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Review by the President and CEO

Year 2008

Lassila & Tikanoja operates in grow-

ing and non-cyclical markets, and the
company’s organic growth can therefore
be expected to outperform the growth of
the national economy. L&T’s net sales in
2008 grew by 9.3 per cent to EUR 606
million, the majority of this growth being
organic. Once again, we outperformed
market growth and were able to cement
our market position in many areas. Due
to our small number of acquisitions, we
fell slightly short of our long-term growth
target, which is more than 10 per cent
annually on average.

We can be satisfied with our growth,
but our financial performance leaves
much room for improvement. Non-
recurring items boosted the result but
operating profit declined, despite growth
in net sales. There are several reasons
for this; some factors can be attributed
to the external markets and some to the
company itself.

The market conditions in 2008 were
exceptional in many respects. The first
half was strongly affected by soaring
production costs as traffic fuel prices in
particular rose sharply. We were not able
to transfer cost increases to our prices.
Meanwhile, the mild winter hampered
L&T Biowatti’s raw material procurement
and reduced fuel sales.

As a result of the steep economic
downturn towards the year-end, second-
ary material prices and demand plunged.
Production limitations in the forest
industry tightened quickly, further ag-
gravating the difficulties in wood-based
fuel raw material procurement. This also
made it more difficult to plan work in the
Industrial Services division.

We have enjoyed growing and stable
market conditions for a long time. Fixed
costs grew at least on a par with net
sales, or even faster. In hindsight, it is

“Although the markets in which L&T
primarily operates can be considered
low-cyclical, the company is not immune
to changes in the economy. About three
quarters of L&T’s net sales are generated
in markets that could be considered
low-cyclical. Furthermore, almost all of
the products and services the company
offers are still required and ordered, even

in weak general economic conditions.”

clear we should have started trimming
our cost structure and launched
productivity enhancement measures
much earlier.

What is more, not all of our new
projects were successful. For example,
in Sweden the integration of acquired
companies took too long, and the
planned schedules for the construction
of the L&T Recoil facility and the intro-
duction of new IT systems proved overly
optimistic.

But we also succeeded in a number
of things last year. All division saw
organic growth, which remained at a
strong level. Cash flow from operating
activities was strong and we maintained
a healthy financial position. Recycling
plant investments moved on, the Finn-
ish business operations of the Property
and Office Support Services division
showed positive development, and our



operational targets were met in Russia.
L&T Biowatti’s organisation was revised,
and a Forestry service concept was de-
veloped in order to significantly increase
fuelwood procurement. This concept
was launched in early 2009.

L&T operates in
low-cyclical markets

Although the markets in which L&T
primarily operates can be considered
low-cyclical, the company is not immune
to changes in the economy. About three
quarters of L&T’s net sales are gener-
ated in markets that could be considered
low-cyclical. Furthermore, almost all of
the products and services the company
offers are still required and ordered, even
in weak general economic conditions.

The majority of the net sales of
waste management, cleaning services,
property management and wastewater
services are based on long-term service
contracts. Although the slowdown
in trade, industry and particularly in
construction will reduce waste volumes
and the number of individual orders, the
services provided by these product lines
are necessary in order to comply with
environmental legislation and hygiene
requirements.

L&T Biowatti offers power plants a
CO, emission-free alternative to fossil
fuels. Demand for wood-based fuels
is strong, and is expected to increase
considerably in the future. However, for-
est industry production restrictions and
tightening competition in procurement of
fuelwood may hamper the procurement
of raw material.

The oil re-refinery of the joint venture
L&T Recaoail, which is currently under
construction, will produce high-quality
base oil for the lubricant industry. There
is steady demand for base oil but the
market price instability of the final prod-
uct renders the preparation of business
forecasts difficult.

Recycling services depend on the
volumes and market prices of recyclable
waste materials (such as plastic, fibres
and metals). To a certain extent, hazard-
ous waste and cleaning services offered
to heavy industry depend on the indus-
trial utilisation rate, although changes in
this rate affect demand for these services
only after a certain delay.

Challenges ahead in 2009

It is easier for L&T to forecast future
market developments than it is for most
other companies. The economic reces-
sion is expected to be long and deep
enough to affect L&T’s markets, which
means markets in L&T’s business areas
in 2009 are unlikely to grow.

There is little we can do to change the
outside world, which is why the company
must focus on its own operations and
identify ways of making improvements
from within. We intend to examine our
organisational structure, cut fixed costs
and take several measures to improve
our operational efficiency. In 2009, L&T
will focus on improving profitability and
maintaining a strong cash flow. Our capi-
tal expenditure level will be much lower
than last year. At the time of writing this
review, the company will have already
launched statutory employer-employee
negotiations with its personnel along-
side extensive productivity enhance-
ment measures, in order to adapt its
operations and cost development to the
prevailing market conditions.

| would like to thank our personnel
for their contributions last year. | am
convinced that we will be able to forge
ahead with determination and persist-
ence, even in these times of uncertainty.

In February 2009

e

Jari Sarjo
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Goals

Lassila & Tikanoja
aims to be

Profitable and competitive
investment

* a profitable and competitive
investment

¢ achallenging and secure place
to work

¢ areliable partner

e agood corporate citizen.

We will achieve our goals

¢ by producing added value for our
customers

¢ by sharing power and responsibility
in our organisation

* by ensuring profitability.

L&T’s objective is to make the company’s
shares a sound and competitive invest-
ment in the long term through growth
and high profitability.

Our personnel

The management of L&T is based on
trust at every level of the organisation.
In practice, this means genuinely sharing
responsibility extensively throughout the
company, which increases job satisfac-
tion and makes work more challenging.
Personnel always have sufficient authority
to carry out their responsibilities. L&T
aims to be a safe place to work, encour-
aging self-development and boldness.
When we select staff, we take ac-
count of professional skills, the ability to
assume responsibility, the desire for self-
development and to develop our opera-
tions. We support the transfer of current
employees to new jobs within our com-
pany. We expect the agreed operating
methods to be observed. A supervisor’s
main objective is to guarantee the best
possible conditions enabling members of
staff to succeed in their work.

Our customers’ needs

Our aim is cooperation partnership.

We want to be an integral part of our
customers’ business processes, which
requires the ability to understand our
customers’ actual needs and expertise
in integrating our services with their
operations and goals. We will endeavour
to develop our operations so that our
services are competitive both in terms
of quality and price.

Good corporate citizenship

L&T is the biggest company in the
environmental management sector in
Finland, so it carries a particularly heavy
responsibility in terms of environmental
issues. Environmental considerations are
firmly linked with our everyday activities,
which are based on a high degree of
environmental awareness. L&T makes its
environmental expertise available to its
customers and develops its operations
S0 as to place its customers in the best
possible position to meet their environ-
mental targets. We also endeavour to
predict changes in environmental stand-
ards and values and to influence their
formation by developing our procedures
and technology.

We observe the legislation and regula-
tions that are binding on us and operate
in accordance with good business prac-
tices. We are also committed to continu-
ous improvement of our operations.





