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large surplus value
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The London Hospital is one of
two large hospitals included

in The Barts and The London
Hospitals, Skanska's largest
public-private partnership
contract. The projectincludes
many elements that will be
completed successively over
severalyears. The first large new
building at The London Hospital
has a floor area of 142,000 sq. m
(1.53 million sq ft.).
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Stimulating school
environment in Bristol

More than 1,100 beds
at Derby City General
Hospital

Amuch-anticipated
highway in Poland

Despite higher yield requirements when appraising assets, the project
portfolio in the Infrastructure Development business stream contains

surplus value of about SEK 6 billion.

uring 2008 the estimated unrealized
development gain in Skanska’s
Infrastructure Development portfolio
fell by SEK 0.3 billion to SEK 5.8 (6.1)
billion. This decline was due to the
divestment of the Ponte de Pedra hydro-
power plant in Brazil, the increase in the
discount rate, adjusted assumptions about reduced
traffic flows on the Autopista Central toll highway in
Chile as well as positive effects related to time value and
investments.

During 2008, the divestment of Skanska’s stake in
Ponte de Pedra was recognized as income. In conjunc-
tion with this, development gains totaling SEK 684 M
were realized. Earnings were also reduced by a net
impairment loss related to the Breitener power plant in
Brazil amounting to SEK 58 M.

Public-private partnerships
Public-private partnerships mean that private market
players provide facilities and buildings to public agen-
cies. This often implies a number of macroeconomic
advantages for customers, taxpayers, users and builders.
The model makes more room for investments in public
facilities by spreading the cost of large public works
investments over longer time periods. It lowers life-cycle
costs and also increases the benefit to users because the
service or facility becomes available earlier than would
be the case with traditional procurement and financing.
Public-private partnership projects create value-
added for Skanska by generating large construction

assignments as well as continuous revenue and cash
flows during the lengthy operation phase. In addition to
construction assignments, in many cases Skanska is also
responsible for long-term service and maintenance cont-
racts. From an investor perspective, Skanska Infrastruc-
ture Development (Skanska) creates assets characterized
by reliable cash flows over a service life lasting many
years, once the operation phase begins.

The development process

In public-private partnership projects, Skanska is invol-
ved in the entire development chain from design and
ﬁnancing to construction, operation and maintenance.
By assuming an overall responsibility, Skanska optimi-
zes both construction and operating costs. Skanska-led
consortia are awarded these projects not only because of
price but, above all, on the basis of how well the product
they offer meets the needs of the customer today and in
the future.

During the development process, which is led by
Skanska, the customer, owners (Skanska and its part-
ners), Skanska’s construction units and suppliers of ope-
rating and maintenance services are integrated into the
task from the start, which reduces the overall risks
to Skanska.

Risk management - generating value-added

The investment, which is Skanska’s part of the value
chain, must meet ordinary commercial financial return
targets. In order to create commercially attractive long-
term assets, Skanska must efficiently manage risks and

SEK M 2008

Revenue 55 116
Operating income 396 -107
Investments -396 -73
Divestments 1,283 178
Operating cash flow from business

operations! 749 -13
Capital employed, SEK bn 1.8 2.5
Gross present value, project portfolio 8,363 9,361
Return on capital employed, %? 16.2 58.0
Employees 133 121

1 Before taxes, financing operations and dividends
2 Calculated in accordance with the definition of financial targets

Estimated annual cash flow in Skanska ID's project
portfolio, December 2008!
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Inflow: SEK 30.4 bn (interest, dividends and repayments)

W Outflow: SEK -0.7 bn (contracted future investments)

1 Cash flows have been translated into SEK at the exchange rates prevailing on
December 31, 2008.
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Business streams

opportunities during the development process, that is,
before and after financial close. Substantial value-added
is generated during this process.

Thorough selection process

The selection process is crucial to Skanska. First and
foremost, projects must be in product and geographic
areas matching Skanska’s competencies. The investment
must also meet the yield requirements (or return targets)
Skanska has established for each respective product seg-
ment and market. Skanska performs a thorough exami-
nation of risks and opportunities, in close collaboration
with the Group’s construction units. Since public-private
partnership projects largely undergo final planning
during the bidding phase, the bidding costs are substan-
tially higher than for traditionally procured construction
contracts. The bidding period is usually also longer. By
means of a very thorough internal selection process,
Skanska’s total bidding costs can be kept down and the
prospects of being selected can increase.

Together with one or more suitable partners, Skanska
forms a bidding consortium. In collaboration between
the bidding consortium, Skanska’s local construction
units and other suppliers, Skanska develops a bid.

After the consortium has been selected as the prefer-
red bidder, final negotiations with the customer and
potential financiers begin. Only when financial close

Phases in the development process
Terminology
Bidder
Preferred bidder

Meaning

Tries actively to be awarded the project.

A consortium is selected and pursues final negotiations
to sign a contract with exclusive rights.

All contracts are signed. Debt funding is raised, often in
the form of a syndicated bank loan or bonds. The first
disbursement is made to the project company.
Construction is completed, entirely or partly (in stages),

Financial close

Completion of construction

Financial implications for Skanska

has been achieved are assignments included in the order
books of the construction unit and in Skanska’s market
appraisal.

Integrated model

Asarule, Skanska’s local construction company carries
out most of the construction project as a design-build
contract with a fixed price and completion date. The
margin potential in these projects can, if risks are mana-
ged, be higher than is the case in traditionally procured
projects. This is primarily because Skanska is involved in
the entire process and can thus influence planning and
design from the very beginning. The local construction
company is often also contracted to operate and maintain
the completed facility. The greatest risk from an investor
perspective is that the asset cannot go into service on
schedule and that quality standards are not met. When
Skanska participates in the construction assignment, this
risk is regarded as substantially lower. Once the construc-
tion phase ends, the ramp-up phase begins, that is, the
time it takes for the project to achieve the expected utili-
zation levels and degrees of functionality. Its length varies
depending on the type of project and the payment model.

Two different compensation models

The project company, in which Skanska is a part owner,
receives compensation mainly according to one of two
different models.

Market appraisal

Costs are recognized continuously in the income statement. No
The project is highly likely to be implemented. Bidding costs No
are capitalized in the balance sheet.

Construction and service contracts are reported among Yes

order bookings. An initial risk premium is added to Skanska’s
discount rate.

The initial operating phase has begun. The initial risk pre- Yes

phase and the asset is in operation. mium has gradually been reduced, but a certain risk premium
is retained through the ramp-up phase.
Ramp-up The initial operating phase. The duration varies, de- The ramp-up risk premium is gradually reduced. Yes
pending on the type of project and payment.
Steady state The project is in full operation and has achieved long- The long-term discount rate is applied. Yes
term revenue and cost levels.
Appraisal methodology
Steady-state
Category Steady state methodology discount rate, % Risk premium during development phase ID projects

U.K. hospitals, availability

Other U.K. projects,
availability

Other European projects,
availability

Highways, market risk,
Chile

Other projects,
Latin America

Secondary market yields where a deep market 8.5
exists.

As above. 85
As above. 8.5
Based on long-term government borrowing cost 12.8
plus risk premium. Test against listed companies

with highway holdings and completed divestments.

Based on long-term government borrowing cost 13.0

plus risk premium. Test against listed companies
with similar holdings and completed divestments.
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Add 1-2 percentage point when financial close
has been reached. This premium is reduced

on a linear basis including the first year of
steady state. Barts hospital project includes a

2 percentage point premium due to the long
ramp-up until the asset is in full operation.

As above.

As above. The Al project has a higher base
rate due to some traffic risk plus 2 percentage
points in risk premium during ramp-up due to
some traffic volume risk.

Add 3-4 percentage point when financial close
has been reached. This is reduced on a linear
basis until steady state is reached.

Add 2-4 percentage points at financial close.
This is reduced on a linear basis until steady
state is reached.

Barts, Coventry,
Derby, Mansfield and
Walsall

Bexley, Bristol and
Midlothian

Al,E18,E39and
Nelostie

Autopista Central

(Manaus) Breitener
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The availability model

In the availability model, compensation is based on
providing a given amenity and agreed services at a pre-
determined price. Compensation, which is adjusted for
inflation, is payable regardless of the extent to which
the facility is utilized. The project company is exclusi-
vely responsible for keeping the services and facilities
available, functioning smoothly and up to the agreed
standard. Shortcomings may result in deductions from
payments. Because the customer in availability model
projects is usually a national or local government, the
project company’s credit and payment risk is low. In this
model, an overwhelming proportion of Skanska’s invest-
ment consists of subordinated debenture loans. The
availability model is more common in Skanska’s project
portfolio and is the most prevalent model in Europe.

The market risk model

In the market risk model, compensation is based entirely
on the volume of utilization and the fees paid by end-
users, for example tolls collected from motorists on a
stretch of road. In this case, the project company’s credit
and payment risks are higher, while it also has major
potential for increasing the return on its investment by
means of more efficient operation and higher utilization.
In the market risk model, Skanska’s investment consists
largely of share capital. Payment streams thus consist
mainly of dividends, which are determined by the pro-
fitability of the facility. The market risk model is more
common in the U.S. and Latin America.

Gross present value of cash flow from projects - sensitivity analysis

SEK bn
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Discount rate

Market risk concession, example

Financing of projects

The financing of a project or project company is allocated
between Skanska and its partner(s), which invest in the
project company in the form of equity and subordinated
debenture loans. The rest of the financing —which in
availability projects may total more than 90 percent and
in market risk projects 60-70 percent — consists of bank
or bond loans.

Cash flows from the project company to Skanska
consist of interest and principal repayments on subor-
dinated loans issued by Skanska and of dividends from
the project company’s profits and, finally, repayment
of share capital. In today’s project portfolio, Skanska’s
share of ownership in project companies never exceeds
50 percent, and Skanska thus does not exercise dominant
ownership control.

Appraisal methodology

Skanska conducts an annual internal market appraisal of
its portfolio. Estimated future cash flows are discounted
at an interest rate equivalent to a yield requirement on
equity. The level of this requirement is based on coun-
try risk, risk model and project phase for the various
projects.

The yield requirement is also set on the basis of
completed transactions involving comparable assets.
The yield requirement that is selected is applied to all
future cash flows starting on the appraisal date from an
owner perspective. This means that cash flow is based
on current borrowing for the project and its trend over
time, that the project company pays taxes on its profits
and that the project company observes the limitations
usually imposed on dividends to shareholders. Divi-
dends in the EU and the Nordic countries are generally
not taxed, whereas there may be taxation by countries

Sensitivity analysis

SEK bn Change
Discount rate

(-/+ 1 percentage point) 1.0 -0.9
Autopista cash flow (+/-10%) 0.6 -0.6
SEK/USD (-/+10%) -0.6 0.6
SEK/GBP (-/+10%) -0.1 0.1
SEK/EUR (-/+10%) -0.05 0.05

Availability project, example

—
Construction Steady state Construction Steady state
Ramp-up Ramp-up

MW Discountrate, %
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W Net Present Value

Cash Flow value, annually

Estimated gross
present value by

Category

4

W Facility, 2%
| Highway, 8%
Social infrastructure, 15%

Highway Autopista
Central, Chile, 75%

Payment type

M Availability, 25%
Market risk, 75%

Remaining
concession

/

MW < 10vyears, 1%

W 10-20years, 4%
> 30years, 11%
20-30years, 84%

P

W Construction, 13%
M Steady state, 6%
Ramp-up, 81%

Phase

Geographic location

W Nordics, 5%

m UK, 15%
Other European countries, 3%
Brazil, 2%
Chile, 75%
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Business streams

In the autumn of 2008, 1,755
students began classes at the
new Brislington Enterprise Col-
lege (BEQ), the third school that
Skanska has recently completed
in Bristol, U.K. Itis divided into
several “schools within a
school,” with all the modern
tools for effective learning. Its
stimulating environment has
boosted both attendance and
student grades. BEC is part of a
large public-private partner-
ship project in which Skanska is
responsible for development,
design, financing, construction
and technical operation.
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in Latin America. The appraisals have not taken any tax
expenses into account.

The most recently updated financial model is used as a
base. This financial model, which describes all cash flows
in the project, has been examined and approved by banks,
credit investment companies and rating companies. Data
for the financial model is updated at least once a year.

A market value is assigned only to projects that have
achieved financial close. The appraisal is performed from
the perspective of Skanska. In other words, all flows to
and from the project company are appraised.

Differences in the appraisal over time are due to chan-
ges in estimated future cash flow, in time value

(the closer the cash flow is in time, the larger its value)
and in the yield requirement used. Since all investments
are denominated in currencies other than Swedish kro-
nor, there is a currency translation effect in the change
in market values.

The 2008 appraisal

Atyear-end 2008, the estimated gross present value of
cash flows from projects totaled SEK 8.4 billion (9.4).
Estimated unrealized development gains in Skanska
decreased during 2008 by SEK 0.3 billion and thus
amounted to SEK 5.8 billion (6.1). The reduction in value
was due, among other things, to the divestment

Skanska Annual Report 2008



Public-private
partnership
projects create
value-added for
Skanska by
generating large
construction
assignments as
well as continuous
revenue and
cash flows during
the lengthy
operation phase.

of the Ponte de Pedra hydropower plant, the increase
in the discount rate, adjusted assumptions about redu-
ced traffic flows on the Autopista Central toll highway
in Chile as well as positive effects related to time value
and investments. In the same way as other projects in
the portfolio are treated, the tax effect was completely
excluded.

Interest in PPP projects as an asset class was affec-
ted by developments in financial markets, which are
making it difficult to finance new projects. The weighted
discount rate used in the appraisal was 12.3 (11.1) per-
cent. The higher discount rate reflects the higher risk
in the portfolio that is a consequence of the turbulence

in financial markets. Positive currency translation
effects increased unrealized development gains by
SEK 0.1 billion.

In the consolidated accounts, elimination of intra-
Group profits totaled SEK 0.2 billion (0.4), which
meant that unrealized development gains at Group level
amounted to SEK 6.0 billion (6.5) at year-end.

The appraisal carried out at the end of 2008 encom-
passed an update of financial models and a review of the
yield requirements applied. The assessment of market
values was made in cooperation with external appraisal
expertise.

Gross present Discount rate, NPV, remaining Carrying amount,  Unrealized develop-
Category value, Dec 2008 08, % investments! Dec 2008 ment gain, 2008
Highways 653 9.2 0 274 379
Highway Autopista Central, Chile 6,277 13.1 0 1,274 5,003
Social infrastructure 1,255 9.3 457 371 427
Facilities 178 16,5 99 79 0
Total 8,363 12.3 556 1,998 5,8093
Accumulated development gain, 2007 6,072
Change, 2008 -263

1 Nominal value SEK 722 million

2 Invested capital plus accrued value of participations in project company income corresponding to Skanska's holding.
3 Eliminations at Group level reduce the carrying amount and hence increase the accumulated development gain by SEK 0.2 bn to approximately SEK 6.0 bn.

Gross present value

The discounted present value of all flows from the project to Skanska.

Present value of remaining investments

The discounted present value of remaining investment commitments in ongoing proj-

ects. This is discounted at the same discount rate as the project.

Net present value (NPV)

The discounted present value of all flows to/from the project. The same as the sum of

present value of cash flow from projects and present value of remaining investments.

Unrealized development gain

Net present value minus carrying amount of projects.

Change in unrealized development gain

Annual change in unrealized development gain.

Invested
capital, Total Year of
Owner- Dec 31, commit- operation/ Conces-
Type Category Payment type Country ship, % 2008 ment full operation sion ends
In operation, fully or partially,
December 2008
Nelostie Highway Highway Availability Finland 50 32 32 1999 2012
E39 Highway Highway Availability Norway 50 63 63 2005 2028
Autopista Central Highway Highway Market risk Chile 50 1,180 1,180 2004/2006 2031
Coventry Hospitals Socialinfrastructure  Availability U.K. 25 97 97 2005/2007 2035
Bexley schools Schools Socialinfrastructure  Availability U.K. 50 19 19 2005 2030
(Manaus) Breitener Power plant Facility Availability Brazil 35 146 244 2006 2025
Midlothian Hospital Socialinfrastructure  Availability U.K. 50 17 17 2007/2008 2037
Al Highway Highway Availability Poland 30 96 96 2007/2010 2032
Mansfield Hospital Socialinfrastructure  Availability U.K. 50 0 167 2006/2011 2043
Derby Hospital Socialinfrastructure  Availability U.K. 25 109 109 2006/2008 2043
E18 Highway Highway Availability Finland 41 100 100 2008/2009 2031
Bristol Hospital Socialinfrastructure  Availability U.K. 50 48 43 2007/2008 2034
Under investment
Barts and London Hospital Socialinfrastructure  Availability U.K. 38 84 448 2006/2016 2048
Walsall Hospital Socialinfrastructure  Availability U.K. 50 0 93 2007/2010 2041
Total, Skanska 1,993 2,714
Accumulated share
of earnings in J\V 5
Carrying amount, Skanska 1,998

Skanska Annual Report 2008
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Markets

Operations focus on three segments — highways, social
infrastructure and other facilities. Skanska is involved in
the entire value chain from project design to operation
and maintenance, which reduces the risk level of projects.
Its business model is based on investing in projects that
increase in value upon being completed and thus attract
investors who have lower return requirements.

Atyear-end 2008, the project portfolio consisted of
a total of 14 projects in Europe and Latin America. The
unrealized development gain in the project portfolio was
SEK 5.8 billion, equivalent to a decrease of SEK 0.3 billion
compared to the 2007 appraisal.

Early in 2008 Skanska completed the sale of its stake in
the Ponte de Pedra hydropower project in Brazil, with a
capital gain of SEK 686 M. Skanska’s good earnings on this
divestment are an indication of the market value found in
fully developed, operational projects.

During the autumn, Skanska completed the first 90 km
(56 mi.) of the A1 expressway in Poland, three months
ahead of schedule. Phase 2 will be 62 km (39 mi.) long,
and preparatory work has begun. A loan package of
EUR 1.1 billion was signed, and disbursement precondi-
tions are expected to be met during the first half of 2009.
Skanska’s ownership stake is 30 percent.

In 2008 Skanska, as 40 percent co-owner of a consorti-
um, was selected to be responsible for constructing part of
the M25 ring road around London. Financial close of this
project is expected during the first half of 2009. In Finland,
the new E18 highway between Turku and Helsinki was
completed and opened up to traffic in stages during the
winter. In the UK., three more schools in Bristol’s Building
Schools for the Future (BSF) project opened.

Meanwhile a number of completed and operational
projects are continue to generate a revenue stream. These
include the Autopista Central highway in Santiago, Chile
and the E39 highway near Trondheim, Norway, which
have been in operation for several years. In the UK., aside
from Bristol, two schools are in operation in Bexley and
eight PPP schools in the Midlothian district of Scotland.
The project portfolio also includes the Coventry, Derby,
Mansfield and Walsall hospitals as well as a major hospital
project in London: The Barts and The London Hospitals.

Continued interest in PPP solutions

In the prevailing economic climate, with a general down-
turn in most markets, construction of infrastructure is

a traditional employment-generating measure. There

is heavy interest in public-private partnerships, but the
current financial market turmoil has complicated and

Changes in unrealized development gain, 2008

DerbyCity General Hospital
is one of Skanska’s seven
PPP hospital projects in
the United Kingdom. The
hospital, with more than
1,100 beds and 35 opera-
ting rooms, underwent
extensive renovation and
expansion in phases.
Construction was
completed in 2008.
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increased the cost of alternative financing solutions. This
is not jeopardizing the projects for which Skanska has
been selected, but in some cases it will delay the start of
construction. Construction contracts are not included in
the order books of Skanska’s construction units until the
financial close.

One clear sign that PPP solutions are gaining ground
in Sweden is the development of the new Karolinska Hos-
pital in Solna, near Stockholm, which will be carried out
as a public-private partnership. Skanska is part of one con-
sortium that will submit a tender. In the Czech Republic
and Slovakia, too, PPP plans are beginning to coalesce.
Skanska is currently marketing its services for a number
of potential highway projects in these countries.

The U.K. remains the biggest market for PPP solu-
tions. A continuous flow of new potential projects is
expected, mainly for schools. Meanwhile the need for
hospitals is slowing. New segments such as energy pro-
duction in waste incineration plants and the operation
and maintenance of street lighting systems are expected
to utilize PPP solutions.

North America still has attractive expansion potential,
but the market has not developed as expected and only a
few PPP projects started during 2008. Skanska is parti-
cipating in the bidding process for two large bridge and
tunnel projects. In South America there is a large poten-
tial market, but opportunities there are limited by keen
competition with very depressed prices. Skanska prioriti-
zes projects with reasonable returns and does not intend
to build up its PPP portfolio by under-pricing projects.

SEK bn
T 03 0.2 03
0.6 -0. 0.1 . -0.

6L
50
a4l
3
e
1k
0

Opening balance, Divestment Adjusted opening Time value Changes in project Exchange rate Other Adjusted Closing balance,

December 2007 Ponte de Pedra balance, cash flow discount rate December 2008
December 2007
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Amuch-anticipated highway opened

The new A1 expressway in northern Poland is wide,
safe, fast and comfortable for motorists. The 90 km
(56 mi.) long highway is also breathing new life into
the region. Villages and cities no longer need to con-
tend with thousands of heavy vehicles creeping along
between schools and churches.

The economy is also being stimulated, as many
companies are establishing operations along the
new route. The regional transportation system has
greatly improved, especially to and from the expan-
sive tri-city area of Gdansk, Gdynia and Sopot. Travel
time has been cut nearly in half between Rusocin and
Nowe Marzy south of Gdansk.

It was a much-anticipated highway and was
popular from Day 1. An average of 25,000 vehicles a
day has used the Al since the whole route opened in
the autumn of 2008. One year earlier, the first 25 km
(16 mi.) opened to traffic.

There is no doubt that the new highway is impro-
ving safety. The narrow, winding old Road 1 had a
high rate of accidents, but the first stretch of the A1
to open experienced no accidents involving serious
personal injuries during its first year.

The Alis a public-private partnership project, in
which the international consortium Gdansk Transport
Company (GTC) invested about EUR 665 M. GTC is
30 percent owned by Skanska, 30 percent by Laing
Roads, 25 percent by NDI and 15 percent by Intertoll.

In charge of project execution - from pre-con-
struction engineering and purchasing to construction
- was the Skanska-led consortium Skanska NDI. The
construction contract totaled EUR 528 M, of which
Skanska’s share was 80 percent.

At the opening ceremony, Poland's Minister of
Infrastructure Cezary Grabarczyk expressed his satis-
faction with the execution of the highway project. He
added that additional projects now being planned by
the Polish government would be carried out in PPP
form.

The Skanska-led owner consortium, GTC, is cur-
rently in the final stage of arranging the financing
for the next phase. Financial close is expected during
the first half of 2009. The investment will total about
EUR 1.1 billion. The construction contract that will
then be signed is expected to total about EUR 900 M,
of which Skanska'’s share will be 80 percent.

Phase Il, which will consist of 62 km (39 mi.) of hig-
hway between Nowe Marzy and Torun, is scheduled
for completion by December 2011. The route will also
include a 2 km (1.2 mi.) long bridge over the Vistula
river.
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