2018 2017 2019 2018 2017 2019 2018 2017
Operational pension cost:

Service cost 76 92 106 Ii3 122 122 1 i L
Operationalpension cost 76 9z 106 113 122 122 L 1 1
Non-operational pension cost (credit):

fnterest cost 15 30 41 174 198 208 4 4 5

Expected return onplan assets (112) (117 12y 276y  {308) (295} — — —_

Amortization of prior servi;e cost {credit) {14) {15) 10 2 1 1 {5) (5) (3}

Amortization of net actuarial loss - — — 108 a2 oL (3} (1) {1}

Curtailments, settiements e

and special termination benefits 11 — S 27 23 16 {10) e {1}
Non-operational pension cost (credit) (100} (102) (61) 38 9 21 {14} {2 {2)
Net periodic benefit cost {24} {10) A5 148 131 143 (13} {1) [§5)

The components of net periodic benefit cost other than the service cost component are included inthe
line *Non-operational pension (cost) credit” in the income staterent, Net periodic benefit cost includes
$47 million, $45 million and $55 million in 2019, 2018 and 2017, respectively, related to discontinued
opérations.

Assumptions
The following weighted-average assumptions were used to determine benefit obligations:

Other postretirement

Defined pension benefits benefits
Switzerland International international
December 31, {in %) 2018 2018 2ole 2018 2019 2018
Discount rate 0.2 0.8 2.0 2.8 2.8 3.8
Rate of compensationincrease — o 2.8 [ 0.2 0.2
Rate of pensionincrease — — 1.3 i4 it i
Cashbalance interest credit rate 1.0 1.0 1.6 1.6 —_ —_

For the Company’s significant benefit plans, the discount rate used at each measurement date is set
based on a high-quality corporate bond yield curve ~ derived based on bond universe information
sourced from reputable third-party index and data providers and rating agencies - reflecting the
timinig, amount and currency of the future expected benefit payments for the respective plan.
Consistent discount rates are used across all plans ineach currency zone, based onthe duration of the
applicable plan{s)in that zone. For plans in the other countries, the discount rate is based on high
quality corporate or government bond yields applicable in the respective currency, as appropriate at
each measurement date with a duration broadly consistent with the respective plan's obligations.
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Atthe end of 2018, the Company changed the approach used to calculate the service and interest
components of net periodic benefit cost forits significant benefit plans to provide a more precise
measurement of service and interest costs, This change compared to the previous approach resultedin
a net-decrease in the service and interest componsnts for benefit costin 2019, Previously, the Company
calculated the service and interest cost components utilizing a single weighted-average discount rate
derived from the yield curve used to measure the banefit obligation at the beginning of the period. The
Company has elected to utilize an approach that discounts the individual expected cash flows using the
applicable spot rates derived from the yield curve over the projected cash flow period. This change does
not affect the measurement of our total benefit obligations.

The following weighted-average assumptions were used to determine the “Net periodic banefit.cost™

Defined pension Other postratirement
benefits benefits
Switzerland international International

{in %) 2019 2018 2017 2019 2018 2017 2019 2018 2017
Discount rate 0.8 0.8 1.1 2.8 2.6 2.8 3.9 3.2 3.3
Expectedlong-ternirate of retury on plan

assets 30 3.0 3.0 4.9 4.9 5.0 — e ==
Rate of compensation increase Somn — — 2.4 2.5 2.5 o0z — —
Cash balance interast credit rate 1.0 1.0 1.0 1.6 1.7 1.7 i — s

The "Expected long-term rate of return on plan assets” is derived for.each benefit plan by considering
the expected future long-term return assumption for each individual asset class, A single long-term
return assumption is then derived for each plan based upon the plan's target asset allocation.

The Company rmaintains other postretirement benefit plans, which are generally contributory with
participants’ contributions adjusted annually. The assumptions used were:

December 31, 2019 2018
Health care cost trend rate assumed for next year 6,3% 6,1%
Rateio which theé trend rate is assumed to decline (theultimate trend rate) 5,0% 5.0%
Year that the rate reaches the bitimate trénd rate 2028 2028
Plan assets

The Company has pension.plans invarious countries with the majority of the Company’s pension
Hiabilities deriving from alimited humber of these countries,

The pension plans are typically funded by regular-contributions from employees and the Company.
These plans are typically administered by boards of trustees (which include Company representatives}
whose primary responsibilities include ensuring that the plans meet their Habilities through
contributions and investrment returns, The boards of trustees have the responsibility for making key
investment strateqgy decisions within a risk-controlled framework,

The pension plan assets areinvested in diversified portfolios that are managed by third-party asset
managers, in accordance with local statutory requlations, pensionplanrules and the respective plans’
investment guidelines, as approved by the boards of trustees.

Plan assets are generally segregated from those of the Company and invested with the aim of meeting
therespective plans' projected future pension Habilities, Plan assets are measurad at fair valueat the
balance sheet date.

The boards of trustees manage the assets-of the pension plansin a risk-controlled mannerand assess
the risks embedded in the pension plans through asset/liability management studies. Asset/liability
managemaent studies typically take place every three years. However, the risks of the plans are
monitored on an ongoing basis.

The board of trustees’ investment goal is to maximize the long-term returns of plan assets within
specified risk parameters, while considering the future liabilities and lguidity needs of the individual
plans, Risk measures taken into account inclide the funding ratio of the plan, the likelihood of
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extraordinary cash contributions being required, the risk embedded in eachindividual asset class, and
the plan asset portfolio as a whole,

The Company’s global pension asset allocation is the result of the asset allocations of the individual
plans, which are set by therespective boards of trustees, The target asset allocation of the Company's
plans on.a weighted-average basisis as follows:

Target

{In %]} - Switzarland interrational
Asset class

Equity 19 19
Fixed income 54 64
Realestate 22 7
Other 5 10
Total 100 100

The actual asset allocations of the plans arein line with the target asset allocations.

Equity securities primarily includes investments in large-cap and mid-cap publicly traded companies.
Fixed income assets primarily include corporate bonds of companies from diverse industries and
government bonds. Both fixed income and equity assets are invested either via funds or directly in
segregated investment mandates, and include an allocation to emergitg markets, Real estate consists
primarily of investmants in real estate in Switzerland held in the Swiss plans. The "Other” asset class
includes Investments in private equity, hedge funds, commaodities, and cash, and reflects a variety of
investment strategies,

Based on the above global asset allocation and the fair values of the plan assets; the expected
long-term return-on assets at December 31, 2019, is 3.8 percent, The Company.and the localboards of
trusteesregularly review the investment performance of the asset classes.and individual asset
managers. Due to the diversified nature of theinvestments, the Company is of the opinion that no
significant concentration-of risks exists in its pension fund assets.

At December 31, 2019 and 2018, plan-assets include ABB Ltd's shares {as well as aninsignificant amount
of the Company’s debtinstruments) with a total value of $10 million and $8 million, respactively,

The fair values-of-the Company’s pension plan assets by asset class are presented below. For further
information on the fair value hierarchy and an.overview of the Company's valuation techniques applied,
see the "Fair value measures” section of Note 2.

Not subject Total

Décember 31, 2019 ($ in'millions) Level 1 Level?2 toleveling!™ fairvalue
Assetclass
Equity

Equity securities k 224 7 — 231

Mutual funds / commifigled funds w— 1,687 23 1,710

Emerging market mutual funds / commingled funds ‘ — 338 o 338
Fixed income ~ . ) . -
Government and corperate sacuriies T Toi3 T
1 éb#e(r;}r\fgt;;{cﬁrﬁgré mutual funds / commingled funds — 3,738 31 3,769
émergmg méf@t Qond;s - nﬁu&uai funds / commﬂiwngled funds e B80S - BOS
Raalestate i — 1,433 1,433
Insurance contracts e 123 — iz3
Cash and shortterm investments 10F 152 e 253
Private aquity —_ e 211 211
Hedge funds — — 1 i
Commauodities o 26 —_ 26

Total 846 7,890 1,699 10,435
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Not subject Total

Decernber 31, 2018 {$ in millions}) Level 1 Level2 toleveling® fairvalue
Asgetclass
Equity
CEquitysecurities . 209 — — 209
“Mutualfunds / commingled funds — 1,433 39 1,472
mErﬁerg%ng marketmun;!_funds,_/cncar;nné!éd?;ndsW ) - 363 i 363
FIE(Ed R _i. T T BT TUTNNT e

Government and corporate securities 524 97 — 1,521

Government and corporate -~ mutual funds / commingled funds o 3,486 e 3,496

Emerging markst bonds—mutual funds /f'commingled funds R T8 — 729
Realestate — — 1,381 4,381
Insurance contracts o 121 e 121
Cash a-nd short-term investments ) 202 86 — 288
Private Equitym_“_ » - e 139 138
Medgefunds = ~ 2 2
Commadities N S — 24 — 24
Total 935 7,248 1,561 9,745

{11 Amounts relate to assets measured using the NAV practical expedient whichare not subjectto leveling.

The Company applies accounting guidance related to the presentation of certain investments using the
net asset valug (NAV) practical expedient. This accounting guidance exempts investments using this
practical expedient from categorization within the fair value hierarchy,

Contributions
Employer contributions were as follows:

pefined pension Other postretiremeant
benefits benefits
Switzerland International International

{$ in millions) R019 2018 2019 2018 2018 2018
Tetal contributions to defined benefit pension

and cther postretirement benefit plans 91 89 115 152 10 11
Of which, discretionary contributions

to-defined banefit pension plans 2 — [ 25 s —

In 2019, 2018 and 2017 total contributions included non-cash contributions totaling $13 millien,
$31 million and %31 million, respectively, of available-for-sale debt securities to certain of the Company's
pensionplans,

The Company expects to.contribute approximately $356 million, including $167 millionin discretionary
contributions, toits defined benefit pension plans in 2020. Of these discretionary contributions

$156 million are expected to be non-cash contributions. The Company expects to contribute
approximately $10 million to its other postretirement benefit plans in 2020,

The Company also contributes to a number of defined contribution plans. The aggregate expense for
these plans was $245 million, $245 million and $233 million in 2019, 2018 and 2017, respectively.
Contributions to multi-employer plans were not significant in 2019, 2018 and 2017, Defined contribution
expenseincludes $55 million, $59 million and $61 milllon in 2019, 2018 and 2017, respectively, related to
discontinued operations,
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Estimated future benefit payments
The expected future cash flows to be paid by the Company’s plans in respect of pension and other
postretirement benefit plans at December 31, 2019, are as follows:

Defined pension Other postretirement
benefits benefits
(% tn millions) Switzeriand international International
;DZD 3358 345 10
2021 B 254 347 ‘ g
2022 o 239 ' 346 3
2023 2286 343 9
2024 ; 215 344 8
Years 20262029 961 1727 34

Note 18
Share-based payment arrangements

The Company has three principal share-based payment plans, as more fully described in the respective
sections below. Compensation cost for equity-settled awards is recorded in “Total cost of sales™andin
“Selling, general and administrative éxpenses” and totaled $46 million, $50 million and $49 million in
2019, 2018 and 2017, respectively. Compensationcost for cash-settled awards is recorded in “Selling,
general and administrative expenses” and is disclosed in the "WARs", "LTIP" and "Cther share-based
payments” sections of this note.: The total tax benefit recognized in 2018, 2018 and 2017 was not
significant.

At-December 31, 2019, the Company had the ability to issue Up 16 94 million hew sharas out of
contingent ¢apital in connection with share-based payment arrangements. In addition, 35 million
shares held by the Company as treasury stock at December 31, 2019, could be used to settle
share-baseéd paymentarrangements.

As the primary trading market for the shares of ABB Ltd is the SIX Swiss Exchange {on which the shares
aretraded in Swiss francs)and substantially ali the share-based payment arrangements with employees
are based on the Swiss franc share or have strike prices set in Swiss francs, certain data disclosed below
related to the instruments granted under share-based payment arrangements are presented in Swiss
francs.

Mip
Under the MIP, the Company offers aptions and cash-settied WARs to key employees forno
consideration,

The options granted under the MIP allow participants.to purchase shares of ARB Ltd at predetermined
prices. Participants may sell the options rather than exercise theright to purchase shares. Equivalent
warrants are listed by a third-party bank onthe SIX Swiss Exchange, which facilitates pricing and
transferability of options granted under this plan. The options entitle the holder to request-that the
third-party bank purchase such optionsat the market price of equivalent listed warrants related tothat
MiP launch. If the participantelects to sell the options, the options will thereafter bie held by a third
party and, consequently, the Company’s obligation to deliver shares will be toward this third party,

Each WAR gives the participant the right to receive, in cash, the market price of an equivalent listed
warrant onthe date of exercise of the WAR, Participants may exercise or sell options and exercise WARs
after the vesting period, which is three years from the date of grant. All options and WARs expire six
years from the date of grant,

Opiions

The fair value of each option is estimated onthe date of grant using a lattice model that uses the
assumptions noted in the table below. Expected volatilities are based on implied volatilities from
equivalent listed warrants on ABB Ltd shares. The expected term of the options granted is the
contractual six-year life of each option, based on the fact that after the vesting period, a participant can
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elect to-sell the option rather than exercise the right to purchase shares,; thereby also realizing the time
value of the'options. The risk-free rate is based on a sixsyear Swiss franc interest rate, reflecting the
six-year contractual life of the options: In estimating forfeitures, the Company has used the data from
previous comparable MIP-launches.

2019 2018 2017
Expected volatility 18%. 17% 19%
Dividand yield . 4.7% 3.1% 7%
Expacted term _ _ G years 8 years Syears
Risk-freainterestrate =0.9% ~0.1% (1%
Presented below is'a summary of the activity related to options under the MIP:
Weighted- Weighted-
average average Aggregate
Number Mumber exercise price remaining  intrinsic value
of options of shares (inSwiss contractual  {in millions of
{inmillions)  (inmillionsy® francs)®!  term {inyenrs) Swissfrancs)is
Outstanding atJanuary,20te 0 .48 LB BLES
Granted 63.5 2.7
Faorfeited (9.9) (2.0)
Expired {81.0) {16.2)
Qutstanding at December 31, 2019 417.6 83.5 3.0 188
Vested and expected to vestat
Decamber 31, 2019 413.6 82,7 21,15 3.0 185
Exercisable at December 31,2019 239.6 47,3 20.78 1.8 124

(1) infarmation presented reflects the number of ABB Ltd shares that can be received upon exercise, as.options have a conversionratio of §:1.

(2} Information presented-reflects the exercise price per ABB Ltd share.

{3} ‘Cemputead using the dosing price, in Swiss francs, of ABB Lid shares on the SIX Swiss Exchangé and the exercise price ofeach aptionin
Swigs francs,

At December 31, 2019, there was $39 million of total unrecognized compensation cost related to
non-vested options granted under the MIP, That cost is expected to be recognized over a
weighted-average period of 2.0 years. The weighted-average grant-date fairvalue {per option) of
options granted during 2019, 2018 and 2017 was 0.34 Swiss francs; 0.46 Swiss francs and 0.47 Swiss
francs, respectively. In 2018 and 2017, the aggregate intrinsic value (on the date of exercise) of options
exercised was $13 million and $38 million, respectively; while the amount in 2018 was not significant,

Presented below is a summary, by launch, refated to options outstanding at December 31, 2019;

Welghted-average

Number of options Number of shares remainihg contractual
Exercise price {in Swiss francs)! {inmillions) {in millions}& term (inyears)
21,00 723 14.5 o7
19,50 78.1 156 16
21.50 7279 14,5 2.7
22.50 66.1 13.2 3.6
23.50 65.0 13.0 4.7
18,00 63.4 12.7 5.7
Total number of options and shares 4116 83,8 3.0

{1} Inforfatian prasénted feflacts the exercise price per share ofABB L.
(2} Information presented réflects the nurber of shares of ABB Ltd that ¢an be received upon exercise.

WhRs

As each WAR gives the holder the right to receive cash equal to the market price of the equivalent listed
warrant on date of exerciss, the Company records a liability based upon the fair valug of outstanding
WARs at each period end, accreted on a straight-line basis over the three-year vesting period. In
“Sefling, general and adininistrative expenses”, the Company recorded income of $14 millon in 2018 and
ah expense of $19 mnillion in 2017, 4s-a result of changes in both the fair value and vested portion of the
sutstanding WARs, The amouhit in 2019 was not significant. To hedge itsiexposure tofluctuations in the
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fair value of outstanding WARs, the Company purchased cash-settled call options, which entitle the
Company to receive amounts equivalent to its obiligations under the outstanding WARs, The
cash-settled call options.are recorded as derivatives measured at fair value {(see Note 6), with
subsequent changes in fair value recorded in earnings to the extent that they offset the change in fair
value of the ability for the WARs. In "Selling, general and administrative expensas”, the Company
recorded an expense of $18million in 2018 and income of $15 million in 2017, related to the cash-sattled
call options. The amount in 2019 was not significant.

The aggregate fairvalue of outstanding WARs was $26 million and $6 million at December 31, 2019 and
2018, respectively. The fair value of WARs was determined based upon the trading price of equivalent

warrants listed on the SIX Swiss Exchange.

Presented belowis a summary of the activity related to WARs:

{in:millions) Humber of WARs
outstanding at January 1, 2019 41.2
Granted 10.9
Exercised {8.9)
Forfeited . ) {0.3)
Expired (3.0}
Cutstanding at December 31, 20189 39.9
Exercisable at December 31, 2019 11,5

The aggregate fair value at date of grant of WARs granted in 2019, 2018 and 2017 was not significant. In
2018 and 2017, share-based liabilities of $6 million and $1C million, respectively, were paid upon exercise
of WARs by participants. The amount in 2019 is not significant.

ESAP

The employee share acquisition plan (ESAP) is an employee stock-option plan with a savings feature.
Emplovees save over a twelve-month period, by way of regular payroll deductions. At the end of the
savings period; employees choose whether to exercise their stock options using theirsavings plus
intarest, if any, to buy ABB Ltd shares (American Depositary Shares (ADS) in the case of employees in
the United States and Canada —each ADS representing one registeredshare of the Company) at the
exercise price set at the grant date, or have their savings returned with any interest, The savings are
accumulated in bank accounts held by a third-party trustee on behalf of the participants and earn
interest, where applicable. Employees can withdraw from the ESAP at any time during the savings
pariod and will be entitlad to a refund of their accumulated savings.

The fair value of each option is estimated on the date of grant using the same option valuation model as
described under the MIP, using the assumptions noted in the table below. The expected term of the
option granted has been determined to be the contractual one-year life of each option; at the end of
which the options vest and the participants are required to decide whether to exercise their options or
have their savings returned with interest, The risk-free rate is based on one-year Swiss francinterest
rates, reflecting the one-year contractual life of the options. In estimating forfeitures, the Company has
used the data from previous ESAP faunches.

2019 2018 2017
Expected volatility 18% 18% 17%
Dividend yield 4.1% 4:1% 3.1%
Expected term 1 year Tyear 1 year

Rigk-frea interestrate ~0.7% -0.6% ~0,6%
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Presented below Is a summary of activity under the ESAP:

Weighted-

Weighted- average Aggregate

average exercise remaining intringic value

Number of shares: price (in Swiss contractual {in'millicns of

{in millions)® francs)®  term (ib years) Swiss francs)®®
Qutstanding at January 1,2013 3.6 20,38
ot R &3 20.78
Forfeited ) v (0.3) 20.38
Exercised(® {0,5) 20,38
Mot exercised {savings returned plusinterest) (2.8) 20.38

Cutstanding at December 31,2019 2.3 20,78 q,s 6.0

Vested and expected tovestat |
December31, 2018 2.2 20.78 0.8 87
Exercisable it Decembar 31, 2019 — _ — o

(1) trcludes ghares représented by ADS.

(2}: Infarmation presented for ADS 1 based on equivalent Swiss franc denominated awards,

(3) Computed using the ¢losing price, in Swiss francs, ot ABB Ltd sharés on thie BIX Swiss Exchange and the exercise price of eachoptionin
Swigsfranis.

(1) The cashrecelvad upon exercise was approximately $10millon. The shares were delivered sut of traasury stock,

The exercise prices per ABB Ltd share and per ADS of 20,78 Swiss francs and $21.17, respectively, for the
2019 grant, 20.38 Swiss francs and $20:37, respectively, for the 2018 grant, and 26,26 Swiss francs.and
$26.24, respectively, for the 2017 grant were detérmined using the closing price of the ABB Ltd share on
the SIX swiss Exchange and ADS onthe New York Stock Exchange on the respective grant dates.

At December 31, 2019, the total unrecognized compensation cost related tonon-vested options granted
underthe ESAP was not significant, The welghted-average grant-date fair value (per option) of options
granted during 2019, 2018 and 2017 was 1.05 Swiss francs, 1.10 Swiss francs and 1.37 Swiss francs;
respectively. The total intrinsic value (on the date of exercise) of options exercised in 2017 was
$17.-million, while in 2019 and 2018 it was not significant.

LTIP

The Company has a long-termincentive plan (LTIP) for members of its Executive Committee and
selected other senior executives (Eligible Participants), as deéfined in the terms of the LTIP. The LTIP
involves annual conditional grants of the Company's stock to such Eligible Participants that are subject
to certain conditions. The ultimate amount delivered under the LTIPs based on achieving certain
results against targets, as set out below, over a three-year period from grant and the final amount is
delivered to Eligible Participants at the end of this period.

The 2019 and 2018 LTIP launches are composed of & performance component, based oh the Company’s
earmings per share performance; and a market component, based on the Company’s felative total
shareholder return, The 2017 LTIP launch is composed of two performance components: (i} a component
which is based on the average percentage achievement of income from continuing opérations, net of
tax, versus budget and (ii) a component which is based on the Company’s earnings per share
performance.

Far the relative total sharehalder return component-of the 2019 and 2018 LTIP launches, the actual
number of shares that will be delivered at a future date is based on the Company's total shareholder
return performance refative 1o a peer group of companies over a three-year period starting with the
year of grant. The actual number of shares that will ultimately be delivered will vary depending on'the
relative total shareholder return oUtcome achisved between a lower threshold (no shares delivered) and
anupper threshold (the number of shares delivered is capped at 200 percent of the conditional grant),
For the average percentage achievement of income versus budget component of the 2017 LTIR launch,
the actual numbier of shares that will be delivered at a future date is dependent on the average
percentage (of each year in & three-year period starting with the year of grant) of the Company’s income
from continuing operations, net of tax, divided by the Company’s budgeted incorme from operations,
net of tax. The actual number of shares that will ultimately be delivered will vary depending on the
average percentage that is achieved between a lower threshold (no shares delivered) and an upper
threshold (the number of shares delivered is capped at 150 percent of the conditional grant)
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Farthe earnings per share performance component of the 2019 and 2018 LTIP launches, the actual
number of shares that will be delivered at afuture date is based on the Company's average earnings pet
shareover three financial years; beginning with-the year of launch. For the earnings per share
performance component of the 2017 LTiP launch, the actual number of shares that willbe delivered ata
future date is dependent onthe Company's weighted cumulative earnings per share performance over
three financial years, beginning with the year of launch. The cumulative earnings per share performance
is weighted as follows: 33 percent of the first year's result, 67 percent of the second year's result and
100 percent of the third year's result. Under all LTIPlaunches, the actual number of shares that will
ultimately be deliverad-will vary depending on the earnings per share ocutcome as computed under each
LTtP launch, interpolated between ajower threshold (no shares delivered) and anupper threshold {the
number.of shares delivered is capped at 200 percent of the conditional grant).

Under each component of the 2019 and 2018 LTiP launches, an Eligible Participant receives 65 percent of
the shares that have vested in the form of shares and 35 percent of the value of the shares that have
vested in cash, with the possibility to elect to also receive the 35 percent portion in shares rather thanin
cash, Under each component of the 2017 LTIP launch, an Eligible Participant receives 70 percent of the
shares that have vestedin the form of shares and 30 percent of the value of the shares that have vested
in cash, with the possibility to eléct to also receive the 30 percent pertion in shares rather than in cash,

In addition, for certain awards to vest, the Eligible Participant has to fulfill a three-year service
condition as defined in the terms and conditions of the LTIP.

Presented belowis a summary of activity unider the LTIP:

Number of Shares Weighted-average

Conditionally Granted  grant-date fair value per

{in miiifons}) share (Swiss francs)

Nonvested at January 1, 2019 13 2181
Gra ‘ 1.3 15.84
Vested (1.1} 18.49
Forfeited {03y 19,68
Nonvested at December 31, 2019 1.0 19.26

Equity-settled awards are recorded in the “Additional paid-in capital” component of stockholders’
equity, with compensation cost recordedin "Selling, general and administrative expenses” over the
vesting period (whichis from grant date to the end of the vesting period) based onthe grant-date fair
value of the shares, Cash-settled awards are recorded as a liability, remeasured at fair value at each
reporting date for the percentage vested,; with changes in the liability recorded in "Selling, general and
administrative expenses”,

At December 31,2019, total unrecognized compensation cost related to equity-setiled awards'underthe
LTIP was not significant, The compensation costrecorded in. 2019, 2018 and 2017 for cash-settled
awards was not significant.

The.aggregate fairvalue, at the dates of grant; of shares granted in 2019, 2018 and 2017 was $18 million,
$19 million and $22 million, respectively. The total grant-date fair value of shares that vested during
2019, 2018 and 2017 was $21 million, $17 million and $22 miflion, respectively, The weighted-average
grant-date fair value (per share) of shares granted during 2019, 2018 and 2017 was 15.94 Swiss francs,
21,97 Swiss francs and 22,13 Swiss francs, respectively.

Far the ralative total shareholder return component of the 20192 and 2018 LTIP launches, the fairvalue of
granted shares at grant date, for equity-settied awards, and at eachreporting date, for cash-settled
awards, is determined using a Monte Carlo simulation model, The main inputs to this model are the
Company's share price and dividend yield, the volatility of the Company’s and the peer group's share
price as well as the correlation between the peer companies, For the average percentage achievement
of income versus budget component of the 2017 LTIR launch the fair value of granted shares is based on
the market price of the ABB Ltd share at grant date for equity-settled awards and at each reporting date
for cash-settled awards, as well as the probable cutcome of the average percentage achievement of
incame versus budget; as computed using a Monte Carlo simulation model. The main inputs to:-this
model are the Company’s and external financial analysts’ revenue growth rates and Operational EBITA
margin expectations. For the earnings per share compenent of the LTIP launches, the fair value of
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granted sharesis-based on the market price of the ABB Ltd share at grant date forequity-settled
awards and at each reporting date for cash-settied awards, as well as the probable outcome of the
earnings per share achigvement, as computed using a Monte Carlo simulation model. The main inputs
to this model are the Company’s and external financial analysts’ revenue growth rates and Operational
EBITA margin expectations.

Other share-based payments
The Company has ather minor share-based payment arrangements with certain employees, The
compeansation cost related to these arrangements in 2019, 2018 and 2017 was not significant.

Note 19
Stockholders’ equity

At both Decembper 31, 2019 and 2018, the Company had 2,672 million authorized shares, of which
2,368 million were registered and issued.

At the Annual General Meeting of Shareholders (AGM) in May 2019, shareholders approved the proposal
of the Board of Directors to distribute a total of 0,80 Swiss francs per share. The approved dividend
distribution amounted t6 $1,675 million and was paid in May 2019. At the AGM in March 2018,
shareholders approved the proposal of the Board of Directors to distributea total of 0.78 Swiss francs
per share. The approved dividend distribution amounted to $1,736 million and was paidin April 2018 At
the AGM in April 2017, shareholders approved the proposal of the Board of Directors to distribute a total
of 0.76 Swiss francs per share, The approved dividend distribution amounted to $1,622 million and was
paid in April 2017,

In the first quarter.of 2018, the Company purchased on the open market an aggregate of 10 million of its
own shares to bre-available for delivery under its.employee share programs. These transactions resulted
in an increase in Treasury stock of $249 million, In the second quarter of 2017, the Company purchased
onthe open market an aggregate of 10 millen of its own shares to-be available for delivery under its
employee share programs, These transactions resulted in an increase in Treasury stock of $251 million.

At the AGM in April 2017, shareholders approvedthe proposal of the Board of Directors to reduce the
share capital of the Company by cancelling 46,525,000 treasury shares which were acquired undera
$4 billion share buyback program (éxecuted between September 2014 and September 2016). This
cancellation'was completed in July 2017, resulting in-a decrease in Treasury stock of $953 millionand a
corresponding combined decrease in Capital stock, Additional paid-in capital and Retained earnings.

Upon and in connection with each Jaunch of the Company's MIP, the Company sold call options to a bank
at fairvalue, giving the bank the right to acquire shares eguivalent to the number of shares represented
by the MIP WAR awards to participants, Under the terms of the agreément with the bank, the call
options can only be exercised bythe bank to the extent that MIP participants have exercised their WARS.
At December 31, 2019, such call options representing 11.8 million sharés and with strike prices rahging
from 19.00 to 23,50 Swiss francs (weighted-average strike price of 21.11 Swiss francs) were heid by the
bank, The call options expire in periods ranging from August 2020 to August 2025, However, only

3.9 million of these inatruments, with strike prices ranging from 19.50 to 23,50 Swiss francs
{weighted-average strike price of 20.69 Swiss francs), could be exercised at December 31, 2019, under
the terms of theagreement with the bank:

in addition to the above, at December 31, 2019, the Company had further outstanding obligations to
deliver:

« up to'14.5 million shares relating to the options granted under the 2014 Jaunch of the MIP, with a strike
price of 21.00 Swiss francs, vested in August 2017 and expiring in August 2020,

» upto 15.6 million shares relating to the options granted under the2015 launch of the MIP, with a strike
price of 19,50 Swiss francs, vested in August 2018 and expiring in August 2021,

» up to 14.5 million shares relating to the options granted under the 2016 launch of the MIP, with a strike
price of 21,50 Swiss francs, vested in August 2019 and expiring in August 2022,
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up to 13.2 million shares relating to the options granted under the 2017 launch of the MIP, with a strike
pricecof 22,50 Swiss francs, vesting in August 2020 and expiring in August 2023,

up to13.0 million shares relating to the options granted underthe 2018 launch of the MIP, with a strike
price of 23,50 Swiss francs, vesting in August 2021 and expiring in August 2024,

up to 12,7 million shares relating to the options granted under the 2019 launch of the MIP, with a strike
price of 19,00 Swiss francs, vesting in August 2022 and éxpiring in August 2025,

up to 2.3 million shares relating to the ESAP, vesting and expiring in October 2020,

up to 4.7 million shares to Eligible Participants under the 2019, 2018 and 2017 launchas of the LTIP,
vesting and expiring in May 2022, April 2021 and June 2020, respectively, and

approximately 1 million sharesin connection with certain other share-based payment arrangements
with employess.

-

-

-

E]

See Note 18 for a description of the above share-based payment arrangements,

In 2018 and 2017, the Company delivered 2.4 million and 8.3 million shares, respectively, out of treasury
stock, for options exercised in relation to the MIP, while in 2019 the amount was not significant. In
addition, in 2019 and 2017 the Company delivered 0.5 million and 2.8 million shares from treasury stock
under the ESAP. Noshares were delivered in 2018 under the ESAP.

Amounts available to be distributed as dividends to the stockholders of ABB Ltd are based on the
reguirements of Swiss law and ABB Ltd's Articles of Incorporation, and are determined based on
amounts presented in the unconsolidated financial statements of ABB Ltd, prepared in accordance with
swiss law, At December 31, 2019, the total unconsolidated stockholders equity of ABB Ltd was

8,420 million Swiss francs ($8,696 million), including 260 million Swiss francs ($269 million)
representing share capital, 8,920 million Swiss francs ($9,212 million) representing reserves and

760 million Swiss francs ($785 million) representing a reduction of equity for own shares (treasury
stock). Of the réserves, 760 million Swiss francs ($785 milljon) relating to own shares and 52 million
Swiss francs {($54 million) representing 20 percent of share capital, are restricted and not available for
distribution.

In February 2020, the Company announced that a proposal will be put to the 2020 AGM for approval by
the shareholders to distribute 0.80 Swiss francs per share to shareholders.
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Note 20
Earnings per share

Basic earnings per share is calculated by dividing income by the welghted-average number of shares
outstanding during the year. Diluted earnings per share is calculated by dividing income by the
weighted-averaga number of shares outstanding during the year, assuming that all potentially dilutive
securities were exercised, if dilutive, Potentially dilutive securities comprise outstanding writtencall
options and cutstanding options and shares granted subject to certain conditions under the
Company's share-based payment arrangements. In.2019, 2018 and 2017, cutstanding securities
representinga maximum of 81 million; 88 miilion and 31 million sharas, respectively, were excluded from
the calcuiation of diluted earnings pershare as their inclusion would have been antidilutive.,

Basic earnings per share:

oy
(% in millions, except pershare data in'$) 2019 z2oig 2017
Amounts attributableto' ABB shareholiders:
Incame from continuing operations, net of tax 1,043 1,514 1,441
Income from discontinued operations, net of tax 396 653 772
Netincome 1,439 2,173 2,213
Weighted=average number of shares outstanding (in miilions) 2,133 2432 2,138

Basic earnings per shara attributable to ABB shareholders:

Incorme from continuing operations, net of tax 045 071 067
income from discorntinued operations,; net of tax 019 .31 Q.36
Metincome 0.67 102 1.04

Diluted earnings per share;
{3 in millions, except per share datain %) 2019 2018 2017

Amounisattributable 1o ARD shareholders;

Income from continuing operations, netoftax. 1,043 1,514 1,441
Income from. discontinued operations, net of tax 396 659 772
Netingome 1,439 2,173 2,213
Welghtad-average number of shares outstanding {in millions) 2,133 2,132 2,138

Effect of dilutive securities:
Call eptions and shares 2 7 10
Adjusted weighted-average number of shares outstanding {in millions) 2,135 2,138 2,148

Diluted earnings per share attributable to ABB shareholdérs:

income from continuing operations, net of tax 049 071 0.67

Incame fromidiscontinged operations, net of tax .19 0.31 0.36

Netincome 0.67 1.02 1.03
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Note 21
Other Comprehensive Income
The followingtable includes amounts recorded within “Total other comprehensive income (loss)”
including the related income tax effects:
2019 2018 2017

" Before Tax. Netof Before Tax HNetof Before Tax Netof
{$ in-millions) tax effect tax tax effect fax tax effect tax
Eoreign currency tfanslatimw adjustments: o R
Foreign currency translation adjustments (130) — (130) (641) 14 (e2n) el 1 e12
Gain on liquidation of foreign subsidiary o s e (31) — (3%} - — -
Changesattributable to divestments {2} - (2} 12 e 12 12 - 12
Net change during the year (132) we: (132} (BGO) 14 (G46) 923 1 924
Available-for-sale securitios:
Netunrealized gains {losses) arising during
theyear 16 (2) 14 (8) 1 (4) 1 — 1
Reclasmf?ncation adjustméﬁt‘ﬁ for net (gai‘r‘\éﬁmw
logses includedin netincome 1 {1} — 1 — 1 — — —_—
Nat change during the year 17 (3) 14 {4) i {3) i — 1
pansionand other postretirement plans:
Prior service (costs) credits
arising during the year 3 3 6 (11) 4 [£3) (20) 4 {16}
Net actuarial-gains (fusses)
arising during the year 293) 73 {220} (411) 59 (352} (184) 45 (138)
Ameortization of priot service
cost {eredit) included in netincome (25) {3y (28) (19} (5) (24} G - 6
Amortizationof net actuarial loss
included in net income a8 (31} 68 o1 (22} &9 a0 2" 63
Net losses from pension settlements
included Innetincome 38 {6) 32 23 ) 19 13 [£:5] g
Changes attributable to divestments(® — — — — — —_ 8 {2} 1
Netchange during the year {178) 36 (342)  (327) 32 (ze5) {87} 16 7L
Cash flow hedge derivatives:
Netgains {losses) arising during the year 20 — 20 (51) 2 {49} 45 €3] 38
Reclassificationadjustments for net {gains)
logsesincluded innetincome (9) — (9) 20 1 21 (&) 4 {2
Changes attributable to divestimentsi — — e —_ — e 4y ‘ 1 (3)
Net change during the year 11 —_— it {31) 3 {28) 15 (2} i3
Total other comprehensive income (loss) {282} 33 (249 (L0228 g0 {972} 852 15 867

{1} Changes attributable to divestments are incloded inthe computation of the net gainor loss on sale of businesses (sse Note 4},
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The following table shows changes in “Accumulated other comprehensive loss” (OC)) attributable to

ABB, by component, net of tax:

Unrealized Pensionand Unrealized
Foreign gains {losses) other post gains (losses)
currency onavailables retirement of cash  Accumulated
translation for-sale plan flow hedge other compre-
(% in millions) adjustments securities adjustments.  derivatives hensiveless
Balance at January 1, 2017 (3,592) 7 (1,601) (1 {5,187}
Other comprehensive (loss}ingome
before reclassifications 912 1 {158) 38 796
Amounts reclassified from OCI — — 78 (22} 56
Changes attributableto divestments 12 - & (3) 15
Total other comprehensive (loss) income 8924 1 (71} 13 867
Fess: . B ) §
Ameunts attributa
tononcontrolling interests 25 - e e 25
Balance at Deceémber 31, 2017 {2,693) 8 {1,672) 12 {4,245}
Cumulative effect of changes in accounting
principlesto — {9 o — (9
Qther comarehensive {lossyincome
before raclassifications {627} ) (359 (a9} (1,038)
Amournits reclassified from OCH 34 1 64 21 55
Changes attributable to divestments 12 — s - iz
Total other comprehensive {loss) income (546) £3) {285) {28) {aT2)
Legs:
Arnotints attributable
to noncontrolling interests (15) it — — (15)
Balance at December 31, 2018 (3,324) {4) {1,967} {16) {5,311)
Adoptionof an accounting standard update!® ~— — {36) — {36)
Cther comprehensive {joss) income
before reclassifications (130) 14 (214) 20 {310)
Amounts reclassifiec;_from ocl — — T2 {9) 63
Changes attributable to divestments 2) — — e (2}
Total other comprehensive (loss) income {132} 14 {142) 11 {249)
Less:
Amountsattributable
16 nancontralling interests (8) —_ —_ — (6)
Balance at December 31, 2018 {3,450) 10 {2,145) {5} {5,580}

{1 ‘Amounts.relate to the adoption of two accounting standard updates in 2018 regarding the Recognition and measurement of financial

assets and financlallabilities and Revenué Front coatracts with customers,
{Z

current periods” section of Note 2 for more details.

Amounts rélate to the adoption of dn accouitting standard updata in 2018 regarding the Tax Cuts and Jobs Act-of 2017, See “Applicable for

The following table reflects amounts reclassified out'of OC| in respect of Foreign currency translation

adjustments and Pension and other postretirement plan adjustments:

{3 inmillions) Location of (gains} Josses

Deatails about OClcomponents reclassified from 0! 2018 2018 2017

Foreign currency translation adjustments:

Gainonliguidation of foreign subsidiary Other incorne (exponse); net — (31) —

Pension and other postretirement plan adjustments;

Amartization of prior service cost (credit)  Non-pperational pension {cost) cradit® (25} {19} &

Amaortization of net actuarial loss Non-operational pension {cost) credit®™ 99 91 a0

Netlogses from penston settlements Non-operational pension {cost) crediti® 38 23 13
Total before tax 112 95 108

Tax Provision for taxes {40) {31} {31)

Amaunts reclassified from OCI 72 64 78

(1) Amountsinclude a totalof 46 millian, 312 million and $9 million 12019, 2018 atid 2017, respactively, redlassified from DG te Incoma from

discontinued operations,
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Theamounts reclassified out of OClHin respect of Unrealized gains (losses) on available-for-sale
securities and Unrealized gains (losses) of cash flow hedge derivatives were not significant in 2019,
2018 and 2017.

e—

Note 22
Restructuring and related expenses

OS program

In December 2018, the Company announced a two-year restructuring program with the okjective of
simplifying its business model and structure through the implementation of a new organizational
structure driven by its Businesses. The program includes the planned elimination of the country and
regional structures within the current matrix organization, including the elimination of the three
regional Executive Committee roles. The Businesses will each be responsible for both their
customer-facing activities and business support functions, white the remaining Group-level corporate
activities will primarily facus on Group strategy, portfolio and performance management, capital
allocation, core technologies and the ABB Ability™ platform. The program is expected to be performed
over two years and incur restructuring expenses of $350 million, primarily relating toemployee
severance costs,

The following table outlines the costs incurred in 2019 and 2018, the cumulative costs incurred to date
and the total amount of costs expected to be incurred under the program per operating segment:

Costsincurredint Cumulative costs Total

o incurred upto  expected

{$ inmillions) 2019 2018 December 31, 201591 costsiit
Electrification i 32 50 a0
Industrial Automation R 3 21 24 40
Motion o 6 1 7 50
gebotics & Discrete Autcmajc?c.:ﬂﬁw T 8 e 8 20
Corporate and Other 54 11 65 186
Total 89 68 154 350

{1} Amounts inthetable ahove iava been recastto reflect the reorganizationof the Company’s operating segments in2019 as outlined
inNote 23;

The Company recorded the following expenses, net of change in estimates, under this program:

Costs incurredin Cumulative costs
incurred upto

(% inmillions) 2018 2018 Decemberdl, 2019
Employee severance costs ) 81 65 146
Eég%ated contract settlement, loss order and other costs 1 — 1
Inventory and long-lived asset impairments 7 — 7
Total 89 65 154
Restructuring expenseas recorded for this program aré included in the following line items in the
Consolidated Income Statements:
{$ in-miilions) 2019 2018
Tatalcost of sales 8 35
Selling, general and administrative expenses 46 23
Hon-order related researchand development oxpenses L
Other income (axpense), net 34 4
Tatal 89 65




2ip ABB ANNUAL REPORT 2018

04 FINANCIAL REVIEW OF ABB GROUP

Liabilities-associated with the 05 program are primarily included in “Other provisions” The following
table shows the activity from the beginning of the program to December 31, 2019:

Contract settiement,

Employee logs order and
{$ in millions) Severance costs other costs Tatal
Liability at Japuary 1, 2018 — — —
Expenses 65 _— 65
Liability at December31, 2018 65 o 65
Expanses 11t % 1iz2
Cash paymeants {44) {1} (45
Chargein estimates {30) e (30}
Exchangerate différences (3) — {3}
Liability at Decemnber 31,2019 99 s a9

White Collar Productivity program

From September2015t0 December 2017, the Company executed a restructuring program to make the
Company leaner, faster and more customer-focused, The program involved the rapid expansion and use

of regicnal shared service centers as well as a streamlining of global operations and head office
functions, with business units moving closer to their respective key markets. The program involved

various restructuring initiatives across all operating segments and regions,

As of December 31, 2017, the Company had incurred substantially all costs related to the White Collar

Productivity program.

The following table shows the activity from the beginning of the program to Decernber 31, 2018

Ceontract settiement,

Employee loss order and

{3 in millions) Severance costs other costs Total
Liability at January 1, 2015 i — —
E::(penses 300 3 303
Cashpayments T @n — (27)
Liability at December3l, 2015 213 276
Expensaes B L 182 3 185
Cash payments o (913 (2) (a3)
Change in estimates (85) {1} {B6)
Exchange rate differences (L7 (1) {18}
Liability at December 31, 2016 262 2 264
Expensgs a8 3 3
Cash payments {92y » (4 (963
Charias ezt . ot e it et i i Gis - PP
Exchange rate differences i A — 21
Liability at December 31, 2017 101 1 102
Cash payments (55) — {55}
Change in estimates and exchange rate '

differences (13 i (13)
Liability at December 31, 2018 33 i 34

The ¢hange in estimates during 2017 of $118 million is mainly due to higher than expected rates of
attrition and internal redeployment. The reduction in the Hability was recorded in'income from
operations, primarily as reductions in “Total cost of sales” of $53 million and in *Selling, general and

administrative expenses” of $55 milljon.

The change in-estimates during 2016 of $86 million is due to significantly higher than expected rates of

attrition andinternal redeployment and a lower than expected severance cost per employee for the

employee groups affected by the first phase of restructuring initiated in 2015,
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The following table cutlines the net costs incurredin 2017 and the cumulative net costs incurred up to
December 31, 2017

Cumulative costs

Met costs incurred incurred up to
($in millions) in 2017w December 31, 201740
Electrification {172 T2
ndustrial AUtomation (23) 106
Moticn (10 42
Robaotics & Diserete Automation (Y] 14
Corporateand Other {32} 9%
Total (88} 325

(1) Amountsin the table above have beenracast to reflect the rearganization of the Company’s operating segments in2018 ag outlined in
Note 23.

The Company recorded the following expeénses, net of changes in estimates, under this program:

Cumulative gosts
incurredupto

{$ in millfons) 2017 December 31,2017
Employee severance costs {90} 307
Estimated contract settlement, loss order and other costs 3 8
inventory and fong-lived assetimpairments 1 10
Total {88} 225

Expenses, net of changes in estimates,; associated with this program are recorded in'the following line
items in the Consolidated Income Statements:

{$ in-millions) 2017
Totaleost of sales @
Selling, genaral and administrative expenses (38)
Non-order related research and development expenses (5)
Other income (expense}; net 1
Total (86}

Otherrestructuring-related activities
In' 2019, 2018 and 2017, the Company executed various other restructuring-related activities and
incurred charges of $114 million, $116 million and $181 million, respectively.

($ inmilliohs) 2019 2018 2OLY
Employee severance costs N ) . 55 4 130
Estimated contract settlement, lass order and other costs ) 7 29 32
Inventory and long-lived asset impairmeants 22 13 18
Total 114 116 181

Expenses associated with these activities are recorded in the following line iterns in the Conscolidated
Income Statements:

{$ in millions) 2019 2018 2017
Total cost of sales 46 24 iie
Selfling, general and administrative expenses 4 52 10
Nan-order related research and development expénses — 2 —
Other income {expense), net 84 38 52
Total 114 116 181

At Dacember 31, 2019 and 2018, $189 million-and $245 million, respectively, was recorded for other
restructuring-rélated habilities and is primarily includedin “Other provisions”
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Note 23
Operating segment and geographic data

The Chief Operating Decision Maker (CODM) is the Chief Executive Officer. The CODM allocates
resources toand assesses the performance of each operating segment using the information outlined
below. The Company is organized into operating segments based on products and services and these
operating segments consist of Electrification, Industrial Automation, Motion, and Robotics & Discrete
Automation. The remaining operatians of the Company are included in Corporate and Gther,

Effective April 1, 2019, the Company announced a reorganization of its operating segments into four
customer-focused, entrepreneurial businesses, The Electrification Products segment was renamed the
Electrification segment. The Industrial Automation segment remains unchanged except that it now
excludes the Machine and Factory Automation business line, which has been transferred, along with the
Robotics business line from the former Robotics and Motion segment, to the new Rabotics & Discrete
Automation segment, The new Motion segment contains the remaining business lines of the former
Robotics and Motion segment.

The segment information for 2018 and 2017, and at December 31, 2018 and 2017, has been recast to
reflect these changes. In addition, the segment level information for restructuring and related expenses
included in Note 22 has been recast to reflect these changes.

A description-of the types of products and services provided by each reportable segment is as follows:

Electrification: manufactures and sells products and solutions which are designed to provide smarter
and safer electrical flow from the substation to the socket. The portfolio of increasingly digital and
connected solutions includes electric vehicle charging infrastructure, solar power solutions; modular
substation packages, distribution automation products, switchboard and panelboards, switchgear,
UPS solutions, ¢ircuit breakers, measuring and sensing devices, control products, wiring accessories,
enclosures and cabling systems and intelligent home and building solutions, designed to integrate
and automate lighting, heating, ventilation, security and data communication networks,

industrial Automation: develops.and sells integrated automation and electrification systems and
selutions, such as process and discrete control solutions, advanced process control software and
manufacturing execution systems, sensing, measurement and analytical instrumentationand
solutions, electric ship propulsion systems, as well aslarge turbochargers. In addition, the Business
offers a camprehensive range of services ranging from repair to advanced services such as remote
maonitoring, preventive maintenance and cybersecurity services,

Motion: manufactures and sells motors, generators, drives, wind converters, mechanical power
transmissions, complete electrical powertrain systems and related services and digital solutions for
a wide range of applications in industry, transportation, infrastructure, and utilities,

Robotics & Discrete Automation: develops and sells robotics and machinery automation solutions,
including robots, controllers, software, function packages, cells, programmablelogic controllers
(PLTY, indusirial PCs {IPC); servo motion, engineered manufacturing solutions, turn-key solutions and
collaberativé rabot solutions for a wide range of applications. In addition, the Business offers

a comprehensive range of digital solutions as well as field and after sales service;

Corporate and Other: includes headquarters, central research and development, the Company's real
estate activities, Corporate Treasury Operations, historical operating activities of certain divested
businessas and other non-core operating activities.

*

-

]

The primary measure of profitability an which the operating segments are evaluated is Operational
EBITA, which represents income from operations excluding:

» amortization expense onintangibles arising upon acquisitions (acquisition-related amortization),

» restructuring, related and implementation costs,

» changes-in the amount recorded for obligations refated to divested businesses occurring after the
divestrment date (changes in oblgations related to divested businesses),

« changes in estimates relating 10 opening balance sheets of acguired businesses {¢hanges in
pre-acquisition estimates),

.- gains and losses from sale of businesses (including fairvalue adjustment on assets and liabilities held
for sale),
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» acquisition-and divestment-related expenses.and integration costs,

+ certain other non-operational items, as well as

« foreign exchange/commodity timing differences in income from operations consisting of:
(a) unrealized gains and losses on derivatives (foreign exchange, commodities, embedded
derivatives), (b} realized gains and losses on derivatives where the underlying hedged transaction has
not yet been realized, and (¢} unrealized foreign exchange movements on receivables/payables (and

related assets/liabilities).

213

Certain other non-operational items generally includes: certain regulatory, compliance and legal costs,
certain asset writa downs/impairments-as well as otheritems which are determined by management on

a case-by-case basis.

The CODM primarily reviews the results of each segment on a basis that is before the elimination of
profits made oninventory sales between segments, Segment results below are presented before these
eliminations, with a total deduction forintersegment profits to arrive at the Company’s consolidated
Operational EBITA, Intersegment sales andt transfers are accounted for as if the sales and transfers were
to third parties, at current- market prices.

The following tables present disaggregated segment revenues from contracts with customers for 2019,

2018-and 2017.
2015
Robotics &
industrial Discrete Corporate
(% inmillions) Electrification. Automation Motion  Automation and Dther Total
Geographical markets
Eurcpe 4,039 2,416 1,879 1,634 36 10,004
The Americas 4,568 1,582 2315 453 1 8919
Asia, Middle East and Africa 3,665 2,153 1,827 1,157 40 8,842
12,2728 6,151 6,021 3,244 77 27,765
End Customer Markets
Utilities 2,355 1,087 696 -— 18 4,126
Industry 4,798 3,606 3,890 3,165 35 15,494
Transport and infrastructure 5,119 1,488 1,435 79 24 8,145
12,272 6,151 6,021 3,244 77 27,765
Product type
Products 10,318 %_‘439 8,152 1,785 65 18,756
Csystems 958 1648 — 958 12 3,586
Services and software 998 3,064 869 491 i 5,423
iz,272 6,151 6,021 3,244 77 27,765
" Third-party revenues 12,272 5,151 6,021 3,242 77 27,765
" intersegment revenues 456 122 512 70 {947) 213
Total Revenues 12,728 6,273 6,533 3,314 (870) 27,978
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2018
Robotics &
Industiial Discrate Corporate
{4 inmillions) Electrification Automation Motion Automation and Other Total
Geographicalmarkets
Europe T yaei 2475 1,862 1737 58 10,013
rheamericas Cveso | iasr | 2am0 P & 5,003
Asia, Middle East and Africa 3,680 2,449 1,699 1,339 236 9,403
11,211 6,301 5,950 3,582 3Ls 27,419
End Customear Markets
Utilities o 2,452 1,174 746 — 176 4,548
Industry 4,395 3,673 3,877 3,510 ag 15,453
Transport and infrastructure 4,364 1,644 1,327 42 41 7.418
11,213 6,381 5,950 3,552 315 27,419
Product type
Products 9,679 1,528 5,111 2,018 118 18,455
Systams 617 1,853 - 1,001 197 3,668
Services and software gi5 3010 839 532 e 5,296
11,211 6,381 5,950 3,552 315 27,418
Third-party revenues 11,211 6,391 5,850 3,582 315 27,419
Intersegment revenuegs® 475 109 513 59 (91.3) 243
Total Revenues 11,686 6,500 6,463 3,611 (598} 27,662
2017
Robotics &
Industrial piscrete Corporate
{4 in millions) Electrification Automation Motion Automation and Qther Total
Geographical markets
Eurape 3,514 2,470 1,657 1,259 132 3,032
The Americas B 2,613 1,349 2,219 534 116 6,831
Asia, Middle East and Africa 3,464 2,515 1,473 1,175 493 9,070
9,591 6,334 5,349 2,918 741 24,933
End Customer Markets
Cutilitles 2,597 1,273 628 — 575 5,073
Cindustry 4022 3,398 3,488 2,891 155 13,954
Transport and infrastructure 2,972 1,663 1,233 27 11 5,906
9,591 ’ 6,334 5,349 2,918 741 24,933
Product type
Products 8,322 1,406 4,595 1,489 169 15,981
Systems Gld 2,089 o 926 565 4,194
Services and software 655 2,839 754 503 7 4,758
9,591 6,334 5,349 2,918 741 24,933
Third-party revenues 9,501 6,334 5,349 2,918 741 24,933
Intersegment revenuesty 503 i34 588 29 (B4 5] 263
10,094 5,472 5,877 2,957 (204) 25,196

Total Revenues

(1) Witersegment revenues include sales to the Power Giids business whichis presented as discontinued operations and are not eliminated

from Total ravenues (sea Note 3),

Ravenues by geography reflect the location of the customer, Approximately 24 percent, 22 percent and
20 percent of the Company's total revénues in 2019, 2018 and 2017, respectively, came from customers
in the United States. [n each of 2019, 2018 and 2017 approximately 15 percent of the Company’s total
revenies were generated from customers in China. In each of 2019, 2018 and 2017 more thah 28 percent
of the Compahy’s total revenues were generated from customers outside Switzerland.

The following tables present Operational EBITA, the reconciliations of consolidated Operational EBITA

to Income from continiing operations before taxes; as wellas Depreciation and amortization, and

Capital expenditure for 2018, 2018 and 2017, as'well as Total assets at December 31, 2019, 2018 and 2017,
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% in millions) 2019 2018 2017
Operatiohal EB(TA;
Electrification 1,688 1,626 1,510
Industrial Automation V32 914 902
Motion 1,082 1,023 838
Robotics & Discrete Automation 393 528 473
Corparate and Other:
~Non-core and divested businesses (145) (291) {163y
~Sthanded corporate costs {225) {297) (286)
= Corporate costs and Other intérsegment elirination (418) (498) (457)
Total 3,107 3,005 2817
Acquisition-related amortization (265} (273) (229)
Rastructuring, related andimplemantationcosts® {300} (172) (300}
Changes in-obhigations related to divested businesses (36) {108) {84)
Changes'in pre-acquisttion estimaftes {22} (8) (8
Gains andlesses fromsale of businesses 85 57 252
Fair value adjustment on assets and liabilities held for sale {421y —— —
Acguisition- and divestment-related expenses and integration costs (121) {204y (81)

Foreign exchange/cormmodity timing differences inincome from operations:
Unrealized gains and [osses on derivatives (foreign exchange, commaodities,

embadded derivatives) 20 43 56

Realized gains and Josses-on derivatives where theunderlying hedged transaction o

has netyet been realized g (23) 8
" Unreatized foreign exchange movements onreceivables/payables (and refated

assets/liabilities) (7} (g} (30)
Certain other non-operational Kerns:

Costs for planned divestment of Power Grids {341y e e

Regulatary, compliar;ucf;m;ﬁd legal costs::w 77777 T (7 (34) {1028)
ngh_;iness transformatidn‘“f»’asts T (19) an p—

Executive Committes transition costs {14) — —

Favorable resolution.of an uncertain purchase price adjustment L a2 —_ —
" Gainonsale of investments o 15 — —
" Gain on liquidation of a foreign sybsidiary ) o — 31 -

Asset write downs/impairments (4} 25 {40

Other non-operational items 2} 5 (19)
Income from operations 1,938 2,226 2,230
Interest and dividend income . 67 72 13
iterest and othiar finance sXpense T i (215) (262) (234)
Nah-oparational penston {cost) credit 72 83 a3
Incorme from continuing operations before taxes 1,862 2,119 2,102
{1} Amounts in 2019 include $87 million of implementation costs inrelation to.the: 035 Pragram.

Depreciationand Total assetsiie
amortization Capital expendituretV atDecember 21,

{$ in'militons) 2019 2018 2017 2019 2018 2017 2018 2018 2017
Electrification 414 355 35 279 pa4 218  1L.671 12,052 8,881
Industrial Automation 55 57 61 64 58 54 4,553 4,287 4,478
Motion 169 184 193 110 93 &89 §,149 6,016 6,051
Raobatics & Discrate Autnmation 124 127 73 59 74 44 4,661 4,760 4,848
Corporate and Other 199 193 194 250 303 347 18,068 17,326 19,200
Lonsolidated 961 916 836 762 772 T58 46,108 44,441 43,458

(1) Capital expenditures and Total assets are after intersegment eliminations and therefore reflect thivd-party activities only,
{2 AtDecemberdi, 2019, 2018 and 2017, Corporate and Otheringludes $8.840 million, $8, 531 million and $8,603 million, respactively, of assets
in the Power Grids business which 1§ reported ag discontinued aperations (see Note 3}.
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Gther geographic information
Geographicinformation for long-lived-assets was as follows:

Long-lived assets at

Decembgr;l,
(% in millions) zols 2018
Europe 2,568 2,110
The Americas 1,469 1,168
Asia, Middle East and Africa 932 BSE
Total 4,966 4,133

Long-lived assets represent “Property, plant and equipment, net” and, with effect from 2019 as aresult
of adopting the new leasing standard (see Note 2), “Operating lease right-of-use assets” and are shown
by location of the assets. At December 31, 2018, approximately 23 percent, 10 percent and 10 percent of
the Cornpany’s long-lived assets were located inthe U.8,, China, and Switzerland, respectively. At
December 31, 2018, approximately 22 percent, 11 percent and 11 percent of the Company's long-lived
assets were located in the U5, China and Switzerland, respectively.



