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Internal control over financial reporting

The Electrolux Control System (ECS) has been developed to ensure
accurate and reliable financial reporting and preparation of financial
statements in accordance with applicable laws and regulations, gener-
ally accepted accounting principles and other requirements for listed
companies. ECS adds value through clarified roles and responsibili-
ties, improved process efficiency, increased risk awareness and
improved decision support.

ECS is based on the framework for internal control issued by the
Committee of Sponsoring Organizations of the Treadway Commis-
sion (COSO). The five components of this framework are control
environment, risk assessment, control activities, monitor and improve

and inform and communicate.

Control environment

The foundation for the Electrolux Control System is
the control environment, which determines the
individual and collective behavior within the
Group. It is defined by policies and pro-
cedures, manuals, and codes, and
enforced by the organizational
structure of Electrolux with clear
responsibility and  authority
based on collective values.

The Electrolux Board has
overall  responsibility  for
establishing an effective system
of internal control. Responsibil-
ity for maintaining effective inter-
nal controls is delegated to the
President. The governance struc-
ture of the Group is described on
page 82. Specifically for financial
reporting, the Board has established
an Audit Committee, which assists in
overseeing relevant manuals, policies and
important accounting principles applied by the
Group.

Inform
and

communicate

\ &

Control environment — Example trade receivables

Accounting Manual
Rules for revenue recognition and calculation of
provision for doubtful trade receivables.

Accounting
Manual

Credit Policy

Rules for customer assessment and credit risk
that clarify responsibilities and are the framework
for credit decisions.

Delegation of Authority Document

Details the approval rights, with monetary, volume
or other appropriate limits, e.g., approval of credit
limits and credit notes.

The objective of ECS is to quality
assure the internal and external
financial reporting.

The limits of responsibilities and authorities are given in
instructions for delegation of authority, manuals, poli-
cies and procedures, and codes, including the

Electrolux Code of Ethics, the Electrolux
Workplace Code of Conduct, and the
Electrolux Policy on Bribery and Cor-
ruption, as well as in policies for
information, finance and credit,
and in the accounting manual.
Together with laws and external
regulations, these internal
guidelines form the control
environment and all Electrolux
employees are held account-
able for compliance.
Responsibility for internal
controlis defined in the Electrolux
Internal Control Policy. All entities
within the Electrolux Group must
maintain adequate internal controls.
As a minimum requirement, control activ-
ities should address key risks identified within

the Group. Group Management have the ultimate

Internal Control Policy

Details responsibility for internal controls. Controls
should address the Minimum Internal Control
Requirements (MICR) within every applicable
process, for example “Order to Cash”.



Electrolux Control System - Roles and responsibilities (for larger reporting units)

Role m\

Sector/Group staff
internal control
coordinator

Reporting unit internal
control coordinator

Process owner

Control operator

Management tester

Typically who

Main responsibilities

Senior person within the
Finance organization in the
Sector or Group Staff
function.

* Monitor and report on the
effectiveness of controls.

* Identify skilled resources
to ensure sustainability.

Controller or CFO for the
reporting unit.

* Plan, coordinate and
monitor the timeliness of
the documentation, test-
ing and improvement of
controls.

Person with overall
responsibility for the pro-
cess, e.g., warehouse
manager, purchase man-
ager, sales manager.

* Ensure that controls are
implemented within the
process.

* Execute remediation, i.e.,
improvement activities

Person performing the
daily activities within the
process, i.e. warehouse
operator, accounts pay-
able clerk, accounts
receivable clerk.

* Document control
descriptions.

* Perform control activities.

* Maintain evidence of
controls performed.

Person with process
knowledge but not per-
forming daily activities in
the process to ensure
independence.

* Perform testing of con-
trols.

* Document and report
test results.

* Support the process
owners, control operators
and management testers.

responsibility for internal controls within their areas of responsibil-
ity. Group Management is described on pages 94-95.

The Electrolux Control System Program Office, a department
within the Internal Audit function, has developed the methodology
and yearly time plan for maintaining the Electrolux Control System.
To ensure timely completion of these activities, specific roles aligned
with the company structure, with clear responsibilities regarding
internal control, have been assigned within the Group, see table
Electrolux Control System — Roles and responsibilities above.

Over the last years, training and support have been provided to
the thousands of persons with assigned ECS roles globally. The
objective of the training has been to educate in risk and internal
control and provide hands-on tools and techniques in order to
effectively carry out the assigned responsibilities. These training
sessions have been a mix of regional training sessions, computer-
based training modules and net meetings.

Risk assessment includes identifying risks of

not fulfiling the fundamental criteria, i.e.,
completeness, accuracy, valuation and reporting, for significant
accounts in the financial reporting for the Group. Risks assessed also
include risk of loss or misappropriation of assets.

Risk assessment - Example trade receivables

when controls have been
tested and deemed not
effective.

At the beginning of each calendar year, the Electrolux Control
System Program Office performs a global risk assessment to
determine the reporting units, data centers and processes in
scope for the ECS activities. Within the Electrolux Group, a num-
ber of different processes generating transactions that end up in
significant accounts in the financial reporting have been identified.
For each process, key risks are identified and documented. See
below examples of key risks within processes generating transac-
tions to the significant account trade receivables.

All larger reporting units perform the ECS activities. These
larger units cover approximately 75% of the total external sales
and external assets of the Group.

ECS has been rolled out to almost all of the smaller units within
the Group. The scope for these units is limited to the four major
processes Closing Routine, Order to Cash, Manage Inventory and
Procure to Pay and predetermined key risks within these. The
scope is also limited in terms of monitoring as management does
not formally have to test the controls.

Control activities - Example trade receivables

Internal Control  Risk of incorrect and ~ Periodic controls to ensure that Entity-wide
and Risk inconsistent financial  the Accounting Manual is updated,  control
Management reporting. communicated and adhered to.

Risk of incorrect
financial reporting.

Closing Routine Reconciliation between general Manual control
ledger and accounts receivable
sub-ledger is performed,

documented and approved.

All changes in the IT environment
are authorized, tested, verified and
finally approved.

Manage IT Risk of unauthorized/ IT general control
® incorrect changes in
IT environment.
Order to Cash Risk of not receiving
payment from cus-
tomers in due time.

Customers’ payments are Manual control
monitored and outstanding

payments are followed up.

Order to Cash Application automatically blocks
sales orders/deliveries when the
credit limit is exceeded.

Application

Risk of incurring bad
ebt. control
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Control activities mitigate the risks identi-
fied and ensure accurate and reliable
financial reporting as well as process efficiency.

Control activities include both general and detailed controls
aimed at preventing, detecting and correcting errors and irregu-
larities. In the Electrolux Control System, the following controls are
implemented, documented and tested;

e Manual and application controls — to secure that key risks
related to financial reporting within processes are controlled.
Examples of important manual and application controls are
ones over journal entries, reconciliations, access rights and
segregation of duties.

¢ |T general controls — to secure the IT environment for key
applications. Examples of important IT general controls are
ones over change management, user administration, produc-
tion environment and back-up procedures.

¢ Entity-wide controls — to secure and enhance the control envi-
ronment within Electrolux. Examples of important entity-wide
controls are ones over Group policies, accounting rules, dele-
gation of authority and financial reviews.

Every calendar year, usually between March and May, the docu-
mentation of controls is updated and quality-assured. Documen-
tation of controls is stored in a central web-based tool. Documen-
tation comprises of both flowcharts of the process and
descriptions of the control activities detailing who performs the
control, what he or she does and how often the control is per-
formed. Each control activity documented is also evidenced, i.e.,
a document or file proving that the control actually has taken
place is maintained.

Monitor and test of control activities is per-
formed periodically to ensure that risks are
properly mitigated.
The effectiveness of control activities are
monitored continuously at four levels:
Group, sector, reporting unit, and process. Monitoring involves
both formal and informal procedures applied by management,
process owners and control operators, including reviews of

Test of controls and quality assurance

Management testers perform tests
of controls in different test phases
during the year.

The Internal Audit function performs
independent testing of selected con-
trols through desktop reviews and
on-site re-performance of tests to
ensure methodology is adhered to.

O/

results in comparison with budgets and plans, analytical proce-
dures, and key-performance indicators.

Within the Electrolux Control System, management is respon-
sible for testing key controls. Management testers who are inde-
pendent of the control operator perform these activities. The
Group’s Internal Audit function maintains test plans and performs
independent testing of selected controls. Testing is usually per-
formed between June and August each calendar year with some
additional testing performed up to and at year-end. Results from
testing of controls are monitored through the web-based tool.
Controls that have failed need to be remediated, which means
establishing and implementing actions to correct weaknesses.

The test results from the larger reporting units are presented to
the external auditors who assess the results of the testing per-
formed by management and the Internal Audit function and deter-
mine to what extent they can rely upon the work within ECS for
Group audit and statutory audit purposes. The external auditors’
evaluation of ECS as part of the audit is reported to management
as well as to the Audit Board and Audit Committee.

The Audit Committee reviews reports regarding internal control
and processes for financial reporting, as well as internal audit
reports submitted by the Internal Audit function. The external
auditors report to the Audit Committee at each ordinary meeting.

In addition, the Group’s Internal Audit function proactively pro-
poses improvements to the control environment. The head of the
Internal Audit function has dual reporting lines: To the President
and the Audit Committee for assurance activities, and to the CFO
for other activities.

Inform and communicate within the Electrolux
Group regarding risks and controls contrib-
utes to ensuring that the right business decisions are made.
Guidelines for financial reporting are communicated to employ-
ees, e.g., by ensuring that all manuals, policies and codes are
published and accessible through the group-wide intranet as well
as information related to the Electrolux Control System. This infor-
mation includes the methodology, instructions and hands-on
checklists, description of the roles and responsibilities, and the
overall time plan.

External reporting

The final result after performing the
ECS activities is a quality assured inter-
nal and external financial reporting.



Inform and communicate is a central element of the ECS and is
performed continuously during the year. Management, process
owners and control operators in general are responsible for
informing and communicating the results within the ECS. This is
done through different sign-off procedures during the year.

The status of ECS activities is followed up continuously through
status calls between the ECS Office and sector internal control
coordinators. Information about the status of the ECS is provided
periodically to relevant parties such as Sector and Group Man-
agement, the Audit Board and the Audit Committee.

Financial reporting and information
Electrolux routines and systems for information and communica-
tion aim at providing the market with relevant, reliable, correct and
vital information concerning the development of the Group and its
financial position. Specifically for purposes of considering the
materiality of information, including financial reporting, relating to
Electrolux and ensuring timely communication to the market, a
Disclosure Committee has been formed.

Electrolux has a communications policy meeting the require-
ments for a listed company.

Financial information is issued regularly in the form of:

e Full-year reports and interim reports, published as press releases.
e The Annual Report.

¢ Press releases on all matters which could materially affect the
share price.

Presentations and telephone conferences for financial analysts,
investors and media representatives on the day of publication
of full-year and quarterly results and in conjunction with the
release of important news.

Meetings with financial analysts and investors in Sweden and
worldwide.

All reports, presentations and press releases are published simultaneously at
www.electrolux.com/ir.

Stockholm, February 1, 2012
AB Electrolux (publ)
The Board of Directors

Factors affecting forward-looking statements

This annual report contains “forward-looking” statements within the
meaning of the US Private Securities Litigation Reform Act of 1995. Such
statements include, among others, the financial goals and targets of
Electrolux for future periods and future business and financial plans.
These statements are based on current expectations and are subject to
risks and uncertainties that could cause actual results to differ materially
due to a variety of factors. These factors include, but may not be limited
to the following; consumer demand and market conditions in the geo-

Auditor’s report on the Corporate Governance Statement

To the annual meeting of the shareholders of AB Electrolux (publ),
corporate identity number 556009-4178

It is the Board of Directors who is responsible for the Corporate
Governance Statement for the year 2011 on pages 82 — 99 and
that it has been prepared in accordance with the Annual Accounts
Act. We have read the corporate governance statement and
based on that reading and our knowledge of the company and the
group we believe that we have a sufficient basis for our opinions.
This means that our statutory examination of the Corporate Gov-
ernance Statement is different and substantially less in scope than
an audit conducted in accordance with International Standards on
Auditing and generally accepted auditing standards in Sweden.

In our opinion, the Corporate Governance Statement has been
prepared and its statutory content is consistent with the annual
accounts and the consolidated accounts.

Stockholm, February 24, 2012
PricewaterhouseCoopers AB
Anders Lundin

Authorized Public Accountant
Partner in Charge

Bjorn Irle
Authorized Public Accountant

graphical areas and industries in which Electrolux operates, effects of
currency fluctuations, competitive pressures to reduce prices, significant
loss of business from major retailers, the success in developing new
products and marketing initiatives, developments in product liability litiga-
tion, progress in achieving operational and capital efficiency goals, the
success in identifying growth opportunities and acquisition candidates
and the integration of these opportunities with existing businesses, prog-
ress in achieving structural and supply-chain reorganization goals.
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