


2005 in figures

2005 2004
Sales € million 5 552 5122
Operating profit € million 83 436
Non-recurring items in operating profit € million (129) 19
Profit before taxes € million 22 440
Net profit/(loss) for the period from continuing operations € million (3) 379
Net profit/(loss) for the period from discontinued operations € million (360) 7
Net profit/(loss) for the period € million (363) 386
Earnings per share € (2.01) 2.12
Earnings per share from continuing operations € (0.02) 2.08
Earnings per share from discontinued operations € (1.99) 0.04
Equity per share € 11.31 13.65
Dividend per share € 0.45" 0.50
Share price on Dec. 31 € 12.55 13.15
Market capitalization on Dec. 31 € million 2 272 2 377
Capital expenditure, continuing operations € million 174 414
Capital employed on Dec. 31 € million 3599 4941
Return on capital employed % 1.9 9.6
Net cash generated from operating activities € million 459 (128)
Net interest-bearing debt on Dec. 31 € million 1537 2 435
Equity-to-assets ratio % 38.2 35.8
Debt-to-equity ratio % 74.5 97.2
Stainless steel deliveries 1 000 tonnes 1647 1786
Stainless steel base price ? €/tonne 1174 1424
Personnel on Dec. 31, continuing operations 10 764 11 514
" Board's proposal to the Annual General Meeting
2 CRU - German base prices (2 mm cold rolled 304 sheet)
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Consolidated financial statements presented in this annual report have been prepared in accordance
with International Financial Reporting Standards (IFRS). Outokumpu Oyj sold its fabricated copper
products business in 2005. The whole former Outokumpu Copper business area has been classified
as a discontinued operation and the result from discontinued operations is presented in the income
statement on a single line after the profit from the Group's continuing operations. Income statement
for 2004, but not for prior years, has been restated accordingly.

In graphs and tables, data for years 2003-2005 is presented according to IFRS and for prior years
according to Finnish Accounting Standards.

All figures in the annual report have been rounded and consequently the sum of individual figures
can deviate from the presented sum figure.




Vision and strategic direction

We aim to be the undisputed
number one in stainless steel

Vision and strategic objectives

Outokumpu is an international stainless steel and technology Bein g the undis p uted number one

company. Our vision is to be the undisputed number one in

stainless steel, with success based on operational excellence. in Sta inl essS means:

To this end, we have defined two key strategic objectives:

e Value creation through building superior production and *  Best financial performance in the industry
distribution capabilities in all the world’s major markets

* Value realization through commercial and production ¢ Industry benchmark in customer relationship
excellence management

Outokumpu’s future success will be achieved by building and *  Most efficient production operations

reinforcing operational excellence in both the commercial

and production sectors. This operational excellence will be e  Most attractive employer

leveraged first in Europe and later on outside Europe to
achieve global leadership: becoming the undisputed number
one in stainless steel over the next ten years. In the light of
Outokumpu’s target of continuing to grow faster than the
market, the operational excellence efforts will be supported
by further development of the Group’s current asset base,
value chain and product offering.
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Financial objectives

Outokumpu’s overall financial objective is to generate maximum
sustainable economic value added. The specific group-level finan-
cial objectives in line with the vision of becoming the number one
in stainless steel in terms of growth, profitability and financial
strength are:

* To continue growing faster than the market

* A return on capital employed of over 13% and always the best
among peers

* Gearing below 75%

Dividend policy

The dividend policy established by the Board of Directors states
that the dividend payout ratio over a business cycle should be at
least one-third of the company’s net profit for that period. In its
annual dividend proposal, the Board will, in addition to financial
results, take into consideration the Group’s investment and
development needs.

Ethical principles

¢ Outokumpu honors human dignity and diversity, and condemns
discrimination and intolerance of all kinds.

*  Qutokumpu strives to achieve sustainable human, economic,
social and ecological development in all its operations.

e Outokumpu observes the laws and other regulations of the
countries it operates in, and complies with agreements and com-
mitments it has made. Furthermore, Outokumpu condemns
corruption and bribery and complies strictly with competition
legislation.

* A healthy and positive workplace is a source of strength for all
employees and benefits families, friends and colleagues as well.

Stainless steel is the fastest growing
segment in the metals market

World’s most cost-efficient production
site in Tornio

A strong position in specialty products

Strong commitment to customer-related
performance and orientation

Adding value through knowledge of metals
technology and innovation




CEOQO’s review

or Outokumpu, the year 2005 was characterized by

a very tough market environment in the stainless

steel business. In Europe, the industry’s deliveries of

cold rolled stainless products declined by an esti-
mated 9%. The market decline was due to heavy de-stocking
by stainless steel users. The weakness of demand also caused a
significant drop in base prices, and the combined impact of
lower deliveries and weaker margins resulted in unsatisfactory
profitability, especially in the second half of the year. Our re-
sults were further weakened by the non-recurring costs and
write-downs linked to our strategic and operative decisions and
improvements. In spite of a loss-making year, we are paying a
dividend that is close to last year’s level. This we can do thanks
to a healthy cash flow and strong confidence in our future.

For Outokumpu Technology, the business year 2005 was
very positive. We booked record-high new orders and underly-
ing profitability improved markedly. With the current high lev-
el of metal prices, investments in the global mining and metals
industry are expected to remain strong, thus maintaining a very
supportive business environment for Outokumpu Technology
in the years to come.

A very important milestone in our strategic transformation
was the completion of the sale of the fabricated copper prod-
ucts business during the first part of 2005. This step not only
strengthened our balance sheet but also enabled the manage-
ment to focus fully on realizing our vision of becoming the
“undisputed number one in the stainless industry”. Several im-
portant initiatives were launched last year towards that end.

In line with our vision, the concept of operational excel-
lence is crucial for our future. The aim is to create a unique
operating culture that starts with the customer and covers all
parts of the company. The operational excellence initiative is
managed through two programs: Commercial Excellence and
Production Excellence. Both programs started during 2005
and made good progress towards transforming the way we run
our business. Ambitious financial targets were confirmed for
the programs, ultimately resulting in a significant improvement
of operating profit in the years to come.

I had the opportunity to visit both Commercial and Pro-
duction Excellence teams during the year, and these visits
strengthened my confidence in the concepts and potential. In
commercial excellence we started working closely with a select-
ed number of customers, improving our ways of working with
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them: strengthening our product offering, having better delivery
and logistical solutions, linking our R&D with customers’
needs just to name a few. The Production Excellence program
was started at our melt shops by improving our material and
equipment efficiency. Also, safety and environmental perform-
ance is a high priority in the program.

I believe the stainless steel markets will continue to enjoy
good growth in the future. Due to its unique properties, stain-
less is winning market share from other metals and materials. It
well suits the requirements of modern society: fully recyclable,
enjoying a long lifetime and it brings convenience to all users.
The growth of consumption is increasingly dominated by new
growing economies, especially China. China is also the country
where a lot of new capacity will be brought on stream in the
next few years.

To address the challenge of the new competitive environ-
ment, Outokumpu launched a program of short-term perform-
ance improvement during the fall. We decided to cease the loss-
making operations at Coil Products Sheffield (CPS) in Britain.
We also started a fixed cost reduction program covering all stain-
less steel business units and Group functions. The combined
impact of the CPS closure and fixed cost reduction on our oper-
ating profit will be some EUR 150 million per year, with full
impact from 2007 onwards and half of that already in 2006.

As a result of the excellence programs and the performance
improvement initiatives, I am convinced that we will be able to
meet our profitability target of 13% return on capital employed
even in the expected new competitive environment. This is also
supported by our very competitive manufacturing base, having
the new Tornio facility now fully available and loaded. We will
also apply very tight capital expenditure and working capital
management to strengthen cash flow in the years to come.

Finally, I would like to thank all Outokumpu employees for
their great work and professionalism during the year. We have
gone through a lot of change, some of it painful, but I strongly
believe we are on the right track.

:uf;l T Ir: .r*._i." i

Juha Rantanen

CEO






Outokumpu’s business operations and

market position

Outokumpu is an international stainless
steel and technology company. Customers
in a wide range of industries use our
metal products, technologies and services
worldwide. We are dedicated to helping our
customers gain competitive advantage.
Outokumpu operates in some 30
countries and employs 11 000 people.
In 2005, the Group's sales were EUR 5.6
billion, of which 95 percent was generated
outside Finland. The Group's headquarters
are located in Espoo, Finland. The parent
company, OQutokumpu Oyj, has been listed on

the Helsinki stock exchange since 1988.
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Stainless steel

The consumption of stainless steel is growing more rapidly
than any other metal in the world. Outokumpu is one of the
largest producers of stainless steel and is widely recognized as a
world leader in technical support, research and development.

Main products and customers

Outokumpu’s main products are cold and hot rolled stainless
steel coil, sheet and plate. Other products include precision
strip, hot rolled plate, long products as well as tubes and fittings.
Our products are mainly used in the process industries such as
pulp, paper and chemicals as well as in the offshore oil industry,
catering and households, automotive industry and building and
construction. Outokumpu produces specialty stainless products
also e.g. for the electronics and I'T industries.

Outokumpu’s market position

e The global market totals 24 million tonnes or some EUR
44 billion. During the last ten years, consumption has
grown at a rate of 5-7% per annum. In Europe, the
Group’s main market area, the market totals 4 million
tonnes and consumption has grown by 3% annually.
However, the largest growth has occurred in China, with a
growth rate of 23% annually.

*  Outokumpu is one of the world’s largest producers of
stainless steel. Slab capacity totals 2.5 million tonnes and
the capacity for cold rolled material and white hot strip is
1.6 million tonnes. In global terms, Tornio Works is the
most cost-efficient and the largest single-site stainless steel
production facility. In addition, Outokumpu produces 0.3
million tonnes of long products and plate annually.

*  Outokumpu has a 25% share of the stainless steel coil
market in Europe and a 8% share worldwide.

*  Main markets are Europe (69% of sales in 2005), Asia
(15%) and North and South America (13%).

Production facilities

Outokumpu’s main production facilities are located in Finland,
Sweden, Britain and the US.



Outokumpu — an international stainless steel and technology company

Raw materials and energy

Stainless steel and carbon steel scrap, ferrochrome and nickel
are the main raw materials used in producing stainless steel.
Outokumpu operates its own chrome mine at Kemi and a fer-
rochrome smelter at Tornio, both in Finland. Stainless steel and
carbon steel scrap, nickel, and some of the ferrochrome are pur-
chased on the open market. Nickel accounted for 56 percent of
all raw material costs in the production of stainless steel in
2005.

Electrical energy accounts for some 4% of total costs. The
largest individual consumer of electrical energy in the Group is
the Tornio ferrochrome smelter.

In addition to Outokumpu’s main product, austenitic stain-
less steel, Outokumpu will start production of ferritic stainless
(60 000 tonnes annually) at Tornio in 2007.

End-uses of stainless steel

Others 5%

Welded tubes 5% “

Building and Catering and households 32%
construction 15%

Transport 17% ‘a Industrial equipment 26%

Source: CRU - global consumption of cold rolled sheet and coil

Major producers

Estimated slab capacity Slabs Slabs
million tonnes 2005 2007
ThyssenKrupp, Germany 2.88 2.88
Arcelor, Luxemburg 2.72 3.22
Outokumpu, Finland 2.60 2.50
Acerinox, Spain 2.41 3.16
POSCO, South Korea 2.00 2.00
TISCO, China 1.00 2.50

Source: CRU and Outokumpu

Technology

Main products and customers

Outokumpu Technology designs and delivers
plants, processes, equipment and customized solu-
tions for a wide variety of customer needs. In ad-
dition, Outokumpu Technology provides engi-
neering, project and support services worldwide.
Customers are producers of metals and industrial
minerals as well as companies operating in the
chemical and other process industries.

Outokumpu’s market position

*  Solid experience throughout the metals pro-
duction chain

*  Market leader in many technologies

¢ Extensive R&D resources

e Competitors are either engineering compa-
nies or equipment manufacturers

e Markets are Asia (35% of sales in 2005),
North and South America (21%), Europe
(20%), Australia (14%) and Africa (10%)

*  Global presence

Operations

Outokumpu has competence centers in Finland,
Germany, Sweden, North and South America,
Australia and Russia, and sales and service centers
in altogether 18 countries.




Management discussion on the financial

results and strategy

he Group’s vision of becoming the undisputed

number one in stainless steel, with success based

on operational excellence was reinforced by dives-

titure of the fabricated copper products business
in 2005. Following the sale, Outokumpu is an international
stainless steel and technology company.

Year 2005 was difficult in the stainless steel market, espe-
cially in standard grade volume products, marked by de-stock-
ing and extremely high raw material prices. Global demand
declined marginally, but development varied in different re-
gions. According to CRU estimates, apparent consumption of
flat products in Western Europe and the US fell by 5%, while
in China it rose by 12%. Prolonged de-stocking pushed the in-
dustry into oversupply. Producers responded to weakening
markets by cutting production in the second half of the year.
Base prices drifted downwards throughout 2005. The German
base price for CR 304 sheet fell from 1 425 EUR/tonne in De-
cember 2004 to 1 030 EUR/tonne at the end of 2005. De-
mand for special grade and project-related products was strong-
er and more stable than for standard products.

During the autumn, Outokumpu initiated several measures
to secure achieving the profitability targets and to adjust to the

new competitive market environment. The fixed cost reduction
program covers all stainless steel business units and group func-
tions. Targeted savings are some EUR 100 million on an annual
basis and the reduced fixed cost running rate will be in place
during the second half of 2006, with full effect in 2007. A deci-
sion was also made to close down operations at Coil Products
Sheffield (CPS) at the end of April 2006 and to adjust capacity
at the Sheffield melt shop and Avesta hot rolling mill accord-
ingly. As a consequence, the estimated additional profit im-
provement from the second half of 2006 onwards is some EUR
50 million annually. The above actions will reduce Outokumpu’s
workforce by 1 500 employees.

The closure of CPS and transfer of orders to Tornio confirm
the ability of the world’s largest stainless steel integrate to operate
at full load and deliver the benefits of its low cost base. Together
with the cost reduction program and benefits derived from the
operational excellence programs, this will improve profitability
and ensure the Group’s ability to reach the financial goals.

Outokumpu’s operating profit decreased markedly in 2005

Outokumpu’s sales rose by 8% to EUR 5 552 million. High
transaction prices and improved product mix increased the

Sales Operating capital Personnel
5 552 € million 3 756 € million 10 764
Others 3% Others 4% Others 5%

Technology 8% Technology 17%

Technology 0.1% ‘

\l \

General
Stainless 38%

General
Stainless 65%

General

Specialty Stainless
Stainless 53%

36% Specialty

Stainless 31%
Specialty
Stainless 40%
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stainless steel sales even though delivery volumes fell by 8% to
1 647 000 tonnes. Sales by Outokumpu Technology increased
by 39%.

Operating profit totaled EUR 83 million yielding a return
on capital employed of 1.9%. Operating profit excluding non-
recurring items was EUR 212 million, resulting in return on
capital employed of 5.0%. Lowest ever base prices, lower deliv-
ery volumes and inventory losses resulting from timing differ-
ence between the alloy surcharge and inventory turnover ad-
versely affected profitability during the second half of 2005.
Non-recurring items comprise write-downs and non-recurring
costs of EUR 130 million related to the closure of CPS and
EUR 34 million related to actions taken in the fixed cost reduc-
tion program. Non-recurring gain from the sale of remaining
26.5% holding in Boliden amounted to EUR 35 million.

Gearing target was reached

Following the sale of the fabricated copper products business in
April, the operations of Outokumpu Copper were classified as
discontinued operations and are reported separately from the

Group’s continuing operations. The total consideration re-
ceived from the sale to Nordic Capital was EUR 612 million.

The EUR 360 million loss from discontinued operations con-
sists primarily of the EUR 252 million loss from the sale and
the impairment loss of EUR 86 million recognized in the Ou-
tokumpu Copper Tube and Brass business, which was excluded
from the scope of the transaction. A turnaround plan has been
initiated and Outokumpu’s intention is to divest the tube and
brass business.

Net cash generated from operating activities totaled EUR
459 million. EUR 202 million was released from working cap-
ital. Capital expenditure declined to EUR 174 million. The
Tornio expansion was completed and new capacity has been
technically available from the second half of 2005. The Group’s
short-term profitability improvement program also includes
tight capital expenditure discipline, and capital expenditure
limit was set at an annual EUR 175 million for 2006-2007. In
2006, however, capital expenditure is expected to be higher due
to delayed phasing and rollovers from 2005, but will not ex-
ceed the annual depreciation level of EUR 210 million. At the
year-end, the Group’s net interest-bearing debt stood at EUR
1 537 million and gearing was 74.5%, thus achieving the target
level of below 75%.

Sales Operating profit Earnings per share
€ million € million €
6000 500 25
450 2.0
5000
400 15
350
4000 1.0
300
05
3000 250
0
200
2000 (0.5)
150
(1.0)
1
1000 00
50 (1.5)
0 0 (2.0)
01 02 03 04 05 01 02 03 04 05 01 02 03 04 05
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Equity-to-assets ratio

Financial development
%
Sales 60
€ million 2005 2004
General Stainless 4073 4237
Specialty Stainless 2739 2702 50
Technology 590 423
Other operations 238 218
Intra-group sales (2 088) (2 458) 40
The Group 5552 5122
30
Operating profit
€ million
General Stainless (62) 269 20
Specialty Stainless 110 181
Technology 25 30 10
Other operations 8 (50)
Intra-group items 1 5
The Group 83 436 —— = ¥ 0
Non-recurring items in operating profit 01 02 03 04 05
Gain/(loss) on the sale of the Boliden shares 35 (19)
Closure of Coil Products Sheffield (130) -
Costs related to fixed cost reduction program (34) -
Gain on the sale of the filter business - 16
Release of the Finnish TEL disability pension liability - 22 Debt-to-equity ratio
Total (129) 19
The Group's operating profit excluding non-recurring items 212 417 %
140
Stainless steel deliveries
1000 tonnes 120
Cold rolled 867 890
White hot strip 391 432 100
Other 390 464
Total deliveries 1647 1786
80
60
40
Positive signs in the market 20
Global economic growth is expected to remain solid in 2006. o

Although global demand for stainless steel fell marginally in
2005, underlying demand has remained healthy and in the
long-term annual growth in consumption is expected to con-
tinue at a rate of 5-7%. Towards the end of 2005 orders started
to pick up and market sentiment for early 2006 is cautiously
optimistic. However, the increasing capacity in China will curb
export possibilities of standard grades from Europe to Asia.

For the first quarter of 2006 deliveries of 304 cold rolled
flat products in Europe, Outokumpu has gradually achieved
base price increases totaling 100 EUR/tonne or more. The in-
creases vary country by country. The order backlog has
strengthened and further price increases are being pressed for
April and beyond.

In 2006 the target is to fully utilize Tornio’s capacity for fin-
ished products and benefit from its low cost base. In the short-
term, Outokumpu’s profitability is expected to improve com-
pared to the second half of 2005. However, with the still very
low base prices prevailing at the start of 2006, operating profit
is expected to fall substantially short of the high levels seen in
the first half of 2005.
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Profitability analysis by business

General Stainless” sales totaled EUR 4 073 million with a de-
crease of 4% from previous year. The profitability of General
Stainless was severely affected by both under-loading and con-
tracted prices for standard grades. The market for standard
stainless steel products weakened significantly in the second
half of 2005 mainly due to de-stocking in Europe and China
and by the new capacity that came on stream in China. As pro-
duction was market constrained, the benefits from Tornio ex-
pansion’s efficiency and low cost base could not be achieved.
General Stainless posted an operating loss of EUR 62 million.
Negative non-recurring items in General Stainless” operating
profit totaled EUR 138 million.



Specialty Stainless’ sales totaled EUR 2 739 million. The op-
erating profit decreased to EUR 110 million due to lower de-
mand, which also brought price pressures. However, in some
segments and products, the market situation was satisfactory or
even good. Especially, oil and gas segments accounted for strong
growth in 2005, boosted by the record high oil prices. Desalina-
tion, building and construction as well as pulp and paper seg-
ments performed well. Negative non-recurring items in Special-
ty Stainless” operating profit totaled EUR 21 million.

Outokumpu Technology’s sales grew by 39% to EUR 590
million. Technology’s operating profit rose to a record high of
EUR 25 million as a result of increased deliveries. Technology’s
operating profit for 2004 included a EUR 16 million non-re-
curring gain from the sale of the filter business and release of
TEL disability pension liability of EUR 5 million. In 2005,
Technology’s order intake totaled EUR 679 million and the or-
der backlog at the year-end was record high at EUR 596 mil-
lion. The market outlook for 2006 continues to be good. The
financial target of Technology is to increase annual sales to
EUR 700 million by 2008 with the current business concept
and to generate a profit before taxes of EUR 50 million.

Other operations’ operating profit was EUR 8 million. In
2005, Other operations’ result included EUR 6 million of non-
recurring costs related to fixed cost reduction program and
CPS closure and a gain of EUR 35 million on the sale of Boli-
den shares, while in 2004 there was a release of TEL disability
pension liability of EUR 4 million and a loss of EUR 19 mil-
lion on the sale of Boliden shares.

Operating capital and return on operating capital in 2005

Total shareholder return

Earnings per share was EUR 2.01 negative.

The total shareholder return (TSR) turned 0.8% negative in
2005 compared with the positive TSR of 19.5% in 2004 and
31.4% in 2003. TSR is calculated as the annual change of share
price plus dividend, divided by the starting share price of each
year.

At the end of 2005, Outokumpu Oyj had a market capi-
talization of EUR 2 272 million, a decrease of EUR 105 mil-
lion during the year. Outokumpu paid dividends of EUR 91
million in 2005.

According to the dividend policy established by the Board of
Directors the dividend payout ratio over a business cycle should
be at least one-third of the company’s net profit for the period.

The proposed dividend for 2005 is EUR 0.45 per share.
The dividend yield is thus 3.6% (2004: 3.8%). Outokumpu’s
average dividend payout ratio over the past five years has been
85.4% including the discontinued operations and 47.6% when
calculated as for the continuing operations.

Economic value added turned negative

Outokumpu’s overall financial objective is to generate maxi-
mum sustainable economic value added on the capital invested
by shareholders. Outokumpu uses the weighted average cost of
capital (WACC) in defining the capital charge for economic
value added, and it applies this for purposes such as estimating
the profitability of investment projects and defining the eco-

nomic and commercial value of its business operations.

Return on capital employed

26 %
12
22
AN 18 °\ci 10
£
2
14 © 8
ROOC 13% E
=
0 B
ROOC 8% g 6
s £
©
= 4
) , 2 8
Specialty Stainless o
(2) 2
General Stainless
(6) 0
\ \ \ \ \ 1 (10) 01 02 03 04 05
0.8 1.20 1.60 2.00 2.40 2.80

Capital turnover ratio

The return on operating capital (ROOC) in the chart above comprises two components: the operating profit margin and the capital turnover ratio. There are two curves for ROOC. Each

point on the upper curve gives a 13% target return on operating capital and, similarly, the lower curve indicates the Group’s 8% weighted average cost of capital before taxes. If a

division does not cover the weighted average cost of capital, it generates negative economic value added. The higher the capital turnover ratio, the smaller change in operating profit

margin will impact ROOC. The size of the circle reflects the amount of operating capital tied up into a division. Outokumpu Technology is not shown in the chart (capital turnover ratio

of 272 and operating profit margin of 4.3%). Excluding the non-recurring items, the return on operating capital of General Stainless would increase to some 2.9% from 2.3% negative

and of Specialty Stainless to 10.9% from 9.1%.
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Share-related key figures

€ 2005 2004
Earnings per share (2.01) 2.12
- from continuing operations (0.02) 2.08
- from discontinued operations (1.99) 0.04
Equity per share 11.31 13.65
Dividend per share 0.45" 0.50
Share price on Dec. 31 12.55 13.15
Market capitalization on Dec. 31, € million 2272 2377

') Board's proposal to the Annual General Meeting

In 2005, Outokumpu’s WACC after taxes was about 6%.
The figure was obtained using a target capital structure in
which the weight of the equity was 60% and the weight of debt
40%. The cost of equity was 7.5% and the after-tax cost of
debt was 3.7%. In 2005 Outokumpu’s economic value added
with a 6 % WACC from its continuing operations turned neg-
ative and totaled EUR 238 million.

Outokumpu’s vision — to be the undisputed number one in
stainless

In August 2004, Outokumpu announced that the Group’s fu-
ture strategic direction will be based on leadership in stainless
steel, and that Outokumpu is looking at various options to
exit from its fabricated copper products business.

At the beginning of 2005, the Group’s new vision targeting
at the leading position in stainless was further outlined and fi-
nancial objectives were updated. Furthermore, the Group’s new
business organization came into effect at the beginning of
April. At the same time, it was confirmed that the technology
business is developed as part of Outokumpu Group. The role
of the technology business is, however, more independent and
from the Group’s perspective the business is managed through
the Board work of Outokumpu Technology.

Outokumpu’s future success will be based on operational
excellence. Operational excellence comprises the Commercial
and Production Excellence programs, which were launched in
April 2005. The Commercial Excellence program covers all
stainless steel business units and sales companies. The program
will help to shift the Group increasingly towards customer ori-
entation and a one-company operating model. Production Ex-
cellence is a highly practical program to improve Outokumpu’s
production operations. In this program, the objectives are to
improve health, safety and environmental performance, raw
material and equipment efficiency, benchmarking and the use
of best practices.
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The objective is to secure the number one position in Eu-
rope within stainless steel over the next five years and a leading
position globally in ten years. To reach a leading position
worldwide, Outokumpu intends to obtain production capacity
also outside Europe, whether through greenfield investments or
by way of suitable acquisitions or alliances.

Outokumpu continually monitors the development of its
business portfolio in order to ensure that the businesses fit in
with the Group’s strategy and meet the profitability and per-
formance targets. At the same time Outokumpu evaluates po-
tential acquisition and divestment candidates that would im-
prove the value of the Group’s business portfolio.

Financial targets derived from the vision

Outokumpu’s financial objective is to generate maximum sus-
tainable economic value added on the capital that shareholders
have invested in the company.

At the group-level the financial objectives aligned with the
vision to become number one in stainless for growth, profita-
bility and financial strength are:

e Continue to grow faster than the market

e A return on capital employed to be more than 13% and
always the best among peers

e Gearing to be below 75%

Outokumpu has initiated several measures to secure achiev-
ing the profitability targets. The targeted savings from the fixed
cost reduction program are some EUR 100 million on an an-
nual basis, and the reduced fixed cost running rate will be in
place during the second half of 2006, with full effect in 2007.
The closure of CPS and adjustment of capacity at the Sheffield
melt shop and Avesta hot rolling mill accordingly are expected
to result in an estimated profit improvement of some EUR 50
million annually from the second half of 2006 onwards. Fur-
ther, total combined benefits from the Commercial and Pro-
duction Excellence programs are expected to amount to EUR
40 million in 2007, EUR 80 million in 2008 and EUR 160
million on an annual basis thereafter.

To prepare for growth opportunities, the capital structure is
under strong focus. The tight working capital management
continues in 2006. In addition, the Group’s short-term profit-
ability improvement program includes tight capital expendi-
ture discipline, and capital expenditure will be an annual max-
imum of EUR 175 million for 2006-2007. In 2006, however,
capital expenditure is expected to be higher due to delayed
phasing and rollovers from 2005, but will not exceed the an-
nual depreciation level of EUR 210 million.

Factors affecting Outokumpu’s profitability

Outokumpu’s business is cyclical. Besides company’s own ac-
tions, Outokumpu’s profitability depends on economic cycle in
the world economy and especially on the level of industrial in-
vestments. The demand for stainless steel has over long-term



been growing at a rate of 5-7% per annum. Capacity expan-

sions may sometimes have an adverse effect on the stainless Effect of sustained change on annual operating profit

markets if resulting in a temporary imbalance between global

supply and demand. € million
Key factor directly affecting Outokumpu’s profit is the base Base price, +100 EUR/tonne 200
price development of stainless steel. The price level is linked to Ferrochrome price, +5 USc/lb 10
. . . L USD/EUR, +10% 50
the economic cycle, and especially to the level of industrial in-
in th . Ch in the b SEK/EUR, +10% (50)
vestments in the main customer segments. Changes in the base GBP/EUR, +10% (30)
prices are also attributable to strong fluctuations in demand in
the de—stocking and re—stocking cycle, The figures are estimates and they do not take into account the impact of

hedging. They have been calculated on the basis of the average exchange rates

The prices of alloying materials for stainless steel do not X _ )
in 2005 and projected 2006 production volumes.

have a major impact on Outokumpu’s financial results, none-

theless, they feed through into the amount of capital tied up in

operations. The transaction price of stainless steel is the base
price plus the alloy surcharge. The alloy surcharge is applied in
Europe and in North America and it includes the cost of the
alloying materials, when exceeding the predefined trigger price
level, in stainless steel: nickel, chrome, molybdenum, iron and
titanium. Typically, the base price charged to the customer is
fixed, and the risk related to changes in the cost of the alloying Exchange rates
materials is passed on to the customer through the alloy sur-

charge. For fixed price sales in markets where the alloy sur-

EUR/USD
L . g . . EUR/SEK
charge mechanism is not in use, like in Asia, the nickel portion EUR/GBP UR/S
of the price is hedged through derivative contracts. 150 10.0
Operating profit is affected not only by the changes in the
base prices but also, by unit costs, delivery volumes and prod-
. . . L 125 9.5
uct mix. In the production of stainless steel the capacity utiliza-
tion rate also has a major impact on operating profit. Produc-
tion volumes depend on demand, and products are mainly
) 1.00 9.0
manufactured to fulfill orders. Apart from delivery volumes,
the product mix also has an effect on profitability, because the
profit margins for products vary with the value-added compo- 0.75 85
nent. Overall, the relative changes in base prices are more im-
portant than changes in delivery volumes.
The pricing currencies for stainless steel products are as a 0.50 8.0

rule determined by the market areas: euros in Europe and US

dollars in the US and Asia. Price levels between Europe, the US or 0z 03 04 05

. . 5 EUR/USD
and Asia may vary. Foreign exchange rates affect Outokumpu’s g EUR/GEP
profits, because a large part of the sales are tied to the US dollar. ® EURSEK

Outokumpu’s production costs, in turn, are for the most part
in euros, Swedish crowns and British pounds. Prices of raw ma-
terial are determined primarily in US dollars.

The table on the right shows the sensitivity of Outokumpu’s
operating profit in 2006 to changes in base prices, ferrochrome
prices and the foreign exchange rates between the main curren-
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cies and the euro.



Risk management

utokumpu operates in accordance with the

Board-approved risk management policy defin-

ing the objectives, approaches and areas of re-

sponsibility of risk management. Risk manage-
ment supports the Group’s strategy and business targets. It fur-
thermore defines a balanced risk profile from the perspective of
shareholders as well as other stakeholders, such as customers,
suppliers, personnel and lenders.

Outokumpu has defined a risk to be anything that might
have an adverse impact on the activities the company has un-
dertaken to achieve its objectives. Risks can thus be threats, fac-
tors of uncertainty or lost opportunities relating to present or
future operations.

Outokumpu’s risk tolerance defines the range in which the
Group’s capital structure, earnings and cash flow can vary. The
Group Executive Committee confirms each year the Group’s
risk tolerance as part of strategic planning. The risk manage-
ment process is part of the Group’s management system, and in
practice it is divided into four stages: identification of risks; as-
sessment and measurement; control and mitigation; and re-
porting. Two extensive risk identification and assessment work-
shops were carried out during 2005 — one with Group Execu-
tive Committee concentrating on steel business and another
with management of Outokumpu Technology with emphasis
on technology business. In addition, key risks and related miti-
gating actions for business units were identified and assessed in
strategy planning.

The Board of Directors is responsible for the Group’s risk
management. The CEO and the Group Executive Committee

14 EEEEEEm Outokumpu 2005

are responsible for defining and putting risk management pro-
cedures into use, and for ensuring that risks are taken into ac-
count in strategic planning. The business units are responsible
for managing the risks involved in their operations. The Group’s
risk management function, in turn, supports the implementa-
tion of the risk management policy and develops group-wide
ways of working. The external and internal auditors monitor the
proper functioning of the risk management process.

The Group’s risk management function prepares a quarterly
risk report to the Audit Committee, Corporate Management,
internal audit and external auditors.

Strategic and business risks

Strategic and business risks relate to the nature of the business
and are often difficult to quantify. Among others, strategic risks
relate to Outokumpu’s business portfolio, the market position
and major investments. Business risks, in turn, are connected
with the operating environment, customers’ behavior and the
economic outlook. Outokumpu’s key strategic and business
risks are presented in the following,.

The global stainless steel market

The stainless steel market is divided into three main markets:
Asia, Europe and the Americas. There are significant trade flows
between the regions despite some trade political barriers. Outo-
kumpu’s key production facilities are located in Europe and it
has a global sales and distribution network. Outokumpu’s main
market area is Europe. The changes taking place in the market
areas as well as regional differences — such as the prevailing sup-
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Risk management supports the Group’s strategy and business targets and

defines a balanced risk profile

ply and demand or price levels — can have an effect on Outo-
kumpu’s competitive position and financial performance.

Because of the very good demand prospects for stainless
steel in China, a lot of new production capacity is being built
there. China’s production and demand are estimated to be in
balance in the coming years, and the country may become a net
exporter to the other main regions. This may lead to continued
tough competition in the sector, with prices falling over the
longer term. It is nevertheless not certain that China’s demand
for stainless steel will continue growing in line with forecasts or
that new capacity will come on stream as planned. Outokumpu
has already taken action and is preparing for a possible con-
tinuation of overcapacity situation and the adverse effects of it
by maintaining cost-efficient production, broadening its prod-
uct offering, improving its delivery reliability and developing
distribution channels. As set out in the strategy, Outokumpu
will also study ways of strengthening its position outside Eu-
rope in the years ahead.

Cyclical nature of stainless steel demand

Demand for Outokumpu’s main product, austenitic stainless
steel, is sensitive not only to fluctuations in actual end-user de-
mand, but also to the changes in the price of nickel, its most
valuable alloy element. Stockists often speculate on changes in
the nickel price in timing their buying, and this too can affect
Outokumpu’s sales volumes. Outokumpu seeks to mitigate this
risk in several ways, such as by increasing the number of direct
end-use customers. Over the short-term, variations in the price
of nickel can also feed through into Outokumpu’s earnings.

Raw materials and energy

Apart from its own ferrochrome production, Outokumpu is
dependent on external suppliers for the raw materials it uses
and, as a rule enters into long-term agreements with them. The
availability and price of many raw materials and energy are sub-
ject to fluctuation. A tightening up of the availability of raw
materials and energy or a significant rise in their prices may
have an adverse effect on Outokumpu’s operations and profits
if the risk mitigation measures by Outokumpu prove insuffi-
cient or if the price rise cannot be passed on to customers. The
carbon dioxide emissions trading that started in the European
Union from the beginning of 2005 will in the early stages affect
Outokumpu mainly through a possible rise in the price of elec-
trical energy because the emissions allowances now received are
by and large sufficient. Outokumpu has prepared to meet high-
er electricity prices not only through hedging, but also by step-
ping up the efficiency of the use of energy at its plants, con-
cluding long-term delivery agreements and acquiring stakes in
power generation companies. Price risks are discussed in great-
er detail in note 20 to the consolidated financial statements on
pages 79-80.

Competition in the stainless industry

Competition in the stainless steel industry is fierce, and factors
such as competitors’ increases in production capacity, a decrease
in prices or the development of better or new products and
services can weaken Outokumpu’s position in relation to its
competitors. Producers also compete with manufacturers of sub-
stitute materials, such as other metals, plastics and composites.
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Outokumpu’s competitiveness and long-term profitability
depend to a significant extent upon its ability to maximize ca-
pacity utilization rates, maintain cost-efficient production and
strengthen its position in the markets for higher value-added
products as well as its prowess in creating long-term customer
relationships. On the other hand, stainless steel is finding many
new applications where other materials, such as carbon steel,
have previously been used. One of the key advantages of stain-
less steel over competing materials is its low life-cycle cost.

Operational risks

Operational risks arise as a consequence of inadequate or failed
internal processes, people’s actions, systems or external events.
Risks of this kind are often connected with a plant’s operations,
projects, information technology or infrastructure, and if they
materialize, this can lead to liability, loss of property, suspen-
sion of operations or environmental impacts. Outokumpu has
defined the implementation of procedures for identifying, as-
sessing and reducing operational risks as a key risk manage-
ment priority. Risk surveys are carried out on an ongoing basis
to assess such risks and to keep them under control. Part of
Outokumpu’s operational risks are covered by insurance. Insur-
ances are discussed in detail in note 20 to the consolidated fi-
nancial statements on pages 79-80.
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Property damage and business interruptions

Major part of Outokumpu’s production is located in large in-
dustrial areas comprising a number of separate buildings and
production lines. The production of stainless steel furthermore
involves production and logistics integration between the fa-
cilities in Tornio, Avesta, Sheffield and other smaller facilities.
The production is capital intensive and a large part of the
Group’s operating capital is tied up in the above-mentioned fa-
cilities. For example, a fire or a serious machine failure can lead
to major property damage or loss of production, or have other
indirect adverse effects on Outokumpu’s operations. Outo-
kumpu endeavors to guard against such risks by continually
evaluating its production facilities and processes from the risk
management perspective and by arranging reasonable insur-

ance coverage for a large part of these risks.

Financial risks

Financial risks comprise market, liquidity and credit risks. One
of the main market risks is the price of nickel, which is used as
a raw material in stainless steel. A significant portion of the risk
due to fluctuations in the nickel price is passed on to the cus-
tomer in the form of an alloy surcharge that is added to the
base price. Price fluctuations nonetheless also have a major im-
pact on the Group’s working capital. The principal task of Ou-
tokumpu’s financial risk management is to reduce the impacts
on earnings caused by price fluctuations and other factors of
uncertainty as well as to ensure sufficient liquidity. Financial
risk management is discussed in detail in note 20 to the con-
solidated financial statements on pages 79-80.



Market review

An encouraging outlook for global economic activity into early 2006

lobal GDP rose by about 3.5% in 2005 despite

high and volatile oil prices. Growth remained

strong in the US, the Japanese recovery main-

tained steady progress, and the remarkable ex-
pansion in China continued unabated. Growth slowed slightly
in many developing economies in Asia and Eastern Europe, but
remained generally healthy. In Europe economic activity re-
mained generally very sluggish.

Recent business surveys suggest that global economic growth
will remain solid during the first half of 2006. Firm growth is
forecast to continue in the US. In China economic activity is
expected to slow only slightly from current levels and prospects
in Japan look increasingly positive. There are also signs that
growth in Western Europe might be starting to recover. The
manufacturing sector in Germany has been performing well
and activity also seems to be picking up in France and Italy.

Demand for stainless in the process industries should
remain very strong

The main end-uses for stainless steel exhibited rather different
trends during 2005. Growth in the different sectors will con-
tinue to diverge during 2006, though in aggregate the demand
background for stainless steel should remain solid.

Demand from the process industries and from the indus-
trial machinery and equipment sector was strong in 2005 as a
result of increased investment activity. Investment spending in
2005 grew rapidly in North America, Japan and China. The
current strength of machinery orders suggests that investment
in these areas will remain strong during 2006. Activity in West-
ern Europe was more subdued, but business surveys suggest

that investment activity in the region will improve over the
next year.

Activity in the catering and household sector was steady in
2005. US consumers continued to spend at record levels while
in Japan consumption maintained a slow recovery. Household
spending was extremely weak in Germany and Italy, and lack-
lustre in the rest of Western Europe. Prospects in Europe seem
a little brighter for 2006, and Japanese domestic demand is also
looking more encouraging. US consumption growth is expect-
ed to moderate in response to higher interest rates and weaken-
ing sentiment.

In the transportation sector, worldwide vehicle production
rose by just 2% in 2005. This was almost entirely due to firm
growth in the developing markets of Asia, Eastern Europe and
South America. In contrast, US production was flat and output
in Western Europe declined, and the outlook for the transport
sector in both these regions remains subdued. However, with
developing markets continuing to enjoy strong growth, the glo-
bal vehicle market is expected to show further steady progress
during 2006. In the aerospace industry, orders have recovered
strongly, and the outlook over the next year is very encouraging.

The construction sector enjoyed another good year in 2005.
The US market was very strong, mainly thanks to the buoyancy
of the housing market. Construction spending continued to rise
at a spectacular rate in China. Activity in Japan and Eastern Eu-
rope was also healthy. In Western Europe the construction sec-
tor grew rather slowly. Global activity in construction is expect-
ed to moderate a little during 2006. This is partly a reflection of
higher interest rates, but there are also worries about housing
price bubble in some markets, notably in the US.
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Annual metal market prices
Change%
2001 2002 2003 2004 2005 2005/2004
Stainless steel
Base price €/t 1283 1403 1397 1424 1174 (17.6)
Alloy surcharge €/t 372 312 396 828 942 13.8
Transaction price €t 1655 1715 1793 2 252 2116 (6.0)
Nickel US$/it 5948 6772 9 641 13 852 14 744 6.4
€/t 6 641 7162 8523 11 136 11 851 6.4
Ferrochrome (Cr-content) US$/Ib 0.32 0.31 0.43 0.69 0.74 7.2
€/kg 0.79 0.73 0.84 1.22 1.32 8.2
Molybdenum US$/Ib 2.39 3.94 5.40 16.39 32.51 98.4
€/kg 5.90 9.18 10.52 29.05 57.61 98.3
Steel scrap US$it 97 102 147 236 224 (5.1)
€/t 93 107 130 190 180 (5.3)
Sources:
Stainless steel: CRU — German base price, alloy surcharge and transaction price (2 mm cold rolled 304 sheet), estimates for deliveries during
the period
Nickel: London Metal Exchange (LME) cash quotation
Ferrochrome: Metal Bulletin — Ferrochrome lumpy chrome charge, basis 52% chrome
Molybdenum: Metal Bulletin — Molybdenum oxide, Europe
Steel scrap: Metal Bulletin — Steel scrap HMS 1 fob Rotterdam

Stainless steel consumption in 2005 depressed by
de-stocking

Despite the solid economic background the global apparent
consumption of cold rolled and hot rolled stainless steel flat
products declined marginally during 2005. According to CRU
estimates, apparent consumption fell by almost 5% in both
Western Europe and the US, and the only region to show sig-
nificant growth was China, where apparent consumption grew
by about 12% from the previous year.

The main explanation for this anomaly is that 2005 was
characterised by a sustained period of de-stocking. Global ap-
parent consumption rose by almost 18% during 2003-2004,
well ahead of underlying demand as consumers built up inven-
tories ahead of steadily rising transaction prices for stainless.
This process then went into reverse at the beginning of 2005.
Consumers, seeing that future prices were starting to weaken,
had a strong incentive to run down inventories and to delay new
purchases. This increased the pressure on base prices, reinforcing
the downward spiral. Only when stocks had fallen below normal
levels, towards the end of the year, did orders start to recover.

The impact of the weakening market on stainless steel base
prices was dramatic. According to CRU, typical German base
prices for cold rolled 304 fell steadily during 2005, from 1 385
EUR/tonne in January to 1 170 EUR/tonne by mid-year and
1 030 EUR/tonne in December. The average German base
price for the year, at 1 174 EUR/tonne, was almost 18% below
the 2004 level and in real terms the lowest ever annual figure.

Unfortunately for the stainless steel producers, this dramatic
fall in the base price was accompanied by an unprecedented in-
crease in the alloy surcharge. The alloy surcharge is added to the
base price of stainless steel when the prices of the main alloying
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elements rise above a certain threshold level. In July 2003, the
alloy surcharge on cold rolled 304 was about 350 EUR/tonne.
As the prices of the raw materials spiralled, so the alloy sur-
charge rose, peaking at 1 035 EUR/tonne in August 2005. This
increase thus offset the fall in base prices, keeping stainless
transaction prices high at a time when profitability of the stain-
less mills was being squeezed.

The underlying demand for stainless steel has remained
healthy however and the long-term growth in consumption is
still estimated to be 5-7% annually. Nevertheless, the sustained
high prices have undoubtedly had an impact on the pattern of
stainless steel consumption. There has been some substitution
of stainless by other materials, though the tonnage loss is not
thought to be significant. More importantly, in some end-uses
there has been a switch from the austenitic 300-series to ferritic
or duplex stainless steels. As a result the proportion of auste-
nitic stainless steel in total stainless production has declined
sharply. Some of these changes in end-use consumption are
likely to be permanent.

Record nickel prices the main reason for high alloy
surcharge

The sharp rise in the alloy surcharge was mainly attributable to
a further big increase in the nickel price. In 2005 nickel aver-
aged 14 744 USD/tonne, the highest ever, and more than 50%
above its average of two years eatlier. Nickel prices peaked in
May at over 17 000 USD/tonne, reflecting the record-low level
of the stock-consumption ratio. Thereafter prices started to sof-
ten gradually and a marked fall in prices took place at the begin-
ning of the fourth quarter as the cutback in global stainless pro-
duction depressed demand for raw materials. The rise in nickel
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stocks and plentiful supply of scrap are evidence that the funda-
mentals of the nickel market have eased considerably. Neverthe-
less, prices rose sharply again in early 2006, driven by a huge
flow of investment funds into the metals sector. The scale of
fund involvement makes prospects for nickel even more uncer-
tain than normal, though the general expectation is that prices
will remain high and very volatile over the next few months.

The price of the other main alloying element for stainless
steel, ferrochrome, was high in 2005, and the average price of
0.74 USD/Ib was the highest since 1989. After prices of close
to 0.80 USD/Ib in the first half of the year, quotations started
to fall sharply after mid-year. Weaker demand was the main
reason for the fall, but supply has also been increasing steadily.
With the market now firmly in surplus, average prices in 2006
are expected to be sharply down year-on-year.

Molybdenum prices continued to rise strongly in 2005. The
average price of molybdenum oxide delivered in Europe was
32.51 USD/Ib, six times the level in 2003. Increased demand
from the stainless steel sector, inadequate supply and produc-
tion problems especially in China were the main reasons for the
market tightness. Prices are expected to remain high for at least
the first half of 2006.

Stainless steel mills introduced a steel scrap component to
the alloy surcharge during 2004 to compensate for the big in-
crease in the scrap price. This component was maintained dur-
ing 2005, as scrap prices remained very high. The annual aver-
age price of 224 USD/tonne (for HMS 1 fob Rotterdam) for
2005 was only slightly down on 2004’s exceptional level. High
prices for carbon steel, strong demand and lower exports out of
the CIS suggest that steel scrap prices will remain high over the

near term.

Includes January, 2006
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A reasonable year for other stainless products

The other stainless steel products also suffered from the volatil-
ity of alloy prices. Market conditions were difficult, but prices
generally held up better than in the cold rolled market and
2005 was a reasonable year.

In hot rolled coil, including white hot strip, the first half of
the year was very strong in Asia, but demand then dropped
sharply in response to high inventories and uncertainty about
prices. Many projects were delayed because of high extras on
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Market review

molybdenum-bearing alloys. The Asian market also became
increasingly competitive due to the rapid rise in Chinese pro-
duction capacity. This suggests that prices will remain under
pressure in the first half of 2006. In Europe sales volumes picked
up in the last quarter of 2005, and a further recovery in sales is
anticipated in the early months of 2006.

Quarto plate markets were satisfactory in 2005. There was
healthy demand from the oil and gas sector, desalination
projects, pulp mills and chemical carriers. However, some
projects were delayed due to high alloy prices. In some end-uses
low-nickel or duplex stainless steel gained market share. Sales
prospects for 2006 look satisfactory, though prices will be heav-
ily influenced by the development of raw materials prices.

Global demand for long products was strong through most
of the first half of 2005. Demand deteriorated in the second
half, especially in Western Europe however. This resulted in base
prices falling significantly. Order levels recovered modestly in
the final quarter, indicating that excessive stocks were being
eroded. Further recovery is anticipated in early 2006 as lower
alloy surcharges take effect.

There was a similar sales pattern in the precision strip market.
Demand in both Europe and the US was very strong in the first
quarter of 2005. Sharply lower activity in the automotive indus-
try resulted in strip sales falling sharply during the second and
third quarters. Demand improved again towards end-year, and
2006 is expected to be a better year in terms of volume. Base
prices are, however, expected to be under downward pressure.

Demand for tubes in 2005 was clearly below the previous
year, and base prices continued to drift downwards. The oil and
gas sector remained strong throughout the year, but demand
from the pulp and paper and chemical industries was disap-
pointing. Competition from Asian tube and fitting producers
tightened markedly and Chinese tubemakers are now offering
their products to distributors in Europe. The market is expected
to recover somewhat in 2006, partly due to strong demand from
the chemicals, petrochemicals and gas sectors, and partly due to
a lower alloy surcharge.

Sentiment improving, but upside on base prices will depend
on production response

Although base prices for cold rolled 304 fell to an acutely low
level in the final quarter of 2005, sentiment started to improve
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towards the end of the year. Orders began to pick up, and the

stainless mills began targeting price increases over the next few
months. Market conditions clearly look more promising for
carly 2006. The economic background is looking firm and
stainless stocks have been continuing to fall. Given this back-
ground, the first half of 2006 could see sustained re-stocking, a
trend that would be given added impetus if the alloy surcharge
were to stabilise or start rising again.

An improvement in apparent consumption would certainly
be positive for base prices over the short term. However, the up-
side for prices during 2006 is unclear given the background of
over-capacity in the industry. If producers choose to maintain
production cutbacks at recent levels, then base prices could in-
crease significantly. However, a quick return to full production
might cap any increase in base prices at a relatively modest level.

Further ahead, capacity growth, especially in China, will be
the key issue for the stainless industry. Chinese capacity is ex-
pected to show further massive growth over the next few years.
This growth is substantially changing the world trade pattern in
stainless. The export opportunities for European producers will
be reduced as China gradually moves towards self-sufficiency in
stainless flat products. Rapid capacity growth is also expected to
keep global utilisation rates under pressure, especially for slab.
The tough pricing environment could continue for several
years.

Technology sales boosted by strong investment activity

The improvement in Outokumpu Technology’s order intake,
which had begun in the second half of 2004, strengthened ap-
preciably during 2005. High metals prices were the driving
force, stimulating a huge increase in investment activity. De-
mand from the carbon steel industry was especially strong, but
investment grew firmly in all customer sectors. By region, or-
ders were strongest in Asia, South America and Australia, but
investment activity was healthy almost everywhere.

The outlook for technology sales in 2006 is highly positive.
Substantial new capacity is still needed in mines and metallurgi-
cal facilities in both the ferrous and non-ferrous sectors. Senti-
ment in the markets remains very positive, and industry profit-
ability is running at a high level. Given this background, invest-
ment activity in the metals industry is expected to remain very
strong over the next year.



Commercial operations

Focused customer orientation is becoming increasingly important

also in the stainless steel industry

utokumpu’s global Commercial operations or-

ganization consolidates group-wide sales plan-

ning, execution and marketing development.

This consolidated strategy requires a one-com-
pany approach towards customers that combines the product
and service offering from different mills to meet the customers’
total needs.

Commercial operations consists of two functions: Sales op-
erations and Group marketing. These two functions are man-
aged centrally, but the activities are delivered through the coor-
dinated actions of business units and sales companies.

Strength from extensive sales network

The primary task of sales operations is to prepare operative
sales plans and to ensure the overall steering of the Group’s sales
force in the marketplace. Operative sales plans, defined for the
whole Group, set targets, priorities and actions by geographical
market ensure that the Group’s global sales plan is achieved.
The role of sales steering is to coordinate the day-to-day sales
activities which include the definition of prices and other tacti-
cal decisions. An important aspect of sales steering is to ensure
that optimal use is made of the Group’s sales network and dif-
ferent routes to market.

At the end of 2005, the Group’s own sales network consist-
ed of 1 035 people in sales companies and service centres. The
extensive sales network provides customers with a local contact
at sales companies, service centres and agents located in more
than 60 countries around the globe.

Outokumpu’s key markets are in Europe where the Group
enjoys a market share of 25% in stainless steel coil, mainly in

Main routes to market

Business units
Sales network

a2

Outokumpu Distributors
Stock & . . Further
Processing processing

N

End-users
Projects

Germany, Italy, France and Spain as well as in its home markets
Britain and Scandinavia.

Outokumpu has recognized the need to be close to custom-
ers and to ensure that the process of purchasing stainless steel is
as simple as possible. High quality and a responsive supply
chain continue to be important factors. Outokumpu’s exten-
sive network of sales companies provides the primary point of
contact for sales dialogues.
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Commercial operations

Outokumpu’s customers benefit from the 28 Outokumpu
service locations, mostly located in Central Europe which proc-
ess plate and coil products to meet specific customer needs.
This enables sales companies to tailor the offering to meet cus-
tomers needs, creating value for them when their requirements
fall outside standard dimensions and finishes.

Coil service centres offer slitting and cutting of coil products
to very precise customer-specified dimensions. Vast coils of
stainless steel can be slit to widths as narrow as 9 mm and plate
can be cut to any length from 400 mm to 13.4 m. These coil
service centres also provide a wide variety of polishing and
brushing services. The service centres located in the main mar-
kets are able to make weekly or even daily deliveries to custom-
ers to ensure their operations run smoothly with an uninter-
rupted supply of high quality and tailored materials. The centres
also provide the Group with the capability to make rapid, time-
ly deliveries of small to medium-sized batches of coil products.

As a world-leading supplier of stainless steel plate, Outo-
kumpu provides a full range of products and processing alterna-
tives to cover needs ranging from the largest chemical tankers to
small components for the electronics industry. Plate service cen-
tres provide plasma, laser and water-jet cutting, sawing, and
press braking. The cutting equipment can handle sections up to
16 m in length, cut thicknesses from 2 mm to 150 mm, and
produce complicated geometries. Outokumpu operates some of
the most powerful press braking equipment in the industry and
provides highly complex profiles to narrow tolerances.

Marketing function to further commercial operations

Group marketing is in charge of the medium to long-term de-
velopment of the Group’s commercial activities. Key responsi-
bilities consist of the development of a global commercial strat-
egy, marketing communications, sales-related business process-
es and I'T support systems, and the global Commercial Excel-
lence program — a major development undertaking in market-
ing and sales.
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A major part of Group marketing’s current activity is the
Commercial Excellence program internally also known as K2.
It is Outokumpu’s aim to become the industry benchmark in
managing customer relationships and to satisfy customer needs
in all aspects in terms of both products and service. This means
that Outokumpu must intensify its efforts to create a custom-
er-focused culture and define itself not by what it produces but
by its customers, their industries and their customers’ needs.
Concrete actions will also be taken to adjust the already broad
product and service offering to help meet these needs more ef-
fectively.

The objectives of the Commercial Excellence program will
be achieved through the development of all commercial per-
sonnel, building on their skills and capabilities, and establish-
ing a base that enhances the Group’s capability to serve increas-
ingly sophisticated customers with demanding procurement
needs and strategies.

The program will implement a one-company approach to
key accounts which have, for example, a need to purchase stain-
less steel products for their business units in multiple markets
and qualities. A matrix organization, with key account manag-
ers at its heart will ensure that a high level of customer service
is achieved. This structure will manage the sales and negotia-
tion process that delivers innovative customer solutions, re-
sponsive and seamless information exchange and the capability
of providing a single point of contact for customers with global
operations. The program will also build internal platforms that
provide transparency in customers, products and profitability.

The Commercial Excellence program will last two years and
will involve some 500 people in the Group’s global customer
facing sales and business network. It has already identified op-
portunities in deeper relationships that will deliver improved
levels of profitability for both Outokumpu and its customers.

Customers and product offering

Outokumpu’s customer base covers a broad range of end-use
applications and routes to market. While distribution, tube



making and re-rolling remain central to our business especially
in the standard product sector, Outokumpu is actively develop-
ing its business in specific customer segments where niche
products and grades are required. In the past few years, Outo-
kumpu has made significant investments in the efficient mass-
production of standard products. In the future, the special
products area will also be subject of focus.

Outokumpu’s main products are hot and cold rolled stain-
less steel coil, sheet and plate. The Group also offers an exten-
sive range of other stainless steel products, such as special strip,
hot rolled plate, tubes, fittings and long products.

Outokumpu has a history of continuous research and devel-
opment work which guarantees both continued high quality
products and expert technical advice when selecting the appro-
priate grade for each customer application. Outokumpu is
known for its reliability and its extensive range of austenitic
and duplex grades, which provides the core of our product of-
fering for traditional stainless steel applications in the catering
and household industry, and also for supplying excellent mate-
rials for demanding process applications in oil and gas, chemical,
desalination, as well as pulp and paper industries. Outokumpu
also produces an extensive selection of special finishes that are
attractive to architects and high-strength materials for the auto-
motive industry.

Among the Group’s numerous customer application seg-
ments the following are among the most promising for Outo-
kumpu in the future:

Architecture, building and construction
Stainless steel is one of the world’s most attractive, long-lasting
and inspirational materials. It is no surprise that architects and
engineers frequently select stainless steel for interiors and fa-
cades. Stainless steel requires low-maintenance, is environmen-
tally friendly, 100% recyclable and remains aesthetically pleas-
ing throughout its life cycle.

A new area for the utilization of stainless steel has been in
bridge construction. In recent years, Outokumpu has received

several significant orders from bridge projects where designers
have recognized the benefits of our new LDX 2101® grade.
While this composition has a lower nickel content than tradi-
tional stainless steels, it offers also high strength and corrosion
resistance and is proving to be a new and appealing opportu-
nity in many applications.

Automotive and transportation

Stainless steel is becoming increasingly common in chassis con-
structions in the automotive, railroad and bus manufacturing
sectors. The Outokumpu-developed HyTens® material has ex-
ceptional formability and has the property of hardening during
deformation. This opens up the possibility of creating ultra-
high strength in new and unique applications. Strength distri-
bution within components can also be controlled, which re-
sults in reduced weight compared to traditional materials. This
is good news for customers in the automotive industry where
deformability, with high strength and weight savings are im-
portant considerations.

Desalination — a natural application for stainless steel

There is a growing concern over the world’s fresh water resourc-
es, which have been shrinking year after year for a variety of
reasons. One practical response is to produce fresh water from
seawater. The process of making fresh water from salt water is
termed desalination.

The processes that separate the salt and produce fresh water
make high demands on the materials used in the vessels and
tubes that are in contact with corrosive salt water. Stainless steel
has proven to be an ideal material for these purposes. Outo-
kumpu has rigorously tested each and every grade — both in the
laboratory and in the field — to ensure that its customers in this
growing industry can specify stainless components with abso-
lute confidence.
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Production operations

Focus on coordination and improvement of production activities

n the new organizational structure production opera-

tions focus on development of production plans, pro-

duction related Group functions and driving the Pro-

duction Excellence programs. Production operations
comprise the following Group functions: production excel-
lence, research & development (R&D), environment, health &
safety (EHS), raw material sourcing, energy procurement, gen-
eral procurement and material flow optimization. EHS activi-
ties are described on pages 41-43.

Raw material sourcing — balancing between scrap and
primary materials

The goals of the raw material sourcing function are to achieve
competitive advantage by maximizing spread between the raw
material purchasing price and the slab price, to minimize sup-
ply risk, to optimize value in use of raw materials and to ensure
cost-effective balance between primary and secondary supplies.

The most important raw material for Outokumpu is stain-
less steel scrap as it represents the cheapest source of the key
alloying elements nickel, chromium and molybdenum. While
the availability of stainless steel scrap has grown significantly
during 2004 and 2005, mainly because of a high price of nick-
el, global demand continues to exceed supply.

Stainless scrap volumes from the domestic markets and Rus-
sia have increased moderately, but the main increase in the sup-
plies has come from Western Europe and the US, almost all of
which was directed to Tornio. The volume from the US contin-
ued to increase in 2005, and for the second year running Ou-
tokumpu was the number two importer from the US, despite
increased pressure on the market from Far Eastern consumers.

The Group’s need for primary nickel is dependent on the
availability of stainless steel scrap. In 2005, Outokumpu was
successful in sourcing the needed volumes of primary nickel.
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In standard 304 stainless steel nickel is the most expensive
component followed by chromium and iron. The adjacent pie
charts illustrate the raw materials used in 2005 by volume and

value.

Energy for Nordic plants procured centrally

The main task of the energy supply function is to procure and
hedge the price of electrical energy supplied to Outokumpu
Group’s Nordic sites, in oder to ensure favorable and stable pric-
es. Resources permitting, the function also supports group com-
panies in their energy related activities. The Group’s sites in Swe-
den joined the centralized electricity procurement system when
their comprehensive agreement ended in January 1, 2006.

Power delivery from the long-term hydropower lease in Nor-
way started on January 1, 2005, as planned. Due to heavy rains
in Rana area there is a surplus power available, but most of it
will to material extent be banked for 2006 when power prices
are expected to rise.

In June, the Finnish energy company Tornion Voima Oy an-
nounced its plan to build a combined heat and power plant at
Réyted, Tornio. It will deliver district heat to Outokumpu’s
Tornio site and electrical energy to its owners.

General procurement aims at cost reductions
The mission of general procurement is continuous total cost re-
duction while operating as one company working closely with
selected suppliers. The main objectives are annual savings of EUR
20 million in purchases as well as excellence in procurement.
These objectives will be realized by focusing on handling
procurement as one company, maximizing Outokumpu’s pur-
chasing power through category management, working with
common systems and processes, and a hands-on approach
through piloting.
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‘Two pilot programs in purchasing and logistics were launched
during the fourth quarter of 2005 under the umbrella of opera-
tional excellence. The projects are the purchasing of the protec-
tion film and the optimization of material flow from Tornio to
Central Europe. In the purchasing pilot the objective is to find
a systematic and documented way to significantly reduce total
costs. In the logistics pilot the objective is to create a standard
cost-efficient distribution route from Tornio Works to the Euro-
pean market and back again. The estimated savings potential
from these two pilots are some EUR 5 million. Benefits are ex-
pected to materialize during the first half of 2006.

During the spring of 20006, the methodology of these pilots
will be extended to other sourcing teams.

Material flow optimization concentrates on the hot end of the
stainless steel process

The function aims to optimize the loading of the Group’s melt-
ing and hot rolling assets. This includes both monitoring of on-
going performance against expected capacity and being able to
respond to changes in the balance of supply and demand, so
that correct prioritization is made in times of shortage and the
most efficient production is utilized in times of melting
surplus.

The main mechanism for allocating capacity has been the
Steel Balance, which comprises representatives from both up-
and downstream units. The new tactical project team aims to
speed up the decision making and execution process especially
in times of transition and/or rapid change.

During the year, a number of projects and investigations
have been undertaken to better understand and model the inter-
nal hot-end flows of the Group. A major exercise arose as a con-
sequence of the decision to close the Coil Products Sheffield
operations and this has resulted in significant changes to the in-
ternal supply routes so that the lowest cost supply routes can be
utilized.

The importance of reliable profitability information is also
recognized as part of the optimization, and work is ongoing to
improve the understanding and harmonization of the calcula-
tion of raw material costs within the melt shops.

Raw material usage by value
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R&D efforts in architecture, building and construction to
increase

The Avesta research centre concentrates on product and appli-
cations development whereas the research centre in Tornio fo-
cuses on process development and improving the quality of
production processes.

The innovation team responsible for the HyTens® material
— designed for the transportation and car industry — works
mainly on solutions for vehicle components. Automotive ac-
tivities have focused on the Next Generation Vehicle (NGV)
project. This is a three-year over EUR 5 million project where
Outokumpu and several European stainless steel producers
work together with Volvo, GM, Audi, BMW, Daimler-Chrys-
ler and Fiat. Main activities have been in the simulation work
group where extensive progress has been made on benchmark-
ing simulations for forming and crash testing. The four largest
computer assisted engineering (CAE) software companies are
developing their simulations for high strength stainless steels.
Several stainless steel grades have been seen to have excellent
potential in automotive applications, including grades 1.4318
and Outokumpu LDX 2101®.

Research and development teams in Tornio have been work-
ing on the ramp-up of the unique Steckel-Tandem hot rolling
process which is going according to plans. The launch of the
RAP™2E product has proceeded well and demand among cus-
tomers is very strong. The RAP-line has proven its capability
and studies are on-going how to utilize the RAP line’s flexible
properties as a part of the coming new ferritic route.

Environmental research is very important for Outokumpu
and the focus in 2005 was on process development for slag
utilization. Slag can be treated to be optimum raw materials for
roads and construction beds where they replace virgin materi-
als. A process route for Hydroflux, which is a neutralized and
processed pickling sludge, has been developed to save fluorspar
in the steel melting process.

Utilization of the high strength properties of stainless steels
is becoming more and more frequent as customers become fa-
miliar with their benefits. With its lower weight and low life
cycle costs stainless steel is an excellent substitute for many
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other materials. The high strength properties and good forma-
bility of stainless steel are being studied further for automotive,
transportation and constructional applications. Architecture,
building and construction is a segment where Outokumpu’s
R&D efforts will increase.

The 9th edition of the much acclaimed Outokumpu Corro-
sion Handbook was published in 2005. This book is available
to customers free of charge.

Outokumpu’s stainless steel related research and develop-
ment expenses were EUR 18 million in 2005, and the R&D
function employs some 200 professionals.

First production excellence programs completed

The Production Excellence program, internally called the OK-1,
is a practical approach to finding and eliminating waste, losses
and inefficiencies in production and other operations. Under
the program, a new, systematic and well-documented opera-
tional approach is being created for the entire Outokumpu pro-
duction organization, and employees are being trained in it. The
goal is to have a set of operating procedures that ensures the
maintenance and development of future competitive ability.
The program concentrates in particular on occupational safety,
production efficiency and quality, as well as improving the pre-
dictability of production.

With the help of the Production Excellence program, un-
necessary costs are being eliminated, lead times shortened, and
working capital reduced. Making operating procedures more
uniform improves the ability to identify best practices and
transfer them from one production unit to the other. The pro-
gram includes a “toolbox” where the methods and tools needed
for continuous improvement can be found.

The Production Excellence program was launched in April
2005 and the goal is to have it completed in all production
units in the Group by the end of 2009. The program was first
introduced in the Group’s melt shops in Tornio, Avesta and
Sheffield, and it is being continuously expanded according to
plan. By the end of 2006, half of the most important produc-
tion units will already belong to the program.

The program will directly affect approximately 6 300 Outo-
kumpu employees, and one of its most important goals is for
every employee to participate personally in at least one pilot
project. This ensures that the shift to the new operating proce-
dures through the organization will be thoroughgoing and per-
manent.
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The first pilot projects for continuous improvement in the
melt shops have already been completed. At the Avesta melt
shop one pilot project was aimed at synchronizing the transfer
of the melt, while at Tornio the maintenance time was short-
ened for the flame cutting machine on smelting line 2. With
continuous improvement, each problem is described precisely,
the necessary information is collected at each point in the proc-
ess, and a plan is made for achieving continuous improvement.

Both pilot projects lasted approximately 12 weeks and
reached the goals set for them. The Avesta pilot developed an
alarm system and a working standard for the ladle station, to
ensure that the melt is transferred at the right time. The stand-
ard was taught to the operating staff who will use it, and its
implementation will be monitored with the help of the meas-
uring system developed in the pilot. In the pilot program for
the Tornio melt shop, a new operational model was developed
in which the cut-off box is emptied while the line is running,
cutting maintenance time by over 60%. These two projects
have already achieved around EUR 1.5 million in annual sav-
ings. Currently there are many new projects directed at further
savings in areas such as raw materials and energy use. Before
long hundreds of improvement projects will be underway. It is
estimated that from 2009 onwards the impact of the Produc-
tion Excellence program on earnings improvement will be ap-
proximately EUR 100 million, of the total impact on earnings
of the Operational Excellence program of EUR 160 million.

Steps in continuous improvement

-

Determining the starting point and goal
Determining the best current practices
Bringing a data collection system into use
Analysis and solution of nonconformities

Further improvement in new practices

2 T

Determination of monitoring and control

methods for the new operating procedures




General Stainless

Cost-efficient operations in the standard high-volume markets

lobal demand for stainless steel has grown strong-

ly in recent years but growth in the main market

of General Stainless — Europe — has been modest.

China has been the engine for growth, and also in
the next few years the strongest growth is expected to take place
in Asia. At the same time, investments in new production ca-
pacity especially in China have been significant. The new pro-
duction capacity has started to come on stream.

The historically high nickel price has slowed the growth of
stainless steel demand for the nickel-bearing austenitic stainless
steel (300-series) since late 2003. Current users have looked at
alternative stainless steel grades for substitution in some appli-
cations, and also the shift from other materials into stainless
steel has slowed down. The combined effect of the sharp in-
crease in global production capacity and moderate growth in
European demand has resulted in oversupply in the standard
products in Europe.

Focus on serving quality standard products with high volumes
General Stainless serves the markets for high quality standard
stainless steel in the form of coil and sheet. The main market is
Europe. The current product range comprises 300-series stain-
less steel, which accounts for some two thirds of the global
stainless steel market. Cost efficiency, high quality and delivery
reliability are the key competitive advantages to succeed in the
standard, high volume market segment. Through the recently
expanded world’s largest stainless steel integrate in Tornio to-
gether with the operational excellence programs and measures
to reduce fixed costs, General Stainless is aiming at a solid mar-
ket position also in the years to come.

Demand for stainless steel is growing fastest of all
metals and the use of it is bound strongly to the
rising standard of living. During the past ten years,
global demand has increased by 5-7% annually.
Since 2003, China has taken the leading position as

the largest and clearly the fastest growing market.

Stainless steel is corrosion resistant, strong,
hygienic and recyclable. These properties make
stainless steel an ideal choice for various deman-
ding industrial and consumer applications. A
number of life-cycle studies indicate that in many
applications the total cost of stainless steel is lower

than that of competing materials.

Outokumpu’s main product is stainless steel coil, in
which it has a market share of about 25% in
Europe and 8% worldwide. The Group's product
range covers standard as well as special grades
and products. The Group has a comprehensive
network of sales companies, service centres and

sales agents in more than 60 countries.

Outokumpu’s stainless businesses are organized
into two divisions by type of products — General
Stainless and Specialty Stainless that are reviewed

in separate sections of this annual report.
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Key figures
€ million 2005 2004
Sales 4073 4237
of which Tornio Works 2299 2183
Operating profit (62) 269
of which Tornio Works 49 241
Non-recurring items in operating profit (138) 13
Operating profit margin, % (1.5) 6.3
Operating capital on Dec. 31 2484 2 882
Return on operating capital, % (2.3) 10.1
Capital expenditure 94 222
Depreciation 133 12
Personnel on Dec. 31 4123 4 462
Deliveries of main products
1000 tonnes
Cold rolled 734 818
White hot strip 284 335
Other 631 799
Total deliveries of the division 1649 1951
Kemi mine and Tornio ferrochrome smelter
Production
Ore excavated, million tonnes 11 1.2
Chromite concentrates, 1 000 tonnes 572 580
Ferrochrome, 1 000 tonnes 235 264
Ore reserves and mineral resources
Million

Dec. 31, 2005 tonnes Grade
Ore reserves

Proved 41 25% Cr,0,
Mineral resources

Indicated 13 29% Cr,0,

Inferred 73 29% Cr,0,

A mineral resource is a concentration or occurrence of material of intrinsic
economic interest in or on the Earth’s crust in such form, quality and quantity
that there are reasonable prospects for eventual economic extraction. An ore
reserve is the economically mineable part of the measured and/or indicated
mineral resource. Ore reserves are not included in the mineral resources.

Cr,O, = chromium oxide
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Stainless steel consumption is increasing along with the
standard of living, as both its properties and aesthetical image
are highly competitive compared to alternatives. The main
product applications of General Stainless are currently in the
industrial segments; pulp and paper, chemicals, construction
and food applications. Customers comprise both end-users and
distributors, which further stock and process stainless steel to
serve end-customer needs.

General Stainless comprises Tornio Works, Coil Products
Sheffield and Sheffield Primary Products. Tornio Works is the
largest stainless steel integrate in the world including also the
Kemi chromite mine and the ferrochrome smelter in Tornio. It
is also one of the most cost-efficient stainless steel operations
wortldwide. The operations of Coil Products Sheffield cold roll-
ing unit in Sheffield, Britain, will be ceased at the end of April
2006. Sheffield Primary Products consists of a melt shop in
Sheffield and a hot rolling mill for long products in Degerfors.

Tornio Works’ expansion

The expansion project in Tornio Works, the biggest unit within
the Group, progressed well, and the new capacity has been
technically available in the second half of 2005. The Tornio in-
tegrate has the annual capacity to produce 1.65 million tonnes
of melted stainless steel and 1.2 million tonnes finished prod-
ucts.

The Tornio expansion includes the innovative new rolling,
annealing and pickling line (RAP) that creates both flexibility
in production and improved cost efficiency. The RAP’s produc-
tion can be shifted between hot rolled (white hot strip) and
cold rolled products depending on the market demand. As an
integrated cold rolling line, the RAP line also has a clear cost
advantage compared to the traditional cold rolling process. In
the traditional process, annealing and pickling is done in sepa-
rate process lines from cold rolling. Integrating the two process
steps in the RAP line results in both lower costs and lower
working capital. The RAP line has also enabled the production
of a new semi-cold rolled product RAP™2E. It has been well
received especially in the stainless steel tube making industry,
where it can be used to replace cold rolled stainless steel in a
variety of applications.

In order to widen the product offering, a decision to start
production of ferritic stainless steel in Tornio was made in No-



Sales by market area
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vember 2005. Ferritic stainless steel (400-series) normally in-
cludes some 12—17% chromium, and the rest is iron. Not con-
taining any nickel, the price of the 400-series has traditionally
been less volatile than the main product, austenitic 300-series
stainless steel. Tornio has a cost competitive edge in the 400-
series production by utilizing liquid ferrochrome in the proc-
ess, which reduces the melting costs. With an investment of
EUR 13 million for batch annealing furnaces in Tornio, the
targeted annual production of ferritics is 60 000 tonnes. Deliv-
eries will start in the first quarter of 2007.

The chromite ore mined at Kemi, and smelted into ferro-
chrome in Tornio, is used in the stainless steel production in
Tornio. Possessing a supply of ferrochrome, the alloy making
stainless steel corrosion resistant, is a significant cost competi-
tive advantage for Outokumpu. The majority of global ferro-
chrome production is in South Africa and Kazakhstan. Open
pit mining ended in Kemi at the end of December 2005 and
the more cost-efficient underground mine will now feed the
ferrochrome smelter.

Decisive actions to prepare General Stainless to
changing market

In December, after two months of consultations with the em-
ployee representatives the decision to close down Coil Products
Sheffield (CPS) was made. The operations of CPS will be
wound up by the end of April 2006. CPS’ customers will be
served mainly from Tornio Works in the future. The closure
cuts Outokumpu’s annual cold rolling capacity by some
300 000 tonnes and helps to reduce the overcapacity in Eu-
rope. The positive effect on Outokumpu’s profitability is some
EUR 50 million annually from the second half of 2006 on-
wards.

The production cut-backs and cessation of the cold rolling
operations in Sheffield necessitated reduction of Sheffield melt
shop’s operative capacity from 500 000 to 300 000 tonnes an-
nually during the last quarter of 2005. In the future, the Shef-
field melt shop will deliver stainless steel only to plate and long
products units of Specialty Stainless.

Measures taken to reduce fixed costs in Tornio Works and
Sheffield Primary Products will result in a 10% cost reduction
during the first half of 2006, with the new lower fixed cost run-
ning rate effective from the second half of 2006.

In order to meet the long-term challenges for profitability
and growth, Outokumpu started the group-wide operational
excellence programs in 2005. Production excellence focuses on
decreasing variation in production and improving efficiency.
Both Tornio Works and Sheffield Primary Products have par-
ticipated in the pilot projects focusing on melt shops with en-
couraging results. Commercial excellence focuses on promot-
ing customer service and understanding customer needs.
Tornio Works is a key participant in this development initia-

tive.

Weak markets together with non-recurring costs
affected General Stainless’ profitability

The market for standard stainless steel products weakened sig-
nificantly in the second half of 2005. The de-stocking in all
main markets and continuing ramp-up of production capacity
in China contributed clearly to the weakening of the European
market, as the export opportunities to Asia were almost non-
existing after the spring. The nickel prices also drifted lower
during August—November 2005 increasing speculation and
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de-stocking. The annual global demand for stainless steel was
flat in 2005 and the market contracted year-on-year in the sec-
ond half. According to CRU, apparent consumption in West-
ern Europe fell about 5%. European base price level for stand-
ard stainless steel decreased by some 200 EUR/tonne from May
to December and ended up at the level of 1 030 EUR/tonne
for 2mm cold rolled 304 sheet in Germany.

General Stainless” deliveries declined to 1 649 000 tonnes
(2004: 1 951 000 tonnes). The operating loss of General Stain-
less was EUR 62 million (2004: operating profit EUR 269 mil-
lion). The operating loss includes EUR 138 million of write-
downs and non-recurring costs related to the closure of CPS
operations and fixed cost reduction program. The profitability
of General Stainless was severely affected by both under-load-
ing and poor price level in the second half of 2005. The Group’s
melting production was cut by 150 000 tonnes in the second
half of the year to adjust production to low demand. This also
resulted in slower than normal inventory turnover, which am-
plified the poor profitability when transaction prices were de-
creasing.

Towards the end of 2005, orders started to pick up and mar-
ket sentiment is cautiously optimistic for early 2006. Base price
increases have been achieved for the first quarter deliveries and
further increases are being pressed for April and beyond. In
2006 the target is to fully utilize Tornio’s finished products’ ca-
pacity and to benefit from its low cost base.

General Stainless — business units

The operations of Coil Products Sheffield will be closed down
at the end of April 2006.

Tornio Works

The Tornio Works in Finland is the largest single site integrated
stainless steel producer in the world. The main products are
cold and hot rolled austenitic stainless steel coils and sheets.
The integrated Tornio production process starts from the adja-
cent Kemi chromite mine, continues in the Tornio ferrochrome
smelter, and further into two steel melt shops, hot rolling mill
and cold rolling lines. The integration offers significant advan-
tages, for instance enabling the usage of molten ferrochrome in
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the steel melt shop. A significant part of the finishing operation
is made in the Netherlands, in order to better serve customers
in the main markets. Tornio’s annual capacities are: 1.65 mil-
lion tonnes for melting, 1.6 million tonnes for hot rolling and
1.2 million tonnes of finished products from the cold rolling
mill. Tornio also delivers black hot band material for internal

and external customers.

Sheffield Primary Products

The main asset of Sheffield Primary Products in Britain is the
Sheffield melt shop with an annual operative capacity of
300 000 tonnes. The melt shop produces both slabs for flat
stainless steel production and billets and blooms for long prod-
ucts’ use. The hot rolling mill in Degerfors produces rolled bil-
lets and heavy bars from blooms cast in Sheffield. The annual
operative rolling capacity is some 50 000 tonnes.

2.1.06 Performance of production excellence projects impresses
18.11.05 Outokumpu to start ferritic stainless production in Tornio

10.11.05 Employee and union consultations on fixed cost reduction
program started

9.11.05 Stainless steel adds a stylish touch to museum roof
31.10.05 New production lines in use in Terneuzen
25.10.05 Outokumpu to cease operations of Coil Products Sheffield
29.9.05 Commercial excellence projects launched

26.9.05 Outokumpu to counter weak market conditions with
decisive actions to improve profitability and cash flow

15.9.05 Production excellence teams started in all melt shops

10.6.05 First stainless steel bridge in Europe welcomes
wheels and feet

11.1.05 Outokumpu defines strategic steps towards becoming
the undisputed number one in stainless



Specialty Stainless

Well-positioned for increasing competition through

specialization and differentiation

pecialty Stainless is strong in tailored solutions and

demanding customer applications in flat and long

stainless as well as tubular products. Specialty Stain-

less serves customers with very high requirements on
the stainless steel properties such as steel grade, shape, thick-
ness, surface finish or other specific need, in chemical industry,
oil and gas sector, nuclear power plants as well as pulp and pa-
per industry. Project orders form an important part of the busi-
ness, which is supported by strong R&D function and long
experience in delivering tailored solutions to customers’
needs.

Growth in the high-demanding segments and applications
is expected to continue buoyant. Specialty Stainless” strategy is
based on both differentiation and further specialization, pro-
viding improved protection from the increasing competition
in the market for standard stainless steel grades.

Strong emphasis on product and application development
The main products produced by Specialty Stainless are hot and
cold rolled sheet, quarto plate, tubes and various fittings, preci-
sion strip, wire rod and bar. Stainless steel is supplied to Spe-
cialty Stainless units mainly from the division’s own meltshop
in Avesta in Sweden as well as from Sheffield melt shop in
Britain which is part of the General Stainless division.

The finished products capacity of Specialty Stainless units is
some 500 000 tonnes of cold rolled and white hot strip,
170 000 tonnes of quarto plate, 80 000 tonnes of long prod-
ucts and 100 000 tonnes of tubular products.

An increasing share of Specialty Stainless” sales consists of a
variety of special grades especially developed in response to

Sales by market area

Others 1%
Australia and Oceania 1%

Asia 10% “

North and South
America 22%

Europe 66%
(Finland 5%)

Personnel by country

Germany 2%  Others 6%

Finland 7% 4\
&

The US 8%

Britain 11% Sweden 66%

diverse customer demands. Lean Duplex LDX 2101®, a low-
nickel high-strength stainless steel with good corrosion resist-
ance properties that correspond to austenitic grades, is a good
example of Outokumpu’s steel grade development. The excel-
lent properties and competitive pricing of both Lean Duplex
and Duplex grades are resulting in increased market share
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compared to more traditional grades in applications such as
chemical tanks, building and construction, desalination plants
and liquefied natural gas (LNG) tankers.

The EUR 53 million investment of Thin Strip at Kloster is
proceeding according to plan. Site works and civil engineering
works have been completed and equipment is currently being
installed. The new production capacity is scheduled to be on
stream by the end of 2006, and will expand the mill’s total an-
nual production capacity from 25 000 tonnes to 45 000 tonnes.
It will also enable the production of thinner (0.12 mm) and
wider (1 050 mm) products. The investment includes a new
cold rolling mill, a bright annealing line and a slitting line.

While the businesses are pursuing further specialization and
an increasing focus on value-adding solutions, which provide
higher returns, a very important area of attention is maintain-
ing competitive cost structures within the Group’s ongoing
fixed cost reduction program. The actions are implemented
gradually and are in full effect by the end of 2006. The Produc-
tion and Commercial Excellence programs are being imple-
mented in all units.

Key figures

€ million 2005 2004
Sales 2739 2702
Operating profit 110 181
Non-recurring items in operating profit (21) -
Operating profit margin, % 4.0 6.7
Operating capital on Dec. 31 1161 1250
Return on operating capital, % 9.1 15.6
Capital expenditure 58 53
Depreciation 61 58
Personnel on Dec. 31 4334 4493
Deliveries of main products

1000 tonnes

Cold rolled 188 169
White hot strip 160 204
Other 455 588
Total deliveries of the division 803 961
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Research and development work, especially in Avesta re-
search centre focuses on identifying new applications and solu-

tions for customers.

Market for special products satisfactory in 2005 — partly
offsetting a difficult year for standard grades

Weak markets for stainless steel in 2005 had an impact on Spe-
cialty Stainless” financial performance. Deliveries fell to
803 000 tonnes (2004: 961 000 tonnes) and operating profit
declined to EUR 110 million (2004: EUR 181 million). Weak
demand for standard products also resulted in price pressure in
the market for special products, but to a lesser extent than for
standard products. However, in some segments and products,
the market situation developed quite well. Boosted by record
prices, the oil and gas segment experienced strong growth in
2005. The desalination, building and construction as well as
pulp and paper segments performed also well, and this had a
significant positive impact, especially on project-related sales.

Favourable development in the quarto plate market contin-
ued and the results achieved in 2005 were good. Base prices for
tailor made plate were healthy even though the generally weak
stainless steel market had a negative effect on standard plate
business. The outlook for 2006 is reasonable. In the summer of
2005, the market for tubular products turned very difficult and
since the industry is characterized by overcapacity and a frag-
mented structure. The situation is expected to continue chal-
lenging in the short-term. The market for long products also
weakened towards the end of the year in both Europe and the
US. There was downward pressure in both the thin and special
strip markets in 2005, and even though demand is improving,
base price levels are still unsatisfactory.

In general, the market situation for Specialty Stainless is ex-
pected to continue at least reasonable for special products e.g.
special grades and project-related business.

Specialty Stainless — business units

Outokumpu divested its stainless welding business, Avesta
Welding, to the Austrian Bshler-Uddeholm Group. The sale
was completed in October. Sales of this business, which em-
ployed approximately 160 people in Sweden, Indonesia and
the US, totaled EUR 38 million in 2004. Avesta Welding was
part of the Long Products business unit.



Avesta Works

The Avesta Works in Sweden is a world-class supplier of 2 meter
wide, thick cold and white hot rolled products and continu-
ously produced plate to the process industry. The integrated Av-
esta production facility covers the entire process chain from
melt shop through hot rolling to cold rolling. Annual operative
production capacities at Avesta total approximately 550 000
tonnes for melting with the current mix, 450 000 tonnes for hot
rolling and 300 000 tonnes for cold rolling. Avesta supplies the
Nyby and Kloster cold rolling mills with black hot band mate-
rial and hot rolled plate operations with slabs.

Hot Rolled Plate

With a 50% share of the market, Outokumpu is the market
leader in the quarto plates used in the pulp and paper industry
and oil and gas industries, in power plants and in chemical
tankers. Outokumpu produces quarto plate at Degerfors in
Sweden and New Castle in the US. Hot rolled plate is pro-
duced at Avesta. European plate service centres complement
these facilities. The Group’s annual delivery capacity for hot
rolled plate and quarto plate totals some 170 000 tonnes.

Outokumpu Stainless Tubular Products

Outokumpu is one of Europe’s largest producers of stainless
steel tubes, with a 15% market share. The business unit manu-
factures and sells welded stainless steel tubes, pipes, fittings and
flanges. Tubular products are manufactured in Sweden, Fin-
land, Estonia, Belgium, the US and Canada. The annual deliv-
ery capacity in tubes totals about 100 000 tonnes.

Thin Strip

Outokumpu’s Thin Strip operations comprise the cold rolling
mills at Nyby and Kloster in Sweden. These two mills have a
current combined annual delivery capacity of approximately
170 000 tonnes. Thin strip products are mainly used in plate
heat exchangers, heating elements, flexible tubes, head gaskets
and telecom applications. The ongoing investment program at
Kloster will increase annual production capacity by 20 000
tonnes to 45 000 tonnes and allow the production of thinner
and wider products.

Sheffield Special Strip
Based in Britain, Sheffield Special Strip focuses on precision
strip rolling. The main products are stainless precision strip,

stainless razor and scalpel strip as well as carbon spring steel
strip, with a capability of producing material down t0 0.035 mm
gauge. Approximately 50% of the production is destined for the
automotive market in the form of springs and deep drawn com-
ponents, and other end-uses include chimney liners, razor
blades and filtration media. The annual production capacity
totals approximately 25 000 tonnes.

Long Products

Outokumpu’s Long Products operations consist of wire rod
production in Europe and bar and rod production in the US.
Manufacturing units for long products are located in Sheffield
in Britain and in Richburg, N.C. in the US. Annual delivery
capacity for long products totals some 80 000 tonnes. The
Group also has a long products joint venture (50% ownership),
Fagersta Stainless in Sweden, which manufactures and sells

stainless steel wire rod and wire products.

23.1.06 Year of expansion for production excellence

25.11.05 Sheffield Special Strip celebrates 150 years
of cold rolling

10.11.05 Employee and union consultations on fixed
cost reduction program started

10.10.05 Spanish tank producer decided for the Duplex

26.9.05 Outokumpu to counter weak market conditions
with decisive actions to improve profitability
and cash flow

12.9.05 Plate order for two desalination plants marks
breakthrough for the new LDX 2101® grade

20.7.05 Outokumpu to divest its stainless welding
business Avesta Welding

26.4.05 Large order for heat exchanger tubes to Australia

11.1.05 Outokumpu defines strategic steps towards
becoming the undisputed number one in stainless
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Outokumpu Technology

High metal prices drive investments in customer industries

utokumpu Technology is one of the world’s lead-
ing developers and suppliers of technology for
the minerals processing and metallurgical indus-
tries. It designs and delivers plants, processes and
equipment and offers engineering, project and support services
worldwide, serving as a responsible partner throughout the life-
cycle of each investment. The process know-how covers the
whole production chain from mine to metal and the company
is capable of delivering large projects even on a turnkey basis.

Outokumpu Technology’s strengths are an innovative ap-
proach and an in-depth understanding of customer needs based
on solid knowledge of metals. Many of the technologies it has
developed are market leaders.

Outokumpu Technology has an extensive marketing and
service network and presence in its main markets.

While the Outokumpu Group’s strategy is to focus on lead-
ership in stainless steel, Outokumpu Technology has a more
independent role within the Group. From the Group perspec-
tive it is managed as a separate business through the Outo-
kumpu Technology board work. Technology’s vision is to be
the leading technology partner in the minerals and metals pro-
duction industries. Published financial objectives include reach-
ing annual sales of EUR 700 million by 2008 with the current
business concept and profit before taxes of EUR 50 million.

Focus on growth and improving profitability

In 2005, Outokumpu Technology focused on growth and im-
proving profitability. The company aims to capitalize on the
market cycle fueled by high metal prices by broadening the
scope of projects and increasing service business, by commer-
cializing and acquiring new technologies, and through building
strategic partnerships with industry leaders. To stay competi-
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tive, the company will increase the amount of engineering
work carried out in lower-cost locations.

Measures taken to improve profitability have included cut-
ting fixed costs, improving internal efficiency and implement-
ing a new organizational structure. Since September 1, 2005,
Outokumpu Technology’s business consisted of: Minerals
Processing, selling technologies for concentrators; Base Metals,
selling copper, nickel, zinc, precious metals and ferroalloy tech-
nologies; and Metals Processing, focusing on iron, aluminum,
and sulfuric acid/off-gas technologies. Outokumpu Research,
located in Pori, Finland, is part of Outokumpu Technology.

Expertise covers the whole value chain from mine to metal
The Outokumpu Technology portfolio includes a broad range
of technologies and its process knowledge covers the whole val-
ue chain from mine to metal. The company is also developing
new offerings on a continuing basis.

Technologies for the processing of iron ores have played a
significantly larger role in the portfolio due to rapidly growing
investments in the iron and steel industry. The company has
recently signed several large project contracts with ferrous met-
al and ferroalloy producers in Brazil, India and South Africa,
and the boom in demand for Outokumpu’s pelletizing and sin-
tering plants is expected to continue.

Particularly successful products in the portfolio in 2005
were grinding and thickening technology packages and flash
smelting plants.

The offering of Outokumpu Technology was expanded by
two new technologies in 2005: the company began marketing
Paques biotechnology for high-quality purification systems
used in treating industrial effluent and process water, and Bio-
Heap™ bacterial leaching technology, which when combined



with Outokumpu’s solvent-extraction/electrowinning, ion-ex-
change and other downstream technologies, can significantly
reduce both the capital and operating costs of base metals ex-
traction from sulfide ores.

Record high order backlog and profits

In 2005, Outokumpu Technology’s market position continued
to improve significantly because of the investment boom in the
mining and metal industries. In particular, demand for ferrous
metals technologies picked up, the most active markets being
China, Brazil and India. At the end of December, Outokumpu
Technology’s order backlog stood at a record level of EUR 596
million. Favorable developments in order intake are expected
to continue.

Key figures

€ million 2005 2004
Sales 590 423
Operating profit 25 30
Non-recurring items in operating profit - 21
Operating profit margin, % 4.3 71
Operating capital on Dec. 31 4 39
Return on operating capital, % 174 776
Capital expenditure 10 9
Depreciation 9 9
Order backlog on Dec. 31 596 458
Personnel on Dec. 31 1791 1806

Sales by market area

Africa 10% Europe 20%

(Finland 3%)
Australia and Oceania 14%' ‘

North and South
America 21%
Asia 35%

Personnel by country

Others 8%
South Africa 3%
Canada 4%

Sweden 7%
Chile 8%

Australia 9% l‘

Germany 19%

Finland 42%
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Orders totaling EUR 679 million were received by Outo-
kumpu Technology in 2005. The contract signed with Samarco
Mineragdo for turnkey delivery of an iron ore pellet indurating
furnace in Brazil was the largest in the history of Outokumpu
Technology. Other major orders received included a sintering
plant for TISCO in India, technology for IFM’s ferrochrome
plant and Xstrata’s ferrochrome plant in South Africa, a new
flash smelting and flash converting plant for Yanggu Xiang-
guang Copper and a second flash smelting line for Jiangxi Cop-
per in China, three major grinding mill technology packages for
Australia, Papua New Guinea and South Africa, a new copper
and cobalt roasting plant for Zambia, flash smelting technology
for the KGHM copper plant in Poland and large calciners for
the Alcan Gove alumina refinery expansion in Australia.

Outokumpu Technology’s financial result for 2005 improved
significantly from the previous year with operating profit ex-
cluding non-recurring items rising significantly from EUR 8
million to EUR 25 million. The strong level of order intake is
expected to continue, as the profitability of the customer indus-
tries is good due to the high metal prices and high demand for
metals particularly in China. Investment in all customer seg-
ments is booming. Outokumpu Technology’s business volumes
and earnings are expected to improve further in 2006.

Research and development

In June 2005, Outokumpu Technology launched the world’s
largest-ever flotation cell, the TankCell® 300, for enhanced
metal recovery and operating efficiency in mineral processing
operations.

Commercialization of the HydroCopper™ process contin-
ued. Outokumpu Technology carried out a technical study for
the Erdenet Mining Corporation of Mongolia and conducted
several batch tests on concentrates of other mining compa-
nies.

An important milestone in commercializing the Kennecott-
Outokumpu Flash Converting technology was the contract
with Yanggu Xiangguang Copper to build a greenfield copper
production plant in China. This facility will be the second
Flash Converting plant in industrial scale operation. Further it
will incorporate the Lurec™ sulfur dioxide processing system
developed by Outokumpu Technology, the first of its kind in
China.

Extensive tests on Circofer® technology for an iron ore di-
rect smelt reduction process were carried out at the Frankfurt
research centre in Germany together with an industrial partner.
Several iron ore pelletizing and sintering test campaigns were
carried out for a variety of customers. Tests of this type played
an important role in the deal with Samarco Mineragio.

In 2005, Outokumpu Research in Pori made a strong con-
tribution to the development of technologies for the new ra-
dio-frequency identification (RFID) antenna business. Both
novel technology and an innovative solution resulted from the
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units in-depth knowledge of metals and materials technology.
In April, the finnish paper company UPM, Outokumpu Tech-
nology and Finnish Industry Investment established a joint
venture company, Intune Circuits Oy, to produce high-quality
RFID antennas.

A new bio-hydrometallurgical laboratory was established in
Pori to house BioHeap™ bacteria for testing purposes, and
Outokumpu Technology signed an agreement to market Bio-
Heap™ leaching technology. A collaboration agreement to
market Paques B.V.’s biological effluent treatment technologies
was also made. Both these new technologies complement Ou-
tokumpu Technology's offering in the expanding hydrometal-
lurgical technology business.

Outokumpu Technology’s research and development costs
totaled EUR 14 million in 2005.

2.12.2005  Two pelletizing and sintering lines for Xstrata,
South Africa

23.11.2005 A second copper flash smelting process line
for Jiangxi Copper, China

8.11.2005  Significant contract for a turnkey pellet indurating
furnace for Samarco, Brazil

8.11.2005 New role and strategic targets for Outokumpu

Technology
14.10.2005 Technology for IFM’s ferrochrome plant in South Africa

9.10.2005  Outokumpu Technology hosted the 11th International

Flash Smelting Congress in Bulgaria and Spain

21.9.2005 A new copper flash smelting - flash converting plant,
electrolytic refinery and sulfuric acid plant to Yanggu
Xiangguang Copper, China

9.9.2005 Outokumpu Technology won three major grinding mill orders
4.8.2005 Fourth iron ore sinter plant for TISCO, India
25.7.2005 A new copper and cobalt roasting plant to Zambia

22.7.2005 Flash Smelting technology for KGHM copper plantin
Poland

22.6.2005 Largest-ever flotation cell, TankCell® 300,

launched in Australia

15.6.2005  Technology for Alcan Gove alumina refinery
expansion in Australia

12.4.2005 Outokumpu Technology, UPM and Finnish Industry
Investment to create a new joint venture for RFID
antenna production

24.3.2005 Delivery to Sepon Copper project in Laos ahead of schedule



Other operations

ther operations consists of activities outside the

Group’s primary businesses as well as industrial

holdings. Business development costs and Cor-

porate Management expenses not allocated to
the businesses are also reported under Other operations.

Industrial holdings

Outokumpu’s major industrial holding at the end of 2005 was
its 32% stake in Okmetic, which manufactures silicon wafers.
At the end of the year, the market value of Outokumpu’s share-
holding in Okmetic was EUR 10 million.

At the beginning of 2005, Outokumpu’s holding in the
mining and smelting company Boliden totaled 26.5%. In
March, Outokumpu reduced its sharcholding in Boliden to
16.1%, and recorded a capital gain of EUR 25 million. The to-
tal gross proceeds from the sale amounted to some EUR 115
million. In September, the Group’s remaining stake in Boliden
was sold for some EUR 180 million and a capital gain of EUR
10 million was recorded.

Okmetic accounted for EUR 1 million negative in Outo-
kumpu’s share of the results of associated companies in 2005.
Boliden was not consolidated as an associated company in the
Outokumpu accounts in 2005. In 2004, Boliden accounted for
EUR 87 million of the results of associated companies.

Key figures

€ million 2005 2004
Sales 238 218
Operating profit 8 (50)
Non-recurring items in operating profit 29 (15)
Operating capital on Dec. 31 140 58
Capital expenditure 13 130
Depreciation 13 12
Personnel on Dec. 31 516 753
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Discontinued operations

ccording to IFRS principles discontinued opera-

tions, i.e. the fabricated copper products business-

es sold in 2005, as well as the held-for-sale Outo-

kumpu Copper Tube and Brass division, are re-
ported separately from the Group’s continuing operations. In
the consolidated income statement, the discontinued opera-
tions are reported on one line before the net profit for the fi-
nancial year.

The EUR 360 million loss from discontinued operations in
2005 comprises the result of the fabricated copper products
business in the first quarter 2005 and the Tube and Brass’ result
for the whole year, the EUR 252 million loss on the sale of the
fabricated copper product business as well as the impairment
loss of EUR 86 million recognized in the tube and brass busi-

ness.

Outokumpu’s fabricated copper products business sold

On April 5, 2005, Outokumpu and Nordic Capital signed a
sales and purchase agreement whereby Outokumpu sold its
fabricated copper products business (Outokumpu Copper
Products Oy), excluding the Tube and Brass division, to the
private equity firm Nordic Capital. The transaction was closed
on June 7, 2005. The total consideration of the transaction was
EUR 612 million.

The scope of the transaction comprised the following divi-
sions and businesses of the former Outokumpu Copper busi-
ness area: Americas, Europe, Automotive Heat Exchangers, Ap-
pliance Heat Exchangers & Asia, including 100% of Outo-
kumpu Heatcraft, and the Forming equipment businesses.

The 2004 sales of the sold businesses were EUR 1 684 mil-
lion and the number of personnel was 6 400 at the end of 2004.
It was also agreed by the parties that the sold businesses will
continue to use the name Outokumpu Copper Products Oy
during a transition period of up to 12 months after closing.

The Tube and Brass division of Outokumpu Copper was
not in the scope of the transaction, as some of its units were
acquired in connection with the Boliden transaction at the end
0f 2003 and the integration and restructuring process was on-
going. To bring the Tube and Brass division back to profits will
take some time, and it is Outokumpu’s intention to divest these
businesses.
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Outokumpu Copper Tube and Brass

Outokumpu Copper Tube and Brass division’s main products
are installation and industrial copper tubes for plumbing and
industrial applications and brass rods for construction, electri-
cal and automotive industry applications. The division’s copper
tube mills are located in Pori, Finland, Visteras, Sweden, Liege,
Belgium, and Zaratamo, Spain, and the brass rod plants in
Drunen, the Netherlands, and Aldridge, Britain. The division
also has a 50% stake in a joint venture in Gusum, Sweden.

The division’s profitability improvement program that start-
ed at the end of year 2004 is continuing as planned. However,
in a difficult operating environment the division’s financial re-
sult has remained unsatisfactory. The improvement of profita-
bility remains the main objective of Outokumpu Copper Tube
and Brass. The business aims to achieve better profitability
through increased cost competitiveness. In addition to the
measures that have already been taken, Tube and Brass
launched, first among copper tube manufacturers, a Europe-
wide copper tube brand, tub-e®, in September 2005. During
the first quarter of 2006, a new business and organization mod-
el to support the profitability improvement is going to be intro-
duced. These measures are aimed at streamlining the control-
lability of the business, optimization of resources and utiliza-
tion of synergy benefits.

The price of copper reached a record high during 2005, re-
sulting in weakened demand as customers strove to keep their
inventories as low as possible. In 2005, Tube and Brass posted
sales of EUR 529 million and an operating loss of EUR 13 mil-
lion, including EUR 9 million non-recurring restructuring
costs. The division’s net result for the financial year, included
in discontinued operations in the consolidated income state-
ment, was EUR 106 million negative, including EUR 86 mil-
lion impairment loss of tangible assets.

The prices of raw materials are estimated to remain on a high
level and no significant improvement in the business environ-
ment is anticipated to take place in 2006. The demand is ex-
pected to recover slightly due to building renovation but, on the
other hand, in Western Europe new residential building is on a
lower level than earlier. Tube and Brass division’s operating prof-
it in 2006 is expected to be clearly better than in 2005 due to
the started restructuring and efficiency improvement actions.



Human resources

Success is about people

utokumpu’s Human Resources (HR) team is a

globally networked group of professionals, sup-

porting the business by working proactively with

management to effectively attract, retain, devel-
op and motivate employees.

Outokumpu’s Human Resources management follows the
principle: “Success is about people.” To support this principle,
a number of steps were taken; definition of HR strategy and
global HR processes, implementing a new HR organization,
measuring employee satisfaction, and developing HR tools to
reinforce high performance culture.

Focusing on global HR processes

In 2005, Outokumpu gave high priority to the global HR proc-
esses; Performance Management, Compensation, Management
Review, and Leadership & Development.

As regards Performance Management, Performance and De-
velopment Dialogue is the main tool for evaluating past per-
formance and, in particular, for setting clear personal targets for
the future. The aim is to ensure that personal targets are known,
feedback is given and that personal development plans exist.

With the objective of achieving high performance culture,
Outokumpu’s Compensation Strategy was reviewed. Changes
were made to the corporate short-term incentive (bonus) plan,
and a new long-term incentive plan was created to link com-
pensation more closely to personal performance and to the
Group’s financial performance.

The objective of the Leadership & Development is to ensure
that Outokumpu has competent people available to support
the achievement of the vision. The challenge of the leaders of
the company is to create the environment, where people feel
motivated and enthusiastic to work. The leadership develop-
ment framework was aligned with the new strategy in 2005. A
major program about strategic leadership was designed.

In 2006, HR will continue the efficient implementation of
the initiatives prioritized in 2005. HR will continue the align-
ment of training and development programs with the business
needs, and deliver these programs accordingly.

Employee satisfaction

One of HR’s major undertakings in 2005 was the O’People
Survey to measure employee satisfaction on everything from
the working environment to management. The regularly re-
peated O’People Survey examines the opinions of the person-
nel on matters related to organizational climate, managerial
style, working conditions, future and image of the employer.
This study was made during November 2004 and May 2005.
The survey resulted some 6 800 responses of the 10 000 target
group. The key positive messages that were summarized from
the survey reported employee satisfaction with the amount of
training as well as the possibilities for independent decision-
making in their work. The employees also gave credit to their
supervisors for encouraging their subordinates to develop
themselves. Areas that need development include information
flow in the organizational level and people see their contribu-
tion to the success as less important than personnel of the refer-
ence group in general.

Sharing knowledge

The participation model consisting of Outokumpu Personnel
Forum and the Group Working Committee elected by the Fo-
rum has proved out to be a very effective channel of two way
communication. Outokumpu Personnel Forum in May fo-
cused especially on current Group strategy, the fabricated cop-
per products divesture considerations and the role of Outo-
kumpu Technology. An extraordinary meeting was held in No-
vember to discuss the fixed cost reduction plans. The Group
Working Committee had altogether 11 meetings in 2005. It

Key figures

2005 2004
Sales/person, € million 0.5 0.4
Incentives of total remuneration costs, % 4.6 3.0
Training costs of total remuneration costs, % 14 1.3
Training days/person 4.3 3.3
Days lost due to strikes 2024 659
Turnover, % 6.4 8.4
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Personnel by country

Dec. 31 2005 2004
Europe
Finland 3697 3959
Sweden 3275 3430
Britain 1397 1625
Germany 574 542
The Netherlands 243 233
Italy 142 149
Other European countries 440 461
9768 10 399

North and South America

The United States 41 495
Chile 148 172
Canada 12 109
Other American countries 29 22

700 798
Asia 57 107
Australia 177 158
Africa 62 52
Continuing operations total 10 764 11514
Discontinued operations 1335 7 951
Group total 12 099 19 465

used a lot of time to develop communication between manage-
ment and personnel. On the second half of the year the Com-
mittee’s main topic was fixed cost reduction program.

Personnel participation has played an important role in the
transformation of the Group. The contribution of the person-
nel representatives was of great importance in the planning and
implementing the Group’s operational adjustments and fixed
cost reduction measures.

Personnel age profile
(permanent employees)

Supporting operational excellence

Production Excellence Change Agent Training (PECAT), is an
essential part of the Production Excellence program. The
PECAT program is a key part of Outokumpu’s leadership de-
velopment process that is supported and coordinated by HR.
The program is a blended-learning solution containing class-
room training, real project work, team working and mentoring,
The first training started in 2005 and new programs will be
started on a two to three program yearly rate for the next three
years.

HR was also actively supporting the Commercial Excellence
program from the people perspective in implementing the key
HR processes.

eOrientation, a new tool using blended learning approach
serves as a platform for getting new and old personnel oriented,
was launched at the end of 2005.

Fixed cost reduction and changes in number of employees
The total personnel reduction from the fixed cost reduction
program will be 800 employees. Out of the total, 60% are lay-
offs, and the rest consists of e.g. retirements, resignations and
terminations of fixed-term contracts. The total reduction of
personnel in Finland is 320, in Sweden 350 and in other coun-
tries 130. The closure of Coil Products Sheffield and adjust-
ment of operational production capacity at Sheffield melt shop
lead to redundancy of some 670 employees in Britain by the
end of April 2006. Total workforce reduction is some 1 500
employees. Appropriate employee severance, outplacement and
career support arrangements have been agreed with the local
unions to mitigate the job losses.

At the end of the year, the Group’s continuing operations
employed 10 764 people in some 30 countries. The number of
personnel decreased by 750 mainly due to restructurings per-
formed during 2005.

Personnel by years of service
(permanent employees)
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Environment, health and safety

Our aim is to improve environmental protection and

occupational safety continuously

n line with Outokumpu’s corporate responsibility policy
the Group aims at minimizing any negative impacts of
its operations on the environment as much as is econom-
ically and technically possible.

Currently, the environmental impacts of Outokumpu’s op-
erations result primarily from emissions during stainless steel
production and related energy consumption. The key environ-
mental targets are to reduce emissions into air, water and soil,
and to improve energy efficiency. The increased use of recycled
steel as raw material, the reduction of process waste and the op-
timization of water usage are also important targets. In parallel
with emerging European legislation increasing emphasis will be
placed on the environmental profile of the products.

In health and safety, the most important target is to achieve
a significant reduction in the frequency of accidents. In 2005,
occupational safety was the group-wide theme.

Comprehensive efforts in environmental and safety practices
The main environmental issues in 2005 were waste and landfill
statutes and legislation on climate change prevention, soil con-
tamination criteria and the new European Union chemicals
policy, particularly the classification of metallic alloys. Outo-
kumpu cooperates with the authorities and other organizations
in the development of environmental and safety practices.

Outokumpu is responding to the challenges of tighter legis-
lation on waste by reducing the quantity of process waste, in-
creasing the degree of recycling and when the utilization of
waste is not possible, designing working landfill areas.

The Group’s business units in Britain participated in the
“Business in the Community — Environment Index” for the
Yorkshire and Humberside region, which is a well-regarded
benchmark assessment of environmental performance involving
over 140 companies. The overall ranking of Outokumpu was
eighteenth and it achieved the highest placing of any Sheffield

company.

Six new certified environmental management systems in 2005
It is Outokumpu’s intention to obtain certification in accord-
ance with the ISO 14001 standard for environmental manage-
ment systems (EMS) at all major production sites. Six stainless
steel units in Finland, Sweden and Britain achieved this target
and this resulted in a total of 23 stainless steel and five copper
tube and brass certificates. Two distribution companies in Brit-
ain also have received EMS. Of the Group’s major production
sites, two specialty steel units in Britain and one copper tube
unit in Spain have not yet received certification.

Emission allowances in place

Outokumpu’s stainless steel plants in Finland, Sweden and Brit-
ain belong to the Greenhouse Gas emission trading system that
started in the European Union in 2005. Carbon dioxide allow-
ances and related permits for the period 2005-2007 were grant-
ed to Tornio Works in Finland and the steel making and casting
plants at Avesta and Degerfors in Sweden. The allocated allow-
ances are sufficient for Outokumpu’s planned production and
preparations for applying for allowances for the 2008-2012
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Particle emissions to air
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Kyoto period have began. For the 2005-2007 period, the Shef-
field melt shop in Britain utilized the opt-out possibility pro-
vided by the British Climate Change Levy system.

Efficient use of electricity is a focus area in stainless steel
production

The production of stainless steel is a very energy intensive proc-
ess in particular when it is linked to ferrochrome production.
However, Outokumpu is also committed to energy-saving
measures through mutual contracts with governments in Fin-
land, Sweden and Britain.

In addition to these improvements in energy use, Outo-
kumpu is prepared to meet higher electricity prices not only
through hedging, but also by concluding long-term delivery
agreements and acquiring stakes in electricity production based
on renewable energy sources.

Tornion Voima Oy is building a combined heat and power
plant in Tornio, which will generate 90 MW of heat and 40
MW of electricity. The plant is scheduled to start operating in
2008 and will deliver heat to Tornio Works. Outokumpu’s con-
sumption of electrical energy in the Nordic countries totaled
2.8 TWh in 2005. Outside the Nordic countries the consump-
tion totaled some 0.4 TWh.
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Sick leave days caused by accidents

Emissions well under control — striving to decrease
emissions even further

The majority of the Group’s particle emissions originate from
the stainless steel plants in Tornio, Sheffield and Avesta. Clo-
sure of the roof openings at the older melt shop in Tornio has
resulted in a marked decline in fugitive emissions in particular,
and progtess in emission reduction has been good throughout
the Group. Emissions of nitrogen oxide have also fallen. Most
discharges of metal into water originate in Tornio and Avesta.

Emissions during 2005 were mostly below permitted limits.
A few minor breaches of permit conditions were however reg-
istered in Sheffield, in Tornio and at the tube mill in Florida.
These included releases of fugitive dust from steel melt shops
and process lines and high pH values and metal contents meas-
ured in wastewater. Legal limits on emissions of solvent vapors
and melt shop dust were also exceeded at a copper tube plant in
Zaratamo, Spain. An investment to rectify this situation has
been initiated.

Carbon dioxide emissions by the Group in 2005 totaled ap-
proximately 1 050 000 tonnes, of which Tornio accounted for
680 000 tonnes.



Group policy on scrap procurement has been adjusted, and
especially the control of radioactivity detection systems and de-
vices has been intensified.

Environmental investments and expenditure
Environmental investments by the Group totaled some EUR
12 million in 2005. EUR 2.1 million was invested in a dust-
removal control system and new dust silos at the melt shop in
Sheffield. Environmental investments in improvements of en-
ergy efficiency in ferrochrome and stainless steel operations at
Tornio totaled EUR 6.3 million.

Operating costs for environmental protection measures to-
taled EUR 48 million in 2005. The reclamation of the closed
mine sites accounted for EUR 0.4 million of this sum.

Environmental liabilities and risks

As part of the agreement on the sale of the Group’s fabricated
copper products business, Outokumpu is obliged for a defined
time period to participate in costs arising from the upgrading
of pollution prevention systems or remedial action required
due to the possible materialization of specific environmental
obligations. In addition, Outokumpu has ongoing soil and
groundwater remedy actions at the old Tornio landfill site, at
the tube mill in Florida, US and in Montreal, Canada.

Work related to the maintenance and aftercare of the closed
mine sites continued.

Following the announcement to close the operations at Coil
Products Sheffield and the operations of the OSTP tube mill in
Sorsakoski, implementation of the site closure plans began in
accordance with the environmental permit provisions.

Provisions for soil risks and waste management amounted
to EUR 32 million in the balance sheet.

Outokumpu is not a party in any significant juridical or ad-
ministrative proceedings concerning environmental issues, nor
is it aware of any environmental risks that would have a mate-
rial impact on the Group’s financial position.

Environmental permits

All Outokumpu sites have valid environmental permits or ap-
plications have been filed. Many sites have applied for new per-
mits because of changes in their operations or the implementa-
tion of the EU’s environmental legislation (IPPC directive),
and some were granted an IPPC environmental permit in
2005.

The Supreme Administrative Court of Finland issued its de-
cision in December 2005 concerning waste interpretation at
Tornio Works. According to this decision, ferrochrome slag
and the products made of it as well as steel scrap used as raw
material in the Tornio melt shop are not classified as waste. The
slag products are used as a replacement for natural rock mate-
rial for example in the construction of roads and buildings.

Health and occupational safety in Outokumpu

In 2005 occupational safety was the group-wide theme. The
aim was to increase safety awareness and encourage people to
report “near miss” cases in particular. A safety target for the
Group of no more than five accidents per million man-hours
before 2009 has been set. The accident rate in the Group’s
continuing operations in 2005 was 18 per million man-hours
(2004: 19). In November, one fatal accident occurred at the
Outokumpu Stainless Tubular Products tube mill in Nyby,
Sweden.

Reporting on corporate responsibility

Outokumpu’s corporate responsibility report, based on the
Global Reporting Initiative guidelines (GRI), will be published
in spring 2006. Further information on environmental issues,
health and safety are available at www.outokumpu.com and in
the Outokumpu and the environment 2005 report.
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Consolidated financial statements presented in this annual report have been prepared in accordance with International Financial Reporting
Standards (IFRS). Outokumpu Oyj sold its fabricated copper products business in 2005. The whole former Outokumpu Copper business area has
been classified as a discontinued operation and the result from discontinued operations is presented in the income statement on a single line
after the profit from the Group’s continuing operations. Income statement for 2004, but not for prior years, has been restated accordingly.

In graphs and tables, data for years 2003-2005 is presented according to IFRS and for prior years according to Finnish Accounting Standards.

All figures in the annual report have been rounded and consequently the sum of individual figures can deviate from the presented sum figure.
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Major transformation but reduced profits

in difficult market conditions

Outokumpu went through a major transformation in 2005.
Sale of the Group’s fabricated copper products business to Nor-
dic Capital was finalized in June 2005. Outokumpu Copper
Tube and Brass was excluded from the transaction and a turna-
round plan to improve its profitability has been initiated. It is
Outokumpu’s intention to divest the tube and brass business.

Following the sale of the fabricated copper products busi-
ness, Outokumpu is a leading stainless steel and technology
company. In April, the Group’s stainless steel business was or-
ganized into the General Stainless and Specialty Stainless divi-
sions. In the new structure Outokumpu Technology is man-
aged at arms-length as a stand-alone business through the board
work of Outokumpu Technology.

Tornio expansion was completed and the new capacity has
been technically available from the second half of 2005. The
market environment, however, changed dramatically during
the second half of the year when prolonged de-stocking in the
stainless steel markets resulted in oversupply. To achieve the
Group’s profitability and financial strength targets and to adjust
to the new competitive market environment, several measures
were initiated during the fall of 2005. In September a fixed cost
reduction program was initiated in all stainless steel business
units and group functions. In October, Outokumpu an-
nounced the plan to cease operations at Coil Products Sheffield
(CPS) in Britain, having the annual capacity of 300 000 tonnes
and CPS’ orders were transferred to Tornio, thus enabling the
world’s largest stainless steel integrate to operate at full load and
deliver the benefits of its low cost base. The Sheffield melt
shop’s annual operational capacity was also adjusted from
500 000 tonnes to 300 000 tonnes. As the Avesta Works in
Sweden has been hot rolling slabs from the Sheffield melt shop
for CPS, the annual operational hot rolling capacity in Avesta
was adjusted to 450 000 tonnes to reflect the new operational
structure. The above actions will reduce workforce by a total of
1 500 employees.

Outokumpu’s financial result for 2005 was a significant de-
terioration from the previous year. Prolonged de-stocking espe-
cially in Europe, Outokumpu’s main market, had an adverse
effect on Group’s delivery volumes, and these were 8% lower
than in 2004. Group’s sales rose by 8% to EUR 5 552 million
as a result of high transaction prices, improved product mix
and Technology’s 39% increase in sales. Operating profit fell to
EUR 83 million. In addition to lower deliveries, the main rea-
sons for the significant drop in profits were lowest ever base

prices during the latter part of the year and EUR 164 million

of non-recurring costs and write-downs related to the closure of
CPS and actions taken to reduce fixed costs. Non-recurring
gain from the sale of the Boliden holding amounted to EUR 35
million. Outokumpu Technology posted a record operating
profit of EUR 25 million.

The Group’s net loss for 2005 from continuing operations
totaled EUR 3 million and the net loss from discontinued
operations was EUR 360 million. Earnings per share was nega-
tive at EUR 2.01. Net cash generated from operating activities
improved significantly and was EUR 459 million. EUR 202
million was released from working capital. Gearing was 74.5%
and reached the targeted level of below 75%.

The Board of Directors is proposing to the Annual General
Meeting that a dividend of EUR 0.45 per share be paid
for 2005.

Weak global demand for stainless steel

Despite the solid economic background global consumption of
cold rolled and hot rolled stainless steel flat products declined
marginally during 2005. According to CRU estimates apparent
consumption fell by 5% in both Western Europe and the US,
and the only region to show significant growth was China,
where apparent consumption grew by 12% from the previous
year. European markets were heavily oversupplied in 2005 due
to the prolonged de-stocking and declining export possibilities
to Asia. Producers responded to the weakening markets by cut-
ting production in the second half of the year.

The weak demand for stainless steel had its biggest negative
effect on the standard grade volume products supplied by Gen-
eral Stainless whereas demand for Specialty Stainless’ special
grade and project-related products performed better.

Base prices declined throughout 2005. The European base
price for CR 304 sheet fell from 1 425 EUR/tonne at the end of
2004 to 1 030 EUR/tonne at the end of 2005, and the average
price in 2005 was 1 174 EUR/tonne, 18% lower than in 2004.
Base prices have, however, turned upwards in early 2006.

The price of nickel was extremely high in 2005 and markets
were very volatile. The average price of nickel in 2005 was
14 744 USD/tonne, up by 6% from 2004 and the highest ever
annual average price. Nickel prices peaked at above 17 000
USD/tonne in May—June. In the second half of the year nickel
markets moved into oversupply as demand from the stainless
steel sector declined significantly and prices fell to around
13 000 USD/tonne in the fourth quarter. In the beginning of
2006 nickel prices turned upwards again and stood at 15 200
USD/tonne at the end of January.
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Ferrochrome markets softened during 2005. Undersupplied
in the first half of the year markets moved into oversupply in
the second half of 2005 as a result of the significant cutbacks in
stainless steel production, and prices for ferrochrome drifted
downwards. The average price for the year was 0.74 USD/Ib,
7% higher than in 2004. The ferrochrome market is expected
to remain oversupplied and the contract price for the first quar-
ter of 2006 was settled at 0.63 USD/Ib. The price of molybde-
num was exceptionally high in 2005. The average annual price
of 32.51 USD/Ib was the highest annual price ever and twice
what it was in 2004. The average price for steel scrap was 224
USD/tonne, 5% less than in 2004.

Stainless steel deliveries down by 8%

Sales

€ million 2005 2004 Change, %
General Stainless 4073 4237 (4)
Specialty Stainless 2739 2702 1

Technology 590 423 39

Other operations 238 218 9

Intra-group sales (2088) (2458) (15)
The Group 5 552 5122 8

Stainless steel deliveries

1000 tonnes 2005 2004 Change, %
Cold rolled 867 890 (3)
White hot strip 391 432 (9)
Other 390 464 (16)
Total deliveries 1647 1786 (8)
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The Group’s sales rose by 8% compared with 2004 and amount-
ed to EUR 5 552 million. Deliveries of stainless steel were down
by 8%. The main reasons were prolonged de-stocking in Eu-
rope, Outokumpu’s main market, high and volatile raw mate-
rial prices and increasing capacity in China, which undermined
export possibilities to Asia. The reduction in demand in Europe
had its greatest adverse effect on General Stainless sales, which
fell by 4%, whereas Specialty Stainless’ sales increased by 1%.
Outokumpu Technology’s sales rose by 39% as a result of in-
creased deliveries to the minerals and metals industries, in which
firm investment activity continued throughout 2005.

The share of the Group’s sales to Europe declined from 69%
to 64%. The share of Asia and Americas rose to 17% and 13%,
respectively. Sales to Asia increased due to the good demand of
white hot strip during the first half of 2005.

A substantial reduction in profits

Operating profit

€ million 2005 2004 Change
General Stainless (62) 269 (331)
Specialty Stainless 110 181 (71)
Technology 25 30 (5)
Other operations 8 (50) 58
Intra-group items 1 5 (4)
The Group 83 436 (353)

N

The Group’s operating profit declined to EUR 83 million
(2004: EUR 436 million). Operating profit includes a negative
net impact of EUR 129 million from non-recurring items
(2004: EUR 19 million positive). The non-recurring items
comprise a EUR 35 million capital gain on the sale of Boliden
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shares, EUR 130 million of write-downs and costs related to
the closure of CPS and EUR 34 million of costs related to ac-
tions taken in the fixed cost reduction program.

Low base prices for stainless steel mainly affected Outo-
kumpu’s standard grade volume products. During the second
half of 2005, production was market constraint and the bene-
fits from Tornio Works’ expansion’s efficiency and low cost base
were not fully achieved. General Stainless posted an operating
loss of EUR 62 million while Specialty Stainless posted an op-
erating profit of EUR 110 million. Negative non-recurring
items in General Stainless’ operating profit totaled EUR 138
million and in Specialty Stainless’ EUR 21 million. Technolo-
gy’s operating profit rose to a record high of EUR 25 million as
a result of increased deliveries to customer industries. Technol-
ogy’s operating profit for 2004 included a EUR 16 million
non-recurring gain from the sale of the filter business.

Net financial expenses decreased to EUR 61 million (2004:
EUR 75 million). Net interest expenses were EUR 62 million
(2004: EUR 66 million). Profit before taxes was EUR 22 million
(2004: EUR 440 million) and taxes amounted to EUR 24 mil-
lion (2004: EUR 61 million). The loss for the period from con-
tinuing operations was EUR 3 million (2004: profit EUR 379

million) and the loss from discontinued operations EUR 360
million (2004: profit EUR 7 million). The Group’s earnings per
share was EUR 2.01 negative (2004: EUR 2.12 positive). Earn-
ings per share from continuing operations was EUR 0.02 nega-
tive and from discontinued operations EUR 1.99 negative. Re-
turn on capital employed declined to 1.9% (2004: 9.6%).

Capital structure strengthened

Key financial indicators on financial position
€ million 2005 2004
Net interest-bearing debt
Long-term debt 1624 1975
Current debt 556 1150
Total interest-bearing debt 2180 3125
Interest-bearing assets (511) (690)
Net assets held for sale (132) -
Net interest-bearing debt 1537 2 435
Net interest-bearing debt
in relation to sales, % 277 475
Shareholders’ equity 2 047 2 468
Debt-to-equity ratio, % 74.5 97.2
Equity-to-assets ratio, % 38.2 35.8
Net cash generated
from operating activities 459 (128)
Net financial expenses 61 75
Net financial expenses
in relation to sales, % 11 1.5
Interest cover 14 7.6
/
Net cash flow from operations
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The Group’s net cash generated from operating activities im-
proved significantly in 2005 and amounted to EUR 459 mil-
lion. The contribution by continuing operations totaled EUR
547 million. EUR 202 million was released from working cap-
ital. Net interest-bearing debt fell to EUR 1 537 million. Di-
vestiture of the Group’s fabricated copper products business
reduced indebtedness.

In June, Outokumpu signed a five-year revolving credit fa-
cility of EUR 1 billion. This is a committed credit facility,
which replaces the comparable EUR 875 million facility from
May 2003.

Outokumpu sold its remaining stake in Boliden in two lots,
in March and in September. Proceeds from the disposal totaled
EUR 295 million and resulted in a capital gain of EUR 35
million.

In October, Outokumpu sold its stainless welding business,
Avesta Welding to Béhler-Uddeholm of Austria. Sales by the
business in 2004 was EUR 38 million and it employs some 160
people. The gain on the sale was EUR 3 million.

At the end of 2005, the Group’s equity-to-assets ratio stood
at 38.2%. Gearing declined to 74.5% as a result of sale of assets
and a good cash flow from operating activities and was at the
targeted level of below 75%.
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Capital expenditure under tight control

Capital expenditure

€ million 2005 2004
General Stainless 94 222
Specialty Stainless 58 53
Technology 10 9
Other operations 13 130
The Group 174 414

N

The Group’s short-term profitability improvement program
also includes tight capital expenditure discipline. The capital
expenditure continued to decline markedly from previous years
and totaled EUR 174 million. Towards the end of 2005, cash
outflows on capital expenditure were delayed and some capital
expenditure planned for 2005 was postponed until 2006. The
Group’s capital expenditure limit for 20062007 has been set
at an annual EUR 175 million. In 2006, however, delayed
phasing and rollovers from 2005 will mean that capital expend-
iture is expected to be higher, but will not exceed the annual
depreciation level of EUR 210 million.

The expansion project at the Tornio Works was completed
and new capacity has been technically available from the sec-
ond half of 2005. Tornio’s annual capacities are some 1.65 mil-
lion tonnes for melting and 1.2 million tonnes for the cold roll-
ing mill. Open pit mining at the Kemi mine ceased in Decem-
ber and all production comes now from the underground

mine.



Capital expenditure and depreciation

% € million
50 2500
40 2000
30 1500
20 1000
10 500
0 0

01 02 03 04 05
@ Capital expenditure
Depreciation

@ Capital expenditure, % of sales

The EUR 53 million investment at the Kloster Thin Strip
in Sweden is proceeding according to plan. Site works and civil
engineering works have been completed and equipment is
currently being installed. The new production capacity is
scheduled to be on stream by the end of 2006, and will expand
the mill’s annual production capacity from 25 000 tonnes to
45 000 tonnes. It will also enable the production of thinner
(0.12 mm) and wider (1 050 mm) products. The investment
comprises a new cold rolling mill, a bright annealing line and a
slitting line.

To widen the Group’s product offering, a decision to start
production of ferritic stainless steel in Tornio was made in No-
vember. Ferritic stainless steel normally includes some 12-17%
chromium, with the remainder being iron. The price of the fer-
ritics, not containing any nickel, has traditionally been less vol-
atile than that of austenitic stainless steel, the main product
produced by General Stainless. Tornio has a cost competitive
advantage in the ferritics production by utilizing liquid ferro-
chrome from its own smelter in the process, which reduces the
melting costs. EUR 13 million is being invested in batch an-
nealing furnaces and annual production capacity target for fer-
ritics is 60 000 tonnes. Deliveries will begin in the first quarter
of 2007.

Discontinued operations

On April 5, 2005 Outokumpu and Nordic Capital signed a
sales and purchase agreement according to which Outokumpu
sold the fabricated copper products business to Nordic Capital.
The sale was finalized on June 7, 2005 and the total considera-

tion received was EUR 612 million. The scope of the transac-
tion comprised the following divisions and businesses of the
former Outokumpu Copper business area: Americas, Europe,
Automotive Heat Exchangers, Appliance Heat Exchangers &
Asia, including 100% of Outokumpu Heatcraft, and the Form-
ing equipment businesses.

Sales in 2004 by the divested businesses totaled EUR 1 684
million and the number of personnel employed totaled 6 400
at the end of 2004. Personnel continued with Nordic Capital
under their existing employment terms and conditions. It was
also agreed by the parties that the divested businesses may con-
tinue to use the name Outokumpu Copper Products Oy dur-
ing a transition period of up to 12 months after the closing.

Outokumpu Copper Tube and Brass business was excluded
from the transaction and comprises European sanitary and in-
dustrial tubes, including air-conditioning and refrigeration
tubes in Europe, as well as brass rod.

Outokumpu recorded a capital loss of EUR 252 million
from the sale to Nordic Capital. An impairment loss of EUR 86
million has also been recognized based on management’s valua-
tion of the remaining tube and brass business. As a result of
Finnish participation exemption tax rules, these losses are not
tax deductible. The whole former Outokumpu Copper business
area has been classified as a discontinued operation. The EUR
360 million loss from discontinued operations consists of the
result of fabricated copper products business in the first quarter
of 2005, the loss on the sale to Nordic Capital, the impairment
loss recognized for the Outokumpu Copper Tube and Brass as
well as the tube and brass business’ result for 2005. The loss from
discontinued operations is presented in the income statement as
a separate item after the profit from continuing operations.

The assets sold to Nordic Capital were de-consolidated at
the end of March 2005 and the assets and liabilities of Outo-
kumpu Copper Tube and Brass are presented as held for sale.
Outokumpu Copper Tube and Brass posted an operating loss
of EUR 13 million in 2005 and operating capital at the end of
December 2005 totaled EUR 132 million. A turnaround plan
has been initiated and Outokumpu has stated its intention to
divest the business.

Outokumpu Copper (USA), Inc. has been served with a
complaint in a case filed in federal district court in Mempbhis,
Tennessee, the US by plaintiff American Copper & Brass, Inc.
The complaint alleges claims and damages under the US anti-
trust laws and purports to be a class action on behalf of all di-
rect purchasers of copper plumbing tubes in the US from
1988 to March 31, 2001. Outokumpu believes that the allega-
tions in this case are groundless and will defend itself in any
such proceeding. In connection with the transaction to sell the

fabricated copper products business to Nordic Capital, Outo-
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kumpu has agreed to indemnify and hold harmless Nordic

Capital with respect to this class action.

Decisive actions to improve profitability and cash flow

During the autumn, decisive actions were initiated to counter
the difficult market conditions caused by the continued de-
stocking and roll-out of new production capacity especially in
China. Oversupply in the market drove stainless steel base prices
down and kept them at a very low level. After completing the
review of its stainless steel cold rolling operation in Sheffield,
Outokumpu announced in October the intention to cease the
operations of CPS. CPS’s new orders were transferred to Tornio,
the world’s largest single-site stainless operation and a clear cost
leader. To obtain the full benefits of Tornio Works™ cost effi-
ciency, the plant has to be run as close to capacity as possible.

CPS is a medium-scale, high-cost operation with compli-
cated logistics and cannot compete with the clearly more cost-
efficient integrated operations in current and foreseeable mar-
ket conditions. In addition to ceasing the CPS operation (an-
nual capacity 300 000 tonnes), the annual operational capacity
of the Sheffield melt shop is being adjusted from 500 000
tonnes to 300 000 tonnes to provide feedstock only for the
Group’s long products and plate operations in Britain, Sweden
and the US. These actions will reduce the workforce in Britain
by 670 employees. At the end of December, the consultation
process between the management and local trade unions was
concluded and the operations at CPS will be closed down at
the end of April 2006.

As the Avesta Works in Sweden has been hot rolling slabs
from the Sheffield melt shop for CPS, the annual operational
hot rolling capacity in Avesta was adjusted to 450 000 tonnes
to reflect the new operational structure. This resulted in a re-
view of shift manning levels at Avesta hot rolling mill and un-
ion negotiations in this respect have been concluded.

The closure of CPS resulted in non-recurring write-downs
of EUR 84 million and costs of EUR 46 million. The resulting
annual improvement in the Group’s operating profit is expect-
ed to be some EUR 50 million from the second half of 2006
onwards.

In the new operational structure, Outokumpu’s annual
melting capacity will be 2.5 million tonnes with hot rolling ca-
pacity matching melting capacity, annual cold rolling mill ca-
pacity will be 1.6 million tonnes and annual long products and
plate capacity 0.3 million tonnes.

In September, Outokumpu also started a decisive program
to improve profitability and cash flow. This program has three
components: fixed cost reduction, reduced capital expenditure
and tight working capital management.

Fixed cost reductions are being implemented in all the

Group’s stainless business units and group functions. The tar-
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get of a 10% reduction in fixed costs will result in some EUR
100 million improvement in the group-level operating profit
on an annual basis. Units prepared their plans and implemen-
tation began following the completion of employee negotia-
tions at the year-end. The program will reduce the workforce
by some 800 employees. Reduced fixed cost running rates will
be in place during the second half of 2006, and deliver full ef-
fect in 2007.

Targets and achievements in commercial
and production excellence programs

Outokumpu’s vision — to be the undisputed number one in
stainless with success based on operational excellence — was an-
nounced in January 2005. Operational excellence comprises
the commercial and production excellence programs launched
in April 2005.

The commercial excellence program covers all Outokumpu’s
stainless business units and sales companies. The program will
help move the Group increasingly towards customer orienta-
tion and a one-company operating model. Through key ac-
count management practices, sales force training and by im-
proving internal effectiveness in areas such as pricing manage-
ment, the program seeks to significantly improve both the
value Outokumpu can offer its customers and the Group’s own
business performance. In order to fully leverage all improve-
ment opportunities, the commercial excellence program will
have close links to the production excellence program.

Production excellence is a very practical program for im-
proving Outokumpu’s production activities. Objectives of the
program are to decrease variation in production and improve
health, safety and environmental performance, raw material
and equipment efficiency, as well as to benchmark and employ
best practices. The program started from the Group’s three
melt shops and the first improvement teams have already
kicked off. The next step is to expand the program to include
cold rolling operations. After three years, the program will be
launched throughout the Group. The first pilot projects in
Tornio and Avesta have been audited which reinforced the con-
fidence in the program. In short time the teams involved have
already achieved significant results and have confirmed that
there is remarkable improvement potential to be attained.

Total combined benefits from the commercial and produc-
tion excellence programs are expected to amount to EUR 40
million in 2007, EUR 80 million in 2008 and EUR 160 mil-

lion on an annual basis thereafter.

Risk identification and assessment workshops carried out

Two extensive risk identification and assessment workshops
were carried out during 2005 — one with Group Executive

Committee concentrating on the steel business and another



with the management of Outokumpu Technology where the
emphasis was on technology business. Key risks and related
management actions for business units were also identified and
assessed during the strategic planning process. In workshops,
participants identified risks that could prevent the achievement
of particular business targets or risks within predefined key
areas of business activity.

Outokumpu has classified risks that affect its operations in-
to three categories: risks relating to strategy and business, op-
erational risks and financial risks. Risks are assessed based on
their estimated impact and likelihood of occurrence. Key risks
are further described and addressed through more detailed
analysis. This analysis also involves definitions of risk mitigat-

ing actions as well as roles and responsibilities.

Environment, health and safety

Outokumpu’s stainless steel plants in Finland, Sweden and
Britain belong to the Greenhouse Gas emission trading system
that started in the European Union in 2005. In February, car-
bon dioxide allowances and associated permits for the first
three-year period were granted to the Tornio site in Finland
and the steel making and casting plants at Avesta and Degerfors
in Sweden. The allocated allowances are sufficient for Outo-
kumpu’s planned production in 2005-2007 and preparations
for applying for allowances for the 2008-2012 Kyoto period
have began. For the 2005-2007 period, the Sheffield melt shop
in Britain utilized the opt-out possibility provided by the Brit-
ish Climate Change Levy system.

Emissions remained mostly within permitted limits during
2005. The modernization of the older melt shop in Tornio has
markedly decreased the specific emission of dust. Also, the
emissions of nitrogen oxides have decreased in Avesta, Nyby
and Sheffield due to implementation of the latest burner tech-
nology in annealing furnaces and introduction of a new tech-
nology for handling pickling fumes.

All Outokumpu units have valid environmental permits in
place or are in the process of applying. Outokumpu is not a
party in any significant juridical or administrative proceeding
concerning environmental issues, nor is it aware of any envi-
ronmental risks that could have a material adverse effect on the
Group’s financial position.

The Supreme Administrative Court of Finland issued its
decision in December 2005 concerning waste interpretation at
Tornio Works. According to this decision, slag formed in the
ferrochrome production as well as steel scrap used as raw mate-
rial in the Tornio melt shop are not classified as waste. The fer-
rochrome slag is used as a replacement for natural rock mate-
rial for example in the construction of roads and buildings.

In 2005 occupational safety was the group-wide theme. The

aim was to increase safety awareness and encourage people to

report “near miss” cases in particular. A safety target for the
Group of no more than five accidents per million man-hours
before 2009 has been set. The accident rate in the Group’s con-
tinuing operations in 2005 was 18 per million man-hours
(2004: 19). In November, one fatal accident occurred at the
Outokumpu Stainless Tubular Products tube mill in Nyby,

Sweden.

Research and development

Expenditure on research and development during 2005 amount-
ed to EUR 33 million or 0.6% of net sales (2004: EUR 31 mil-
lion and 0.6%). In addition to new products, R&D focuses on
innovative manufacturing processes that reduce costs, result in
lower emissions, shorten lead times and improve quality.

In the joint Next Generation Vehicle project, Outokumpu
and other European stainless steel producers are developing
new solutions together with the main automotive producers.
Stainless steel grades that are lighter in weight, such as the in-
novative HyTens® material, have very good potential in auto-
motive applications. In 2006, research and development re-
sources will be directed to a greater extent into the architecture,
building and construction sectors, where stainless steel prod-
ucts have enormous potential.

Outokumpu’s strategic intention is to increase market share
in special grades. Development of duplexes, especially LDX
2101® and corresponding applications has progressed well.
The largest orders have been delivered to desalination plants,
de-washers, various storage tanks and flexible tubes. The
RAP™2E product has been launched and has been well re-
ceived by customers.

The Tornio ramp-up of the unique Steckel-Tandem hot
rolling process has progressed well. The RAP-line has shown its
capabilities, and the possibilities of utilizing its flexible charac-
teristics as part of the new ferritics route are being examined.

Development of processes for slag utilization was a high pri-
ority in 2005. Slag can be treated to be an optimum raw mate-
rial for roads, construction beds etc. instead of using virgin ma-
terials. Process route for Hydroflux, neutralized and processed
pickling sludge, has been developed to save fluorspar in the
steel melting process.

In June 2005, Outokumpu Technology launched its largest-
ever flotation cell, the TankCell® 300, for enhanced metal re-
covery and operating efficiency in mineral processing opera-
tions. Commercialization of the HydroCopper™ process con-
tinued. An important milestone in commercializing the Ken-
necott-Outokumpu Flash Converting technology was the con-
tract with Yanggu Xiangguang Copper in China. Extensive
tests on Circofer® technology for an iron-ore direct-smelt re-
duction process were carried out. Technology’s both innovative

solution and novel technology were combined to develop a cost
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Review by the Board of Directors

effective way of producing metallic radio-frequency identifica-
tion (RFID) antennas to the rapidly growing and emerging
RFID technology based item identification markets. As a re-
sult, the Finnish paper company UPM, Outokumpu Technol-
ogy and Finnish Industry Investment formed a joint venture

company, Intune Circuits Oy, to produce high-quality RFID

antennas.

Personnel
Personnel
Dec. 31 2005 2004 Change
General Stainless 4123 4 462 (339)
Specialty Stainless 4334 4 493 (159)
Technology 1791 1806 (15)
Other operations 516 753 (237)
The Group 10 764 11 514 (750)

N

Outokumpu’s human resource management was strengthened
and reorganized during 2005 to support the Group’s new busi-
ness structure and strategic targets.

A new participation model consisting of the Outokumpu
Personnel Forum and the Group Working Committee elected
by the Forum has proved out to be a very effective channel of
two way communication. The Group Working Committee
held a total of 11 meetings in 2005. Personnel participation

played a significant role in the transformation of the Group.

Personnel
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The contribution by personnel representatives was of great im-
portance in the planning and implementation of operational
adjustments and fixed cost reduction measures.

The total personnel reduction from the fixed cost reduction
program will be some 800 employees. Of this, 60% will be lay-
offs and the remainder will consist of retirements, resignations
and the terminations of fixed term contracts. The total reduc-
tion of personnel in Finland will be 320, in Sweden 350 and in
other countries 130. The closure of CPS and the adjustment of
operational production capacity at the Sheffield melt shop will
result in 670 employees being made redundant in Britain by
the end of April 2006. Appropriate employee severance, out-
placement and career support arrangements have been agreed
with the local unions to mitigate the effects of the job losses.

A new performance and development dialogue has been cre-
ated in 2005 to develop a common management approach
linked to rewards.

At the end of the year, the Group’s continuing operations
employed 10 764 people in some 30 countries. The total
number of personnel employed fell by 750 mainly due to re-

structurings carried out during 2005.

Changes in organization

Mr. Juha Rantanen was appointed CEO of the Outokumpu
Group, effective January 1, 2005. The new organization for
direct running of the stainless steel business came into effect on
April 1, 2005. The Group Executive Committee members are:
Juha Rantanen (CEO), Karri Kaitue (Deputy CEO), Pekka
Erkkild (EVP — General Stainless & Production Operations),
Olof Faxander (EVP — Specialty Stainless), Andrea Gatti
(EVP — Commercial Operations), Esa Lager (CFO) and Timo
Vuorio (EVP — Human Resources, as of May 1, 2005). Mr.
Olof Faxander will leave Outokumpu on February 28, 2006.

The stainless steel business has been organized into two di-
visions according to product types. The General Stainless divi-
sion comprises three business units: Tornio Works, Coil Prod-
ucts Sheffield (until closure at the end of April 2006) and Shef-
field Primary Products. The Specialty Stainless division consists
of six business units: Avesta Works, Thin Strip, Hot Rolled
Plate, Long Products, Sheffield Special Strip and Outokumpu
Stainless Tubular Products.

In the new structure Outokumpu Technology is managed at
arms length as a stand-alone business through the board work
of Outokumpu Technology. Outokumpu Copper Tube and
Brass is also managed separately and will be reported as a dis-
continued operation until divestment. These businesses report
to the Deputy CEO.



Board of Directors

In the Annual General Meeting on April 5, 2005, Mr. Evert
Henkes, Mr. Arto Honkaniemi, Mr. Jorma Huuhtanen, Mr. Ole
Johansson, Mr. Heimo Karinen, Ms. Leena Saarinen and Ms.
Soili Suonoja were re-elected as members of the Board of Direc-
tors, and Mr. Jukka Hirmili, Mr. Juha Lohiniva and Ms. Anna
Nilsson-Ehle were elected as new members. Mr. Heimo Karinen
was elected as Chairman of the Board of Directors and Mr. Ole
Johansson as Vice Chairman. Mr. Karinen was nominated the
chairman of the Board Nomination and Compensation Com-
mittee and Mr. Ole Johansson of the Audit Committee.

Shareholders’ Nomination Committee

Outokumpu’s Annual General Meeting of April 5, 2005 decid-
ed to establish a Shareholders’ Nomination Committee to pre-
pare proposals concerning the composition of the Board of
Directors and director remuneration for the following Annual
General Meeting. The members represent Outokumpu’s four
largest registered sharecholders on December 1, 2005: Mr.
Markku Tapio (Chairman), representing the Finnish State, Mr.
Pertti Parmanne, representing the Finnish Social Insurance
Institution, Mr. Kari Puro, representing Ilmarinen Mutual Pen-
sion Insurance Company and Mr. Kalevi Hemild, representing
Etera Mutual Pension Insurance Company. Mr. Heimo Kari-
nen, the Chairman of Outokumpu’s Board served as an expert
member. The Shareholders’ Nomination Committee submitted

its proposals to the Board of Directors on January 27, 2006.

Short-term outlook

Global economic growth is expected to remain solid in 2006.
Although global demand for stainless steel fell marginally in
2005 as a result of de-stocking and extremely high and volatile
raw material prices, underlying demand has remained healthy
and in the long-term annual growth in consumption is expect-
ed to continue at a rate of 5-7%. Towards the end of 2005 or-
ders started to pick up and market sentiment for early 2006 is
cautiously optimistic.

For the first quarter of 2006 deliveries of 304 cold rolled flat
products in Europe, Outokumpu has gradually achieved base
price increases totaling 100 EUR/tonne or more. The increases
vary country by country. The order backlog has strengthened and
further price increases are being pressed for April and beyond.

In 2006 the target is to fully utilize Tornio’s capacity for fin-
ished products and benefit from its low cost base. In the short-
term, Outokumpu’s profitability is expected to improve com-
pared to the second half of 2005. However, with the still very
low base prices prevailing at the start of 2006, operating profit

is expected to fall substantially short of the high levels seen in
the first half of 2005.

Board of Directors’ proposal for profit distribution

In accordance with the Board of Directors’ established divi-
dend policy, the payout ratio over a business cycle should be at
least one-third of the company’s profit for the period. In its an-
nual dividend proposal to the Annual General Meeting, the
Board of Directors will, in addition to the Group’s financial
results, take into consideration the company’s investment and
development needs.

The Board of Directors is proposing to the Annual General
Meeting to be held on March 30, 2006 that a dividend of EUR
0.45 per share be paid from the Group’s distributable funds on
December 31, 2005 and that any remaining distributable funds
be allocated to retained earnings. The suggested dividend
record date is April 4, 2006 and the dividend will be paid on
April 11, 2006.

According to the financial statements at December 31,
2005, the Group’s distributable funds total EUR 665 million
and those of the parent company total EUR 318 million.

Espoo, February 2, 2006

Heimo Karinen
Ole Johansson
Evert Henkes

Arto Honkaniemi
Jorma Huuhtanen
Jukka Hirmild
Juha Lohiniva
Anna Nilsson-Ehle
Leena Saarinen

Soili Suonoja

Juha Rantanen CEO
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Auditor's report
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To the shareholders of Qutokumpu Oyj

e have audited the accounting records, the financial statements and the administration of

Outokumpu Oyj for the period January 1-December 31, 2005. The Board of Directors

and the Chief Executive Officer have prepared the report of the Board of Directors and the

consolidated financial statements, prepared in accordance with International Financial
Reporting Standards as adopted by the EU, and the parent company’s financial statements prepared in accord-
ance with prevailing regulations in Finland, that include the parent company’s balance sheet, income statement,
cash flow statement and the notes to the financial statements. Based on our audit, we express an opinion on the
consolidated financial statements, the parent company’s financial statements and on the administration of the
parent company.

We have conducted the audit in accordance with Finnish Standards on Auditing. Those standards require
that we perform the audit to obtain reasonable assurance about whether the financial statements are free of ma-
terial misstatement. An audit includes examining on a test basis evidence supporting the amounts and disclo-
sures in the financial statements, assessing the accounting principles used and significant estimates made by the
management as well as evaluating the overall financial statement presentation. The purpose of our audit of ad-
ministration is to examine that the members of the Board of Directors and the Chief Executive Officer of the

parent company have complied with the rules of the Finnish Companies Act.

Consolidated financial statements

In our opinion the consolidated financial statements give a true and fair view, as referred to in the International
Financial Reporting Standards as adopted by the EU and defined in the Finnish Accounting Act, of the con-
solidated results of operations as well as of the financial position. The consolidated financial statements can be

adopted.

Parent company'’s financial statements and administration

In our opinion the parent company’s financial statements have been prepared in accordance with the Finnish
Accounting Act and other rules and regulations governing the preparation of financial statements in Finland.
The financial statements give a true and fair view, as defined in the Finnish Accounting Act, of the parent com-
pany’s result of operations as well as of the financial position. The financial statements can be adopted and the
members of the Board of Directors and the Chief Executive Officer of the parent company can be discharged
from liability for the period audited by us. The proposal by the Board of Directors regarding the distributable

funds is in compliance with the Finnish Companies Act.
Espoo, March 1, 2006

PricewaterhouseCoopers Oy

Authorized Public Accountants

Markku Marjomaa
Authorized Public Accountant
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Consolidated financial statements

Consolidated income statement

€ million Note 2005 2004

Continuing operations:
Sales 3,6 5 552 5122
Cost of sales 9 (5 081) (4 361)
Gross margin 471 761
Other operating income 7 84 80
Selling and marketing expenses 9 (154) (166)
Administrative expenses 9 (192) (179)
Research and development expenses 9 (33) (31)
Other operating expenses 8 (94) (28)
Operating profit 83 436
Share of results of associated companies 17 0 78
Financial income and expenses 1
Net interest expenses (62) (66)
Market price gains and losses (0) (12)
Other financial income and expenses 1 4
Total financial income and expenses (61) (75)
Profit before taxes 22 440
Income taxes 12 (24) 61)
Net profit/(loss) for the financial year
from continuing operations (3) 879
Discontinued operations:
Net profit/(loss) for the financial year from
discontinued operations 4 (360) 7
Net profit/(loss) for the financial year (363) 386
Attributable to:
Equity holders of the Company (364) 382
Minority interest 1 4
Earnings per share for profit attributable to
the equity holders of the Company:
Earnings per share, € 13 (2.01) 2.12
Diluted earnings per share, € (2.01) 2.12
Earnings per share from continuing operations
attributable to the equity holders of the Company:
Earnings per share, € (0.02) 2.08
Diluted earnings per share, € (0.02) 2.08
Earnings per share from discontinued operations
attributable to the equity holders of the Company:
Earnings per share, € (1.99) 0.04
Diluted earnings per share, € (1.99) 0.04

All figures in the financial statements have been rounded and consequently the sum of individual figures can deviate
from the presented sum figure.

EEEEEEEEEEEEER 55



Consolidated balance sheet

€ million Note 2005 2004

ASSETS

Non-current assets

Intangible assets 15 578 620
Property, plant and equipment 16 2125 2 743
Investments in associated companies " 17 50 291
Available-for-sale financial assets " 18 38 53
Derivative financial instruments " 21 18 2
Deferred tax assets 12 30 44
Trade and other receivables 23

Interest-bearing " 156 63

Non interest-bearing 15 1
Total non-current assets 3009 3827

Current assets

Inventories 22 1186 1579
Available-for-sale financial assets " 18 4 8
Derivative financial instruments " 21 25 44
Trade and other receivables 23

Interest-bearing " 8 18

Non interest-bearing 841 1390
Cash and cash equivalents " 24 212 211
Total current assets 2277 3 250
Receivables related to assets held for sale " 4 221 -
TOTAL ASSETS 5507 7 077

" Included in net interest-bearing debt.
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€ million Note 2005 2004

EQUITY AND LIABILITIES

Equity attributable to the equity holders
of the Company

Share capital 308 308
Premium fund 701 700
Other reserves 34 27
Retained earnings 1369 1050
Net profit/(loss) for the financial year (364) 382

2 047 2 468
Minority interest 15 38
Total equity 25 2 062 2 506

Non-current liabilities

Long-term debt 28 1618 1971
Derivative financial instruments " 21 5 4
Deferred tax liabilities 12 188 255
Pension obligations 26 74 139
Provisions 27 55 38
Trade and other payables 29 3 10
Total non-current liabilities 1943 2417

Current liabilities

Current debt " 28 501 1103
Derivative financial instruments " 21 22 5
Income tax liabilities 12 40 29
Provisions 27 78 29
Trade and other payables 29

Interest-bearing " 32 32

Non interest-bearing 739 946
Total current liabilities 1413 2 153
Liabilities related to assets held for sale " 4 89 -
TOTAL EQUITY AND LIABILITIES 5507 7 077

"Included in net interest-bearing debt.
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Consolidated cash flow statement

€ million Note 2005 2004

Cash flow from operating activities

Net profit/(loss) for the financial year (363) 386
Adjustments for
Taxes 4,12 28 87
Depreciation 15, 16 232 251
Impairments 4,15, 16 168 -
Share of results of associated companies 17 0 (78)
Loss on the sale of the fabricated copper products business 4 249 -
Profit/(loss) on sale of property, plant and equipment 78 (11) (3)
Interest income N (21) (23)
Dividend income n (6) (3)
Interest expense 1 95 118
Other adjustments 10 (3)
743 345
Change in working capital
Change in trade and other receivables 123 (332)
Change in inventories (5) (354)
Change in trade and other payables 31 37
Change in provisions 52 61)
202 (710)
Dividends received 7 3
Interest received 21 23
Interest paid (93) (112)
Income tax paid (58) (63)
Net cash from operating activities 459 (128)

Cash flow from investing activities

Acquisition of subsidiaries, net of cash 5 (32) 0
Acquisition of shares in associated companies 17 (3) (76)
Acquisition of available-forsale financial assets 18 (1) (26)
Purchases of property, plant and equipment 16 (194) (337)
Purchases of intangible assets 15 (15) (39)
Proceeds from disposal of subsidiaries, net of cash 5 489 18
Proceeds from sale of shares in associated companies 17 290 127
Proceeds from sale of available-for-sale financial assets 18 4 6
Proceeds from sale of property, plant and equipment 16 2 8
Proceeds from sale of intangible assets 15 7 -
Loan repayments received from associated companies 32 - 172
Change in other long-term receivables 18 (6)
Net cash from investing activities 565 (152)
Cash flow before financing activities 1024 (280)

Cash flow from financing activities

Borrowings of long-term debt 136 363
Repayments of long-term debt (454) (139)
Change in current debt (600) 25
Borrowings of finance lease liabilities 3 16
Repayments of finance lease liabilities (6) (6)
Dividends paid (91) (36)
Proceeds from share subscriptions - 19
Other financing cash flow (19) (8)
Net cash from financing activities (1 032) 234
Other adjustments 2 30
Net change in cash and cash equivalents (6) (16)
Cash and cash equivalents at the beginning of the financial year 21 231
Foreign exchange rate effect on cash and cash equivalents 7 (4)
Net change in cash and cash equivalents (6) (16)
Cash and cash equivalents at the end of the financial year 24 212 21
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Consolidated statement of changes in equity

Attributable to the equity holders of the Company
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Equity on Jan. 1, 2004 304 (1] 681 14 - (12) (61) 1122 35 2083
Cash flow hedges = = = = () = = = = (2)
Fair value gains on available-for-sale
financial assets - - - - 16 - - - - 16
Net investment hedges - - - - - - (2) - - (2)
Change in translation differences - - - - - - 4 - 0 4
Iltems recognised directly in equity - - - - 15 - 2 - 0 17
Net profit for the financial year - - - - - - - 382 4 386
Total recognised income and expenses - - - - 15 - 2 382 4 403
Dividends paid - - - - - = = (36) - (36)
Transfers from unregistered share capital 0 (0) = = = - - - - 0
Shares subscribed with options 4 - 15 - - - - - - 19
Converted bonds 1 - 3 - - - - - - 4
Outokumpu Oyj shares owned by
associated companies - - - - - - - 26 - 26
Management stock option program:
value of received services - - - - - - - 1 - 1
Transfer of treasury shares - - 0 - - 6 - - - 6
Other changes - - 1 (1) - - - 1 (1) 0
Equity on Dec. 31, 2004 308 - 700 13 15 (5) (59) 1496 38 2506
Cash flow hedges - - - - 6 - - - - 6
Fair value gains on available-for-sale 3 3
financial assets
Net investment hedges - - - - - - 1 - - 1
Change in translation differences - - - - - - 19 - 0 19
Items recognised directly in equity - - - - 9 - 20 - 0 29
Net loss for the financial year - - - - - - - (364) 1 (363)
Total recognised income and expenses - - - - 9 - 20 (364) 1 (334)
Dividends paid - - - - - = = (91) = (91)
Management stock option program:
value of received services - - - - - - - 8 -
Transfer of treasury shares - - 1 - - 3 - - - 4
Effect of the sale of the fabricated copper
products business - - - - - - - - (24) (24)
Other changes - - = (1) - - - _ _ 1)
Equity on Dec. 31, 2005 308 - 701 1" 23 (2) (38) 1044 15 2062
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Notes to the consolidated financial statements

1. Corporate information

Outokumpu Oyj is a Finnish public limited liability company organ-
ized under the laws of Finland and domiciled in Espoo. The parent
company, Outokumpu Qyj, has been listed on the Helsinki stock ex-
change since 1988. A copy of the consolidated financial statements
is available at the Group's website www.outokumpu.com, from
Outokumpu Oyj/Corporate Communications, Riihitontuntie 7 B,
PO. Box 140, 02201 Espoo, Finland or via e-mail corporate.comms@
outokumpu.com.

Outokumpu is an international stainless steel and technology
company. Customers representing a wide range of industries use
our metal products, technology and services worldwide. In 2005 Ou-
tokumpu Oyj and its subsidiaries (together “the Outokumpu Group”
or “the Group”) have been organized into two divisions: General
Stainless and Specialty Stainless, as well into an independent Outo-
kumpu Technology.

In 2005, Outokumpu operated in about 30 countries and em-
ployed some 11 500 people. The Group's sales amounted to EUR
5.6 billion, of which 95% was generated outside Finland.

2. Accounting principles for the consolidated accounts

Basis of preparation

The consolidated financial statements of Outokumpu have been
drawn up in accordance with International Financial Reporting
Standards (IFRS) adopted by the European Union. The consolidated
financial statements are presented in millions of euros and have
been prepared under the historical cost conventions, unless other
wise stated in the accounting principles.

Applied new and amended standards
The Group has adopted the following new and amended standards
and comparative figures have been amended as required:

IFRS 2 Share-based Payment

IFRS 3 Business Combinations

IFRS 5 Non-current Assets Held for Sale and
Discontinued Operations

IAS 16 Property, Plant and Equipment

IAS36  Impairment of Assets

IAS 38 Intangible Assets

Adoption of new and amended standards and
interpretations in 2006 and 2007

Outokumpu will adopt in 2006 the following amended and new
standards and interpretations issued in 2004-2006:

IAS 39 Financial Instruments: Recognition and Measurement:

Amendments after March 31, 2004:

— Cash flow hedges of forecast intragroup transactions, issued on
April 14, 2005, effective date January 1, 2006.

— Fair value option, issued on June 16, 2005, effective date Janu-
ary 1, 2006.

— Financial guarantee contracts, issued on August 18, 2005, effec-
tive date January 1, 2006

IFRS 6 Exploration for and Evaluation of Mineral Resources, issued

on December 9, 2004, effective date January 1, 2006.

IFRIC 4 Interpretation: Determining whether an Arrangement con-

tains a Lease, issued on December 2, 2004, effective date January

1, 2006.
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IFRIC 8 Interpretation: Scope of IFRS 2, issued on January 12, 2006,
effective date May 1, 2006.

Amendment to IAS 19 Employee Benefits — Actuarial Gains and
Losses, Group Plans and Disclosures, issued on December 16,
2004, effective date January 1, 2006.

The Group estimates that the adoption of the amended stand-
ards and new interpretations does not have material impact on the
Group's financial statements.

Outokumpu will adopt in 2007 the following new and amended
standards:

IFRS 7 Financial Instruments: Disclosures
Amendment to IAS 1 Presentation of Financial Statements —Capital
Disclosures.

Outokumpu investigates the impacts on the disclosure infor-

mation.

Use of estimates

The preparation of the financial statements in accordance with IFRS
requires management to make estimates and assumptions that af-
fect the reported amounts of assets and liabilities, as well as the
disclosure of contingent assets and liabilities at the date of the fi-
nancial statements, and the reported amounts of income and ex-
penses during the reporting period. Accounting estimates are em-
ployed in the financial statements to determine reported amounts,
including the realizability of certain assets, the useful lives of tangi-
ble and intangible assets, income taxes, provisions, pension obliga-
tions, impairment of goodwill and other items. The basis for the
estimates are described in more detail in these accounting princi-
ples and in connection with the relevant disclosure to the financial
statement. Although these estimates are based on management'’s
best knowledge of current events and actions, actual results may
differ from the estimates.

Principles of consolidation
The consolidated financial statements include the parent company
Outokumpu QOyj and all subsidiaries where over 50% of the sub-
sidiary’s voting rights are controlled directly or indirectly by the par
ent company, or the parent company is otherwise in control of the
company. Associated companies, where Outokumpu holds voting
rights of 20-50% and in which Outokumpu has significant influ-
ence, but not control, over the financial and operating policies, are
included in the consolidated financial statements using the equity
method. When Outokumpu's share of losses exceeds the interest
in the associated company, the carrying amount is reduced to nil
and recognition of further losses is discontinued except to the ex-
tent that the Group has incurred obligations in respect of the associ-
ated companies. The interest in an associated company is the carry-
ing amount of the investment under the equity method together
with any long-term interest that, in substance, forms part of the in-
vestor's net investment in the associated company. Joint ventures
over whose activities Outokumpu has joint control, established by
contractual agreement, are consolidated using the equity method.
Acquired companies are accounted for using the purchase meth-
od according to which the assets and liabilities of the acquired com-
pany are measured at fair value at the date of acquisition. The cost
of goodwill is the excess of the cost of the business combination
over the acquirer’s interest in the net fair value of the identifiable as-
sets, liabilities and contingent liabilities. Goodwill on consolidation is
not amortized but tested for impairment annually. In accordance
with the exemption under IFRS 1, acquisitions prior to the IFRS tran-
sition date, January 1, 2003, have not been restated but the previ-



ous values are taken as the deemed cost. Subsidiaries acquired
during the financial year are included in the consolidated financial
statements from the date of their acquisition and disposed subsidi-
aries are included up to their date of sale.

All intra-group transactions, receivables, liabilities and unrealized
margins, as well as distribution of profits within the Group, are
eliminated.

Minority interest is presented separately from the net profit and
disclosed as a separate item in the equity.

Discontinued operations

A discontinued operation results from a decision, pursuant to a
single disposal plan, to divest an operation comprising a separate
major line of business for which the assets less liabilities and net
financial results may be distinguished physically, operationally and
for financial reporting purposes. The disposal shall be highly proba-
ble. The result from discontinued operations is presented in the in-
come statement as a separate item after the profit from continuing
operations. Comparative income statement figures are restated ac-
cordingly. Comparative balance sheet items are not restated but
presented separately from the assets and liabilities of continuing
operations from the date they have been classified as discontinued
operations.

Segment reporting

Business segments provide products or services that are subject to
risks and returns that are different from those of other business
segments. Geographical segments provide products or services
within a particular economic environment that is subject to risks and
returns that are different from those of segments in other economic
environments. Outokumpu'’s primary reporting segments are its
business segments, namely General Stainless, Specialty Stainless
and Outokumpu Technology. Other operations consists mainly of
such business development and Corporate Management expenses
that are not allocated to businesses. Pricing of inter-segment trans-
actions is based on current market prices. Secondary reporting seg-
ments are geographical and based on the main areas where Outo-
kumpu has activities and sales: Finland, Sweden, Britain, Other Eu-
rope, North America, Asia and Australia as well as other countries.

Foreign currency transactions

Iltems of each subsidiary included in the consolidated financial state-
ments are measured using the currency that best reflects the eco-
nomic substance of the underlying events and circumstances rele-
vant to that subsidiary (“the functional currency”). The consolidated
financial statements are presented in euros, which is the functional
currency of the parent company. Group companies’ foreign curren-
¢y transactions are translated into functional currencies using the
exchange rates prevailing at the dates of the transactions. Receiva-
bles and liabilities in foreign currencies are translated into functional
currencies at the exchange rates prevailing at the balance sheet
date. Foreign exchange gains and losses resulting from the settle-
ment or translation of monetary interest-bearing assets and liabili-
ties denominated in foreign currencies and related derivatives are
recognized in financial income and expenses in the income state-
ment. Foreign exchange differences arising in respect of other finan-
cial instruments are included in operating profit under sales, pur
chases or other income and expenses. Income statements and
cash flows of subsidiaries, whose functional and reporting curren-
cies are not the euro, are translated into euros at the average ex-
change rates during the financial period. Their balance sheets are

translated at the exchange rates prevailing at the balance sheet date
and the translation differences are entered in equity. When a sub-
sidiary is sold, possible translation differences are recognized in the
income statement as part of the gain or loss on the sale.

Revenue recognition

Sales are recognized after the significant risks and rewards that are
connected with ownership have been transferred to the buyer, and
the Group retains neither a continuing managerial involvement to
the degree usually associated with ownership, nor effective control
of those goods. Revenues from services are recorded when the
service has been performed. Sales are shown net of indirect sales
taxes and discounts. Revenue from long-term construction con-
tracts within Outokumpu Technology is recognized based on the
stage of completion when the outcome of the project can be relia-
bly measured. The stage of completion is measured by using the
cost-to-cost method under which the percentage of completion is
defined as the ratio of costs incurred to total estimated costs.

Research and development

Research and development costs are expensed as they are incurred,
except for certain development costs, which are capitalized when it
is probable that a development project will generate future economic
benefits, and certain criteria, including commercial and technologi-
cal feasibility, have been met. Capitalized development expenses,
comprising materials, supplies, direct labor and related overhead
costs are amortized on a systematic basis over their expected use-
ful lives.

Income taxes

The Group income tax expense includes taxes of the group compa-
nies based on taxable profit for the period, together with tax adjust-
ments for previous periods and the change in deferred income tax-
es. The income tax effects of items recognized directly in equity are
similarly recognized. The share of results in associated companies is
reported in the income statement as calculated from net profit and
thus including the income tax charge. Deferred income taxes are
stated using the balance sheet liability method, as measured with
enacted tax rates, to reflect the net tax effects of all temporary dif-
ferences between the financial reporting and tax bases of assets
and liabilities. The main temporary differences arise from the depre-
ciation difference on property, plant and equipment, fair valuation of
net assets in acquired companies, fair valuation of available-forsale
financial assets and derivatives, intra-group inventory profits, pen-
sion and other provisions, untaxed reserves and tax losses and
credits carried forward. Deductible temporary differences are rec-
ognized as a deferred tax asset to the extent that it is probable that
future taxable profits will be available, against which the deductible
temporary difference can be utilized.

Goodwill and other intangible assets

Goodwill arising on an acquisition represents the excess of the cost
of the acquisition over the fair value of the net identifiable assets,
liabilities and contingent liabilities acquired. Goodwill is stated at
cost and is not amortized, but tested annually for impairment. In re-
spect of associated companies, the carrying amount of goodwill is
included in the carrying amount of the investment.

Other intangible assets include customer relations, capitalized
development expenses, patents, copyrights, licenses and software.
The valuation of intangible assets acquired in a business combina-
tion is based on fair value. Other intangible assets are stated at
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cost. Intangible assets are amortized on a straight-line basis over
their expected useful lives. Development costs or acquisition costs
of new software clearly associated with an identifiable product,
which will be controlled by the Group and has probable economic
benefit exceeding its cost beyond one year, are recognized as an
intangible asset and depreciated over the software's expected use-
ful life. Associated costs include staff costs of the development
team and an appropriate portion of overhead. An intangible asset is
recognized only if it is probable that the future economic benefits
that are attributable to the asset will flow to the Group, and the cost
of the asset can be measured reliably. All other expenditure is ex-
pensed as incurred.

Periods of amortization used for intangible assets are:

Intangible rights up to 20 years

Software up to 10 years

Property, plant and equipment

Property, plant and equipment acquired by group companies are
stated at historical cost, except the assets of acquired companies
that were stated at their fair values at the date of acquisition. Depre-
ciation is calculated based on the useful lives of the assets and ad-
justed for impairment charges, if any. The carrying value of the prop-
erty, plant and equipment in the balance sheet represents the cost
less accumulated depreciation and any impairment charges. Inter
est costs on borrowings to finance the construction of property,
plant and equipment are capitalized during the period of time that is
required to complete and prepare the asset for its intended use.
Other borrowing costs are expensed.

Depreciation is based on the following expected useful lives:

Buildings 25-40 years
Heavy machinery 15-20 years
Light machinery and equipment 5-15 years

Land is not depreciated and mine properties are depreciated using
the units-of-production method based on the depletion of ore re-
serves. Expected useful lives of non-current assets are reviewed at
each balance sheet date and, where they differ significantly from
previous estimates, depreciation periods are changed accordingly.
Ordinary repairs and maintenance costs are charged to the income
statement during the financial year in which they are incurred. The
cost of major renovations is included in the asset'’s carrying amount
when it is probable that the Group will derive future economic ben-
efits in excess of the originally assessed standard of performance
of the existing asset. Major renovations are depreciated over the
useful lives of the related assets. Gains and losses on sales and dis-
posals are determined by comparing the received proceeds with
the carrying amount and are included in operating profit.

Government grants

Government or other grants are recognized as income on a system-
atic basis over the periods necessary to match them with the relat-
ed costs, which they are intended to compensate. Investment
grants are recognized as revenue on a systematic basis over the
useful life of the asset. In the balance sheet, investments grants are
deducted from the value of the asset they relate to.

Impairments
Property, plant and equipment and other non-current assets, includ-
ing goodwill and intangible assets, are reviewed for potential impair
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ment whenever events or changes in circumstances indicate that
the carrying amount of an asset may not be recoverable. Goodwill
is tested at least annually. For the purposes of assessing impair
ment, assets are grouped at the lowest cash generating unit level
for which there are separately identifiable, mainly independent,
cash inflows and outflows. An impairment loss is the amount by
which the carrying amount of the assets exceeds the recoverable
amount. The recoverable amount is the asset’s value in use. The
value in use is determined by reference to discounted future net
cash flows expected to be generated by the asset. A previously rec-
ognized impairment loss is reversed only if there has been a change
in the estimates used to determine the recoverable amount. How-
ever, the reversal must not cause that the adjusted value is higher
than the carrying amount that would have been determined if no
impairment loss had been recognized in prior years. Impairment
losses recognized for goodwill are not reversed.

Leases

Leases of property, plant and equipment where the Group has sub-
stantially all the rewards and risks of ownership are classified as fi-
nance leases. Finance leases are capitalized at the commencement
of the lease term at the lower of the fair value of the leased prop-
erty or the estimated present value of the underlying lease pay-
ments. Each lease payment is allocated between the capital liability
and finance charges, so as to achieve a constant interest rate on the
finance balance outstanding. The corresponding rental obligations,
net of finance charges, are included in interest-bearing liabilities
with the interest element of the finance charge being recognized in
the income statement over the lease period. Property, plant and
equipment acquired under finance lease contracts are depreciated
over the shorter of the useful life of the asset or lease period. Leas-
es of assets, where the lessor retains all the risks and benefits of
ownership, are classified as operating leases. Payments made
thereunder, and under rental agreements, are expensed on a
straight-line basis over the lease periods.

Financial instruments

Financial instruments are classified as loans and receivables, held-
to-maturity investments, available-forsale financial assets, financial
liabilities at amortized cost and financial assets and liabilities at fair
value through profit and loss. Equity securities are classified as
available-for-sale financial assets. Interest-bearing securities and
convertible loan receivables are classified as financial assets at fair
value through profit and loss. Highly liquid marketable securities
with maturity not exceeding three months are classified as cash
equivalents.

Available-for-sale investments, as well as financial assets and
liabilities at fair value through profit and loss, are measured at fair
value and the valuation is based on quoted rates and market prices
and appropriate valuation models. Unlisted equity securities for
which fair value cannot be reliably measured are recognized at cost
less impairment. Fair value changes of available-forsale investments
are recognized directly in equity. In the event such an asset is dis-
posed of, the accumulated fair value changes are released from eg-
uity to financial income and expenses in the income statement.
Purchases and sales of available-for-sale financial assets are recog-
nized at the trade date.

Loans and receivables as well as all financial liabilities, except for
derivatives, are recognized at the settlement date and measured at



amortized cost using the effective interest rate method. Transaction
costs are included in the initially recognized amount. The need for
impairment is assessed separately for each loan receivable and
when realized it is deducted from the carrying value. The impair
ment shall be based on evidence that it is probable that the Group
will not be able to collect the loan receivable according to initial
terms. Financial assets and liabilities at fair value through profit and
loss are recognized at the trade date and measured at fair value.

All derivatives, including embedded derivatives, are initially rec-
ognized at fair value on the date Outokumpu has entered into the
derivative contract, and are subsequently remeasured at fair value.
Determination of fair values is based on quoted market prices and
rates, discounting of cash flows and option valuation models.

Fair values of currency forwards and swaps, interest rate swaps
and metal forwards are determined by discounting the future nomi-
nal cash flows with relevant interest rates and then converting the
discounted cash flows to the base currency using spot rates. Fair
values of electricity forwards are determined by discounting the
base currency denominated future values with relevant interest
rates. The fair value of currency and metal options is determined by
utilizing commonly applied option valuation models. Other option-
alities included in electricity derivatives are measured at fair value
with their own valuation models.

Part of derivatives or other financial instruments may be desig-
nated as hedging instruments, in which case hedge accounting is
applied. If hedge accounting is not applied, fair value changes in de-
rivatives are recognized in other income and expenses. However, if
the derivative is assigned to financial items, the fair value changes
are recognized in financial income and expenses. In the case hedge
accounting is applied, the accounting for hedging instruments is de-
pendent on the particular nature of the hedging relationship. This
presentation of derivative instruments has been taken into use in
2005. The comparative figures have been restated accordingly.

Hedging programs are documented according to the require-
ment of IAS 39 and designated hedging instruments are subject to
prospective and retrospective testing of effectiveness. Fair value
changes in derivatives, which are assigned to hedge forecast trans-
actions (cash flow hedging), are recognized in equity to the extent
that the hedge is effective. Such accumulated fair value changes are
released into income as adjustments to sales or purchases in the
period when the hedged cash flow affects income. The ineffective
portion of the gain or loss of the hedging instrument is recognized
in income.

Fair value changes in designated hedging instruments, which are
assigned to hedge translation risk related to net investments in for
eign operations, are recognized in equity to the extent that the
hedge is effective. Accumulated gains and losses from hedges are
recognized as income only if the hedged subsidiary is sold or liqui-
dated. The ineffective portion of the gain or loss of the hedging in-
strument is recognized in income.

All recognized fair value changes to equity are net of tax.

Emission allowances

EU emission trading system (ETS) started on January 1, 2005. Ou-
tokumpu’s sites covered by EU emissions trading are the stainless
steel production plants in Tornio, Finland as well as in Avesta and
Degerfors, Sweden. Accounting for carbon dioxide (CO,) allowances
is based on current IFRS standards. Emission allowances are intan-
gible assets. Purchased CO, allowances are recognized cost, where-

as allowances received free of charge are recognized at nominal
value, i.e. at zero. A provision to cover the obligation to return emis-
sion allowances is recognized provided that emission allowances
received free of charge will not cover the actual emissions. Conse-
quently the possible effect in operating profit will reflect the differ
ence between what has been emitted and the received emission
allowances. At the end of 2005, emission allowances are not re-
flected in Outokumpu'’s balance sheet because actual emissions do
not exceed the amount of allowances received free of charge and
no allowances have been purchased from the market.

Inventories

Inventories are stated at the lower of cost or net realizable value.
Cost is determined by the first-in, first-out (FIFO) method. The cost
of finished goods and work in progress comprises raw materials,
direct labor, other direct costs and related production overheads,
but excludes borrowing costs. Net realizable value is the estimated
selling price in the ordinary course of business, less the estimated
costs of completion and the estimated costs necessary to make the
sale.

Trade receivables

Trade receivables are carried at their anticipated realizable value,
which is the original invoice amount less an estimated valuation al-
lowance for impairment of these receivables. A valuation allowance
for impairment of trade receivables is made when there is objective
evidence that the Group will not be able to collect all amounts due
according to the original terms of the receivables.

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, deposits held at
call with banks, other short-term highly liquid investments with
original maturities of three months or less, and bank overdrafts.
Bank overdrafts are included within borrowings in current liabilities
in the balance sheet.

Treasury shares

Where the company or its subsidiaries purchases the company’s
own shares, the consideration paid, including any attributable trans-
action costs net of income taxes, is deducted from equity as treas-
ury shares until they are cancelled. When such shares are subse-
quently sold or reissued, any consideration received is included in
equity.

Provisions

Provisions are recognized in the balance sheet when Outokumpu
has a present legal or constructive obligation as a result of a past
event, and it is probable that an outflow of economic benefits will
be required to settle the obligation and a reliable estimate can be
made of the amount of the obligation. Provisions can arise from re-
structuring plans, onerous contracts and from environmental, litiga-
tion or tax risks.

Employee benefits

Group companies in different countries have various pension plans
in accordance with local conditions and practices. The plans are
classified as either defined contribution plans or defined benefit
plans. The contributions to defined contribution plans are charged to
the income statement in the year to which they relate. The present
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value of the obligation of defined benefit plans is determined using
the projected unit credit method and the plan assets are measured
at fair value at the measurement date. In calculating the Group's ob-
ligation with respect to a plan, the extent to which the cumulative
unrecognized actuarial gain or loss exceeds the greater of the
present value of the defined benefit obligation and the fair value of
plan assets by more than 10% is identified. That excess portion is
recognized in the income statement over the expected average re-
maining working lives of the employees participating in the plan.
Otherwise, the actuarial gain or loss is not recognized.

Share-based payment transactions
Outokumpu has applied IFRS 2 Share-based Payment standard only
to the 2003 option program in which the stock options have been
granted after November 7 2002 and were not vested on January 1,
2005. Equity-settled awards that were granted before November 7,
2002, have not been recognized as an expense in the financial state-
ments. The comparative information has been restated accordingly.
The stock options are valued at fair value on the grant date and
recognized as an expense in the income statement during the vest-
ing period. The expense of the stock options determined at the
grant date reflects the Group's estimate of the number of stock op-
tions that will ultimately vest. The fair value is determined at the
grant date using the Black-Scholes-Merton option pricing model and
relevant statistical methods. The non-market criteria are not includ-
ed in the fair value of the option but taken into account in the
number of options that are assumed to vest. Outokumpu updates

3. Segment information

Outokumpu'’s business activities were organized into three strategic
primary segments in 2005: General Stainless, Specialty Stainless
and Outokumpu Technology. Activities outside the segments are re-
ported under Other operations. Outokumpu Copper Tube and Brass
is reported as a discontinued operation held for sale.

Demand for stainless steel grows fastest of all metals in the
world. Outokumpu is one of the largest producers of stainless steel
and widely recognized as a leader in technical support as well as
research and development. The excellent properties of stainless
steel make it an ideal choice in various demanding industrial and
end-use applications such as food processing and chemicals indus-
tries, oil platforms, construction, automotive industries, cutlery and
razor blades.

General Stainless

General Stainless comprises three business units: Tornio Works,
Coil Products Sheffield and Sheffield Primary Products. The main
products are hot and cold rolled coil and sheet. Tornio Works is the
largest stainless steel integrate in the world, including also the Kemi
chromite mine and the ferrochrome smelter in Tornio. The opera-
tions at Coil Products Sheffield cold rolling unit in Sheffield, Britain,
will be ceased at the end of April 2006. Sheffield Primary Products
consists of a melt shop in Sheffield and a hot rolling mill for long
products in Degerfors, Sweden.

Specialty Stainless

Specialty Stainless comprises six business units: Avesta Works,
Thin Strip, Hot Rolled Plate, Long Products, Sheffield Special Strip
and Outokumpu Stainless Tubular Products. The main products are
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at each annual closing the estimate of the final amount of the op-
tions that will vest. The changes in the estimates are recognized in
the income statement. When the options are exercised, the pro-
ceeds received, net of any transaction costs, are credited to share
capital and the share premium reserve.

Dividends

The dividend proposed by the Board of Directors is not deducted
from distributable equity until approved by the Annual General
Meeting of Shareholders.

Earnings per share

Basic earnings per share is calculated by dividing the net profit at-
tributable to the equity holders of the company by the weighted
average number of shares in issue during the year, excluding shares
purchased by Outokumpu and held as treasury shares. Diluted earn-
ings per share is calculated as if the warrants and options were ex-
ercised at the beginning of the period. In addition to the weighted
average number of shares outstanding, the denominator includes
the incremental shares obtained through the assumed exercise of
the warrants and options. The assumption of exercise is not reflect-
ed in earnings per share when the exercise price of the warrants
and options exceeds the average market price of the shares during
the period. The warrants and options have a diluting effect only
when the average market price of the share during the period ex-
ceeds the exercise price of the warrants and options.

hot and cold rolled sheet, quarto plate, tubes and various fittings,
precision strip, wire rod and bar. Specialty Stainless is strong in tai-
lored solutions and demanding customer applications in flat and
long stainless as well as tubular products. Specialty Stainless serves
customers with high requirements on the stainless steel properties
such as steel grade, shape, thickness, surface finish or other spe-
cific needs.

Outokumpu Technology

Outokumpu Technology is one of the world's leading developers and
suppliers of technology for the minerals processing and metallurgi-
cal industries. It designs and delivers plants, processes and equip-
ment and offers engineering, project and support services world-
wide, serving as a responsible partner throughout the life-cycle of
each investment. Outokumpu Technology's strengths are an innova-
tive approach and an in-depth understanding of customer needs
based on solid knowledge of metals. Many of the technologies it
has developed are market leaders. While the Group's strategy is to
focus on leadership in stainless steel, Outokumpu Technology has a
more independent role within the Group. From the Group perspec-
tive its business operations are managed through the board work of
Outokumpu Technology.

Other operations

Other operations consists of activities outside the primary seg-
ments as well as industrial holdings. Business development and
Corporate Management expenses that are not allocated to the busi-
nesses are also reported under Other operations.



3.1 Business segments

2005 General Specialty Outokumpu Other Discontinued

€ million Stainless Stainless  Technology operations operations  Eliminations Group
External sales 2873 2011 587 81 - - 5552
Interrsegment sales 1200 729 3 157 - (2 088) -
Sales 4073 2739 590 238 - (2 088) 5552
Operating profit (62) 110 25 8 - 1 83
Share of results of associated companies - - (1) 1 - - 0
Financial income and expenses - - - - - - (61)
Profit before taxes - - - - - - 22
Income taxes - - - - - - (24)
Discontinued operations - - - - (360) - (360)
Net loss for the financial year - - - - - - (363)
Depreciation (131) (54) (7) (2) - - (194)
Amortization (2) (7) (2) (11) - - (22)
Impairments (77) (0) - - - - (78)
Non interest-bearing assets 3061 15637 276 240 - (369) 4 745
Investments in associated companies - - 2 48 - - 50
Other interest-bearing assets - - - - - - 461
Deferred tax assets - - - - - - 30
Assets held for sale - - - - 221 - 221
Total assets - - - - - - 5507
Non interest-bearing liabilities 577 376 272 100 - (337) 988
Interest-bearing liabilities - - - - - - 2179
Deferred tax liabilities - - - - - - 188
Liabilities held for sale - - — — 89 - 89
Total liabilities - - - - - - 3445
Operating capital 2 484 1161 4 140 - (32) 3 756
Net deferred tax liability - - — — - - (158)
Capital employed - - - - - - 3599
Capital expenditure 94 58 10 13 - - 174
2004 General Specialty Outokumpu Other Discontinued

€ million Stainless Stainless  Technology operations operations Eliminations Group
External sales 3031 1591 417 83 - - 5122
Intersegment sales 1206 1112 6 135 - (2 458) =
Sales 4237 2702 423 218 = (2 458) 5122
Operating profit 269 181 30 (50) = 5 436
Share of results of associated companies - - - 78 - - 78
Financial income and expenses - - - — - - (75)
Profit before taxes - - - - - - 440
Income taxes - - - - - - 61)
Discontinued operations - - - - 7 - 7
Net profit for the financial year - - - - - - 386
Depreciation (110) (53) (7) (3) = = (172)
Amortization (2) (5) (2) 9) = = (18)
Impairments (0) - - - - - (0)
Non interest-bearing assets 3480 1581 222 170 1225 (337) 6 341
Investments in associated companies - - - 286 5 - 291
Other interest-bearing assets - - - - - - 399
Deferred tax assets - - — — - - 44
Total assets - - - - - - 7077
Non interest-bearing liabilities 599 331 183 112 272 (307) 1190
Interest-bearing liabilities - - - - - - 3125
Deferred tax liabilities - - - - - - 255
Total liabilities - - - - - - 4570
Operating capital 2 882 1250 39 58 953 (31) 5151
Net deferred tax liability - - - - - - (210)
Capital employed - - - - - - 4941
Capital expenditure 222 53 9 130 - - 414
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3.2 Geographical segments

o 5 c © 8 22 8 =
2005 s B E 85 €8 o DBE o 3F
€ million i & 5 83 2& 2z 858 EL &8
Sales by destination " 298 285 304 2685 567 1120 293 - 5552
Sales by origin ? 2655 2513 1471 946 453 286 120 (2892) 5552
Operating profit 2 32 110 (137) 44 21 10 4 - 83
Non interest-bearing assets ? 2689 1216 533 377 176 79 37 (363) 4745
Operating capital ? 2 384 909 275 170 63 13 (48) (9) 3756
Capital expenditure ? 98 50 <) <) 4 2 1 - 174

° & c ® 8 22 8
2004 § 3 & 83 £° of 8t 55 3w
€ million e & s om 2% 22 58 Ef &5
Sales by destination " 308 264 307 2662 470 926 187 - 5122
Sales by origin ? 2478 2280 1478 992 855 240 56 (2797) 5122
Operating profit 2 235 152 (1) 5 28 16 2 - 436
Non interest-bearing assets ? 3116 1408 696 790 502 242 27 (439) 6341
Operating capital ? 2707 112 442 424 31 162 (6) 1 5151
Capital expenditure ? 236 40 13 109 15 1 0 - 414

" Sales by destination is presented for external sales.

2 Sales, operating profit, non interest-bearing assets, operating capital and capital expenditure are presented by the locations of the Group companies or

associated companies.

4. Discontinued operations

On April 5, 2005 Outokumpu and Nordic Capital signed a sales and
purchase agreement according to which Outokumpu sold its fabri-
cated copper products business to Nordic Capital. The sale was final-
ized on June 7, 2005. The scope of the transaction comprised the
following businesses of the former Outokumpu Copper business
area: Americas, Europe, Automotive Heat Exchangers, Appliance
Heat Exchanger & Asia, including 100% of Outokumpu Heatcraft,
and the Forming equipment businesses. Sales in 2004 by the divest-
ed businesses totaled EUR 1 684 million and the number of person-
nel was 6 400 at the year end. Outokumpu Copper Tube and Brass
business was excluded from the transaction and comprises Euro-
pean sanitary and industrial tubes, including airconditioning and
refrigeration tubes in Europe, as well as brass rod.
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The total consideration received EUR 612 million was comprised
of a cash component of EUR 512 million and a USD-denominated long-
term subordinated vendor note of EUR 100 million. Outokumpu
recorded a capital loss of EUR 252 million from the disposal. An EUR
86 million impairment loss on the remaining tube and brass business
has also been recognized based on the management'’s valuation of the
business. As a result of the Finnish participation exemption tax rules,
the losses are not tax deductible. The whole former Outokumpu Copper
business area has been classified as a discontinued operation. The EUR
360 million loss from discontinued operations consists of the net result
of the fabricated copper products business in the first quarter of 2005,
the EUR 252 million loss on the sale to Nordic Capital and the impair
ment loss of EUR 86 million recognized for the tube and brass business
as well as its result for 2005. The loss from discontinued operations is
recorded in the income statement on a single line after the profit from
continuing operations. The assets and liabilities of Outokumpu Copper
Tube and Brass are presented as held for sale. A turnaround plan to
improve profitability has been initiated and Outokumpu has stated its
intention to divest the tube and brass business.



Specification of discontinued operations and assets held for sale

Income statement

€ million 2005 2004
Sales 921 2 050
Expenses (927) (1978)
Operating profit (6) 72
Net financial expenses (10) (35)
Profit/(loss) before taxes (16) 37
Income taxes (4) (26)
Profit/(loss) after taxes (20) "
Impairment loss recognized on the fair valuation of
the Tube and Brass division's assets and liabilities (86) -
Loss on the sale of the fabricated copper products business (252) =
Taxes - -
Aftertax loss recognized on the measurement of
assets and liabilities of the disposal group (338) -
Minority interest (1) (3)
Net profit/(loss) for the financial year from discontinued operations (360) 7
Balance sheet
€ million 2005
Assets
Intangible and tangible assets 9
Other non-current assets 4
Inventories 113
Other current, non interest-bearing assets 95

221
Liabilities
Provisions 21
Other non-current, non interest-bearing liabilities 3
Trade payables 49
Other current, non interest-bearing liabilities 17

89

Cash flows
€ million 2005
Operating cash flow (88)
Investing cash flow (70)
Financing cash flow 142
Total cash flows (17)

5. Acquisitions and disposals

Acquisitions in 2005 and 2004

In 2005, Outokumpu acquired the remaining ownership in Outokumpu
Heatcraft. The total consideration was EUR 32 million. The company
was sold in connection with the sale of the fabricated copper
products business on June 7, 2005.

In 2004, Outokumpu made only some minor acquisitions. In
February, Outokumpu acquired SMI Group's superconductors
business in Italy and its air-conditioning and refrigeration tube
operations in China in exchange for its shareholding in LOCSA -

Laminados Oviedo-Cérdoba, S.A. of Spain. In February, Outokumpu
also acquired the remaining 50% ownership in Neumayer GmbH,
which is an Austrian subsidiary of Outokumpu Copper fabricating
various alloy wire products. As consideration Outokumpu Oyj
transferred 309 597 treasury shares to the seller.

The acquired businesses from the SMI Group contributed sales
of EUR 25 million and net loss of EUR 0 million to the Group for the
period February—-December 2004. These acquisitions have been sum-
marized below.
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Notes to the consolidated financial statements

Consideration

€ million 2004
Paid in cash -
Fair value of shares in LOCSA 10
Direct costs related to the acquisitions 1
Fair value of transferred treasury shares 3
Total consideration 14
Fair value of the acquired net assets (11)
Goodwill 3

The fair value of the treasury shares is based on the market value of the share on the date of the acquisition.

Specification of the acquired net assets Seller’s

Fair carrying
€ million value amount
Cash and cash equivalents 0 0
Intangible assets 0 0
Property, plant and equipment 10 10
Inventories 16 16
Receivables 6 6
Liabilities (23) (23)
Acquired net assets 9 9
Acquired minority 2 1
Fair value of the acquired net assets 1

Considerations paid in cash -
Cash and cash equivalents in acquired subsidiaries 0
Cash outflow on the acquisitions 0

Disposals in 2005 and 2004

On April 5, 2005 Outokumpu and Nordic Capital signed a sales and purchase agreement according to which Outokumpu sold its
fabricated copper products business to Nordic Capital. The sale was finalized on June 7, 2005. The total consideration was EUR 612
million, of which EUR 4 million was recognized as interest income. For more details, see note 4. Discontinued operations.

In November 2005 Outokumpu sold its stainless steel welding operations, Avesta Welding, to Austrian company BohlerUddeholm.
Total consideration was EUR 9 million.

In January 2004, Outokumpu Technology'’s filter business was sold to Larox Oyj. The total consideration was EUR 31 million.

Net assets of the disposed subsidiaries and businesses

€ million 2005 2004
Intangible assets 31 S
Property, plant and equipment 399 3
Other long-term assets 8 -
Derivatives 3
Inventories 293 7
Receivables, non interest-bearing 352 2
Provisions 37 0
Liabilities, non interest-bearing 183 0
866 15
Losses/gains on disposals (249) 16
Total consideration 617 31
Received in cash 517 20
Direct costs related to the disposals (8) (2)
Cash and cash equivalents in disposed subsidiaries and units (19) 0
Net cash flow from disposals 489 18
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6. Long-term construction contracts

Sales include EUR 360 million (2004: EUR 233 million) of income recognized based on the stage of completion of long-term construction
contracts in Outokumpu Technology. Revenue recognized from long-term construction contracts in progress amounted to EUR 288 million
(2004: EUR 185 million) and advances received 